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CHRONOLOGICAL  HISTORY  OF  THE  LEGISLATION 


Date  of  President’s  state  of  the  Union 

message _ 

Date  of  President’s  tax  message _ 

Dates  of  public  hearings  before  the  House  Com¬ 
mittee  on  Ways  and  Means _ 


House  bill  number _ 

Date  bill  introduced  in  House  of  Representa¬ 
tives  _ 

Date  bill  reported  by  Committee  on  Ways  and 

Means  _ 

House  report  number _ 


Date  rule  obtained — H.  Res.  527,  providing  for  a 
closed  rule,  waiving  points  of  order  against,  8 
hours  of  debate,  committee  amendments,  and  1 

motion  to  recommit _ 

Dates  of  House  floor  debate  and  final  passage _ 

Rule :  H.  Res.  527  adopted  by  a  record  vote — 
320  yeas,  66  nays,  46  not  voting. 

Motion  to  recommit:  Rejected  by  a  record 
vote — 199  yeas,  226  nays,  7  not  voting. 
Pinal  passage:  Passed  by  a  record  vote — 
271  yeas,  155  nays,  6  not  voting. 

Public  hearings  before  the  Senate  Committee  on 
Finance  _ 


Date  reported  by  Senate  Committee  on  Fi¬ 
nance  _ 

Senate  report  number _ 

(  Supplemental  report,  pt.  2  of  S.  Rept.  830,  filed  on 
Jan.  31,  1964.) 

Dates  of  Senate  floor  debate - 


Jan.  14,  1963. 

Jan.  24,  1963. 

Feb.  6,  7,  8,  18,  19,  20,  21,  25, 
and  26;  Mar.  4,  6,  7,  8,  11, 
12,  13,  14,  15,  18,  19,  20,  21, 
22,  25,  26,  and  27,  1963. 

H.R.  8363. 

Sept.  10,  1963. 

Sept.  13,  1963. 

H.  Rept.  749  (with  supple¬ 
mental  and  separate 
views). 


Sept.  24,  1963. 

Sept.  24  and  25, 1963. 


Oct.  15, 16, 17, 18  21,  22,  23, 

24,  25,  28,  29,  30,  and  31; 
Nov.  1,  4,  5,  6,  7,  8,  12,  13, 
14, 15,  21,  and  22 ;  Dec.  2,  3, 
4,  5,  6,  9,  and  10,  1963. 

Jan.  28,  1964. 

S.  Rept.  830  (with  separate 
views). 


Jan.  31;  Feb.  3,  4,  5,  and  6, 
1964. 


Date  bill  passed  the  Senate - -Feb.  7,  1964. 

Final  passage :  Passed  by  a  record  vote — 77 
yeas,  21  nays. 

Date  conference  report  filed _  Feb.  24,  1964. 

Conference  report  number _  Rept  No.  1149. 

Date  conference  report  presented  to  and  adopted 

by  House  of  Representatives -  Feb.  25,  1964. 

Vote :  326  yeas,  83  nays. 

Date  conference  report  presented  to  and  adopted 

by  the  Senate _  Feb.  26,  1964 

Vote :  74  yeas,  19  nays. 

Date  signed  by  the  President -  Do. 

Public  law  number _  Public  Law  88-272. 
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ALPHABETICAL  LISTING  OF  MEMBERS  OF  CONGRESS 
WITH  CROSS-REFERENCES  TO  FLOOR  DEBATES  (IN¬ 
CLUDING  EXTENSION  OF  REMARKS) 


A.  House  Floor  Debate  on  Bill 

Members  of  the  House  P(of  ttdsS* 

document) 

Abernethy,  Thomas  G.  (Mississippi) _  1424,  1571 

Alger,  Bruce  (Texas) _  1482,  1495 

Anderson,  John  B.  (Illinois) _  1555 

Ashbrook,  John  M.  (Ohio) _  1571 

Baker,  Howard  H.  (Tennessee) _ _  1446,  1448,  1449 

Baldwin,  John  F.  (California) _  1511 

Barrett,  William  A.  (Pennsylvania) _ 1442 

Barry,  Robert  R.  (New  York) _  1538 

Becker,  Frank  J.  (New  York) _  1514,  1516 

Bennett,  Charles  E.  (Florida) _ . _  1534 

Berry,  E.  Y.  (South  Dakota) _  1524 

Betts,  Jackson  E.  (Ohio) _  1471 

Boggs,  Hale  (Louisiana) _  1488,  1489,  1492,  1603 

Boland,  Edward  P.  (Massachusetts) _  1479 

Bolling,  Richard  (Missouri) _  1417,  1418,  1422,  1425 

Bow,  Frank  T.  (Ohio) _  1593 

Brown,  Clarence  J.  (Ohio) _  1418,  1419 

Broyhill,  James  T.  (North  Carolina) _  1533 

Burke,  James  A.  (Massachusetts) _  1474,  1547 

Burleson,  Omar  (Texas) _  1594 

Byrne,  James  A.  (Pennsylvania) _  1523 

Byrnes,  John  W.  (Wisconsin) _ 1437,  1440,  1463,  1465,  1469,  1471,  1487, 

1489,  1492,  1495,  1506,  1569,  1570,  1587,  1589,  1591,  1592,  1593, 
1608,  1609,  1610,  1615,  1616,  1617,  1618,  1619,  1620,  1622,  1624 

Cannon,  Clarence  (Missouri) _  1586,-1587 

Chelf,  Frank  (Kentucky) _ 1602 

Clausen,  Don  H.  (California) _  1578 

Cohelan,  Jeffery  (California) _  1557 

Collier,  Harold  R.  (Illinois) _  1584,  1585 

Colmer,  William  M.  (Mississippi) _  1422 

Conte,  Silvio  O.  (Massachusetts) _  1510 

Curtis,  Thomas  B.  (Missouri) _  1418, 

1437,  1440,  1441,  1442,  1572,  1576,  1577,  1578,  1579,  1580,  1584 

Derounian,  Steven  B.  (New  York) _  1504,  1512,  1514,  1516 

Donohue,  Harold  D.  (Massachusetts) _  1554 

Edmondson,  Ed  (Oklahoma) _  1602 

Evins,  Joe  L.  (Tennessee) _  1475 

Findley,  Paul  (Illinois) _  1556 

Fino,  Paul  A.  (New  York) _  1572,  1576 

Ford,  Gerald  R.  (Michigan) _  1572,  1573 

Foreman,  Ed  (Texas) _  1589 

Fulton,  James  G.  (Pennsylvania) _  1425 

Fuqua,  Don  (Florida) _  1522 

Glenn,  Milton  W.  (New  Jersey) _ -  1558 

Gonzalez,  Henry  B.  (Texas) _  1484,  1559 

Goodell,  Charles  E.  (New  York) -  1551 

Gray,  Kenneth  J.  (Illinois) _  1698 

Griffiths,  Martha  W.  (Michigan) - 1449 

Gross,  H.  R.  (Iowa) _  1446,  1591 
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Members  of  the  House — Continued  (of  this 


document) 

Hall,  Durward  G.  (Missouri) -  1470 

Halleck,  Charles  A.  (Indiana) -  1441,  1442,  1574,  1575,  1608,  1615 

Halpern,  Seymour  (New  York) -  1525 

Harvey,  Ralph  (Indiana) - •- -  1539 

Herlong,  A.  S.,  Jr.  (Florida) -  1566,  1569,  1570 

Hoeven,  Charles  B.  (Iowa) -  1585 

Jensen,  Ben  F.  (Iowa) -  1570 

Joelson,  Charles  S.  (New  Jersey) -  1522,  1598 

Jonas,  Charles  Raper  (North  Carolina) - - -  1592 

Jones,  Paul  C.  (Missouri) -  1442,  1477 

Keogh,  Eugene  J.  (New  York) -  1442,  1443 

King,  Cecil  R.  (California) _  1541 

Knox,  Victor  A.  (Michigan) -  1463,  1465 

Laird,  Melvin  R.  (Wisconsin) - : -  1519 

Langen,  Odin  (Minnesota) _  1539 

Lindsay,  John  V.  (New  York) -  1553 

McClory,  Robert  (Illinois) -  1577 

McCormack,  John  W.  (Massachusetts) -  1607 

McLoskey,  Robert  T.  (Illinois) -  1534 

Mahon,  George  H.  (Texas) -  1573,  1574,  1575,  1584 

Meader,  George  (Michigan) _  1569,  1570 

Mills,  Wilbur  D.  (Arkansas) -  1417, 


1426,  1449,  1467,  1469,  1475,  1477,  1478,  1481,  1487,  1488,  1504, 

1516,  1566,  1571,  1573,  1586,  1587,  1588,  1591,  1594,  1595,  1597, 

1598,  1599,  1600,  1602,  1606,  1607,  1610,  1616,  1617,  1618,  1619, 


1620,  1621,  1622. 

Moorhead,  William  S.  (Pennsylvania) -  1606 

Murphy,  John  M.  (New  York) _  1535 

O'Brien,  Leo  W.  (New  York) _ * -  1518 

O’Neill,  Thomas  P.,  Jr.  (Massachusetts) _  1419 

Pelly,  Thomas  M.  (Washington) _  1485,  1517 

Pucinski,  Roman  C.  (Illinois) - - -  1563 

Randall,  Wm.  J.  (Missouri) _  1588 

Robison,  Howard  W.  (New  York) -  1448,  1449,  1580 

Rogers,  Paul  G.  (Florida) _  1565,  1572,  1573 

Roosevelt,  James  (California) _  1525 

Roush,  J.  Edward  (Indiana) _  1599 

Schadeberg,  Henry  C.  (Wisconsin) _  1579 

Schneebeli,  Herman  T.  (Pennsylvania) _  1466 

Schwengel,  Fred  (Iowa) _  1506 

Selden,  Armistead  I.,  Jr.  (Alabama) _ _ _  1599 

Short,  Don  L.  (North  Dakota) _  1528 

Smith,  Howard  W.  (Virginia).^ _  1505 

Smith,  Neal  (Iowa) _  1417,  1418,  1469,  1601 

Snyder,  M.  G.  (Gene)  (Kentucky) _ > _  1580 

Staggers,  Harley  O.  (West  Virginia) _  1606 

Steed,  Tom  (Oklahoma) _  1603 

Stinson,  K.  W.  (Bill)  (Washington) _  1610 

Thompson,  Clark  W.  (Texas) _  1597 

Udall,  Morris  K.  (Arizona) _  1516 

Ullman,  A1  (Oregon) _  1467,  1469,  1537 

Utt,  James  B.  (California) _  1510,  1511,  1512 

Vanik,  Charles  A.  (Ohio) _  1478 

Van  Pelt,  William  K.  (Wisconsin) _  1487 

Watson,  Albert  W.  (South  Carolina) _  1536 

Wharton,  J.  Ernest  (New  York) _  1534 

Whitten,  Jamie  L.  (Mississippi) _ - _ _  1595 

Williams,  John  Bell  (Mississippi) _  1564 

Wilson,  Earl  (Indiana) _  1576 

Wright,  Jim  (Texas) _ 1602 
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ALPHABETICAL  LISTING  OF  MEMBERS  OF  CONGRESS 
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B.  Senate  Floor  Debate  on  Bill 

Page  Nos 

Subject  and  Members  of  the  Senate  (of  this' 

document) 

General  debate  on  the  bill,  adoption  of  Senate  Committee  on  Finance 
amendments,  and  procedures  to  be  followed  during  Senate  debate  2799- 
2860,  3012-3018,  3232-3233,  3362-3364,  3383,  3489-3491,  3~509-3543 
Allott,  Gordon  (Colorado) 

Bartlett,  E.  L.  (Bob)  (Alaska) 

Brewster,  Daniel  B.  (Maryland) 

Cannon,  Howard  W.  (Nevada) 

Clark,  Joseph  S.  (Pennsylvania) 

Dirksen,  Everett  McKinley  (Illinois) 

Dominick,  Peter  H.  (Colorado) 

Douglas,  Paul  H.  (Illinois) 

Eastland,  James  0.  (Mississippi) 

Ellender,  Allen  J.  (Louisiana) 

Fong,  Hiram  L.  (Hawaii) 

Fulbright,  J.  W.  (Arkansas) 

Gore,  Albert  (Tennessee) 

Gruening,  Ernest  (Alaska) 

Hart,  Philip  A.  (Michigan) 

Hruska,  Roman  L.  (Nebraska) 

Humphrey,  Hubert  H.  (Minnesota) 

Javits,  Jacob  K.  (New  York) 

Jordan,  Len  B.  (Idaho) 

Keating,  Kenneth  B.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 

Pell,  Claiborne  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Randolph,  Jennings  (West  Virginia) 

Ribicoff,  Abraham  A.  (Connecticut) 

Smathers,  George  A.  (Florida) 

Stennis,  John  (Mississippi) 

Talmadge,  Herman  E.  (Georgia) 

Thurmond,  Strom  (South  Carolina) 

Tower,  John  G.  (Texas) 

Williams,  Harrison  A.,  Jr.  (New  Jersey) 

Williams,  John  J.  (Delaware) 

Senate  Finance  Committee  amendment  to  strike  section  219,  capital  gains 

and  losses,  from  the  House-passed  bill -  2860-2884 

Douglas,  Paul  H.  (Illinois) 

Gore,  Albert  (Tennessee) 

Humphrey,  Hubert  H.  (Minnesota) 

Javits,  Jacob  K.  (New  York) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 

Ribicoff,  Abraham  A.  (Connecticut) 

Smathers,  George  A.  (Florida) 

Group  term  life  insurance — exclusion  (Senator  Gore) -  2884-2891 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Gore,  Albert  (Tennessee) 

Javits,  Jacob  K.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Ribicoff,  Abraham  A.  (Connecticut) 
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Earned  income  of  U.S.  citizens  abroad  (Senator  Gore) _  2891-2907 


Aiken,  George  D.  (Vermont) 

Bennett,  Wallace  F.  (Utah) 

Byrd,  Harry  Flood  (Virginia) 

Clark,  Joseph  S.  (Pennsylvania) 

Curtis,  Carl  T.  (Nebraska) 

Douglas,  Paul  H.  (Illinois) 

Gore,  Albert  (Tennessee) 

Gruening,  Ernest  (Alaska) 

Holland,  Spessard  L.  (Florida) 

Jordan,  B.  Everett  (North  Carolina) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

Tax  credit  for  higher  education  (Senator  Ribicoff) _  2907-2994,  3065-3066 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Beall,  J.  Glenn  (Maryland) 

Bennett,  Wallace  F.  (Utah) 

Brewster,  Daniel  B.  (Maryland) 

Carlson,  Frank  (Kansas) 

Clark,  Joseph  S.  (Pennsylvania) 

Cooper,  John  Sherman  (Kentucky) 

Cotton,  Norris  (New  Hampshire) 

Curtis,  Carl  T.  (Nebraska) 

Dodd,  Thomas  J.  (Connecticut) 

Dominick,  Peter  H.  (Colorado) 

Edmondson,  J.  Howard  (Oklahoma) 

Fulbright,  J.  W.  (Arkansas) 

Gore,  Albert  (Tennessee) 

Hart,  Philip  A.  (Michigan) 

Hartke,  Vance  (Indiana) 

Keating,  Kenneth  B.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

McGee,  Gale  W.  (Wyoming) 

McIntyre,  Thomas  J.  (New  Hampshire) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morse,  Wayne  (Oregon) 

Morton,  Thruston  B.  (Kentucky) 

Muskie,  Edmund  S.  (Maine) 

Pastore,  John  O.  (Rhode  Island) 

Prouty,  Winston  L.  (Vermont) 

Randolph,  Jennings  (West  Virginia) 

Ribicoff,  Abraham  A.  (Connecticut) 

Scott,  Hugh  (Pennsylvania) 

Smathers,  George  A.  (Florida) 

Symington,  Stuart  (Missouri) 

Tower,  John  G.  (Texas) 

Williams,  John  J.  (Delaware) 

Young,  Milton  R.  (North  Dakota) 

Tax  deduction  for  higher  education  (Senator  Prouty) .  _  _  _  _  2994-3012,  3018-3022 
Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Clark,  Joseph  S.  (Pennsylvania) 

Cooper,  John  Sherman  (Kentucky) 

Dominick,  Peter  H.  (Colorado) 

Gruening,  Ernest  (Alaska) 

Holland,  Spessard  L.  (Florida) 

Javits,  Jacob  K.  (New  York) 
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Tax  deduction,  etc.  (Senator  Prouty) — Continued 
Kuchel,  Thomas  H.  (California) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morse,  Wayne  (Oregon) 

Pastore,  John  O.  (Rhode  Island) 

Prouty,  Winston  L.  (Vermont) 

Ribicoff,  Abraham  A.  (Connecticut) 

Saltonstall,  Leverett  (Massachusetts) 

Scott,  Hugh  (Pennsylvania) 

Smathers,  George  A.  (Florida) 

Tower,  John  G.  (Texas) 

Williams,  John  J.  (Delaware) 

Personal  exemptions  (Senator  Gore) _  3022-3047 

Anderson,  Clinton  P.  (New  Mexico) 

Curtis,  Carl  T.  (Nebraska) 

Douglas,  Paul  H.  (Illinois) 

Ervin,  Sam,  Jr.  (North  Carolina) 

Gore,  Albert  (Tennessee) 

Gruening,  Ernest  (Alaska) 

Hartke,  Vance  (Indiana) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 

Pastore,  John  O.  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Smathers,  George  A.  (Florida) 

Minimum  standard  deduction  (Senator  Douglas) _  3047-3051,  3085-3098 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Douglas,  Paul  H.  (Illinois) 

Ervin,  Sam  J.,  Jr.  (North  Carolina) 

Gruening,  Ernest  (Alaska) 

Hruska,  Roman  L.  (Nebraska) 

Humphrey,  Hubert  H.  (Minnesota) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

Mansfield,  Mike  (Montana) 

Morton,  Thruston  B.  (Kentucky) 

Proxmire,  William  (Wisconsin) 

Ribicoff,  Abraham  A.  (Connecticut) 

Smathers,  George  A.  (Florida) 

Excise  tax — Cabarets  (Senator  Proxmire) -  3051,  3440-3451 

Bible,  Alan  (Nevada) 

Carlson,  Frank  (Kansas) 

Douglas,  Paul  H.  (Illinois) 

Fong,  Hiram  L.  (Hawaii) 

Gore,  Albert  (Tennessee) 

Hart,  Philip  A.  (Michigan) 

Keating,  Kenneth  B.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McNamara,  Pat  (Michigan) 

Magnuson,  Warren  G.  (Washington) 
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Subject  and  Members  of  the  Senate — Continued 

Excise  tax — Cabarets  (Senator  Proxmire) — Continued 
Mansfield,  Mike  (Montana) 

Morton,  Thruston  B.  (Kentucky) 

Proxmire,  William  (Wisconsin) 

Simpson,  Milward  L.  (Wyoming) 

Smathers,  George  A.  (Florida) 

Dividend  credit  (Senators  Morton  and  Dirksen) _  3051-3065, 

Beall,  J.  Glenn  (Maryland) 

Carlson,  Frank  (Kansas) 

Curtis,  Carl  T.  (Nebraska) 

Holland,  Spessard  L.  (Florida) 

Hruska,  Roman  L.  (Nebraska) 

Kuchel,  Thomas  H.  (California) 

McCarthy,  Eugene  J.  (Minnesota) 

Mansfield,  Mike  (Montana) 

Morton,  Thruston  B.  (Kentucky) 

Pastore,  John  O.  (Rhode  Island) 

Investment  credit — Regulatory  agencies _ 

3125-3212,  3230-3231, 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 

Church,  Frank  (Idaho) 

Cooper,  John  Sherman  (Kentucky) 

Douglas,  Paul  H.  (Illinois) 

Gore,  Albert  (Tennessee) 

Gruening,  Ernest  (Alaska) 

Humphrey,  Hubert  H.  (Minnesota) 

Javits,  Jacob  K.  (New  York) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

McClellan,  John  L.  (Arkansas) 

McGovern,  George  (South  Dakota) 

McNamara,  Pat  (Michigan) 

Magnuson,  Warren  G.  (Washington) 

Mansfield,  Mike  (Montana) 

Metcalf,  Lee  (Montana) 

Miller,  Jack  R.  (Iowa) 

Monroney,  A.  S.  Mike  (Oklahoma) 

Morse,  Wayne  (Oregon) 

Morton,  Thruston  B.  (Kentucky) 

Nelson,  Gaylord  (Wisconsin) 

Pastore,  John  O.  (Rhode  Island) 

Pell,  Claiborne  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Saltonstall,  Leverett  (Massachusetts) 

Simpson,  Milward  L.  (Wyoming) 

Smathers,  George  A.  (Florida) 

Symington,  Stuart  (Missouri) 

Talmadge,  Herman  E.  (Georgia) 

Tower,  John  G.  (Texas) 

Williams,  John  J.  (Delaware) 

Additional  exemption  for  blind  dependent  (Senator  Hartke) 

Anderson,  Clinton  P.  (New  Mexico) 

Hartke,  Vance  (Indiana) 

Mansfield,  Mike  (Montana) 

Randolph,  Jennings  (West  Virginia) 

Premiums  for  flood  insurance  (Senator  Carlson) _ 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 


Page  Nos. 

(of  this 
document) 


3212-3215 


3066-3079, 

3354-3359 


3081-3083 


3083-3085 
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Excise  tax  Jewelry,  furs,  toilet  preparations,  and  luggage  (Senators 

M°Ar,w.aod  Dirks?“)--~-- - - -  3089-3125 

Allott,  Gordon  (Colorado) 

Beall,  J.  Glenn  (Maryland) 

Bennett,  Wallace  F.  (Utah) 

Byrd,  Harry  Flood  (Virginia) 

Carlson,  Frank  (Kansas) 

Curtis,  Carl  T.  (Nebraska) 

Douglas,  Paul  H.  (Illinois) 

Fulbright,  J.  W.  (Arkansas) 

Gore,  Albert  (Tennessee) 

Hartke,  Vance  (Indiana 

Hruska,  Roman  L.  (Nebraska) 

Humphrey,  Hubert  H.  (Minnesota) 

Javits,  Jacob  K.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

Magnuson,  Warren  G.  (Washington) 

Mansfield,  Mike  (Montana) 

Morse,  Wayne  (Oregon) 

Morton,  Thruston  B.  (Kentucky) 

Pastore,  John  O.  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Simpson,  Milward  L.  (Wyoming) 

Smathers,  George  A.  (Florida) 

Excise  tax — Mechanical  pencils  and  pens  (Senators  Dirksen  and  Hicken- 

looper) -  3216-3221 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Carlson,  Frank  (Kansas) 

Hickenlooper,  Bourke  B.  (Iowa) 

Humphrey,  Hubert  H.  (Minnesota) 

Mansfield,  Mike  (Montana) 

Ribicoff,  Abraham  A.  (Connecticut) 

Scott,  Hugh  (Pennsylvania) 

Smathers,  George  A.  (Florida) 

Sparkman,  John  (Alabama) 

Excise  tax — Musical  instruments  (Senator  Hartke) _  3221-3222 

Hartke,  Vance  (Indiana) 

Smathers,  George  A.  (Florida) 

Head  of  household  (Senator  McCarthy) _  3222-3227,  3233-3248 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 

Clark,  Joseph  S.  (Pennsylvania) 

Eastland,  James  O.  (Mississippi) 

Gruening,  Ernest  (Alaska) 

Javits,  Jacob  K.  (New  York) 

Keating,  Kenneth  B.  (New  York) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 

Neuberger,  Maurine  B.  (Oregon) 

Pastore,  John  O.  (Rhode  Island) 

Randolph,  Jennings  (West  Virginia) 

Robertson,  A.  Willis  (Virginia) 

Smashers,  George  A.  (Florida) 
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Percentage  depletion  rates  for  oil  and  gas  wells;  three-step  reduction  in 

(Senator  Williams  of  Delaware) _  3248-3303 

Aiken,  George  D.  (Vermont) 

Allott,  Gordon  (Colorado) 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 

Dominick,  Peter  H.  (Colorado) 

Edmondson,  J.  Howard  (Oklahoma) 

Javits,  Jacob  K.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McGee,  Gale  W.  (Wyoming) 

Mechem,  Edwin  L.  (New  Mexico) 

Miller,  Jack  R.  (Iowa) 

Monroney,  A.  S.  Mike  (Oklahoma) 

Pearson,  James  B.  (Kansas) 

Proxmire,  William  (Wisconsin) 

Randolph,  Jennings  (West  Virginia) 

Simpson,  Milward  L.  (Wyoming) 

Stennis,  John  (Mississippi) 

Tower,  John  G.  (Texas) 

Williams,  John  J.  (Delaware) 

Young,  Stephen  M.  (Ohio) 

Excise  tax — Tickets  to  live  dramatic  or  musical  performances  (Senator 

Javits) _  3303-3317 

Anderson,  Clinton  P.  (New  Mexico) 

Javits,  Jacob  K.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Morton,  Thruston  B.  (Kentucky) 

Smathers,  George  A.  (Florida) 

Percentage  depletion  rates  for  oil  and  gas.  wells;  reduction  in  (Senator 

Douglas) _  3317-3354 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 

Clark,  Joseph  S.  (Pennsylvania) 

Douglas,  Paul  H.  (Illinois) 

Edmondson,  J.  Howard  (Oklahoma) 

Gore,  Albert  (Tennessee) 

Long,  Russell  B.  (Louisiana) 

McGee,  Gale  W.  (Wyoming) 

Monroney,  A.  S.  Mike  (Oklahoma) 

Proxmire,  William  (Wisconsin) 

Randolph,  Jennings  (West  Virginia) 

Simpson,  Milward  L.  (Wyoming) 

Talmadge,  Herman  E.  (Georgia) 

Wage  continuation  payments  (Senator  McCarthy) _  3359-3361 

Humphrey,  Hubert  H.  (Minnesota) 

Keating,  Kenneth  B.  (New  York) 

McCarthy,  Eugene  J.  (Minnesota) 

Morton,  Thruston  B.  (Kentucky) 

Smathers,  George  A.  (Florida) 

Excise  tax — Purses  and  handbags  (Senator  Keating) _  3361,  3364-3367 

Allott,  Gordon  (Colorado) 

Javits,  Jacob  K.  (New  York) 

Keating,  Kenneth  B.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Morton,  Thruston  B.  (Kentucky) 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 
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Deduction  to  lessee  of  residential  land  of  certain  real  property  tax  paid  by 

him  (Senator  Fong) -  3367-3369 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Byrd,  Harry  Flood  (Virginia) 

Carlson,  Frank  (Kansas) 

Fong,  Hiram  L.  (Hawaii) 

Long,  Russell  B.  (Louisiana) 

Williams,  John  J.  (Delaware) 

Interest  on  indebtedness  incurred  or  continued  to  purchase  or  carry  tax- 

exempt  bonds  (Senator  Williams  of  Delaware) _ _  3369-3377 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Gore,  Albert  (Tennessee) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

Williams,  John  J.  (Delaware) 

Investment  credit;  adjustment  of  basis  under  (Senator  Proxmij-e) _  3377-3382 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Carlson,  Frank  (Kansas) 

Ervin,  Sam  J.,  Jr.  (North  Carolina) 

Long,  Russell  B.  (Louisiana) 

Miller,  Jack  R.  (Iowa) 

Pastore,  John  O.  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Smathers,  George  A.  (Florida) 

Restricted  stock  options;  termination  of  preferential  tax  treatment  (Senator 

Gore) -  3382-3410,  3420-3435,  3451-3453 

Bennett,  Wallace  F.  (Utah) 

Gore,  Albert  (Tennessee) 

Hart,  Philip  A.  (Michigan) 

Javits,  Jacob  K.  (New  York) 

Keating,  Kenneth  B.  (New  York) 

Kuchel,  Thomas  H.  (California) 

Long,  Russell  B.  (Louisiana) 

Morton,  Thruston  B.  (Kentucky) 

Pastore,  John  O.  (Rhode  Island) 

Smathers,  George  A.  (Florida) 

Deduction — Losses  of  personal  residences  seized  by  Cuba  (Senator  Williams 

of  Delaware) _  3411-3412 

Long,  Russell  B.  (Louisiana) 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 

Extension  of  time  for  payment  of  estate  tax  on  value  of  reversionary  or 

remainder  interest  in  property  (Senator  Smathers) _  3412-3413 

Long,  Russell  B.  (Louisiana) 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 

Credit  or  refund  of  self-employment  tax  (Senator  Kuchel) _  3413-3415 

Gore,  Albert  (Tennessee) 

Kuchel,  Thomas  H.  (California) 

Technical  amendments _  3411,  3415-3418,  3453,  3488 

Bennett,  Wallace  F.  (Utah) 

Carlson,  Frank  (Kansas) 

Javits,  Jacob  K.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 
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Group  term  insurance  (Senator  Long) - : -  3418 

Gore,  Albert  (Tennessee) 

Long,  Russell  B.  (Louisiana) 

Smathers,  George  A.  (Florida) 

Crop  insurance  proceeds  (Senator  Williams  of  Delaware) -  3418-3420 

Long,  Russell  B.  (Louisiana) 

Miller,  Jack  R.  (Iowa) 

Williams,  John  J.  (Delaware) 

Excise  tax — Rebuilt  automotive  parts  (Senator  Dirksen) -  3435-3438 

Carlson,  Frank  (Kansas) 

Long,  Russell  B.  (Louisiana) 

Capital  loss  carryover — Individuals  (Senator  Dirksen) -  3438-3440 

Long,  Russell  B.  (Louisiana) 

Morton,  Thruston  B.  (Kentucky) 

Smathers,  George  A.  (Florida) 

Termination  of  tax  reduction  (Senator  McClellan) -  3367,  3453-3482 

Aiken,  George  D.  (Vermont) 

Cotton,  Norris  (New  Hampshire) 

Dominick,  Peter  H.  (Colorado) 

Ervin,  Sam  J.,  Jr.  (North  Carolina) 

Gruening,  Ernest  (Alaska) 

Hruska,  Roman  L.  (Nebraska) 

Javits,  Jacob  K.  (New  York) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McClellan,  John  L.  (Arkansas) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 

Mundt,  Karl  E.  (South  Dakota) 

Pastore,  John  O.  (Rhode  Island) 

Smathers,  George  A.  (Florida) 

Thurmond,  Strom  (South  Carolina) 

Williams,  John  J.  (Delaware) 

Small  business  amendments  (Senator  Sparkman) _  3482-3486 

Long,  Russell  B.  (Louisiana) 

Randolph,  Jennings  (West  Virginia) 

Saltonstall,  Leverett  (Massachusetts) 

Sparkman,  John  (Alabama) 

Deduction  for  expenses  of  transportation  of  disabled  individuals  (Senator 

Sparkman) _  3486-3487 

Anderson,  Clinton  P.  (New  Mexico) 

Johnston,  Olin  D.  (South  Carolina) 

Keating,  Kenneth  B.  (New  York) 

Smathers,  George  A.  (Florida) 

Sparkman,  John  (Alabama) 

Time  for  filing  claim  for  refund  of  taxes  paid  for  gasoline  used  on  farms 


(Senator  Young  of  North  Dakota) _  3487-3488 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 

Excise  tax — Certain  silver-plated  hollowware  (Senator  Saltonstall) _ 3488-3489, 


3499-3501,  3508-3509 

Dodd,  Thomas  J.  (Connecticut) 

Keating,  Kenneth  B.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Pastore,  John  O.  (Rhode  Island) 

Pell,  Claiborne  (Rhode  Island) 

Ribicoff,  Abraham  A.  (Connecticut) 

Saltonstall,  Leverett  (Massachusetts) 
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Corporations  improperly  accumulating  surplus  (Senator  Miller) _  3491-3492 

Long,  Russell  B.  (Louisiana) 

Miller,  Jack  R.  (Iowa) 

Estate  and  gift  tax  treatment  of  employees’  survivors  annuities  under 

State  and  local  retirement  systems  (Senator  Yarborough)  _  3492-3495 

Bartlett,  E.  L.  (Bob)  (Alaska) 

Long,  Russell  B.  (Louisiana) 

Yarborough,  Ralph  W.  (Texas) 

Amortization  of  housing  facilities  for  agricultural  workers  (Senator  Williams 

°f  n"!',  JwrSey)  ‘  a  Nr  "  •  V -  3495-3499 

Byrd,  Harry  Flood  (Virginia) 

Williams,  Harrison  A.,  Jr.  (New  Jersey) 

Multiple  corporations  (Senator  Miller) _  3501-3502 

Long,  Russell  B.  (Louisiana) 

Miller,  Jack  R.  (Iowa) 

Water  or  air  pollution  (Senator  Ribicoff) _ _  3502-3508 

Bartlett,  E.  L.  (Bob)  (Alaska) 

Hart,  Philip  A.  (Michigan) 

Javits,  Jacob  K.  (New  York) 

Keating,  Kenneth  B.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Muskie,  Edmund  S.  (Maine) 

Pastore,  John  O.  (Rhode  Island) 

Pell,  Claiborne  (Rhode  Island) 

Randolph,  Jennings  (West  Virginia) 

Ribicoff,  Abraham  A.  (Connecticut) 

Saltonstall,  Leverett  (Massachusetts) 

Smathers,  George  A.  (Florida) 


C.  House  Floor  Debate  on  Conference  Report 


Members  of  the  House 

Alger,  Bruce  (Texas) _ 

Becker,  Frank  J.  (New  York) _ 

Betts,  Jackson  E.  (Ohio) _ 

Bray,  William  G.  (Indiana) _ 

Broyhill,  Joel  T.  (Virginia) _ 

Byrnes,  John  W.  (Wisconsin) _ 

Chamberlain,  Charles  E.  (Michigan) _ 

Curtis,  Thomas  B.  (Missouri) _ 

Donohue,  Harold  D.  (Massachusetts) _ 

Fino,  Paul  A.  (New  York) _ 

Gray,  Kenneth  J.  (Illinois) _ 

Griffiths,  Martha  W.  (Michigan) _ 

Gross,  H.  R.  (Iowa) _ _ _ 

Halleck,  Charles  A.  (Indiana) _ 

Jones,  Paul  C.  (Missouri) _ 

Knox,  Victor  A.  (Michigan) _ 

Laird,  Melvin  R.  (Wisconsin) _ 

Latta,  Delbert  L.  (Ohio) _ 

Lennon,  Alton  (North  Carolina) _ 

Libonati,  Roland  V.  (Illinois) _ 

Martin,  Patrick  Minor  (California) _ 

Michel,  Robert  H.  (Illinois) _ 

Mills,  Wilbur  D.  (Arkansas) _ 

Osmers,  Frank  C.,  Jr.  (New  Jersey) _ 

Patman,  Wright  (Texas) _ 

Phibin,  Philip  J.  (Massachusetts) _ 

Quie,  Albert  H.  (Minnesota) _ 

Schwengel,  Fred  (Iowa) _ 

Smith,  Neal  (Iowa) _ 


_  4197 

_  4183-4184,4186 

_  4191 

_  4190-4191 

_  4182-4183 

_  4182,4183-4186 

_  4194-4195 

_  4179-4181 

_  4195 

_  4192-4193 

_  4189-4190 

_  4150-4151 

_  4178 

_  4150 

_  4178 

_ 4152,4181-4182 

_  4178 

_  4195 

_  4191 

_ 4188-4189 

_  4188 

_  4182 

4149-4182,  4184,  4188,  4198 

_  4197 

_  4198 

_  4196-4197 

_  4193-4194 

_  4191 

_  4193 
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Mr.  Long  of  Louisiana,  from  the  Committee  on  Finance,  submitted 

the  following 

REPORT 

Together  with 

INDIVIDUAL  AND  MINORITY  VIEWS 

[To  accompany  H.R.  8363] 

The  Committee  on  Finance,  to  whom  was  referred  the  bill  (H.R. 
8363)  to  amend  the  Internal  Revenue  Code  of  1954  to  reduce  indi¬ 
vidual  and  corporate  income  taxes,  to  make  certain  structural  changes 
with  respect  to  the  income  tax,  and  for  other  purposes,  having  con¬ 
sidered  the  same,  report  favorably  thereon  with  amendments  and 
recommend  that  the  bill  as  amended  do  pass. 

I.  SUMMARY 

This  bill,  H.R.  8363,  the  Revenue  Act  of  1964,  provides  $11.6 
billion  of  tax  reduction  scheduled  over  a  2-year  period,  the  bulk  of  the 
relief,  however,  becoming  effective  within  a  month  of  enactment. 
The  bill  will  cut  back  on  excessive  tax  rates  which  unnecessarily 
restrain  individual  and  business  incentives,  it  will  provide  the  in¬ 
creased  consumer  and  business  purchasing  power  to  assure  continued 
expansion,  and  it  will  improve  the  equity  of  the  tax  system. 

(a)  Revenue . — The  bill  when  fully  effective  in  1965  will  reduce  tax 
liabilities  of  individuals  by  $9.2  billion  and  of  corporations  by  $2.4 
billion.  At  constant  income  levels  the  bill  would  reduce  receipts  by 
$1.9  billion  in  fiscal  year  1964  and  $8.4  billion  in  fiscal  year  1965  (in¬ 
cluding  the  $1.9  billion  reduction  from  1964).  Taking  into  account 
the  effect  of  this  reduction  in  increasing  private  expenditures  and 
income,  the  net  effect  on  revenues  is  expected  by  the  Treasury  De¬ 
partment  to  be  a  reduction  of  $1.7  billion  in  fiscal  year  1964  and  $4.3 
billion  in  fiscal  year  1965. 
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( b )  Rate  reduction . — 

1.  Individual . — As  in  the  House  bill,  individual  rates  are  reduced 
from  the  present  range  of  20  to  91  percent  to  a  new  range  of  16  to  77 
percent  in  1964  and  to  14  to  70  percent  in  1965.  The  bill  provides 
that  the  withholding  rate,  presently  18  percent,  will  be  reduced  to 
14  percent,  effective  within  a  week  after  enactment. 

2.  Corporate  rate . — As  in  the  House  bill,  the  tax  rate  for  corpora¬ 
tions  in  1964  is  reduced  from  52  to  50  percent  and  is  further  reduced 
in  1965  to  48  percent.  In  addition,  the  rate  applicable  to  the  first 
$25,000  of  corporate  income  beginning  in  1964  is  reduced  from  30 
percent  to  22  percent.  Furthermore,  corporations  are  placed  on  a 
full  pay-as-you-go  basis  so  that  ultimately  all  of  their  tax  liability 
above  $100,000  is  to  be  payable  in  the  year  in  which  it  is  earned. 
This  is  achieved  over  a  7-year  period  so  that  it  will  not  increase  cor¬ 
porate  cash  outlays  for  tax  payments  in  any  year  of  the  transitional 
period. 

( c )  Structural  changes. — In  addition  to  rate  changes  the  bill 
provides  a  number  of  provisions  designed  to  increase  the  equity  of  the 
present  tax  law.  Some  of  these  increase  and  others  decrease  the 
revenue.  The  major  items  are: 

1.  Minimum  standard  deduction. — The  bill  provides  that  each 
taxpayer  may  have  a  minimum  standard  deduction  of  $300  plus  $100 
for  each  additional  exemption.  This  relieves  from  tax  all  single 
individuals  with  incomes  up  to  $900,  and  all  married  couples  with 
incomes  up  to  $1,600. 

2.  Dividend  credit  and  exclusion. — The  4-percent  dividend  re¬ 
ceived  credit  is  reduced  by  the  bill  to  2  percent  for  1964,  and  repealed 
for  subsequent  years.  The  $50  dividend  exclusion  is  increased  to  $100 
for  1964  and  subsequent  years.  In  practical  effect,  this  increase  is 
from  $100  to  $200  for  married  couples. 

3.  Retirement  income  credit. — The  bill  provides  that  in  com¬ 
puting  the  retirement  income  credit  the  limit  on  retirement  income 
is  to  be  raised  from  $1,524  to  $2,286  in  certain  cases  where  a  joint 
return  is  filed. 

4.  Investment  credit. — In  the  case  of  the  investment  credit,  the 
bill  (a)  repeals  the  provision  requiring  a  7-percent  downward  adjust¬ 
ment  in  the  basis  of  property  eligible  for  depreciation  to  the  extent 
that  the  investment  credit  applies;  (6)  prevents  regulatory  commis¬ 
sions  in  certain  cases  from  requiring  the  “flowthrough”  of  the  benefits 
of  the  investment  credit  to  the  customers  of  regulated  industries;  and 
(c)  makes  other  revisions  in  the  investment  credit. 

5.  Group  term  insurance. — The  bill  limits  the  employee  exclu¬ 
sion  for  premiums  on  group  term  insurance  furnished  through  the 
employer  to  premiums  paid  for  the  first  $70,000  of  coverage. 

6.  Sick  pay  exclusion. — The  bill  restricts  the  sick  pay  exclusion,  of 
up  to  $100  a  week,  only  to  those  who  are  absent  from  work  for  more 
than  30  days  (and  makes  the  exclusion  available  only  for  the  period 
beyond  that  time) . 

7.  Sale  of  residence  by  aged  taxpayer. — The  bill  provides  an 
exclusion  from  the  tax  base  for  the  gain  attributable  to  the  first 
$20,000  of  the  sales  price  of  a  personal  residence  in  the  case  of  an 
individual  aged  65  or  over. 

8.  Deduction  of  certain  State  and  local  taxes. — The  bill  denies 
a  deduction  in  computing  income  subject  to  Federal  tax  for  State  and 
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local  taxes  other  than  property,  income,  general  sales  taxes,  gasoline, 
and  auto  license  (the  principal  taxes  for  which  a  deduction  is  denied 
are  alcoholic  beverage,  cigarette,  and  selective  excise  taxes). 

9.  Casualty  loss  deduction, — The  deduction  for  personal  casualty 
and  theft  losses  is  limited  to  the  amount  in  excess  of  $100  per  loss 
(similar  to  “$100  deductible”  insurance). 

10.  Charitable  contribution  deduction, — Several  changes  are 
made  in  the  charitable  contribution  deduction:  (a)  The  30-percent 
maximum  deduction  is  made  available  generally  for  contributions  to 
publicly  supported  organizations  other  than  private  foundations; 
(6)  the  2-year  carryover  of  charitable  contributions  for  corporations 
is  extended  to  5  years;  (c)  a  5-year  carryover  is  provided  for  individuals 
with  respect  to  contributions  to  publicly  supported  organizations; 
{d)  the  unlimited  charitable  deduction  is  restricted  to  contributions 
to  publicly  supported  organizations;  and  (e)  charitable  contributions 
deductions  for  future  interests  in  tangible  personal  property  are 
denied  until  the  gifts  are  completed. 

11.  Foreign  expropriation  losses, — The  bill  permits  a  taxpayer 
which  has  sustained  a  substantial  foreign  expropriation  loss  after  1958 
to  carry  over  that  portion  of  a  net  operating  loss  arising  from  the 
foreign  expropriation  loss  for  10  years  without  any  carryback. 

12.  Medical  expense  deduction, — The  1  percent  limitation,  or 
floor,  on  medicines  and  drugs  which  must  be  taken  into  account  in 
determining  deductible  medical  expenses  is  made  inapplicable  where 
the  taxpayer  or  his  wife  is  over  65  and  also  with  respect  to  such 
expenses  for  dependent  parents  over  65. 

13.  Child-care  expense  deduction, — The  child-care  deduction  is 
revised  (a)  to  make  it  available  in  the  case  of  a  wife  who  is  incapaci¬ 
tated;  (6)  to  make  it  available  with  respect  to  care  for  children  up  to 
age  13  (instead  of  12);  (c)  the  maximum  deduction  allowable  where 
there  are  two  or  more  children  is  increased  from  $600  to  $900,  and  to 
$1,000  where  there  are  three  or  more  children;  and  (d)  the  present 
limit  on  the  family  income  in  the  case  of  a  working  wife  is  raised  from 
$4,500  to  $7,000. 

14.  Moving  expense  deduction, — A  deduction  for  certain  moving 
expenses — transportation  of  the  household  goods  and  the  persons 
involved,  and  also  their  meals  and  lodging  while  in  transit — is  allowed 
for  employees  who  are  not  reimbursed  for  these  expenses  and  also  for 
new  employees  (an  exclusion  for  these  items  is  already  available  in  the 
case  of  old  employees  who  are  reimbursed).  Old  employees  who  are 
reimbursed  for  certain  costs  and  losses  in  connection  with  the  sale  of 
their  old  home,  occasioned  by  a  move,  are  permitted  to  treat  the  reim¬ 
bursement  as  sale  proceeds  rather  than  compensation. 

15.  Political  contribution  deduction, — The  bill  allows  individ¬ 
uals  a  deduction,  limited  to  $50  a  year  ($100  on  a  joint  return)  for 
contributions  to  any  political  candidate  or  political  committee  to 
further  the  candidacy  of  individuals. 

16.  Intercorporate  dividend  deduction  for  certain  affiliated 
groups, — The  bill  provides  that  certain  affiliated  groups  eligible  to 
file  a  consolidated  return,  but  not  doing  so,  may  take  under  certain 
conditions  a  100-percent  deduction  for  intercorporate  dividends 
received  from  other  members  of  the  group  if  the  group  agrees  to  be 
treated  as  a  single  entity  for  certain  purposes,  such  as  the  surtax 
exemption. 
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17.  Face  amount  certificate  companies . — The  bill  provides  that 
a  “face  amount  certificate  company”  shall  not  be  subject  to  disallow¬ 
ance  of  a  deduction  on  interest  paid  with  respect  to  face  amount 
certificates  under  section  265(2)  of  the  code  (relating  to  interest  in¬ 
debtedness  to  carry  tax-exempt  bonds  on  tax-exempt  income)  to  the 
extent  that  tax-exempt  obligations  do  not  constitute  more  than  25 
percent  of  the  average  of  the  total  assets. 

18.  “Bank  loan”  insurance . — An  interest  deduction  is  denied 
for  amounts  borrowed  under  a  systematic  plan  to  pay  premiums  on 
life  insurance  (certain  exceptions  are  provided) . 

19.  Corporate  reorganizations. — The  bill  provides  tax-free  status 
to  a  stock-for-stock  reorganization,  where  the  corporation  acquiring 
the  stock  exchanges  either  its  voting  stock  or  the  voting  stock  of  a 
corporation  which  is  in  control  of  the  acquiring  corporation. 

20.  Travel  expense  deduction. — The  bill  repeals  the  rule,  adopted 
in  1962,  which  disallows  a  portion  of  travel  expenses  for  certain  busi¬ 
ness  trips  which  are  combined  with  a  vacation. 

21.  Pension  plans. — The  bill  permits  retroactive  qualification  for 
certain  pension  plans  under  multi-employer  collective  bargaining 
agreements.  It  also  permits  a  U.S.  corporation  to  extend  coverage 
under  its  qualified  pension,  profit  sharing,  etc.,  plan  to  certain  U.S. 
citizens  employed  by  subsidiaries  operating  outside  of  the  United 
States. 

22.  Stock  options. — The  present  tax  treatment  of  employee  stock 
options  is  further  restricted,  the  principal  additional  restrictions  be¬ 
ing:  (a)  the  stock  when  acquired  must  be  held  for  3  years  or  more; 
(6)  the  option  must  not  be  for  a  period  of  more  than  5  years;  (c)  the 
option  price  must  at  least  equal  the  market  price  of  the  stock  when 
the  option  is  issued;  (d)  stockholders’  approval  for  the  options  must 
be  obtained ;  and  (e)  the  extent  to  which  new  options  may  be  exercised 
when  the  old  options  are  outstanding  is  restricted.  Separate  tax 
treatment  is  provided  for  employee  stock  purchase  plans  which  are 
available  to  all  employees  on  a  nondiscriminatory  basis  under  rules 
which  are  substantially  the  same  as  under  present  law. 

23.  Installment  method. — The  bill  treats  all  revolving  credit 
sales  as  installment  sales  for  tax  purposes  and  also  treats  time  pay¬ 
ment  charges  as  installment  sales. 

24.  Deduction  of  contested  liabilities. — The  bill  would  allow  a 
deduction  for  the  taxable  year  in  which  a  taxpayer  pays  a  tax  or  other 
liability,  even  though  he  contests  the  liability. 

25.  Interest  on  certain  deferred  payments. — Where  property  is 
sold  on  an  installment  basis  and  either  no,  or  very  low,  interest  is 
charged  on  the  installments,  the  bill  provides  that  an  appropriate 
amount  of  each  installment  is  to  be  treated  as  if  it  were  an  interest 
payment. 

26.  Personal  holding  companies. — The  percentage  of  passive 
income  which  may  result  in  a  company  being  classified  as  a  personal 
holding  company  is  reduced  from  80  to  60  percent  and  amendments 
are  made  so  that  the  tax  cannot  be  avoided  by  using  rental  income 
or  oil  or  gas  or  mineral  royalties  (or  working  interests)  to  shelter 
substantial  amounts  of  investment  income,  such  as  dividends  and 
interest,  from  the  personal  holding  company  tax.  Other  restrictive 
amendments  are  also  made.  Relief  is  provided  for  those  companies 
which  are  not  now  personal  holding  companies,  but  which  would  be 
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under  the  new  definitions.  They  are  permitted  favorable  liquidation 
treatment  in  certain  cases  and  also  permitted  a  deduction,  in  comput¬ 
ing  the  personal  holding  company  income,  for  paying  off  existing 
debts. 

27.  Aggregation  of  oil  and  gas  properties . — For  the  future,  oil 
and  gas  leases  or  acquisitions  are  no  longer  to  be  aggregated  in  deter¬ 
mining  what  constitutes  a  property  for  purposes  of  computing  the 
percentage  depletion  deduction. 

28.  Iron  ore  royalties. — The  bill  provides  capital  gains  treatment 
for  certain  domestic  iron  ore  royalties. 

29.  Life  insurance  companies. — The  bill  makes  three  changes 
with  respect  to  the  income  tax  of  life  insurance  companies:  (1)  It 
removes  the  requirement  of  present  law  that  life  insurance  companies, 
and  mutual  insurance  companies  electing  to  be  taxed  on  investment 
income  only,  are  to  ratably  accrue  market  discount  on  purchased 
bonds  as  ordinary  income;  (2)  it  extends  to  1962  the  rule  for  deducti¬ 
bility  of  certain  distributions  to  shareholders  pursuant  to  certain 
mutualization  plans;  and  (3)  it  assures  deductibility  of  qualified 
pension  plan  contributions  of  mutual  insurance  companies. 

30.  Regulated  investment  companies. — The  bill  amends  the 
regulated  investment  company  provisions  (1)  by  increasing  from 
30  to  45  days  after  the  close  of  the  taxable  year  the  time  for  giving 
certain  notices  to  shareholders,  and  (2)  by  providing  that  distributions 
by  a  unit  investment  trust  liquidating  an  individual’s  interest  are 
not  to  be  considered  as  giving  rise  to  capital  gains  tax  with  respect 
to  interests  of  other  investors  still  in  the  trust. 

31.  Foreign  tax  credit  on  mineral  operations. — The  bill  pro¬ 
vides  that  any  excess  foreign  tax  credit  which  arises  from  mineral 
extraction,  because  of  the  percentage  depletion  allowance  under 
U.S.  law,  may  not  be  used  to  offset  U.S.  tax  on  income  not  related  to 
mineral  extraction,  processing  transportation  or  marketing. 

32.  Sale  of  depreciable  real  estate. — In  the  case  of  real  estate 
sold  in  the  future,  any  depreciation  deductions,  generally  to  the 
extent  these  deductions  exceed  depreciation  allowable  under  the 
“straight  line”  method  (to  the  extent  of  the  gain),  will  be  treated  by 
the  bill  as  giving  rise  to  ordinary  income.  However,  in  the  case  of 
property  held  more  than  20  months  the  amount  treated  as  ordinary 
income  will  be  reduced  by  1  percent  for  each  month  of  holding  over 
20,  with  the  result  that  no  amount  will  be  treated  as  ordinary  income  in 
the  case  of  real  property  held  more  than  10  years. 

33.  Averaging  of  income. — The  bill  in  effect  provides  for  the 
averaging  of  income  over  a  5-year  period  where  the  income  in  the  cur¬ 
rent  year  exceeds  the  average  of  the  4  prior  years  by  more  than  one- 
third  and  this  excess  is  more  than  $3,000. 

34.  Subchapter  S  corporations. — The  bill  amends  the  provisions 
for  subchapter  S  corporations  to  provide  (1)  that  certain  distributions 
of  money  made  after  the  close  of  a  taxable  year  may  be  treated  as 
made  at  the  close  of  that  year  in  order  to  prevent  double  inclusion  of 
income,  and  (2)  that  a  corporate  member  of  an  affiliated  group  may 
elect-  subchapter  S  treatment  where  the  only  other  members  of  the 
group  are  inactive  subsidiary  corporations. 

35.  Repeal  of  consolidated  returns  tax— The  2-percent  penalty 
tax,  which  must  presently  be  paid  by  corporations  for  the  privilege  of 
filing  consolidated  returns,  is  repealed. 
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36.  Multiple  surtax  exemption . — For  corporations  where  there 
is  common  control  to  the  extent  of  80  percent  or  more,  the  corpora¬ 
tions  involved  generally  are  limited  to  one  $25,000  surtax  exemption 
for  the  group  or  alternatively  required  to  pay  a  special  tax  of  6  percent 
on  the  first  $25,000  of  their  income.  No  penalty  tax  is  imposed  where 
a  consolidated  return  is  filed  for  the  group. 

37.  Tax  lien  on  automobiles . — A  purchaser,  mortgagee, .  or 
pledgee  of  a  motor  vehicle  will  not  be  subject  to  a  Federal  tax  lien 
against  the  motor  vehicle,  notice  of  which  has  been  publicly  filed, 
unless  the  purchaser,  mortgagee,  or  pledgee  had  actual  knowledge  of 
the  existence  of  the  lien. 

II.  GENERAL  STATEMENT 

H.R.  8363  represents  a  basic  revision  of  the  Federal  income  tax 
laws.  By  substantially  reducing  individual  and  corporate  tax  rates, 
it  is  anticipated  that  this  bill  will  stimulate  higher  investments  and 
increase  consumer  purchases.  In  this  manner,  the  bill  is  designed  to 
lessen  unemployment  and  to  increase  the  rate  of  growth  of  our 
productive  capacity.  The  bill  also  contains  a  series  of  structural 
changes  in  the  tax  system  designed  to  improve  the  equity  of  the  sys¬ 
tem  and  to  close  loopholes. 

The  extensive  public  hearings  held  by  your  committee  have  pro¬ 
vided  convincing  evidence  of  the  wide  area  of  agreement  on  the  part 
of  the  public  generally — including  representatives  of  both  business 
and  labor — of  the  need  for  reducing  our  present  unrealistically  high 
individual  income  tax  rates.  At  present,  they  range  from  20  to  91 
percent  and  under  this  bill  are  reduced  to  a  range  of  14  to  70  percent. 
Also  in  the  case  of  corporations,  by  reducing  the  top  rate  from  52  to 
48  percent,  this  bill  converts  the  Government  from  a  “senior  partner” 
to  a  “junior  partner”  in  any  business  undertaking.  The  present  high 
income  tax  rates  are  a  carryover  from  the  tax  policy  of  World  War  II 
and  the  Korean  war  when  the  dampening  down  of  investment  stimu¬ 
lants  and  holding  the  line  on  consumption  were  necessary  to  our  war¬ 
time  effort.  These  policies  are  no  longer  appropriate,  however,  in  our 
economy  today. 

Despite  the  fact  that  business  conditions  have  been  improving  over 
the  past  33  months,  unemployment  still  is  at  the  high  rate  of  5.5 
percent,  which  matches  the  unemployment  rate  in  the  1954  recession. 
Since  obtaining  an  unemployment  rate  of  4.2  percent  in  1956,  we  have 
experienced  a  succession  of  disappointing  recoveries  in  which  the  un¬ 
employment  rate  has  remained  disturbingly  high;  this  rate,  in  fact, 
has  not  been  below  5  percent  since  1957. 

Added  significance  for  this  persistent  high  rate  of  unemployment  lies 
in  the  fact  that  the  next  decade  will  be  a  period  of  unusually  high 
growth  in  the  labor  force  as  the  children  of  the  post-World  War  II 
era  come  of  age.  The  annual  growth  in  the  labor  force  as  a  result 
can  be  expected  to  increase  from  less  than  1  million  to  about  1 
million.  In  addition,  it  is  expected  that  with  an  improvement  in 
employment*  conditions,  perhaps  1  million  people  not  now  seeking 
work  will  return  to  the  labor  market.  This  shows  quite  clearly  that 
the  growth  rate  of  our  economy  must  be  increased  if  the  requisite 
jobs  are  to  be  found  for  this  expanding  labor  force. 
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Although  business  conditions  were  generally  good  in  1963,  the 
level  of  new  investment  in  business  plant  and  equipment  was  scarcely 
6  percent  above  the  level  of  investment  in  1957,  despite  the  31-percent 
increase  in  the  gross  national  product  during  this  period. 

The  existence  of  these  underutilized  resources  of  manpower  and 
plant  capacity  means  that  it  is  possible  to  attain  a  faster  economic 
growth  through  tax  reduction  without  significant  inflationary  pres¬ 
sures.  The  5-year  stability  of  the  wholesale  price  index,  together 
with  the  relatively  moderate  increase  in  the  consumers’  price  index, 
in  recent  years,  is  evidence  of  this.  The  goal  of  a  balanced  growth 
with  stable  prices  will,  of  course,  also  call  for  restraint  in  Government 
expenditures. 

Tax  reduction  is  also  important  as  an  aid  in  the  reduction  of  our 
persistent  balance-of-payments  deficit.  The  presence  of  greater 
investment  incentives  and  opportunities  abroad  than  at  home  is  the 
root  cause  of  American  capital  seeking  foreign  outlets.  The  expand¬ 
ing  markets  resulting  from  the  tax  reduction  contained  in  this  bill 
will  raise  the  attractiveness  of  domestic  investment.  Moreover,  a 
faster  domestic  growth  rate  will  result  in  a  larger  flow  of  new  pro¬ 
ducts  and  technological  improvements,  making  our  exports  more 
competitive.  The  substantial  improvements  in  our  balance-of-pay¬ 
ments  position  in  the  last  6  months  is  further  evidence  that  an  improve¬ 
ment  in  domestic  business  can  aid  our  foreign  balance.  This  also 
has  been  the  experience  in  Europe  where  is  is  the  rapidly  growing 
and  modernizing  economies  that  have  strong  currencies. 

(a)  Tax  reduction  and  revenues 

The  record  of  economic  performance  below  capacity  over  the  last 
6  years  has  left  a  heavy  mark  on  the  Federal  debt.  The  initial  budget 
forecast  for  each  of  the  fiscal  years  1958-63  was  for  a  budgetary 
surplus.  The  actual  outcome  in  5  out  of  the  6  years  was  a  deficit 
with  the  deficit  averaging  about  $5  billion. 

The  major  factor  in  each  of  these  deficits  was  the  failure  of  the 
economy  to  expand  as  predicted.  Either  the  present  or  proposed 
tax  rates  are  high  enough  to  produce  a  substantial  budgetary  surplus 
in  a  few  years  if  there  is  sufficient  growth  and  the  economy  operates 
at  a  high  level.  The  present  rates,  however,  constitute  such  a  drag 
on  the  economy  that  the  rate  of  growth  has  been  disappointing  and 
the  rate  of  operation  remains  low.  As  a  result,  income  and  profits 
are  relatively  low  and  tax  receipts  are  lower  than  would  otherwise 
be  the  case.  This  is  the  principal  factor  accounting  for  the  budgetary 
deficits. 

The  size  of  tax  receipts  is  attributable  to  two  variables,  the  tax 
rates  and  the  tax  base.  The  major  thrust  of  the  present  tax  bill  is 
to  provide  a  long-range  expansion  in  one  of  these  variables  the  tax 
base — and  thereby  to  increase  the  revenue  potential.  To  accomplish 
this  result  the  bill  encourages  the  expansion  of  the  private,  rather 
than  public,  sector  of  the  economy. 

The  present  tax  bill,  along  with  a  policy  of  expenditure  constraint 
offers  promise  of  restoring  a  balanced  budget  by  the  fiscal  year 
1967  or  1968.  During  a  year  of  healthy  growth  in  our  economy  the 
yield  of  the  present  tax  system  will  increase  in  the  neighborhood  of  $5 
billion  to  $6  billion.  The  reduction  in  tax  rates  under  this  bill  is 
designed  to  maintain  that  high  rate  of  growth  which  will  provide 
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sufficient  additional  revenue  to  cover  the  cost  of  the  tax  bill  in  a 
relatively  short  period  of  time. 

It  may  be  argued  that  taxes  should  not  be  cut  while  there  is  a 
budget  deficit.  However,  this  overlooks  the  fact  that  maintaining 
high  tax  rates  does  not  produce  more  revenue  unless  the  tax  base 
expands  sufficiently — and  the  rates  themselves  inhibit  this  expansion. 
It  is  your  committee’s  considered  judgment  that  with  the  current 
rates  it  would  take  longer  to  eliminate  the  deficit  than  would  be  the 
case  with  the  lower  rates  of  this  bill  but  with  the  expanded  economy 
induced  by  this  bill. 

(b)  Expenditure  control 

The  House  bill  in  section  1  contains  a  statement  of  policy  as  to  the 
need  to  stimulate  the  economy  and  in  this  manner  raise  revenues. 
It  also  states  that  to  further  the  objective  of  obtaining  balanced 
budgets  in  the  near  future,  Congress  by  this  action,  recognizes  the 
importance  of  taking  all  reasonable  means  to  restrain  Government 
spending  and  urges  the  President  to  declare  his  accord  with  this 
objective. 

The  accord  of  your  committee  with  the  first  of  these  statements  is 
evidenced  by  its  approval  of  the  tax  reduction  provided  by  this  bill  and 
in  the  views  expressed  above  that  this  legislation  will,  in  the  long  run, 
increase  rather  than  decrease  revenues. 

Your  committee  is  also  in  accord  with  the  second  of  these  statements. 
The  fact  that  your  committee  is  reporting  this  bill  after  the  presenta¬ 
tion  of  the  President’s  budget  for  the  fiscal  year  1965  is  fortunate  in 
that  now  the  restraint  of  Government  spending  not  only  has  been 
stated  as  an  objective  of  administration  policy  but  also  is  evidenced  by 
the  budgetary  figures  themselves.  This  budget  reduces  the  deficit  in 
the  administrative  budget  by  more  than  one-half  from  $10  billion  to 
$4.9  billion.  It  also  reflects  a  substantial  decrease  in  new  obligational 
authority  requested  and  actually  provides  for  a  slight  reduction — 
from  $98.4  billion  to  $97.9  billion — in  the  level  of  spending  for  the 
fiscal  year  1965.  In  view  of  these  considerations,  your  committee 
believed  that  the  retention  of  section  1  of  the  House  bill  was  unneces¬ 
sary.  Moreover,  it  is  questionable  whether  expressing  declarations  of 
intent  in  tax  legislation  would  be  a  desirable  precedent.  Intent  to 
restrain  Government  expenditures  can  best  be  evidenced  by  action  on 
appropriation  bills  as  they  are  presented  in  this  session  of  Congress. 

(c)  The  structure  oj  tax  reduction 

This  bill  provides  a  balanced  reduction  between  individuals  and 
business  firms.  In  this  respect,  the  bill  is  much  the  same  as  the  bill 
that  came  from  the  House.  When  fully  effective,  the  bill  will  reduce 
individual  income  taxes  by  $9.2  billion  and  will  reduce  corporate  taxes 
by  about  $2.4  billion.  These  figures  must  be  evaluated  along  with 
the  effective  tax  reduction  of  1962  through  the  investment  credit 
and  depreciation  Reform,  the  largest  share  of  which  went  to  corpora¬ 
tions.  Taking  the  1962  and  1964  programs  together,  the  share  of 
the  reduction  going  to  individuals  is  about  two-thirds  and  to  corpora¬ 
tions  about  one-third,  which  is  approximately  the  present  relative 
shares  of  individuals  and  corporations  in  income  tax  liabilities. 

Looked  at  another  way,  the  net  individual  income  tax  reduction 
will  reduce  present  tax  liabilities  for  individuals  by  just  under  20 
percent.  The  combined  effects  of  this  bill,  depreciation  reform,  and 
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last  year’s  investment  tax  credit,  will  reduce  corporate  tax  liabilities 
by  something  more  than  19  percent. 

The  bill  equitably  distributes  tax  reduction  over  the  various  in¬ 
dividual  income  tax  levels.  Those  at  the  lowest  income  levels  will 
receive  the  largest  tax  reductions,  measured  as  a  percent  of  the  present 
tax.  This  reduction  of  38.6  percent  of  present  law  tax  at  these  levels 
is  due  to  the  sharper  reductions  in  the  first  bracket  rate,  the  split  first 
bracket,  and  the  effect  of  the  minimum  standard  deduction.  Due  to 
the  structural  reforms,  particularly  the  repeal  of  the  dividends  received 
credit  the  amount  of  tax  reduction  for  persons  with  incomes  of  $50,000 
or  more  will  average  approximately  13.5  percent  of  their  present  tax 
(excluding  the  alternative  capital  gains  tax).  Since  the  present  tax 
for  these  individuals  is  already  considerably  higher  relative  to  income 
than  it  is  for  those  with  incomes  below  $3,000,  this  13.5-percent 
reduction  in  tax  necessarily  represents  a  greater  increase  in  aftertax 
income. 

In  addition  to  a  rate  reduction  the  present  bill  contains  a  number  of 
provisions  designed  to  increase  the  equity  of  the  tax  system,  some  of 
which  increase  and  some  of  which  decrease  the  total  revenue.  These 
provisions  are  listed  in  part  I  above. 

The  bill  also  significantly  improves  the  pattern  of  progression  in  the 
tax  structure.  At  the  lower  end  of  the  income  tax  scale,  the  minimum 
standard  deduction  will  effectively  eliminiate  tax  for  all  single  people 
with  adjusted  gross  incomes  below  $900  and  for  married  couples 
with  incomes  below  $1,600  (with  higher  minimum  levels  of  $700  for 
each  dependent).  Furthermore  the  division  of  the  present  first  surtax 
bracket  (which  is  $4,000  wide  for  a  married  couple)  into  four  narrower 
brackets  permits  greater  proportionate  tax  reduction  for  families  and 
single  individuals  whose  total  income  leaves  them  close  to  a  poverty 
level. 

At  the  upper  end  of  the  income  scale,  under  the  demands  of  war 
finance,  progression  has  been  carried  to  the  extreme  of  rates  that 
under  peacetime  conditions  are  clearly  excessive  and  inhibit  individual 
initiative.  Over  the  years  the  Congress  has  been  faced  with  the 
necessity  of  making  statutory  exceptions,  through  special  deductions, 
lower  capital  gains  rates  and  the  like,  until  there  now  is  a  wide  range 
of  effective  rates  applicable  to  people  with  the  same  economic  income. 
Your  committee’s  bill  deals  with  this  problem  by  applying  the  reduc¬ 
tions  made  in  these  higher  brackets  to  those  cases  where  current  rates 
are  excessive  and  also  by  removing  Special  benefits  in  the  law  which 
account  for  part  of  this  divergence  in  rates. 

(d)  Principal  changes  from  the  House  bill 

Your  committee’s  amendments  make  a  number  of  changes  in  the 
House  bill  These  are* 

(1)  The  14-percent  withholding  rate,  scheduled  under  the  House 
bill  to  become  effective  in  1965,  is  made  effective  in  1964,  8  days  after 
the  enactment  of  this  legislation.  This  change  is  needed  because 
lower  tax  rates  will  apply  to  all  of  1964  incomes  but  withholding  will 
continue  at  18  percent  (rather  than  the  15  percent  provided  m  the 

House  bill)  until  this  bill  goes  into  effect.  . 

(2)  The  restoration  of  the  deduction  for  State  and  local  taxes  on 
gasoline  and  for  other  State  and  local  registration  taxes  on  automo¬ 
biles.  Under  the  House  bill  individuals  who  itemize  their  personal 
deductions  were  not  to  be  allowed  deductions  for  these  items. 
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(3)  The  deletion  of  the  House  provision  reducing  the  tax  rate  on 
capital  gains  where  the  assets  have  been  held  more  than  2  years. 
Under  the  House  bill  certain  capital  gains  held  more  than  2  years 
were  to  achieve  an  effective  lower  rate  of  tax  by  the  reduction  of  the 
percentage  of  such  gains  included  in  income  from  50  to  40  percent  and 
by  the  reduction  of  the  alternative  tax  rate  on  these  gains  from  25  to 
21  percent.  Your  committee  believes  that  further  reduction  in  capital 
gains  should  be  deferred  until  Congress  has  a  further  opportunity  to 
examine  these  rates  and  related  problems.  Even  though  the  capital 
gains  provisions  are  not  reduced  in  this  bill,  those  who  include  half 
of  their  capital  gains  in  their  regular  income  tax  base  (96  percent)  will 
obtain  under  this  bill  the  same  percentage  tax  reduction  on  these 
capital  gains  as  is  applicable  to  other  kinds  of  income. 

(4)  The  taxation  of  group  term  insurance  paid  for  through  the 
employer  is  to  apply  to  the  cost  of  insurance  for  over  $70,000  of 
coverage  rather  than  $30,000  as  provided  by  the  House  bill. 

(5)  A  new  deduction  for  political  contributions  of  up  to  $50  a  year 
for  a  single  person  and  up  to  $100  a  year  for  a  married  couple  is 
provided. 

(6)  The  child-care  deduction  is  liberalized,  particularly  with  re¬ 
spect  to  working  wives.  Under  present  law  this  deduction  is  reduced 
in  the  case  of  a  working  wife  by  the  excess  of  the  family  income  over 
$4,500.  The  bill  raises  this  limitation  to  $7,000. 

(7)  A  new  provision  is  added  limiting  the  use  of  excess  foreign  tax 
credits  arising  from  mineral  extraction.  Where  the  foreign  tax  on  the 
extraction  activity  exceeds  the  U.S.  tax,  because  of  the  allowance  of 
percentage  depletion  under  the  U.S.  tax,  the  resulting  excess  foreign 
tax  credit  may  not  be  used  against  U.S.  tax  on  income  arising  from 
nonmineral  activities. 

(8)  The  limitation  on  the  business  travel  expense  deduction  en¬ 
acted  in  the  Revenue  Act  of  1962  is  repealed.  Thus  there  will  no 
longer  be  an  allocation  of  the  travel  expense  where  the  taxpayer  com¬ 
bines  a  business  trip  with  a  vacation. 

(9)  A  new  provision  provides  that  where  an  employee  moves  and 
the  employer  reimburses  him  for  selling  costs  on  his  house  and  losses 
incurred  on  the  sale  of  the  house  attributable  to  the  fact  that  it  must 
be  sold  more  quickly  than  usual,  the  reimbursement  is  to  be  treated 
as  a  part  of  the  selling  price  of  the  house  (rather  than  as 
compensation) . 

(10)  Groups  of  affiliated  corporations  eligible  to  file  a  consolidated 
return  and  those  eligible  which  do  not  do  so,  will  be  permitted  to  take 
a  100  percent  dividends  received  deduction  with  respect  to  dividends 
received  from  other  members  of  the  controlled  group,  provided  the 
grpup  elects  to  take  only  one  surtax  exemption  and  meets  certain  other 
conditions. 

(11)  A  new  provision  is  added  extending  the  installment  method  of 
accounting  to  business  firms  maintaining  so-called  revolving  credit 
accounts. 

(12)  A  new  provision  is  added  to  allow  taxpayers  who  suffered 
losses  through  foreign  expropriation  after  1958  to  carry  these  losses 
forward  for  10  years  (instead  of  the  usual  3-year  carryback  and 
5-year  carryforward). 
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(13)  A  new  provision  liberalizes  the  retirement  income  credit. 
This  increases  the  amounts  of  retirement  income  on  which  the  credit 
is  computed  to  make  the  credit  more  nearly  analogous  to  the  social 
security  exclusion. 

(14)  A  5-year  carryover  of  unused  charitable  contributions  is  pro¬ 
vided  for  individuals,  deductions  for  gifts  of  future  interests  are  re¬ 
stricted,  and  contributions  to  private  foundations  are  made  ineligible 
for  the  unlimited  charitable  contributions  deduction. 

(15)  A  new  amendment  provides  that  companies  issuing  face 
amount  certificates  may  invest  up  to  25  percent  of  their  total  assets 
in  tax-exempt  obligations  without  losing  a  deduction  for  interest  paid 
to  the  shareholders. 

(16)  A  new  amendment  provides  a  tax-free  status  for  a  stock-for- 
stock  reorganization  where  the  corporation  acquiring  the  stock  ex¬ 
changes  the  stock  of  its  parent  for  the  stock  of  the  acquired  cor¬ 
poration. 

(17)  A  new  provision  provides  for  the  retroactive  qualification  of 
union  negotiated  multiemployer  pension  plans  where  these  pension 
plans  are  subsequently  qualified. 

(18)  A  new  provision  makes  possible  the  coverage  under  qualified 
pension  plans  of  U.S.  employees  of  foreign  subsidiaries  or  of  U.S. 
employees  of  foreign  branches  of  domestic  corporations. 

(19)  In  the  case  of  employee  stock  options,  the  House  provision 
is  liberalized  with  respect  to  the  restrictions  imposed  where  one  option 
is  outstanding  and  a  subsequent  option  is  acquired  and  the  effective 
date  is  changed  to  apply  to  options  granted  after  December  31,  1963 
(instead  of  June  11,  1963). 

(20)  A  new  provision  provides  that  in  the  case  of  contested  liabili¬ 
ties,  the  deduction  is  to  be  taken  in  the  year  of  the  payment  where 
this  occurs  before  the  contest  is  settled. 

(21)  The  personal  holding  company  provision  of  the  House  bill  is 
liberalized  somewhat  in  the  case  of  the  test  as  to  when  rent  is  con¬ 
sidered  personal  holding  company  income  and  also  with  respect  to  the 
exemptions  for  consumer  finance  companies. 

(22)  Three  new  provisions  are  added  with  respect  to  insurance 
companies,  providing  additional  time  for  special  treatment  mutaliza- 
tion  distributions,  providing  capital  gains  treatment  with  respect  to 
the  accrual  of  bond  discount  in  certain  cases,  and  correcting  a  tech¬ 
nical  error  in  present  law. 

(23)  Liberalizing  amendments  are  provided  giving  regulated  in¬ 
vestment  companies  more  time  for  the  mailing  of  notices  to  share¬ 
holders  and  with  respect  to  the  treatment  of  redemptions  by  unit 
investment  trusts. 

(24)  An  amendment  liberalizes  somewhat  the  treatment  accorded 
“small  business  corporations”;  namely,  those  treated  essentially  like 
partnerships  for  tax  purposes. 

(25)  An  amendment  provides  that  a  purchaser,  mortgagee,  or 
pledgee  of  a  motor  vehicle  will  not  be  subject  to  a  Federal  tax  lien 
against  the  motor  vehicle  unless  the  purchaser,  mortgagee,  or  pledgee 
has  actual  notice  of  the  existence  of  the  lien. 
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III.  REVENUE  ESTIMATES 

The  revenue  effect  of  your  committee’s  bill  is  shown  in  tables  1 
through  4  below.  (Pt.  A  of  tables  1  through  3  refers  to  estimates 
under  your  committee’s  bill  and  pt.  B  in  each  case  to  estimates  under 
the  House  bill.)  Estimates  in  the  tables  are  based  on  income  levels 
assumed  for  the  calendar  year  1963  but  do  not  take  into  account  any 
“feedback”  to  the  economy  anticipated  from  this  bill.  Table  1  shows 
the  estimated  impact  of  the  various  provisions  contained  in  your 
committee’s  bill  and  the  House  bill  upon  calendar  year  1964  and  1965 
tax  liabilities  and  also  upon  liabilities  in  the  long  run.  Table  2  shows 
the  estimated  effect  of  your  committee’s  bill  and  the  House  bill  upon 
receipts  in  the  fiscal  years  1964  and  1965. 

Table  1  indicates  that  your  committee’s  bill  can  be  expected  to 
decrease  calendar  year  1964  tax  liabilities  by  $7.9  billion  and  calendar 
year  1965  liabilities  by  $11.6  billion  (the  latter  figure  includes  the 
$7.9  billion  reduction).  The  calendar  year  1965  effect  is  virtually 
identical  with  the  long-term  effect  of  the  bill  before  taking  into  account 
any  impact  of  the  reductions  upon  the  economy.  Of  the  $11.6 
billion  reduction  in  1965,  $9.2  billion  will  go  to  individuals,  or  nearly 
80  percent  of  the  total.  Revenue  raising  structural  changes  for  the 
calendar  year  1965  amount  to  $740  million  but  are  partially  offset  by 
other  liberalizing  provisions  reducing  the  net  increase  to  $160  million. 

Table  2  shows  that  your  committee’s  bill  will  decrease  revenues  in 
the  fiscal  year  1964  by  $1.9  billion  and  in  the  fiscal  year  1965  by 
$8.4  billion  (the  latter  figure  includes  the  $1.9  billion  reduction). 
These  figures  are  considerably  lower  than  the  calendar  year  liability 
figures  for  the  same  year;  first,  because  of  the  fact  that  the  fiscal 
year  ends  in  the  middle  of  the  calendar  year;  and,  second,  because 
the  calendar  year  data  are  shown  on  the  basis  of  liability  rather  than 
receipts.  Liabilities  indicate  the  amount  of  tax  liability  attributable 
to  income  of  the  year  in  which  it  is  earned;  receipts  show  the  actual 
amount  collected  in  the  year  in  question.  Since  collection  tends  to 
lag  behind  the  accruing  of  the  liability,  tax  reductions  show  up  in 
later  years  when  shown  on  a  “receipt”  basis  than  when  shown  on  a 
“liability”  basis. 

It  is  important  to  note  that  it  is  not  expected  that  actual  tax 
revenues  in  the  fiscal  year  1964  and  future  years  will  be  reduced  by 
the  full  $1.9  or  $8.4  billion  referred  to  above.  It  is  anticipated  that 
income  levels  in  these  years  will  be  substantially  higher  as  a  result 
of  the  economic  stimulus  of  the  tax  cut  and  will  generate  revenues 
significantly  offsetting  the  budgetary  impact  of  these  rate  reductions. 

The  stimulative  effects  of  the  tax  reduction  are  expected  to  produce, 
according  to  the  Treasury  Department,  relatively  modest  amounts  of 
increased  income  in  the  first  months,  with  the  result  that  the  “feed¬ 
back”  effect  on  the  fiscal  year  1964  revenues  is  expected  to  amount  to 
only  $200  million.  As  a  result,  the  gross  tax  loss  of  $1.9  billion  for 
the  fiscal  year  1964  is  expected  to  be  reduced  to  $1.5  billion  after  the 
“feedback”  effect.  The  Treasury  Department  has  estimated  that 
the  increased  revenues  from  the  rise  of  income,  however,  will  amount 
to  about  $4  billion  in  the  fiscal  year  1965.  Thus,  the  Treasury  esti¬ 
mates  that  while  tax  reductions  during  that  year  would  lose  an  esti¬ 
mated  $8.4  billion  of  revenue  at  1963  income  levels,  the  net  cost  after 
allowing  for  the  revenues  generated  by  the  expansion  in  income  and 
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profits  induced  by  the  tax  program  would  be  limited  to  approximately 
$4.3  billion.  The  expansionary  effect  of  the  tax  reductions  on  future 
years’  revenues  can  be  expected  to  be  considerably  larger  than  for  the 
first  2  years.  The  order  of  magnitude  was  indicated  in  the  discussion 
in  part  II. 

Part  A  of  table  3  shows  by  adjusted  gross  income  class  the  distribu¬ 
tion  of  changes  in  estimated  tax  liabilities  for  individuals  when  your 
committee’s  bill  is  fully  effective.  This  table  shows  this  distribution 
for  each  of  the  major  rate  and  structural  changes.  These  data  are 
shown  both  in  terms  of  amount  of  tax  liability  involved  and  the  per¬ 
centage  change  each  of  these  is  of  present  tax  liability.  It  indicates 
that  the  rate  changes  alone  would  decrease  tax  liability  by  20  percent 
while  the  structural  changes  would  increase  tax  liability  by  0.3  percent, 
resulting  in  the  net  reduction  of  19.7  percent.  Part  B  of  table  3 
presents  similar  data  under  the  House  bill. 

Table  4  compares  the  tax  liability  effect  of  your  committee’s  amend¬ 
ments  with  the  House  bill.  This  table  indicates  that  in  the  calendar 
year  1964  your  committee’s  amendments  would  decrease  tax  lia¬ 
bilities  $680  million  more  than  the  House  bill,  in  1965  your  commit¬ 
tee’s  amendments  are  expected  to  decrease  tax  liabilities  $395  million 
more  and  in  the  long  run  $185  million  more. 

The  impact  of  the  capital  gains  provisions  is  excluded  from  table  3 
because  of  the  difficulty  of  showing  these  changes  by  adjusted  gross 
income  class.  Part  A  of  table  1  sets  forth  the  overall  effect  of  the 
changes  in  the  taxation  of  capital  gains  under  your  committee’s  bill: 
an  increase  of  $115  million  in  calendar  year  1964  tax  liabilities,  $120 
million  in  1965,  and  $50  million  in  the  long  run.1 

As  set  forth  in  part  A  of  table  2,  the  estimated  overall  revenue  loss, 
before  taking  into  account  acceleration  of  corporation  tax  payments, 
is  $2.2  billion  in  fiscal  year  1964.  This  is  $400  million  less  than  was 
estimated  in  the  budget.  According  to  the  Treasury  Department 
this  difference  is  due  to  the  assumption  of  an  earlier  effective  date 
in  the  budget  document  for  institution  of  the  14-percent  withholding. 
Similarly,  according  to  the  Treasury  Department,  the  $9.3  billion 
revenue  loss  ($8.4  billion  plus  $900  million  of  accelerated  corporation 
tax  payments)  estimated  in  part  A  of  table  2  for  fiscal  year  1965  is 
greater  than  the  loss  shown  in  the  budget  by  approximately  $1.1 
billion.  The  difference  is  ascribed  primarily  to  $400  million  due 
to  the  change  in  date  of  the  reduced  withholding  and  to  the  $680 
million  due  to  changes  in  structural  provisions  as  shown  in  table  4. 

1  When  this  $115  million  estimate  for  1964  under  your  committee’s  bill  is  compared  with  the  $295  million 
estimate  under  the  House  bill  (pt.  B  of  table  1)  as  subsequently  revised  to  $215  million,  the .effect  of  your 
committee’s  action  as  compared  to  action  by  the  House  is  a  decrease  in  tax  liability  of  $100  million  in  calen 
year  1964  (see  line  7  of  table  4).  Similarly  ,  when  the  $120.  million  estimated  mcre^e  inj^endar^^ar  1965 
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Table  2. — Revenue  bill  of  1964,  H.R.  8363 — Estimated  decrease  in  fiscal  year  receipts  1  (— )  and  increase  (+)  (before  feedback)  of  provisions 

of  bill 

[In  millions  of  dollars] 
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Table  2. — Revenue  bill  of  1964,  H.R.  8363 — Estimated  decrease  in  fiscal  year  receipts  1  (  — )  and  increase  (-f )  {before  feedback)  of  provisions 

of  bill — Continued 
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Table  4. — Action  by  Senate  Finance  Committee  on  H.R.  8363  resulting  in  signifi¬ 
cant  change  in  tax  liability  over  House  bill,  calendar  years  1964  and  1965  and 
long  run 

*  [Millions] 


Change  in  tax  liability 
from  House  bill 

1964 

1965 

Long  run 

1.  Deduction  for  political  contributions.. . . . . 

— $25 

— $5 

i  — $15 

2.  Liberalized  deduction  for  child  care  expense - - - 

-15 

-15 

-15 

3.  Elimination  of  allocation  of  travel  expenses . . . . 

-5 

-5 

-5 

4.  100  percent  intercorporate  dividend  deduction  for  certain  affiliated  groups. 

-5 

-5 

-5 

5.  Restoration  of  deduction  of  State  and  local  gas  tax  and  auto  registration  fees. 

-330 

-330 

-330 

6.  Allowance  to  reimbursed  employee,  as  part  of  sales  price,  of  selling  costs 
and  loss  on  forced  sale  of  house... - - - 

-45 

-45 

-45 

7.  Elimination  of  general  capital  gains  provision - - - 

-100 

+40 

+260 

8  Allowance  of  installment  sales  treatment  for  revolving  credit  plans _ 

-140 

-10 

-10 

9.  Permitting  election  of  10-year  carryforward  without  carryback  for  expro¬ 
priation  losses  .  _  _ _ _ _  _ 

0) 

-5 

2  -5 

10.  Increasing  from  $50,000  to  $70,000  the  minimum  group-term  life  insurance 
subject  to  tax  _ _  _  _ _ _  _ 

-5 

-5 

-5 

11.  Liberalize  retirement  income  credit  on  certain  joint  returns . . 

-10 

-10 

-10 

Total  _ 

-680 

-395 

-185 

1  $25,000,000  for  presidential  election  year;  50  percent  of  that  amount  for  congressional  election  year  and 
25  percent  for  off  year:  average  about  $15,000,000  per  year. 

2  Less  than  $2,500,000  in  1964  and  practically  exhausted  by  1970. 


IV.  GENERAL  EXPLANATION 


A.  RATE  CHANGES 

1.  Individual  income  tax  rates  (sec.  Ill  oj  the  bill  and  sec.  1  of  the  code) 

The  most  important  change  made  by  this  bill  is  the  individual 
income  tax  rate  reduction.  The  bill,  in  both  the  House  and  your 
committee’s  versions,  provides  an  individual  income  tax  rate  reduction 
of  $9.47  billion  spread  over  the  2  calendar  years,  1964  and  1965.  Over 
this  2-year  period,  the  present  rates,  which  range  from  20  percent  on 
the  first  $2,000  or  $4,000  (the  former  for  single  persons  and  the  latter 
for  married  couples)  and  91  percent  on  incomes  over  $200,000  or 
$400,000  are  reduced  to  a  range  of  from  14  percent  on  the  first  $500  or 
$1,000  to  70  percent  on  incomes  over  $100,000  or  $200,000.  This 
represents  an  average  rate  reduction  of  20  percent.  Approximately 
two-thirds  of  this  reduction  is  made  effective  in  1964  and  the  remaining 
one-third  in  1965. 

Table  5  shows  the  individual  income  tax  rates  under  present  law 
and  under  the  House  and  committee  bill,  both  for  1964  and  for 
subsequent  years.  A  separate  table  with  rates,  as  nearly  as  possible 
halfway  between  those  applicable  for  single  persons  and  for  married 
couples  is  provided  for  heads  of  households.  The  withholding  tax  rate 
of  18  percent  under  present  law  is  reduced  to  14  percent  not  only  for 
1965  and  subsequent  years  but,  under  your  committee’s  action  also 
for  1964,  starting  1  week  after  the  date  of  enactment.  The  House  bill 
would  have  provided  a  15-percent  rate  for  1964.  Wage  bracket 
withholding  tables  provided  by  the  bill  reflect  similar  reductions  in 
withholding  tax  rates.  The  14-percent  withholding  tax  rate  is 
designed  to  withhold  the  appropriate  amount  of  tax  at  an  income  level 
of  $2,000  for  a  single  person,  or  $4,000  in  the  case  of  a  married  couple, 
using  the  standard  deduction. 
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Table  5. — Individual  income-tax  rates  under  present  law  and  schedules  provided 

by  House  and  committee  bill  for  1964  and  1965 


Taxable  income  brackets  (in  thousands  of  dollars) 

Present 

Rates  provided  under  House 
and  committee  bill— 

Single  person 

Married  (joint) 

rates 

1964  i 

1965 

0  to  0.5 . . . 

0  to  1.... . . . 

Percent 

20 

Percent 

16.0 

Percent 

14 

0  5tol  . . . 

1  to  2... . . 

20 

16.5 

15 

I  to  1.5  . . - . . 

2  to  3 . . . . . . 

20 

17.5 

16 

1  5  to  2  . . . 

3  to  4. . . .  .  ... 

20 

18.0 

17 

2  to  4  _ 

4  to  8 . 

22 

20.0 

19 

4  to  6  . . . . 

8  to  12 . 

26 

23.5 

22 

fi  to  8  -  -  _ 

12  to  16 _ _ _ _ 

30 

27.0 

25 

8  to  10  - . . 

16  to  20 . . . 

34 

30.5 

28 

10  to  12  . . . . . 

20  to  24 . . . . 

38 

34.0 

32 

12toi4  --- . . . 

24  to  28 _ _ 

43 

37.5 

36 

14  to  16  -  _ 

28  to  32 _ _ _ _ 

47 

41.0 

39 

16  to  18  . - . - 

32  to  36 . . 

50 

44.5 

42 

18  to  20  . . - . 

36  to  40 _ _ _ _ 

53 

47.5 

45 

20  to  22  . . . . 

40  to  44 . . . . 

56 

50.5 

48 

22  to  26  _ _ _ 

44  to  52 . . 

59 

53.5 

50 

26  to  32  . . - 

52  to  64. . . . . 

62 

56.0 

53 

32  to  38  _ _ _ 

64  to  76 . . . 

65 

58.8 

55 

38  to  44  . . . . - 

76  to  88. . . . . 

69 

61.0 

58 

44  to  50  . . . - . 

88  to  100.— _ _ 

72 

63.5 

60 

50to60  . . 

100  to  120.... _ _ _ 

75 

66.0 

62 

60  to  70  . . 

120  to  140 . . . . 

78 

68.5 

64 

70  to  80  . . . 

140  to  160 _ _ _ _ 

81 

71.0 

66 

80  to  90  - . --- . 

160  to  180 _ _ 

84 

73.5 

68 

90  to  100  _ _ 

180  to  200.—. . 

87 

75.0 

69 

100  to  150  _ _ _ 

200  to  300— _ _ 

89 

76.5 

70 

150  to  200  . . --- 

300  to  400 . . . 

90 

76.5 

70 

200  and  over. . 

400  and  over . . 

91 

77.0 

70 

i  Provides  %  of  tax  cut  in  1964. 


The  rate  brackets  provided  by  the  House  and  committee  bill  differ 
from  those  under  present  law  in  that  what  is  now  the  first  bracket  is 
divided  into  four  brackets: 


Single  persons 

$0  to  $500 
$500  to  $1,000 
$1,000  to  $1,500 
$1,500  to  $2,000 


Married  couples 

$0  to  $1,000 
$1,000  to  $2,000 
$2,000  to  $3,000 
$3,000  to  $4,000 


Splitting  this  first  bracket  into  four  brackets  has  several  advan¬ 
tages.  First,  it  makes  it  possible  to  have  a  lower  starting  rate  than 
would  otherwise  be  possible,  given  the  same  revenue  loss,  Oqiy 
splitting  this  first  bracket  into  four  parts  makes  it  possible  to  provide 
a  30-percent  tax  reduction  for  those  with  the  lowest  taxable  income, 
who  need  the  tax  cut  the  most.  Second,  it  makes  it  possible  to  provide 
some  progression  in  the  portion  of  the  rate  structure  where  none  has 
been  provided  before.  The  significance  of  this  is  that  over  half  of  the 
taxpayers  presently  are  subject  only  to  the  first  bracket  rate.  As 
among  taxpayers  in  this  major  group,  the  present  rate  structure  pro¬ 
vides  no  differentiation  in  applicable  tax  rates.  , 

Table  6  shows  the  percentage  of  tax  rate  reduction  provided  in  eacn 
rate  bracket  for  1965  and  subsequent  years.  This  table  indicates  that 
the  new  14-percent  rate  represents  a  30-percent  reduction;  the  15-per¬ 
cent  rate,  a  25-percent  cut;  and  the  16-percent  rate,  a  20-percent  cu  . 
The  average  reduction  in  these  first  four  brackets  is  22.5  percen  . 
Above  this  level  the  percentage  reductions,  up  to  a  taxable  income  ieve 
of  about  $50,000  for  single  persons  or  $100,000  for  married  couples, 
is  as  nearly  a  uniform  15-percent  rate  reduction  as  practicable  lor  a 
smooth  progression.  Above  this  $50,000  or  $100,000  taxable  income 
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level,  the  rate  reductions  again  gradually  increase  until  the  top  rate 
is  reached  at  $200,000  or  $400,000  where  a  23-percent  rate  reduction 
is  provided.  This  rate  schedule,  therefore,  provides  a  minimum 
reduction  of  approximately  15  percent  for  all  tax  brackets.  In 
addition,  it  provides  extra  reductions  in  the  very  lowest  tax  brackets 
where  the  impact  of  the  present  taxes  is  the  most  heavy*  It  also 
provides  larger  reductions  in  the  very  highest  bracket  where  it  is 
quite  clear  the  present  rates  are  too  steeply  graduated.  These  rates, 
which  were  developed  during  World  War  II  to  assure  equality  of 
sacrifice,  are  no  longer  appropriate  under  today’s  conditions. 

Table  6. — Individual  income  tax  rates  under  present  law  and  under  House  and 

committee  bill  for  1965 


Taxable  income  bracket  (thousands  of  dollars) 


Single  person 


Married  (joint) 


House  and  committee  bill 


Present 
law  rate 


Rate  for 
1965  and  sub¬ 
sequent  years 


Percentage 
reduction 
from  present 
law  rates 


Percent 


Percent 


Percent 


0  to  0.5 . 

0.5  to  1 . 

1  to  1.5 . 

1.5  to  2 . 

2  to  4 . 

4  to  6 . 

6  to  8. . 

8  to  10 . 

10  to  12 . 

12  to  14: . 

14  to  16 . 

16  to  18 . 

18  to  20 _ 

20  to  22 . 

22  to  26 . 

26  to  32 . 

32  to  38 . . 

38  to  44...... 

44  to  50 . 

50  to  60 . 

60  to  70 . 

70  to  80 . 

80  to  90 . 

90  to  100 . 

100  to  150.... 
150  to  200.... 
200  and  over 


0  to  1 . 

1  to  2 . 

2  to  3 . 

3  to  4 . 

4  to  8 . 

8  to  12 . 

12  to  16 . 

16  to  20 . 

20  to  24. . 

24  to  28 . 

28  to  32 . 

32  to  36 . 

36  to  40 . 

40  to  44 . 

44  to  52 . 

52  to  64 . 

64  to  76 _ 

76  to  88 . 

88  to  100 _ 

100  to  120.... 
120  to  140.... 
140  to  160.... 
160  to  180.... 
180  to  200.... 
200  to  300.... 
300  to  400.... 
400  and  over 


20 

20 

20 

20 

22 

26 

30 

34 

38 

43 

47 

50 

53 

56 

59 

62 

65 

69 

72 

75 

78 

81 

84 

87 

89 

90 

91 


14 

30) 

15 

25 

16 

20 

17 

15 

19 

14 

22 

15 

25 

17 

28 

18 

32 

16 

36 

16 

39 

17 

42 

16 

45 

15 

48 

14 

50 

15 

53 

15 

55 

15 

58 

16 

60 

17 

62 

17 

64 

18 

66 

19 

68 

19 

69 

21 

70 

21 

70 

22 

70 

23 

The  rate  reductions  found  in  table  6  reflect  only  the  marginal  rate 
reduction,  or  the  rate  reduction  in  each  bracket.  From  the  stand¬ 
point  of  the  reduction  in  the  total  tax  burden,  however,  it  is  impor¬ 
tant  to  realize  that  all  taxpayers  benefit  from  the  rate  reductions  in 
all  of  the  tax  brackets  below  their  top,  or  marginal,  bracket.  Thus, 
every  taxpayer  receives  the  benefit  of  the  30-percent  reduction  in  the 
first  bracket,  either  on  his  entire  taxable  income  or  on  his  first  $500  or 
$1,000  of  taxable  income.  Table  7  reflects  this  accumulative  effect  of 
the  rate  reduction  provided  by  the  House  and  committee  bill.  This  is 
accomplished  by  showing  for  the  top  of  each  rate  bracket — both  for 
married  couples  and  for  single  persons — the  total  tax  under  present 
law  and  under  House  and  committee  bill  for  1965,  together  with  the  de¬ 
crease,  in  terms  of  dollars  and  also  percentages,  which  this  represents 
in  present  tax  liability.  This  indicates  that  on  an  accumulative  basis 
the  large  rate  reduction  in  the  bottom  bracket  has  an  important  effect 
on  income  up  to  $8,000  for  married  couples  (or  $4,000  for  single  per- 
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sons)  and  is  of  some  significance  for  income  levels  up  to  about  $40,000 
for  married  couples  (or  $20,000  for  single  persons) . 

Table  7-A. — Comparison  of  individual  income  tax  liability  under  present  law  and 

under  House  and  committee  bill 

MARRIED  COUPLE  FILING  JOINTLY 


Amount  of  taxable  Income 

Tax 

Decrease  in  tax  in  House 
and  committee  bill 

Present  law 

House  and 
committee 
bill 

Amount 

Percent 

$1,000 . . . _ . 

$200 

$140 

$60 

30.0 

$2,000 . . . 

400 

290 

no 

27.5 

$3,000.. . . . . . 

600 

450 

150 

25.0 

$4,000 . . . . . 

800 

620 

180 

22.5 

$8,000 _ _ _ _ _ _ 

1,680 

1,380 

300 

17.9 

$12,000 _ _ _ _ _ _ 

2,  720 

2,260 

460 

16.9 

$16,000 _ _ _ _ 

3, 920 

3,  260 

660 

16.8 

$20,000 _ 

5,  280 

4,380 

900 

17.0 

$24,000 _ _ 

6,800 

5,660 

1,140 

16.8 

$28,000 _ _ 

8,  520 

7, 100 

1,420 

16.7 

$32,000 _ 

10, 400 

8,660 

1,740- 

16.7 

$36,000 _ _ _ 

12,  400 

10,  340 

2,060 

16.6 

$40,000 _ _ _ 

14,  520 

12, 140 

2,  380 

16.4 

$44,000 _ _ _ 

16,  760 

14,060 

2,  700 

16. 1 

$52,000 _ 

21,480 

18, 060 

3,  420 

15.9 

$64,000 _ _ _ 

28,  920 

24,420 

4,500 

15.6 

$76,000 _ 

36,  720 

31,020 

5,700 

15.5 

$88,000 _ 

45,000 

37, 980 

7,020 

15.6 

$100,000.. _ _ _ _ 

53, 640 

45, 180 

8,  460 

15.8 

$120,000 _ 

68,  640 

57,  580 

11,060 

16. 1 

$140,000 _ 

84,240 

70, 380 

13, 860 

16.5 

$160,000 _ 

100, 440 

83,  580 

16, 860 

16.8 

$180,000 _ _ _ 

117,240 

97, 180 

20,060 

17. 1 

$200,000 _ _ _ _ _ 

134,  640 

110,  980 

23,660 

17.6 

$300,000 _ _ _ 

223, 640 

180, 980 

42,660 

19.1 

$400,000 _ _ 

313,  640 

250, 980 

62.  660 

20.0 

Table  7-B 


. — Comparison  of  individual  income  tax  liability  under  present  law  and 
under  House  and  committee  bill 


SINGLE  PERSONS 


Tax 

Decrease  in  tax  in  House 
and  committee  bill 

Amount  of  taxable  income 

Present  law 

House  and 
committee 
bill 

Amount 

Percent 

$500-  -  - . - . -  -  - 

$100 

$70 

$30 

30.0 

$1,000. . . . . . . 

200 

145 

55 

27.5 

$1^500 _ _ _ _ _ _ 

300 

225 

75 

25.0 

$2^000 . . . . . . 

400 

310 

90 

22.5 

$4^000 . . . . . - . - . 

840 

690 

150 

17.9 

$6j000 . . . . . . . 

1,360 

1,960 

2,640 

1,130 

230 

16.9 

$8^000 _ _ _ _ _ 

1,630 

330 

16.8 

$10,000 . . . . . . 

2,190 

450 

17.0 

$12’000 . . . . 

3,400 

4,260 

5.200 

6.200 

2, 830 

570 

16.8 

$14^000  .  _ 

3, 550 

710 

16.7 

$16^000  . . . - . 

4,  330 

870 

16.7 

$18^000 . . . . . . 

5,170 

1,030 

16.6 

$20,000  _ _ _ _ 

7,260 

8,380 

6,  070 

1,190 

16.4 

S22'000  _ _ _ 

7, 030 

1,350 

16.1 

$26,000  . . . . 

10,  740 
14, 460 
18,  360 

9,  030 

1,710 

15.9 

$32'000  . . . . . . 

12;  210 

2, 250 

15.6 

$38^000  . 

15,510 

2, 850 

15.5 

$44^000  _ _ _ _ _ 

22, 500 

18, 990 

3,510 

15.6 

$50^000  . . 

26, 820 

22, 590 

4,230 

15.8 

$60^000  _ _ _ _ _ 

34,  320 

28,  790 

5,530 

16.1 

$70'000  . . . 

42, 120 

35, 190 

6, 930 

16.5 

$80,000  .  _ 

50, 220 

41,790 

8,  430 

16.8 

$90^000  . . . . . . . 

58,  620 

48, 590 

10, 030 

17.1 

$100,000  - _ _ _ _ 

67, 320 

55, 490 

11,830 

17.6 

$150j)00  . . . . . . 

111,820 

90, 490 

21,330 

19.1 

$200*000  . . . . . . . - 

156, 820 

125, 490 

31,330 

20.0 
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Table  8  shows  the  distribution  by  adjusted  gross  income  classes  (as 
distinguished  from  taxable  income  classes)  of  both  the  rate  and 
structural  changes  provided  by  the  bill  when  these  changes  are  fully 
effective.  This  table  also  shows  the  number  of  taxable  returns  and 
tax  liability  under  present  law  (not  including  the  alternative  tax  on 
capital  gains),  together  with  the  tax  liability  which  will  remain  when 
the  rate  reductions  and  other  changes  provided  by  this  bill  are  fully 
effective.  The  table  further  shows  the  percentage  distribution  of  the 
rate,  structural,  and  total  changes  made  by  this  bill  (expressed  as  a 
percentage  of  present  tax  liability  by  income  class).  This  indicates 
that  the  rate  changes  on  the  average  represent  a  20-percent  reduction. 
The  percentage  reductions  vary  within  the  various  income  classes 
from  17  percent  for  adjusted  gross  income  above  $10,000  up  to  27.6 
percent  for  incomes  below  $3,000.  Taking  the  structural  changes 
into  account,  the  overall  reduction  averages  19.7  percent  under  your 
committee’s  bill  and  18.8  percent  under  the  House  bill.  The  reductions 
under  your  committee’s  bill  range  from  13.5  percent  for  those  with 
incomes  over  $50,000  to  38.6  percent  for  those  with  incomes  under 
$3,000.  Under  the  House  bill  this  range  was  from  12.6  to  38.3  percent. 

Table  8. — Revenue  bill  of  196 4 — Distribution  by  adjusted  gross  income  class  of  the 
full  year  effect  of  all  tax  changes  1  made  by  your  committee’s  bill  which  directly 
affect  individuals 


Number  of 

Tax 

Effect  of  revenue  bill  of  1964 

Total 

Adjusted  gross  income  class 

taxable 

liability 

tax  under 

(thousands  of  dollars) 

returns 

under 

revenue 

(millions) 

present 

Rate 

Structural 

Total 

bin  of  1964 

law  2 

change 

changes 

In  millions  of  dollars 

0  to  3 . - . 

9.7 

1, 450 

-400 

-160 

-560 

890 

3  to  5 . . . 

10.5 

4, 030 

-1, 020 

-80 

-1, 100 

2,930 

5  to  10 . . . 

22.9 

18, 300 

-3, 905 

+85 

-3, 820 

14, 480 

10  to  20 . . . 

6.7 

12,  710 

-2,285 

+90 

-2, 195 

10, 615 

20  to  50 . . 

1.0 

6,760 

-1, 150 

4-70 

-1,  080 

6, 680 

50  and  over . 

.2 

4,170 

-710 

4-145 

-565 

3, 605 

Total . 

51.0 

47,420 

-9, 470 

4-150 

-9, 320 

38,100 

Percent  distribution  by  income  class 

0  to  3 . 

19.0 

•  3.1 

4.2 

-106.7 

6.0 

2.3 

3  to  5 . 

20.6 

8.5 

10.8 

-53.3 

11.8 

7.7 

5  to  10 . . 

44.9 

38.6 

41.2 

+56.7 

41.0 

38.0 

10  to  20 . . 

13.1 

26.8 

24.1 

+60.0 

23.6 

27.6 

20  to  50 . . . 

2.0 

14.3 

12.  1 

+46.7 

11.6 

14.9 

50  and  over . 

.4 

8.8 

7.5 

+96.7 

6. 1 

9.5 

Total . 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Percent  of  tax  liability  under  present  law 

0  to  3 . 

100.0 

—27.  6 

-11.0 

-38.6 

61.4 

3  to  5 . 

100.0 

—25.3 

—2.0 

-27.  3 

72.  7 

5  to  10 . 

100.0 

—21.3 

+.  6 

-20.9 

79. 1 

10  to  20 . . . 

100.  0 

—18.  0 

+.  7 

—17.  3 

82.7 

20  to  50 . 

100.  0 

—17.0 

+1.  0 

—  16  0 

84.0 

50  and  over . 

100.0 

-17.0 

+3.6 

-13.5 

86.5 

Total . . . 

100.0 

-20.0 

+.3 

-19.7 

80.3 

1  Excluding  effect  of  capital  gains  provisions  and  repeal  of  the  requirement  to  reduce  basis  by  amount  of 
investment  credit. 

*  Excludes  alternative  tax  on  capital  gains. 
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The  tax  rate  reductions  described  above  take  effect  as  of  January  1, 
1964,  and  January  1,  1965.  For  taxpayers  with  fiscal  years  falling 
partially  in  either  the  calendar  year  1963  or  the  calendar  year  1964, 
the  bill  provides  for  the  proration  of  the  rates  applicable  in  the  2  years 
involved,  according  to  the  number  of  days  in  the  fiscal  year  in  question 
which  falls  in  each  calendar  year. 

The  tax  rate  changes  provided  for  individuals  by  this  bill  are  ex¬ 
pected  to  decrease  tax  liabilities  in  the  calendar  year  1964  by  $6.3 
billion  and  in  the  calendar  year  1965  by  $9.5  billion.  The  latter  re¬ 
duction  is  cumulative  and  includes  the  reduction  of  $6.3  billion  for 
the  calendar  year  1964. 

2.  Minimum  standard  deduction  (sec.  112  oj  the  bill  and  sec.  HI  oj  the 
code) 

(а)  Present  law. — Under  present  law,  single  taxpayers  who  take  the 
standard  deduction,  if  they  have  no  dependents,  become  taxable  on 
income  above  $667.  This  represents  a  standard  deduction  of  10  per¬ 
cent  ($67)  plus  the  personal  exemption  ($600).  For  a  married  couple 
filing  a  joint  return  under  present  law,  income  becomes  taxable  above 
$1,333.  This  represents  a  10-percent  standard  deduction  ($133)  plus 
two  $600  exemptions.  Similarly,  a  married  couple  with  one  child 
becomes  taxable  on  income  above  $2,000  (a  standard  deduction  of 
$200  plus  three  $600  exemptions). 

(б)  General  reasons  for  proposal. — In  addition  to  the  rate  reductions 
described  above,  the  House  and  your  committee  concluded  that  it  was 
desirable  to  remove  from  the  tax  rolls  those  persons  with  minimum 
incomes  and  also  to  provide  those  with  incomes  just  slightly  above 
these  levels  a  somewhat  larger  tax  reduction  than  is  made  available 
generally  through  the  rate  cuts. 

The  minimum  standard  deduction  that  the  House  and  your  commit¬ 
tee  have  adopted,  and  which  is  described  below,  removes  1.5  million 
taxpayers,  with  very  low  incomes,  from  the  tax  rolls  entirely. 

The  tax  relief  provided  under  this  provision  is  almost  entirely  con¬ 
centrated  in  the  adjusted  gross  income  classes  of  $5,000  or  less,  with 
much  of  it  concentrated  in  income  levels  below  $3,000.  The  total 
revenue  loss  anticipated  from  the  minimum  standard  deduction  of 
$320  million,  for  example,  is  distributed  as  follows: 


Adjusted  gross  income  class  (thousands  of  dollars) 

Change  in 
tax  liability 
from  mini¬ 
mum  stand¬ 
ard  deduction 
(millions  of 
dollars) 

Percentage 
change  in 
present  tax 
liability 

-170 

-100 

-CO 

0 

-11.7 

-2.5 

-.3 

0 

-320 

-.7 

The  minimum  standard  deduction  relieves  persons  at  or  near  t  e 
subsistence  level  of  much  or  all  of  their  tax  liability.  In  this  respec 
the  provision  is  much  more  economical  than  a  personal  exemption 
increase.  The  minimum  standard  deduction  in  the  bill  provides  a 
floor  of  $300  above  his  exemption  for  a  single  person,  a  floor  of  $400 
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above  exemptions  for  a  married  couple,  and  one  of  $600  above  exemp¬ 
tions  for  a  married  couple  with  two  children.  Yet  an  increase  in 
exemptions  of  only  $100  would  cost  $2.6  billion,  and  one  of  $200  would 
cost  $5  billion  in  lieu  of  the  $320  million  cost  entailed  in  the  minimum 
standard  deduction. 

(c)  General  explanation  oj  proposal . — The  bill  provides  that  tax¬ 
payers  who  use  the  standard  deduction  may  use  either  the  regular 
10-percent  deduction  or  a  minimum  standard  deduction,  whichever 
is  the  larger.  The  minimum  standard  deduction  in  effect  is  $300  for 
the  first  exemption  and  $100  for  each  additional  exemption.  In  the 
case  of  a  married  person  filing  a  separate  return,  however,  the  mini¬ 
mum  standard  deduction  is  $200  for  the  first  exemption  and  $100  for 
each  additional  exemption.1  As  under  present  law,  the  standard 
deduction,  whether  a  “10-percent”  deduction  or  a  “minimum”  deduc¬ 
tion,  may  not  exceed  $1,000  (or  $500  in  the  case  of  a  married  person 
filing  a  separate  return). 

Under  the  bill,  a  single  person  would  be  allowed  a  minimum  stand¬ 
ard  deduction  of  $300  which,  together  with  the  personal  exemption  of 
$600,  would  mean  that  he  would  have  no  tax  to  pay  until  his  income 
exceeded  $900.  Similarly,  a  married  couple  with  no  children  would 
be  allowed  a  minimum  standard  deduction  of  $400  ($300  for  the  first 
exemption,  plus  $100  for  the  second  exemption).  As  a  result,  the 
married  couple  would  pay  tax  on  income  only  in  excess  of  $1,600.  A 
head  of  a  household  with  one  dependent  also  would  be  subject  to  tax 
only  on  income  above  $1,600,  since  the  minimum  standard  deduction 
in  this  case  also  would  be  $300,  plus  $100  for  the  dependent.  A  mar¬ 
ried  couple,  both  over  age  65,  would  receive  a  minimum  standard  de¬ 
duction  of  $600;  i.e.,  $300  with  respect  to  the  first  exemption,  and 
$100  with  respect  to  the  three  additional  exemptions.  This  together 
with  their  four  exemptions  would  mean  they  would  pay  no  tax  on  the 
first  $3,000  of  income.  This  would  also  be  true  of  blind  persons  with 
double  exemptions. 

The  income  levels  under  present  law  and  under  the  bill  at,  or  below, 
which  there  would  be  no  tax,  are  as  follows: 


Status  of  taxpayer 

Present  law 
with  10-per- 
cent-standard 
deduction 

Minimum 
standard  de¬ 
duction  pro¬ 
vided  by  bill 

Single  person _ _ _ _ _ _ _ _ 

i  $667 

1 1.333 
i  2, 000 

J  2,667 

13. 333 
i  4, 000 
i  4, 667 

5,333 

$900 
1,600 
2, 300 
3, 000 
3, 700 
4, 400 
5,100 
5, 800 

Married  couple,  no  dependents  or  head  of  household,  1  dependent . . 

Married  couple,  1  dependent  or  head  of  household,  2  dependents . . 

Married  couple,  2  dependents  or  head  of  household,  3  dependents _ _ . 

Married  couple,  3  dependents  or  head  of  household,  4  dependents _ 

Married  couple,  4  dependents  or  head  of  household,  5  dependents _ 

Married  couple,  5  dependents  or  head  of  household,  6  dependents.. . . 

Married  couple,  6  dependents  or  head  of  household,  7  dependents . . 

i  The  amounts  shown  above  assume  that  the  income  level  under  existing  law  is  reached  at  exactly  the 
level  which  would  apply  if  a  uniform  10  percent  standard  deduction  were  used.  However,  under  present 
law  for  taxpayers  with  income  below  $5,000,  a  tax  table  with  brackets  is  substituted  for  the  uniform  10  per¬ 
cent.  This  modifies  slightly  all  of  the  figures  noted  above.  The  income  levels  in  these  cases  according  to 
the  tax  table  are  $674,  $1,324,  $1,999,  $2,674,  $3,349,  $3,999,  and  $4,649  respectively. 

1  In  the  case  of  married  couples,  where  one  takes  the  10-percent  standard  deduction,  rather  than  the  mini¬ 
mum  standard  deduction,  the  other  spouse  must  also  take  the  10-percent  standard  deduction.  However, 
both  may,  if  they  so  desire,  elect  to  take  the  minimum  standard  deduction,  which,  as  indicated  above,  is 
$200  for  the  1st  exemption  and  $100  for  each  additional  exemption  in  the  case  of  married  persons  filing  sepa¬ 
rate  returns. 
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Under  the  bill,  taxpayers  have  the  right  to  change  their  election 
with  respect  to  the  minimum  standard  deduction  at  any  time  within 
the  period  in  which  they  can  amend  their  tax  return,  that  is,  generally 
within  the  period  ending  3  years  after  the  due  date  filing  for  a  given 
return. 

(c) (i)  Effective  date. — Generally,  the  minimum  standard  deduction 
applies  to  taxable  years  ending  after  December  31,  1963.  However, 
for  taxpayers  with  fiscal  years  straddling  this  date,  the  bill  provides 
fol*  a  portion  of  the  benefits  of  the  minimum  standard  deduction  in  the 
same  way  as  rate  reductions,  in  accordance  with  the  number  of  days 
before  and  after  December  31,  1963,  in  such  years. 

( d )  Revenue  effect. — The  minimum  standard  deduction  provided 
by  this  bill  is  expected  to  reduce  revenues  in  a  full  year  of  operation 
by  $320  million. 

8.  Amendments  related  to  individual  income  tax  rate  reductions  (sec.  113 
oj  the  bill  and  secs.  37  and  871  oj  the  code) 

(a)  Retirement  income  credit. — Present  law  provides  a  tax  credit  on 
retirement  for  passive  investment  or  pension  income  received  by 
persons  generally  over  age  65.  However,  the  income  taken  into 
account  for  this  credit  must  be  reduced  for  tax  exempt  social  security 
or  railroad  retirement  income,  and  for  those  under  age  72  for  income 
derived  from  work  above  a  specified  income  level.  In  computing 
the  credit,  present  law  provides  that  the  income  eligible  for  the  credit 
is  to  be  multiplied  by  the  “rate  provided  in  section  1  for  the  first 
$2,000  of  taxable  income.”  Under  present  law,  this  rate  is  20  per¬ 
cent.  Under  both  the  House  and  committee  bill,  however,  since  this 
bracket  has  been  split  into  four  brackets,  there  are  four  rates  ranging 
from  14  to  17  percent,  applicable  to  different  segments  of  this  first 
$2,000  of  taxable  income. 

The  bill  provides  that  the  rate  of  tax  to  be  used  in  computing  this 
credit  in  the  future  is  to  be  15  percent.  This  is  as  near  the  middle  of 
the  four  rates  applicable  to  the  first  $2,000  of  income  as  is  possible, 
without  the  use  of  fractional  rates. 

(b)  Tax  on  nonresident  aliens. — Under  present  law,  nonresident 
aliens  receiving  income  from  sources  within  the  United  States,  such 
as  interest,  dividends,  rents,  salaries,  wages,  etc.,  are  taxed  on  this 
income  at  a  flat  30-percent  rate  (unless  applicable  tax  treaties  provide 
some  other  rates).  However,  present  law  also  provides  that  if  the 
nonresident  alien  receives  more  than  $15,400  from  the  specified  sources 
within  the  United  States,  then  the  regular  individual  income  tax  will 
apply  with  respect  to  the  nonresident  aliens’  income  from  sources 
within  the  United  States  (if  this  results  in  a  higher  tax  than  the  flat 

rate  30rpercent  tax).  . 

The  income  level  of  $15,400  in  present  law  is  the  point  at  which  a 
30-percent  flat  tax  rate  with  one  exemption  would  be  likely  to  approx¬ 
imate  the  regular  income  tax  rate  with  exemptions  and  with  progres¬ 
sive  rates.  Because  of  the  rate  reductions  provided  by  the  bill,  this 
income  level  of  approximate  equality  rises,  and  has  been  established 
in  the  bill  at  $21,200. 

4-  Corporate  rate  reductions  (sec.  121  oj  the  bill  and  sec.  11  oj  the  code) 

Under  present  law,  the  total,  or  combined,  corporate  income  tax 
rate  is  52  percent.  It  consists  of  a  30-percent  normal  tax  rate, 
applying  to  all  corporate  income,  and  a  22-percent  surtax  rate  apply¬ 
ing  to  corporate  income  in  excess  of  $25,000.  Thus,  corporations  aie 
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taxed  at  a  30-percent  rate  on  the  first  $25,000  of  their  taxable  income 
and  at  a  52-percent  rate  on  their  taxable  income  above  that  level. 

The  House  and  committee  bill  makes  two  basic  changes  in  the  rate 
structure  provided  by  present  law.  First,  it  lowers  the  overall  rate 
from  52  to  50  percent  for  1964,  and  to  48  percent  for  1965  and  sub¬ 
sequent  years.  Second,  it  “reverses”  the  normal  and  surtax  rate  in 
order  to  provide  greater  relief  for  small  business.  Thus,  it  provides 
that  the  normal  tax  rate  is  to  be  22  percent  instead  of  30  percent  for 
1964  and  subsequent  years.  The  surtax  rate  then,  for  1964,  is  to  be 
28  percent,  and  for  1965  and  subsequent  years,  26  percent.  Thus,  the 
bill  provides  a  tax  rate  of  22  percent  (in  place  of  30  percent)  on  the 
first  $25,000  of  a  corporation's  taxable  income  for  both  1964  and 
subsequent  years  and  a  tax  rate  of  50  percent  in  1964  and  48  percent 
in  1965  and  subsequent  years  for  the  portion  of  a  corporation’s  income 
over  $25,000  (in  lieu  of  the  present  52-percent  rate). 

This  reduction  in  corporate  rates  is  important  because  it  reverses 
the  trend  toward  higher  and  higher  corporate  rates  and  also  because 
it  again  makes  the  Government  a  “junior,”  rather  than  “senior,”  part¬ 
ner  in  any  venture  a  corporation  may  undertake,  insofar  as  the  sharing 
of  corporate  income  before  tax  is  concerned.  This  tax  rate  reduction 
should  be  an  important  factor  in  improving  the  rate  of  profitability 
for  corporations  and,  therefore,  should  provide  an  incentive  for 
business  investment  and  economic  modernization  and  growth.  It 
should  also  aid  corporations  in  the  export  market  in  competing  with 
corporations  in  other  countries,  where  the  corporate  rates  may  not 
be  as  high  as  in  the  United  States. 

This  tax  cut  for  corporations,  when  fully  effective,  will  amount  to 
$2.2  billion  a  year.  It  should,  of  course,  be  viewed  in  connection  with 
the  reduction  provided  by  Congress  in  1962  in  the  form  of  an  invest¬ 
ment  credit  and  the  reform  provided  in  1962  in  the  depreciation 
guidelines.  These  taken  together  provide  corporations  with  a  tax 
reduction  of  approximately  $4}£  billion. 

The  “reversal”  of  the  corporate  rates  should  be  a  substantial 
benefit  to  small  business.  The  substitution  of  a  22-percent  rate  for 
the  30-percent  rate  represents  a  rate  reduction  of  nearly  27  percent 
on  the  first  $25,000  of  income,  as  contrasted  to  the  rate  reduction  for 
income  above  $25,000  of  slightly  less  than  8  percent.  Moreover,  as 
indicated  in  table  9,  the  benefit  of  this  rate  reduction  on  the  first 
$25,000  of  income  is  appreciable  for  income  levels  up  to  $100,000. 


Table  9. — Revenue  effect 1 


Surtax  net  income  class  (dollars) 

Number  of 
taxable 

Computed 
tax  liability, 
present 

Normal  tax  to  22  percent 
and  combined  rate  to  48 
percent 

corporations 

rates  1 
(million) 

Amount  of 
reduction 
(million) 

Percent 

reduction 

0  to  25,000 . . 

467,500 

54,000 

25,000 

25,500 

4,000 

$874 

636 

$233 

126 

26.7 

25,000  to  50,000 . . . . . 

19.8 

50,000  to  100,000 . . 

759 

94 

12.4 

100,000  to  1,000,000 . . . 

3,  427 
18,664 

299 

8.7 

1,000,000  and  over . . 

1,438 

7.7 

Total . 

576,000 

24, 360 

2,190 

9.0 

1  At  1963  levels  of  income. 

Excluding  capital  gains  presently  taxed  at  the  alternative  rate. 
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Your  committee  agrees  with  the  House  that  it  is  important  to 
provide  a  greater  rate  reduction  for  small  businesses  because  of  their 
importance  in  maintaining  competitive  prices  in  our  economy,  and 
also  because  of  the  greater  difficulty  small  businesses  have  in  finding 
outside  funds  to  finance  their  expansion.  As  a  result,  they  have 
traditionally  found  it  necessary  to  expand  largely  out  of  income  re¬ 
maining  after  tax. 

The  rate  reductions  provided  by  the  House  and  your  committee  for 
corporations  apply  to  taxable  years  beginning  after  December  31, 
1963,  in  the  case  of  the  reversal  of  the  normal  and  surtax  rates  and 
also  in  the  case  of  the  reduction  of  the  general  rate  to  50  percent. 
The  reduction  in  the  corporate  rate  from  50  to  48  percent  applies 
to  taxable  years  beginning  after  December  31,  1964.  For  fiscal 
year  taxpayers,  with  years  straddling  either  of  these  two  dates,  the  bill 
provides  that  the  reductions  are  to  be  prorated  in  accordance  with  the 
portion  of  the  corporate  year  occurring  after  December  31,  1963,  or 
after  December  31,  1964. 

The  decrease  of  corporate  rate  from  52  to  50  percent  in  the  calendar 
year  1964,  and  the  reversal  of  the  normal  and  surtax  rates,  is  expected 
to  decrease  corporate  tax  liabilities  for  that  year  by  $1.3  billion. 
The  reduction  in  corporate  tax  liabilities  for  the  calendar  year  1965 
and  subsequent  years  (when  the  corporate  rate  will  be  further  reduced 
to  48  percent)  is  expected  to  amount  to  $2.2  billion.  This  estimate 
is  cumulative  and  includes  the  $1.3  billion  loss  referred  to  with  respect 
to  1964  corporate  tax  liabilities. 

5.  Current  tax 'payments  by  corporations  {sec.  122  ojthe  bill  and  secs.  6074 
and  6154  oj  the  code) 

(a)  Present  law. — Under  present  law  a  calendar  year  corporation 
is  required  to  pay  25  percent  of  its  estimated  tax  in  excess  of  $100,000 
in  the  third  quarter  of  the  year  in  which  the  tax  liability  actually 
arises,  or  on  September  15.  Another  one-fourth  of  this  estimated 
tax  is  paid  in  the  fourth  quarter  of  the  year  of  liability,  or  on  Decem¬ 
ber  15.  The  remainder  of  the  tax  is  paid  in  two  equal  installments  in 
the  following  year,  the  first  installment  being  due  at  the  same  time  as 
the  tax  return  for  that  year,  or  on  March  15,  and  the  second  and  final 
installment  being  due  on  June  15.  Comparable  dates  are  provided 
for  fiscal  year  corporations. 

This  system  of  paying  two  quarterly  installments  with  respect  to 
tax  liability  in  excess  of  $100,000  in  the  same  year  in  which  the  lia¬ 
bility  arises,  was  initially  provided  at  the  time  of  the  adoption  of  the 
Internal  Revenue  Code  of  1954.  Before  that  time  Congress  had,  in 
1950,  provided,  in  the  case  of  calendar  year  corporations,  that  the  tax 
was  to  be  paid  in  two  installments  of  50  percent  each  on  March  15 
at  the  time  for  filing  the  return  and  on  the  following* June  15,  both  of 
these  payment  dates  being  in  the  year  immediately  following  the  year 
in  which  the  tax  liability  arose.  (Comparable  dates  were  provided  for 
fiscal  year  corporations.)  Prior  to  1950,  corporate  taxes  were  payable 
in  four  installments  of  25  percent  each,  the  first  two  for  calendar  year 
corporations  being  on  the  dates  specified  above,  and  the  last  two  on  the 
following  September  15  and  December  15 — both  dates  being  in  the 
year  following  the  year  in  which  the  tax  liability  arose. 

(b)  General  reasons  for  provisions. — As  indicated  above,  corporations 
presently  are  only  on  a  partial  pay-as-you-go  basis.  Individuals,  on 
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the  other  hand,  either  through  withholding  or  through  declarations, 
are  on  a  full  pay-as-you-go  basis.  Both  the  House  and  your  com¬ 
mittee,  with  respect  to  tax  liability  in  excess  of  $100,000,  place  corpo¬ 
rations  on  essentially  the  same  pay-as-you-go  basis  as  is  already  true  in 
the  case  of  individuals.  This  is  to  be  accomplished  gradually  over  a  7- 
year  period.  With  the  corporate  rate  reduction  also  provided  by  this 
bill,  spreading  the  acceleration  in  corporate  payments  over  this  7-year 
period  can  be  accomplished  without  raising  any  corporation’s  income 
tax  payment  above  its  tax  for  1963  (assuming  the  same  income  level 
throughout). 

At  the  present  time,  the  larger  corporations  appear  to  have  sufficient 
funds  to  meet  their  investment  requirements.  In  fact,  many  of  the 
larger  corporations  customarily  fund  their  tax  liabilities  by  investing 
currently  in  Treasury  tax  notes  or  other  types  of  short-term  debt. 
Moreover,  the  cash  and  other  liquid  assets  of  corporations  in  1962 
amounted  to  $68.5  billion,  or  some  five  times  the  aggregate  tax 
liability  of  these  corporations.  In  any  event,  since  in  each  year  the 
acceleration  in  payments  is  offset  or  more  than  offset  by  the  tax 
reduction,  the  speedup  of  corporate  payments  will  not  decrease  in¬ 
ternal  funds  available  at  the  corporate  level  for  investment.  At  the 
same  time,  the  reduction  in  the  rate  of  corporate  tax  will  increase  the 
profitability  of  investments,  thus  encouraging  further  expansion. 

Since  the  acceleration  of  the  corporate  payments  has  no  effect  if 
tax  liabilities  are  $100,000  or  less,  the  smaller  corporations  which,  in 
many  cases,  may  have  a  shortage  of  internal  funds  available  for  in¬ 
vestment,  will  not  be  affected  by  this  provision.  Such  corporations 
will  have  additional  funds  available  for  investment  through  the  gen¬ 
eral  4  percentage  point  corporate  rate  cut,  and  more  especially  through 
the  8  percentage  point  reduction  in  the  tax  applying  to  the  first 
$25,000  of  income. 

(c)  General  explanation  of  provision . — Over  the  7-year  period,  1964 
through  1970,  the  House  and  the  committee  bill,  in  effect,  provides, 
in  the  case  of  calendar  year  corporations,  that  the  two  installment 
payments  due  on  March  15  and  June  15  of  the  year  following  the  year 
of  liability  are  to  be  advanced  to  April  15  and  June  15  of  the  year  of 
liability,  leaving  the  September  15  and  December  15  installment 
payments  of  25  percent  still  due  at  the  same  time  as  under  present  law. 
(A  comparable  advance  is  made  for  fiscal  year  corporations.)  Any 
liability,  to  the  extent  that  it  is  not  paid  by  estimated  tax  payments 
(for  example,  does  not  exceed  $100,000),  will  still  be  payable  in  two 
installments  after  the  close  of  the  year  of  liability,  on  March  15  and 
June  15,  in  the  same  manner  as  under  present  law.  The  following 
tabulation  shows  the  change  in  the  percentage  payment  dates  from 
present  law  to  the  system  set  forth  in  the  bill  when  it  is  fully  effective 
in  1970  and  subsequent  years: 
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Percentage  payments 


Present 

law 

Under  bill 
when  fully 
effective 
in  1970 

Payments  in  year  of  liability: 

Apr.  15 .  . . . . . . 

0 

25 

June  15 . . .  . . .  .  . . 

0 

25 

Sept.  15. .  _ _  _ _ _ _  . 

25 

25 

Dec.  15 _ _ _ _ _ 

25 

25 

Payments  in  year  following  year  of  liability: 

Mar.  15 _ _ _ .. _ _ _ _ _ _ 

25 

(») 

(l) 

June  15 _ _ _ _ _ _ _ _ 

25 

i  Payments  wil-  still  be  due  on  these  2  dates  with  respect  to  tax  liability  on  the  1st  $100,000  of  tax  and  on 
any  amount  of  underestimates. 

The  advance  in  corporate  payments  described  above  is  achieved 
under  the  bill  over  a  7-year  period,  commencing  in  1964,  with  respect 
to  tax  liabilities  arising  in  that  year.  For  corporations  with  tax 
liabilities  in  excess  of  $100,000,  the  bill  requires  that  they  make  first 
and  second  quarterly  current  payments  of  1964  tax  in  excess  of 
$100,000  of  1  percent  in  April  and  June  of  1964  (assuming  they  are 
calendar  year  corporations),  with  these  quarterly  percentages  increas¬ 
ing  to  4  percent  in  1965,  9  percent  in  1966,  14  percent  in  1967,  19 
percent  in  1968,  22  percent  in  1969,  and  then  25  percent  in  1970 
and  subsequent  years.  These  percentages  apply  only  with  respect  to 
the  portion  of  the  corporations’  tax  liabilities  which  exceed  $100,000. 
This  gradual  shift  of  the  corporate  tax  payments,  with  respect  to  tax 
liability  above  $100,000,  can  perhaps  best  be  seen  by  the  following 
tabulation. 


Percent  of  estimated  tax  to  be  paid  on  the 

15th  day  of  the — 

Percent  of  tax  to  be  paid 
on  the  15th  day  of — 

4th  m.  ath 

6th  month 

9th  month 

12th  month 

3d  month 

6th  month 

of  the  year  of  liability 

of  the  year  following 
the  year  of  liability 

1964 _ _ 

1 

1 

25 

25 

24 

24 

1965  _ 

4 

4 

25 

25 

21 

21 

1966...  _ 

9 

9 

25 

25 

16 

16 

1967 _ 

14 

14 

25 

25 

11 

11 

1968 _ _ _ 

19 

19 

25 

25 

6 

6 

1969  _ 

22 

22 

25 

25 

3 

3 

1970  and  any  subsequent  year. 

25 

25 

25 

25 

(') 

0) 

i  Payments  will  still  be  due  on  these  2  dates  with  respect  to  tax  liability  on  the  1st  $100,000  of  tax  and  on 
any  amount  of  underestimates. 


The  percentages  of  the  tax  liabilities  to  be  accelerated  for  each  of 
the  years  1964  through  1970  were  selected  so  that  the  speedup  in 
corporate  payments  would  not  exceed  the  reduction  in  tax  liabilities 
provided  by  the  bill.  The  effect  of  the  speedup  on  corporate  tax 
liabilities  for  a  calendar  year  corporation  having  a  $10  million  tax 
liability  is  shown  in  table  10.  As  indicated  by  this  table,  the  combined 
effect  of  the  rate  reduction  with  the  acceleration  of  corporate  pay¬ 
ments  in  all  years  results  in  a  net  reduction  in  tax  payments,  even  for 
a  corporation  with  a  taxable  income  of  $10  million.  Corporations 
with  smaller  incomes  would  fare  still  more  favorably  in  this  respect. 
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The  present  provisions  exempting  corporations  from  any  additional 
charges  for  failure  to  comply  with  the  provisions  of  the  declarations 
of  estimated  tax  are  continued  as  under  present  law.  Present  law 
provides  an  additional  charge  equal  to  6  percent  per  annum  for  under¬ 
payments  only  if  the  estimated  tax  payments  fail  to  come  under  one 
of  the  following  four  categories : 

(1)  they  amount  to  70  percent  of  the  tax  shown  on  the  final 
return  after  subtracting  $100,000  and  allowing  credits; 

(2)  they  amount  to  as  much  as  the  previous  year’s  tax  reduced 
by  $100,000; 

(3)  they  are  equal  to  what  last  year’s  tax  (less  $100,000  and 
allowable  credits)  would  have  been  had  current  rates  been  ap¬ 
plicable  to  that  year’s  income;  or 

(4)  the  installment  with  respect  to  the  declaration  for  any 
quarter  is  equal  to  70  percent  of  the  tax  (less  $100,000  and  allow¬ 
able  credits)  due  on  the  basis  of  the  income  received  to  date, 
placed  on  an  annual  basis. 

Table  10. — Example  of  the  combined  effect  on  a  calendar  year  corporation  of  current 
tax  payments  and  the  tax  rate  reductions  provided  by  the  bill  {corporation  assumed 
to  have  $10  million  of  taxable  income  and  to  base  its  estimates  on  75  percent  of 
this  income  0 


Corporation  payments 

Corporation  payments 

Calendar  year 

Dollars 

Percent 
of  1963 

Calendar  year 

Dollars 

Percent 
of  1963 

1963 . 

5, 194, 500 
5, 192, 332 

5, 126,  402 
5,145,  512 

5, 145, 513 

100.0 

1968. _ _ 

5, 145,  513 

5, 004, 707 

5, 004,  707 
4,  793,  500 

99. 1 

1964 . 

99.9 

1969 _ 

96.3 

1965 . 

98.  7 

1970 _ _ 

96.3 

1966 . . . . . 

99. 1 

1971 . 

92.3 

1967 . . . 

99.  1 

i  Your  committee’s  bill  provides  for  (1)  a  reduction  of  the  normal  tax  rate  to  22  percent  in  1964;  of  surtax 
rate  of  28  percent  in  1964  and  26  percent  in  1965;  and  (2)  1st  and  2d  quarter  current  payments  in  1964  and 
6  succeeding  years  of  1,  4,  9,  14,  19,  22,  and  25  percent. 

(c)(i)  Effective  date. — The  changes  described  above  with  respect  to 
the  acceleration  of  corporate  tax  payments  start  in  taxable  years 
beginning  after  December  31,  1963,  and  will  become  fully  effective 
for  taxable  years  beginning  after  December  31,  1969. 

(i d )  Revenue  effects. — It  has  been  estimated  that  this  proposal  will 
increase  revenues  in  the  fiscal  year  1964  by  $260  million  and  in  the 
fiscal  year  1965  by  $900  million. 

IV.  GENERAL  EXPLANATION 
B.  STRUCTURAL  CHANGES 

1.  Dividend  credit  and  exclusion  (sec.  201  oj  the  bill 1  and  secs.  dJi  and 
116  of  the  code) 

(a)  Present  law. — Under  present  law,  individuals  are  allowed  to 
exclude  from  their  tax  base  the  first  $50  of  dividend  income.  If  a 
husband  and  wife  each  have  dividend  income  (or  if  they  have  such 
income  jointly),  the  exclusion  claimed  on  a  joint  return  may  amount 
to  as  much  as  $100  of  dividend  income.  In  addition,  under  present 
law,  a  credit  of  4  percent  is  allowed  against  tax  for  any  dividends 

1  The  parenthetical'references  to  the  bill  are  to  the  bill  as  amended  by  your  committee. 
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remaining  after  the  $50  or  $100  exclusion.  This  credit  may  not, 
however,  exceed  4  percent  of  taxable  income.2 

( b )  General  reasons  for  provision. — In  1954  when  the  present  dividend 
credit  and  exclusions  were  adopted,  the  committee  report  indicated 
that  these  relief  measures  were  provided  because  the  earnings  of  a 
corporation  are  taxed  twice,  once  as  corporate  income  and  again  as 
dividend  income  when  paid  out  to  the  shareholders.  It  was  stated 
that  in  addition  to  this  being  a  double  tax  on  this  type  of  income,  it 
also  was  a  deterrent  to  investment  in  corporations.  The  report  in 
1954  partcularly  stressed  the  effect  of  the  penalty  of  double  taxation 
in  channeling  investments  in  the  form  of  indebtedness  rather  than 
equity  capital  or  stock. 

In  fact,  the  reduction  in  the  corporate  rate  by  4  percentage  points 
provided  by  this  bill  probably  does  as  much  to  remove  any  double 
taxation  involved  with  respect  to  corporate  distributions  as  would 
the  continuance  of  the  present  4  percent  dividend  credit.  Moreover, 
from  the  standpoint  of  making  funds  available  for  investment  in 
corporate  enterprises,  this  reduction  in  tax  with  respect  to  retained 
earnings  can  be  expected  to  have  a  more  important  impact  on  corporate 
investment  than  any  reduction  directed  solely  toward  corporate 
income  which  is  distributed.  This  greater  encouragement  for  cor¬ 
porate  investment  has  been  provided  not  only  by  the  corporate 
rate  cut  in  this  bill,  but  also  by  the  investment  credit  allowed  with 
respect  to  business  investment  in  the  Revenue  Act  of  1962.  The 
House  and  your  committee’s  action  in  this  bill,  in  making  this  invest¬ 
ment  credit  available  without  reduction  in  the  depreciation  base, 
provides  still  further  inducements  for  business  investment. 

In  addition,  the  notion  that  the  dividend  credit  would  encourage 
equity  financing  does  not  seem  to  be  borne  out  by  the  events  which 
have  occurred  since  1954.  The  Secretary  of  the  Treasury  has  pointed 
out  that  the  ratio  of  equity  to  debt  financing  by  corporations  has  not 
increased  despite  the  presence  of  the  4-percent  credit. 

The  form  of  the  present  dividend  credit,  in  any  event,  is  undesirable 
since  it  reduces  any  double  taxation  by  a  much  larger  percentage  for 
the  higher  income  bracket  stockholders  than  it  does  for  those  in  the 
lower  bracket.  Information  presented  by  the  Secretary  of  the 
Treasury  indicated  that  the  dividend  credit,  even  combined  with 
the  present  exclusion,  reduces  the  extra  burden  of  double  taxation 
by  10.4  percent  in  the  highest  income  bracket,  while  reducing  it  by 
only  4.3  percent  for  those  subject  to  the  first  bracket  rate. 

In  view  of  these  considerations,  your  committee  agreed  with  the 
House  that  it  would  be  better  to  concentrate  relief  from  any  double 
taxation  which  it  is  possible  to  provide  in  a  dividend  exclusion  rather 
than  in  a  dividend  credit.  The  dividend  exclusion,  in  the  area  opera¬ 
tive,  completely  removes  any  double  taxation.  Moreover,  increasing 
the  exclusion,  as  the  bill  provides,  will  tend  to  encourage  a  broader 
stock  ownership  among  those  with  relatively  low  income.  At  the 
same  time,  the  repeal  of  the  credit  removes  the  discrimination  in 
present  law  in  favor  of  high  bracket  shareholders.  Furthermore, 
removing  the  credit  even  though  doubling  the  exemption  available 
has  the  effect  of  raising  $300  million  of  revenue  in  the  calendar  year 

*  The  dividend  exclusion  and  credit  are  not  allowed  /or  dividends  received  from  foreign  corporations, 
China  Trade  Act  corporations,  exempt  corporations,  corporations  deriving  most  of  their  income  from  U.8. 
possessions,  real  estate  investment  trusts,  life  insurance  dividends,  dividends  from  mutual  savings  banks, 
domestic  building  and  loan  associations,  etc.,  and  capital  gains  dividends  from  regulated  investment 
companies. 
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1965  and  subsequent  years,  which  in  the  bill  is  devoted  to  further 
individual  income  tax  rate  reductions  than  would  otherwise  be  possible. 

(c)  General  explanation  oj  provision . — In  view  of  the  considerations 
referred  to  above,  the  bill,  both  as  passed  by  the  House  and  as  approved 
by  your  committee,  decreases  from  4  to  2  percent  the  credit  against 
tax  allowed  for  dividends  received  during  the  calendar  year  1964. 
With  respect  to  dividends  received  in  1965  and  subsequent  years,  the 
credit  is  repealed  altogether.  Consistent  with  the  treatment  provided 
when  the  tax  credit  was  4  percent  of  the  dividend  income,  the  dividend 
credit  allowable  during  the  calendar  year  1964  is  to  be  limited  to  2 
percent  of  taxable  income  received  by  an  individual  during  that  year. 

The  bill  provides  that  with  respect  to  dividends  received  in  the 
calendar  year  1964  and  subsequent  years  the  maximum  exclusion  per 
individual  with  respect  to  dividends  received  from  a  domestic  corpora¬ 
tion  is  to  be  $100,  in  lieu  of  the  $50  available  at  the  present  time.  In 
the  case  of  married  couples,  where  each  owns  stock  separately  or 
where  stock  is  owned  jointly  and  joint  returns  are  filed,  the  maximum 
exclusion  will  be  $200  in  place  of  the  $100  applicable  under  present 
law. 

(c)(i)  Effective  date. — As  indicated  above,  the  dividend  credit  is 
reduced  from  4  percent  to  2  percent  with  respect  to  dividends  re¬ 
ceived  in  the  calendar  year  1964  and  is  repealed  with  respect  to  divi¬ 
dends  received  in  1965  and  subsequent  years.  The  dividend  exclusion 
is  doubled  with  respect  to  amounts  received  in  the  calendar  year 
1964  and  subsequent  years. 

(i d )  Revenue  effect. — The  combined  effect  of  the  reduction  and  then 
repeal  of  the  credit  and  the  increase  of  the  exclusion  is  expected  to 
increase  tax  liabilities  by  about  $120  million  for  the  calendar  year 
1964  and  by  $300  million  in  the  calendar  year  1965  and  subsequent 
years  when  the  repeal  of  the  credit  becomes  fully  effective. 

2.  Limitation  on  retirement  income  (sec.  202  of  the  bill  and  sec.  37  of 
the  code) 

(a)  Present  law. — Present  law  provides  a  retirement  income  credit 
which  in  general  terms  is  designed  to  provide  a  credit  against  tax 
for  those  making  provision  for  their  retirement  other  than  through 
social  security,  or  railroad  retirement  or  other  tax-exempt  income, 
and  it  is  intended  that  this  credit  be  approximately  equal  in  value 
to  the  exclusions  provided  in  the  case  of  social  security,  etc.  Thus, 
the  maximum  amount  of  income  with  respect  to  which  a  retirement 
income  credit  may  be  taken  is  geared  to  the  maximum  social  security 
payment.  Moreover,  the  credit  is  based  upon  the  amount  of  pension 
or  investment  income  of  the  individual  involved,  on  the  general 
principle  that  this  represents  the  retirement  base  built  up  by  those 
not  covered  by  social  security,  etc.  (or  not  covered  to  any  appreciable 
extent).  For  the  same  reasons,  the  amount  of  income  upon  which 
the  credit  is  based  is  reduced  for  any  tax-exempt  social  security, 
railroad  retirement,  or  other  similar  income  received  by  the  individual. 

In  addition,  what  amounts  to  a  “work  clause”  applies  to  the 
retirement  income  credit  to  make  it  comparable  to  social  security 
payments  which  also  are  reduced  for  earned  income  received  by  the 
individual  above  a  specified  level.  The  reduction  for  earned  income 
in  the  case  of  the  retirement  income  credit  generally  is  a  reduction  of 
50  percent  for  any  earned  income  above  $1,200  but  not  above  $1,700, 
and  a  100  percent  reduction  for  any  earned  income  above  $1,700. 
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Social  security  and  the  retirement  income  credit  also  are  correlated 
in  the  earnings  requirement.  To  be  covered  for  social  security  tax 
purposes,  an  individual  generally  must  have  a  minimum  coverage  of 
40  quarters  or  10  years,  assuming  he  has  been  in  covered  employment 
for  a  sufficient  period  of  time.  On  the  same  basis,  the  retirement  in¬ 
come  credit  provides  that  an  individual  to  be  eligible  for  the  retirement 
income  credit  must  have  had  10  years  of  prior  earnings  experience,  in 
each  year  of  which  he  earned  in  excess  of  $600.  For  this  requirement 
a  widow  or  widower  may  use  the  earnings  experience  of  the  deceased 
spouse  in  much  the  same  way  as  is  provided  in  the  case  of  social 
security  benefits. 

( b )  General  reasons  for  provision. — The  attention  of  your  committee 
was  called  to  the  fact  that  in  one  respect  the  retirement  income  credit 
is  not  coordinated  with  the  social  security  program.  Under  the  old 
age  and  survivors  insurance  program,  if  a  husband  has  the  appropriate 
40  quarters  of  coverage  but  the  wife  does  not,  nevertheless,  the  pay¬ 
ment  may  be  made  not  only  with  respect  to  the  husband  directly  but 
also  a  supplementary  payment  of  one-half  the  size  of  the  payment 
going  to  the  husband  may  also  be  made  with  respect  to  the  wife.  The 
retirement  income  credit,  on  the  other  hand,  contains  no  supplemen¬ 
tary  payment  with  respect  to  a  spouse  where  that  individual  does  not 
have  the  requisite  prior  10  years’  earnings  experience.  To  provide  a 
retirement  income  credit  of  one-half  the  size  of  that  going  to  the 
primary  wage  earner  in  the  family  in  such  a  case  is  the  purpose  of  the 
amendment  added  by  your  committee. 

( c )  General  explanation  of  provision. — Your  committee  has  added 
a  new  subsection  to  the  existing  retirement  income  credit  provision  to 
provide  that  where  the  husband  and  wife  have  both  attained  the  age 
of  65  before  the  close  of  the  year,  the  maximum  income  on  which  the 
credit  may  be  based  is  to  be  increased  above  the  present  ceiling  of 
$1,524  by  $762,  or  one-half  of  the  present  maximum.  This  is  designed 
as  the  equivalent  of  the  supplementary  benefit  going  to  a  wife  under 
the  old  age  and  survivors  insurance  program. 

Where  only  one  spouse  has  the  requisite  10  years’  prior  earnings 
experience  and  receives  an  increase  in  his  retirement  income  of 
$762,  this  amount  is  to  be  reduced  by  any  social  security,  railroad 
retirement,  or  other  tax-exempt  pension  income  received  by  the 
spouse  without  the  prior  earnings  experience.  In  addition,  this  $762 
is  to  be  decreased  by  any  earned  income  this  spouse  is  currently  re¬ 
ceiving  in  excess  of  $1,200  (on  a  50-percent  basis  with  respect  to  in¬ 
come  between  $1,200  and  $1,700)  assuming  this  spouse  has  not  reached 
the  age  of  72. 

If  one  spouse  does  not  have  10  years’  prior  earnings  experience,  then 
the  maximum  base  retirement  income  of  the  other  spouse  is  increased 
by  the  full  $762  (with  certain  reductions  referred  to  later).  On  the 
other  hand,  if  both  husband  and  wife  have  the  requisite  10  years’ 
prior  earnings  experience  and  if  one  of  them  has  less  than  $762  of 
retirement  income,  then  the  maximum  of  $1,524  with  respect  to  the 
other  spouse  is  to  be  increased  to  the  extent  that  the  retirement  income 
of  the  other  spouse  is  less  than  $762.  Computations,  similar  to  the 
reductions  referred  to  above  where  only  one  spouse  has  the  ten  years 
prior  earnings  experience,  are  required  here  with  respect  to  tax-exempt 
income  and  earnings  above  the  specified  levels. 

It  should  be  noted  that  increasing  a  spouse’s  maximum  allow¬ 
able  retirement  income  by  the  $762,  or  any  part  of  this  amount,  does 
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not  of  necessity  mean  a  larger  retirement  income  credit.  Whether 
he  can  receive  a  larger  retirement  income  credit  in  such  a  case  depends 
upon  whether  or  not  he  receives  sufficient  qualifying  investment 
and/or  pension  income  to  reach  this  new  ceiling  level,  which  may  be 
as  high  as  $2,286.  The  credit  allowable  is  15  percent  of  this  amount. 

Effective  date. — This  increase  in  the  retirement  income  credit 
applies  to  taxable  years  beginning  after  December  31,  1963. 

(i d )  Revenue  effect. — It  is  anticipated  that  this  will  result  in  an 
annual  revenue  loss  of  $10  million  a  year. 

3.  Investment  credit:  Repeal  of  provision  reducing  basis  of  property  by  7 
percent  and  other  amendments  {sec.  203  of  the  bill  and  secs.  J+8 
and  1245  of  the  code) 

(а)  Present  law. — Last  year  in  enacting  an  investment  credit,  Con¬ 
gress  in  general  allowed  a  credit  equal  to  7  percent  of  certain  types  of 
investment  (3  percent  in  effect  in  the  case  of  most  public  utilities). 
This  amount  may  be  offset  in  full  against  tax  liability  up  to  $25,000  and 
against  one-quarter  of  the  tax  liability  above  this  level.  Property 
with  an  estimated  useful  life  of  8  years  or  more  is  fully  taken  into 
account  in  computing  this  credit,  property  with  an  estimated  life 
from  6  to  8  years  is  taken  into  account  at  two-thirds  of  its  cost,  while 
property  with  an  estimated  life  from  4  years  up  to  6  years  is  taken 
into  account  at  one-third  of  its  cost.  The  credit  for  the  most  part  is 
limited  to  purchases  of  tangible  personal  property.  As  a  result, 
machinery  and  equipment  are  the  principal  types  of  investment  eligible 
for  the  credit. 

As  finally  enacted  in  the  Revenue  Act  of  1962,  it  was  further  pro¬ 
vided  that  the  base  on  which  depreciation  may  be  taken  in  the  case  of 
assets  eligible  for  the  investment  credit  was  to  be  reduced  by  the 
amount  of  the  credit.  Thus,  for  example,  where  a  taxpayer  pur¬ 
chased  a  $100  asset  and  $7  of  this  purchase  price  was  allowed  as  an 
investment  credit,  the  basis  on  which  depreciation  could  be  computed 
with  respect  to  the  asset  was  decreased  from  $100  to  $93. 

(б)  General  reasons  for  provisions. — Although  the  investment  credit 
enacted  last  year  appears  to  have  been  successful  in  stimulating  invest¬ 
ment,  several  problems  have  arisen  with  respect  to  this  credit  which 
are  dealt  with  in  this  bill. 

First  and  most  important  of  the  changes  made  is  the  repeal  of  the 
requirement  that  the  basis  of  property  eligible  for  the  investment 
credit  be  reduced  by  7  percent  of  the  qualified  investment.  This 
provision  requires  that  if  property  costing  $100  and  eligible  for  an 
investment  credit  of  $7  was  acquired,  the  basis  of  this  property  for 
purposes  of  depreciation  (or  gain  or  loss  on  sale)  was  to  be  reduced 
from  $100  to  $93. 

This  provision  has  proved  troublesome  to  taxpayers  since  it  requires 
a  downward  basis  adjustment  with  respect  to  eligible  property, 
whether  or  not  an  investment  credit  is  claimed  for  the  property. 
Moreover,  making  this  adjustment  has  presented  recordkeeping  prob¬ 
lems  for  taxpayers,  especially  in  the  case  of  early  retirements,  and 
also  severely  complicated  the  statutory  language  of  the  investment 
credit  provision. 

In  addition,  this  basis  adjustment  for  property  severely  restricted 
the  incentive  effect  of  the  investment  credit.  In  effect,  this  amend¬ 
ment  converted  the  7-percent  credit  into  a  3}£-percent  credit  for 
corporations,  plus  a  7-percent  initial  depreciation  allowance.  This 
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result  occurs  because  the  decrease  in  basis  of  the  asset  which  may  be 
written  off  means  that  the  equivalent  of  approximately  one-half  of  the 
investment  credit  is  recouped  over  the  life  of  the  asset  in  substantially 
the  same  manner  as  an  initial  depreciation  allowance.  This  effect 
substantially  reduces  the  incentive  effect  of  the  credit,  since  it  means 
that  approximately  half  of  the  benefits  must  be  restored  over  the 
useful  life  of  the  asset.  In  effect,  this  transforms  one-half  of  the  credit 
into  an  interest-free  loan. 

To  remove  the  recordkeeping  and  accounting  problems  which  have 
arisen  in  connection  with  the  basis  adjustment  provision  and  also  to 
provide  a  greater  stimulus  with  respect  to  the  investment  credit,  the 
bill,  both  as  passed  by  the  House  and  as  reported  by  your  committee, 
repeals  this  basis  adjustment  provision.  It  also  provides  a  means 
whereby  over  a  period  of  time  taxpayers  may  recoup  their  basis 
adjustments  already  made. 

A  second  problem  presented  with  respect  to  the  investment  credit 
arises  in  determining  the  amount  of  the  credit  in  certain  situations  in 
the  case  of  leased  property.  Under  present  law  a  lessor  may  pass  on 
the  benefits  of  any  investment  credit  with  respect  to  his  purchases  or 
other  acquisitions  to  the  lessee  of  the  property.  This  was  provided 
on  the  grounds  that  it  was  the  lessee  in  such  cases  who  was  creating 
the  additional  market  for  investment.  The  existing  provision  in 
this  respect  provides  that  the  amount  of  the  investment  credit,  if  the 
property  is  constructed  by  the  lessor,  is  to  be  the  appropriate  per¬ 
centage  of  the  “fair  market  value”  of  the  property.  However,  in  all 
other  cases  involving  leases  the  investment  credit  is  to  be  the  appro¬ 
priate  percentage  of  the  basis  of  the  property  to  the  lessor.  In  prac¬ 
tice,  this  has  discriminated  in  favor  of  manufacturers  of  equipment 
relative  to  independent  distributors.  Thus,  in  the  case  of  equipment 
leased  by  the  manufacturer  having  a  fair  market  value  of  $1,000  the 
investment  credit  passed  through  to  the  lessee  in  this  case  will  be  7  per¬ 
cent  of  $1,000  or  $70.  However,  if  the  same  equipment  is  purchased 
from  the  manufacturer  by  an  independent  distributor  at  a  dealer's 
discount  of  perhaps  25  percent,  the  basis  of  the  property  to  the  dealer 
would  be  $750.  Thus,  he  could  pass  on  an  investment  credit  of  only 
$52.50  instead  of  the  $70.  As  a  result,  it  is  more  advantageous  for 
customers  to  lease  the  property  directly  from  manufacturers,  rather 
than  from  independent  distributors.  Both  the  House  and  your  com¬ 
mittee's  version  of  the  bill  removes  this  discrimination  by  basing  the 
credit  in  both  cases  upon  the  fair  market  value  of  the  property. 

A  third  problem  arises  with  respect  to  the  treatment  of  escalators 
and  elevators  in  the  case  of  the  investment  credit.  Among  the  cate¬ 
gories  of  property  not  eligible  for  the  investment  credit  are  buildings 
and  their  structural  components.  Your  committee's  report  indi¬ 
cated  that  the  term  “structural  components”  of  a  building  included 
such  parts  of  a  building  as  central  air  conditioning  and  heating  systems, 
plumbing  and  electric  wiring  and  lighting  fixtures  relating  to  the 
operation  and  maintenance  of  the  building.  The  proposed  regulations 
issued  by  the  Treasury  Department  with  respect  to  the  term  “struc¬ 
tural  components”  provide  an  extensive  list  of  the  type  of  items  con¬ 
sidered  to  be  structural  components  and  therefore  not  eligible  for  the 
investment  credit.  Among  these  items  are  escalators  and  elevators. 
While  these  regulations  are  an  accurate  interpretation  of  the  intention 
of  Congress  last  year  in  this  respect,  nevertheless  your  committee 
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agrees  with  the  House  that  it  is  appropriate  to  reconsider  the  treat¬ 
ment  of  escalators  and  elevators  for  purposes  of  the  investment  credit. 
Escalators  and  elevators  are  closely  akin  to  assets  “accessory  to  the 
operation”  of  a  business  which  presently  are  eligible  for  the  investment 
credit.  These  assets  include  machinery,  printing  presses,  transporta¬ 
tion  or  office  equipment,  refrigerators,  individual  air-conditioning 
units,  grocery  counters,  etc.  In  addition,  new  elevator  and  escalator 
equipment  represents  an  important  aspect  of  modernization  of  plant 
and  facilities. 

For  the  reasons  cited  above,  the  bill  provides  that  new  elevators  and 
escalators  installed  after  June  30,  1963,  and  modernization  of  existing 
elevators  after  that  date  should  be  eligible  for  the  investment  credit. 
This,  of  course,  also  means  that  elevators  and  escalators  will  be  treated 
as  coming  under  the  recapture  provision  enacted  in  1962.  This  in 
general  provides  that  depreciation  deductions  taken  with  respect  to 
such  equipment  in  the  future  are  to  give  rise  to  ordinary  income  to  the 
extent  of  any  gain  recognized  on  the  sale  of  such  property. 

A  fourth  modification  in  the  investment  credit  relates  to  the  treat¬ 
ment  of  the  credit  by  regulatory  bodies.  Both  the  House  and  Senate 
committee  reports  on  the  investment  credit,  as  well  as  the  statement 
of  the  managers  on  the  part  of  the  House  with  respect  to  the  confer¬ 
ence  (and  the  floor  statement  on  the  Senate  with  respect  to  the  con¬ 
ference  report)  state  that  the  purpose  of  the  investment  credit  was  to 
stimulate  investment  by  reducing  the  net  cost  of  acquiring  depreciable 
assets.  This  is  shown  by  the  following  quotations.  First,  in  the 
report  of  the  Committee  on  Ways  and  Means  of  the  House  on  that  bill: 

The  investment  credit  will  stimulate  investments  be¬ 
cause — as  a  direct  offset  against  the  tax  otherwise  payable — • 
it  will  reduce  the  cost  of  acquiring  depreciable  assets.  This 
reduced  cost  will  stimulate  additional  investment  as  it  in¬ 
creases  the  expected  return  from  their  use.  The  investment 
credit  will  also  encourage  investment  because  it  increases  the 
funds  available  for  investment.  *  *  * 

In  the  report  of  your  committee  on  that  bill  it  was  stated: 

The  investment  credit  will  stimulate  investment,  first  by 
reducing  the  net  cost  of  acquiring  depreciable  assets,  which 
in  turn  increases  the  rate  of  return  after  taxes  arising  from 
their  acquisition.  *  *  * 

The  objective  of  the  credit  is  to  reduce  the  net  cost  of 
acquiring  new  equipment;  this  will  have  the  effect  of  increas¬ 
ing  the  earnings  of  new  facilities  over  their  productive  lives 
and  increasing  the  profitability  of  productive  investment. 

It  is  your  committee’s  intent  that  the  financial  assistance 
represented  by  the  credit  should  itself  be  used  for  new  in¬ 
vestment,  thereby  further  advancing  the  economy. 

Again,  in  the  statement  of  the  managers  on  the  part  of  the  House 
with  respect  to  the  conference  committee,  and  also  in  the  floor  state¬ 
ment  of  the  manager  of  the  bill  in  the  Senate,  it  was  stated: 

It  is  the  understanding  of  the  conferees  on  the  part  of  both 
the  House  and  Senate  that  the  purpose  of  the  credit  for  in¬ 
vestment  in  certain  depreciable  property,  in  the  case  of  both 
regulated  and  nonregulated  industries,  is  to  encourage  mod- 
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ernization  and  expansion  of  the  Nation’s  productive  facili¬ 
ties  and  to  improve  its  economic  potential  by  reducing  the 
net  cost  of  acquiring  new  equipment,  thereby  increasing  the 
earnings  of  new  facilities  over  their  productive  lives. 

Despite  the  statements  cited  above,  the  Federal  Communications 
Commission  has  indicated  that  it  is  its  policy  that  any  benefits  from 
the  investment  credit  made  available  by  the  Revenue  Act  of  1962 
should  “flow  through”  immediately  to  the  customers.  In  addition, 
the  staff  of  the  Federal  Power  Commission  has  recommended  the  same 
position.  This  is  clearly  contrary  to  the  intent  of  Congress  in  enact¬ 
ing  this  provision  and  as  a  result  this  bill  contains  a  provision  to  the 
effect  that  it  was  and  is  not  Congress’  intention  that  the  Federal 
regulatory  agencies  require  the  benefit  of  the  investment  credit  to 
“flow  through”  in  this  manner. 

(e)  General  explanation  of  repeal  of  basis  adjustment  provision. — In 
the  case  of  property  placed  in  service  after  December  31,  1963,  the 
bill,  as  amended  by  your  committee,  repeals  the  provision  in  existing 
law  requiring  a  downward  adjustment  in  the  basis  of  property  by  7 
percent  of  the  qualified  investment.  In  the  House  bill  the  repeal  of 
the  provision  was  for  property  placed  in  service  after  June  30,  1963. 
This  date  was  moved  up  by  your  committee  because  of  the  later 
consideration  of  the  bill  by  your  committee. 

In  addition,  the  bill  provides  that  the  basis  of  property  eligible 
for  the  investment  credit  which  was  placed  in  service  before  January 
1,  1964  (July  1,  1963  under  the  House  bill),  is  to  be  increased  by  7 
percent  of  the  qualified  investment  for  such  property,  as  of  the  first 
day  of  the  taxpayer’s  first  taxable  year  beginning  on  or  after  that 
date — January  1,  1964,  with  respect  to  a  calendar-year  taxpayer.1 

Where  the  lessor  passed  the  benefit  of  the  investment  credit  on  to 
the  lessee,  present  law  provides  that  the  deductions  allowed  to  the 
lessee  for  payments  to  the  lessor  under  the  lease  contract  are  to  be 
adjusted  downward  to  reflect  an  amount  similar  to  the  amount  of  basis 
denied  in  the  case  of  other  than  lease  property.  The  bill  provides  that 
where  this  has  occurred  the  Treasury  is  to  provide  for  upward  adjust¬ 
ment  in  the  deductions  allowed  to  the  lessee  for  amounts  paid  to  the 
lessor  to  similarly  reflect  the  restoration  of  basis  adjustments  in  these 
cases. 

The  effect  of  the  provisions  described  above  is  to  provide  for  no 
downward  adjustment  in  basis  with  respect  to  property  placed  in 
service  after  December  31,  1963  (June  30,  1963,  under  the  House  bill). 
With  respect  to  property  placed  in  service  before  that  time  but  in  1962 
or  1963  and  still  on  hand  at  the  beginning  of  the  taxpayer’s  first  year 
beginning  after  that  time  (January  1,  1964,  in  case  of  calendar-year 
taxpayers)  the  basis  on  which  depreciation  is  taken  (or  gain  or  loss  in 
the  case  of  sale)  for  property  which  was  eligible  for  the  investment 
credit  is  to  be  increased  by  the  same  7  percent  by  which  the  basis  was 
reduced  when  the  property  was  acquired.  This  addition  to  basis  in  the 
case  of  those  computing  depreciation  on  a  straight-line  basis  will  be 
recouped  ratably  by  the  taxpayer  over  the  remaining  life  of  the  assets. 
In  the  case  of  double  declining  balance  depreciation  the  recoupment 
will  occur  somewhat  more  rapidly.  This  method  of  handling  the 

>  The  restoration  of  basis  referred  to  above  is  to  be  reduced  with  respect  to  any  previous  restoration  which 
may  have  arisen  because  the  property  was  no  longer  eligible  for  the  investment  credit  or  because  of  conver¬ 
sion  of  industrial  property  to  public  utility  use,  therefore  no  longer  being  eligible  for  the  full  investment  credit. 
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restoration  of  the  basis  in  the  case  of  previously  acquired  investment 
credit  assets  makes  the  taxpayer  ‘ ‘whole”  without  the  necessity  of 
refunds. 

(< c)(i )  Credit  jor  leased  property  to  lessee. — As  indicated  above, 
present  law  provides  that  when  the  investment  credit  is  passed 
through  from  the  lessor  to  the  lessee  the  investment  credit  is  to  be 
based  on  the  fair  market  value  of  the  property  if  the  property  was 
constructed  by  the  lessor,  but  otherwise  is  to  be  determined  from  the 
basis  of  the  property  to  the  lessor.  The  House  and  your  committee’s 
bill  provides  that  the  investment  credit  in  these  lease  cases  is  to  be 
based  on  the  fair  market  value  of  the  property,  whether  or  not  the 
lessor  created  the  property.  An  exception  to  this  rule  is  provided, 
however,  where  the  property  is  leased  by  a  corporation  which  is  a 
member  of  an  affiliated  group  to  another  member  of  the  same  affiliated 
group.  In  this  latter  case,  since  there  is  no  lease  to  an  “outsider,”  the 
investment  credit  will  still  be  determined  on  the  basis  of  the  cost  of  the 
property  to  the  lessor.  This  amendment  applies  to  property,  the 
possession  of  which  is  transferred  to  a  lessee  on  or  after  the  date  of 
enactment  of  this  bill. 

(c)  ( ii )  Treatment  oj  elevators  and  escalators.  Elevators  and  esca¬ 
lators  have  not,  up  to  this  time,  been  eligible  for  the  7-percent  invest¬ 
ment  credit,  since  they  have  been  classified  as  structural  components 
of  a  building  which  specifically  were  not  eligible  for  the  investment 
credit.  Both  the  House  and  your  committee’s  version  of  the  bill, 
however,  modifies  this  rule.  It  provides  in  the  case  of  elevators  and 
escalators  that  where  their  construction,  reconstruction  or  erection  is 
completed  after  June  30,  1963,  or  the  elevator  or  escalator  is  new  in 
the  hands  of  the  taxpayer  and  is  acquired  after  that  date,  then  the 
cost  of  the  elevator  or  escalator  (or  a  reconstruction)  is  to  be  eligible 
for  the  investment  credit. 

In  view  of  the  fact  that  the  investment  in  elevators  and  escalators 
is  to  be  eligible  for  the  investment  credit,  they  also  are  to  be  treated 
as  subject  to  the  recapture  provision  (sec.  1245)  enacted  by  Congress 
in  1962.  However,  only  depreciation  deductions  taken  with  respect 
to  periods  after  June  30, 1963,  are  to  be  subject  to  this  ordinary  income 
recapture  where  the  elevator  or  escalator  subsequently  is  sold  at  a 
gain  (and  then  only  to  the  extent  of  this  gain  are  these  depreciation 
deductions  to  be  treated  as  ordinary  income).  This  provision  ap¬ 
plies  only  to  elevators  and  escalators  sold  after  December  31,  1963. 

(c)(m)  Treatment  oj  investment  credit  by  Federal  regulatory  agen¬ 
cies. — Another  investment  credit  provision  in  the  bill  makes  it  clear 
that  it  was  the  intent  of  Congress  in  providing  an  investment  credit 
in  1962,  and  that  it  is  the  intent  of  Congress  this  year  in  repealing 
the  reduction  in  basis  required  with  respect  to  investment  credit 
assets,  to  provide  an  incentive  for  the  modernization  and  growth  of 
private  industry,  including  regulated  industries. 

As  a  result,  the  bill  specifies  in  two  paragraphs  the  intent  of  Congress 
as  to  the  treatment  of  the  investment  credit  by  Federal  regulatory 
agencies.  It  states  in  the  case  of  public  utility  property  that  these 
regulatory  agencies  are  not,  without  the  taxpayer’s  consent,  for  the 
purpose  of  establishing  the  cost  of  service  of  the  taxpayer,  to  treat 
more  than  a  proportionate  part  of  an  investment  credit  (determined 
with  reference  to  the  useful  life  of  the  property)  as  reducing  the  tax¬ 
payer’s  Federal  income  tax  liabilities.  Nor  are  they  to  accomplish  a 
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similar  result  by  any  other  method.  Public  utility  property  for  this 
purpose  includes  property  of  electric,  gas,  water,  telephone,  and  tele¬ 
graph  public  utilities  which  under  present  law  is  eligible  for  what  in 
effect  amounts  to  a  credit  of  3  percent. 

The  bill  also  provides  restrictions  for  Federal  regulatory  agencies  in 
the  case  of  other  regulated  companies — such  as  natural  gas  pipelines, 
railroads,  airlines,  truck  and  bus  operators,  and  other  types  of  public 
carriers — which  receive  an  investment  credit  of  7  percent  of  the 
investment  in  qualified  property.  It  provides  that  Federal  regulatory 
agencies  are  not,  without  the  taxpayer’s  consent,  for  purposes  of 
establishing  the  cost  of  service  of  the  taxpayer,  to  treat  any  investment 
credit  allowed  him  as  reducing  his  Federal  income  taxes.  Nor  are 
the  agencies  to  accomplish  a  similar  result  by  any  other  method. 

As  indicated  above  in  the  case  of  the  public  utility  property  Con¬ 
gress  is  merely  directing  the  Federal  regulatory  agencies  not  to  “flow” 
the  benefits  of  the  investment  credit  “through”  to  the  customers  over 
any  period  shorter  than  the  useful  lives  of  the  property  involved.  In 
the  case  of  the  other  property  Congress  is  directing  the  Federal  regu¬ 
latory  agencies  not  to  “flow”  this  benefit  “through”  at  any  time. 
This  difference  in  treatment  is  attributable  to  the  fact  that  Congress 
provided  what  in  effect  is  a  3-percent  credit  for  the  public  utility 
property  rather  than  7-percent  credit  because  in  1962  it  was  recog¬ 
nized  that  in  their  case  part  of  the  benefit  from  the  investment  credit 
would  be  likely  to  be  passed  on  eventually  to  the  customers  in  lower 
rates. 

(c)  (iv)  Effective  dates. — As  indicated  previously,  under  your  com¬ 
mittee’s  amendments  the  repeal  of  the  basis  adjustment  is  to  apply 
with  respect  to  property  placed  in  service  after  December  31,  1963. 
However,  property  placed  in  service  before  that  time,  with  respect 
to  which  a  basis  adjustment  has  already  been  taken,  if  still  in  the 
hands  of  the  taxpayer  on  the  first  day  of  his  taxable  year  beginning 
after  December  31,  1963,  is  to  receive  an  upward  adjustment  in  basis. 

The  amendment  concerning  the  amount  of  the  investment  credit 
in  the  case  of  leased  property  is  to  apply  with  respect  to  property 
transferred  to  a  lessee  on  or  after  the  date  of  enactment  of  this  bill. 
The  amendment  made  with  respect  to  escalators  and  elevators  in  the 
case  of  the  investment  credit  applies  to  those  acquired  or  constructed 
after  June  30,  1963.  The  recapture  rule  with  respect  to  these  assets 
applies  to  dispositions  of  escalators  or  elevators  after  December  31, 
i963. 

(d)  Revenue  effect. — The  repeal  of  the  basis  adjustment  with  respect 
to  the  investment  credit  is  expected  to  reduce  tax  liabilities  by  $160 
million  in  the  calendar  year  1964  and  by  $195  million  in  the  calendar 
year  1965  with  gradually  greater  reductions  in  successive  years, 
according  to  Treasury  estimates;  estimates  by  the  staff  of  the  Joint 
Committee  on  Internal  Revenue  Taxation  are  $245  million  and  $305 
million,  respectively.  Making  elevators  and  escalators  eligible  for  the 
investment  credit  is  expected  to  result  in  an  additional  $10  million  of 
loss  in  the  calendar  year  1964  and  subsequent  years. 

4.  Group  term  life  insurance  purchased  for  employees  (sec.  201+  of  the 
bill  and  sec.  79  of  the  code) 

(a)  Present  law. — Under  present  law,  employees  are  required  to 
include  in  their  income  the  amount  of  premiums  paid  by  their  em¬ 
ployers  to  provide  them  with  individual  life  insurance  or  group 
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permanent  life  insurance  which  carries  a  loan  or  surrender  value. 
However,  the  regulations  (1.61-2(d) (2))  have  provided  that  the  cost 
of  group  term  life  insurance  purchased  for  employees  is  not  includible 
in  their  income  as  compensation  although  the  employer  receives 
deductions  for  the  amounts  he  pays  to  provide  this  protection. 

(b)  General  reasons  for  provisions. — As  indicated  above,  this  tax-free 
status  for  employer-financed  group  term  life  insurance  is  inconsistent 
with  the  tax  treatment  of  other  types  of  life  insurance  protection 
furnished  employees  by  their  employers.  While  this  complete  exclu¬ 
sion  might  have  been  considered  relatively  insignificant  when  tax 
rates  were  low,  the  present  relatively  high  rates  as  well  as  the  growing 
volume  of  group  term  life  insurance  now  provided  makes  it  partic¬ 
ularly  inequitable  to  continue  this  complete  exclusion.  The  employee 
in  such  case  receives  a  substantial  economic  benefit  from  this  insur¬ 
ance  protection  whether  or  not  the  policy  for  a  specific  year  leads  to 
a  payment  to  his  beneficiary.  The  provision  of  this  insurance  by  the 
employer  relieves  the  employee  of  substantial  costs  of  providing  his 
own  insurance  protection  for  his  family  which  he  would  otherwise 
have  to  provide  out  of  tax-paid  dollars. 

The  House,  despite  recognizing  that  the  entire  cost  of  this  insurance 
protection  represents  compensation  to  the  employee,  provided  an 
exemption  with  respect  to  the  premiums  paid  on  the  first  $30,000  of 
such  insurance  because  it  believed,  from  the  standpoint  of  the  econ¬ 
omy  as  a  whole,  that  it  is  desirable  to  encourage  employers  to  provide 
life  insurance  protection  for  their  employees.  Provision  of  such  a 
basic  amount  of  insurance  does  much  to  keep  together  family  units 
where  the  principal  breadwinner  dies  prematurely.  Your  committee 
is  in  accord  with  the  reasoning  of  the  House  on  this  subject  but  be¬ 
lieves  that  $70,000  represents  a  more  appropriate  exemption  level. 
It  has  also  made  three  other  more  technical  amendments  described 
below. 

(c)  General  explanation  of  provisions. — For  the  reasons  given  above, 
the  bill  as  amended  by  your  committee  provides  that  the  gross  income 
of  an  employee  for  tax  purposes  is  to  include  the  cost  of  any  group 
term  life  insurance  provided  him  under  a  policy  carried  directly  or 
indirectly  by  his  employer  to  the  extent  that  the  insurance  coverage 
provided  is  in  excess  of  $70,000  as  contrasted  to  $30,000  under  the 
House  bill.  The  employee  will  not  be  charged  with  any  portion  of 
this  insurance  protection  over  $70,000  which  he  provides  himself 
through  his  own  contributions,  since  insurance  protection  provided 
in  this  manner  is  paid  for  out  of  tax-paid  dollars.  Moreover,  all  con¬ 
tributions  made  by  the  employee  are  applied  against  insurance  pro¬ 
tection  above  the  $70,000  exclusion  level. 

The  cost  of  protection  above  $70,000  is  taxed  to  an  employee  if  it 
is  provided  under  a  plan  arranged  for  by  the  employer  whether  the 
protection  the  employee  receives  (over  and  above  that  provided  by 
his  own  contributions)  is  provided  directly  by  the  employer,  or  indi¬ 
rectly  by  the  employer’s  charging  more  than  the  cost  of  the  insur¬ 
ance  to  other  employees  (such  as  those  in  younger  age  brackets)  and 
less  to  those  in  the  older  age  brackets,  such  as  the  specific  employee  in 
question. 

(c)©  Exception  for  retired  employees ,  etc. — Both  the  House  and  your 
committee’s  bill  provides  an  exception  to  the  general  rule  described 
above  where  the  individual’s  employment  has  been  terminated  and 
either  he  has  reached  the  normal  retirement  age  (under  the  practice 
followed  by  his  employer)  or  he  han  become  disabled.  In  both  of 
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these  cases  it  was  concluded  that  it  would  be  undesirable  to  tax  the 
aged  or  disabled  individual  who  is  no  longer  working  for  group  term 
life  insurance  protection  provided  to  him  by  his  former  employer. 

Two  other  exceptions  are  also  provided  where  the  insurance  protec¬ 
tion  provided  by  the  employer  will  not  be  treated  as  compensation 
to  the  employee,  even  though  in  excess  of  the  $70,000  coverage  exclu¬ 
sion.  First,  it  will  not  be  taxed  to  the  employee  where  the  employer 
directly  or  indirectly  is  the  beneficiary  of  the  policy  since  in  such 
cases  the  employer  is  in  reality  providing  for  his  own  rather  than  his 
employee’s  interest. 

Secondly,  the  costs  of  the  insurance  protection  in  excess  of  $70,000 
will  not  be  taxed  to  the  employee  where  the  beneficiary  of  the  policy 
is  a  charitable  organization  (of  the  type  described  in  sec.  170(c)  of  the 
code).  An  exception  is  provided  for  such  cases  because  it  is  recog¬ 
nized  that  where  an  employer  provides  protection  for  all  of  his  em¬ 
ployees,  a  few  of  them  may  not  have  natural  heirs  and,  therefore,  if 
left  to  their  own  choice,  might  not  purchase  insurance  protection.  It 
was  concluded  that  in  such  cases,  it  would  be  unfair  to  tax  such  em¬ 
ployees  on  the  cost  of  insurance  protection  provided  by  employers. 
For  this  reason,  it  was  thought  that  where  the  employee  demonstrated 
his  own  personal  disinterest  in  the  protection  by  naming  a  charity  as 
the  beneficiary,  no  portion  of  the  cost  of  such  protection  should  be 
considered  as  income  to  him.  It  is  not  intended,  however,  that  he 
receive  any  deduction  for  a  charitable  contribution  with  respect  to 
such  assignment. 

(c)  (ii)  Determining  the  cost  of  the  insurance. — The  House  bill 
provided  that  the  cost  of  the  insurance  protection  can  be  determined 
under  either  of  two  methods.  Your  committee’s  bill  provides  that 
this  cost  can  be  determined  only  under  the  first  of  these  methods. 
Under  both  versions  of  the  bill  this  cost  can  be  determined  by  using  a 
uniform  table.  In  this  case,  the  cost  of  the  insurance  is  averaged  out 
on  the  basis  of  5-year  age  brackets,  in  order  to  simplify  computations 
which  must  be  made  by  the  employer  in  informing  the  employee  as  to 
the  amount  of  taxable  income.  Where  cost  is  determined  on  the 
basis  of  this  uniform  table  it  will  be  determined  on  the  basis  of  a  table 
published  in  the  Treasury  Regulations  on  this  provision. 

This  table  will  reflect  costs  of  such  protection  based  upon  insurance 
company  experience  and,  of  course,  will  be  changed  from  time  to  time 
as  mortality  experience  or  other  factors  indicate  that  this  is  appro¬ 
priate.  Until  provided  otherwise  by  regulation,  however,  the.  cost 
per  $1,000  of  group  term  life  insurance  protection  can  be  determined 
from  table  11  below. 


Table  11. —  Uniform  1-year  term  premiums  for  $1,000  of  life  insurance  protection 


Age: 

15  to  19_ 
20  to  24_ 
25  to  29. 
30  to  34_ 
35  to  39_ 
40  to  44_ 
45  to  49_ 
50  to  54_ 
55  to  59- 
60  to  64  1 


[Cost  per  $1,000  of  protection] 


$1.  44 

1.  73 

2.  11 

2.  72 

3.  65 
5.  10 
7.  36 

10.  87 
16.  29 
24.  67 


1  Those  age  65  and  over  whose  employment  is  not  terminated  will  also  have  their  insurance  cost  computed 
on  the  basis  of  the  60  to  64  age  category. 
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The  second  method  which  would  be  available  under  the  House  bill 
but  not  under  your  committee’s  amendments  provides  that  an  em¬ 
ployer,  in  computing  the  cost  of  his  employee’s  protection  for  tax 
purposes,  may  use  the  actual  cost  of  the  policy  to  him  and  the  em¬ 
ployees.  In  this  case  also,  the  same  5-year  age  brackets  as  provided 
under  the  uniform  premium  table  would  be  used.  Your  committee’s 
amendments  remove  this  second  method  of  computation  because  it 
has  been  informed  that  this  method  is  difficult  for  employers  to  com¬ 
pute.  Moreover,  since  the  uniform  premium  table  method  of  com¬ 
putation  contains  no  loading  charge,  in  almost  all  cases  it  will  in  any 
event  result  in  the  lower  cost. 

Both  the  House  and  your  committee’s  version  of  the  bill  provides 
that  in  the  case  of  employees  (not  retired),  who  are  over  age  64,  the 
cost  of  protection  is  not  to  be  increased  in  such  cases,  but  instead  is 
to  continue  to  be  computed  on  the  same  basis  as  those  in  the  age 
bracket  60  to  64. 

(c)(m)  Deduction  j or  certain  contributions  provided  by  House  bill  but 
not  your  committee1  s  amendments. — The  House  bill  provided  a  special 
deduction  in  computing  taxable  income  for  contributions  made  by  an 
employee  toward  the  purchase  of  group-term  insurance  protection  in 
excess  of  the  cost  of  his  own  insurance  (only  above  the  exemption 
level).  This  deduction  was  provided  by  the  House  bill  on  the  grounds 
that  under  some  group-term  insurance  plans  the  younger  employees 
in  effect  pay  for  insurance  protection  provided  for  those  in  higher 
age  brackets.  It  was  suggested  that  this  usually  occurs  where  a 
uniform  rate  of  contribution  is  required  of  all  employees  regardless 
of  age.  In  such  cases,  it  was  indicated  that  the  cost  of  protection  for 
those  who  are  relatively  young  may  not  equal  the  contribution  made 
by  the  employees.  In  view  of  this,  the  House  bill  provided  that  con¬ 
tributions  made  by  an  employee  (above  the  exemption  level)  to  the 
extent  that  they  exceeded  the  cost  of  the  protection  provided  for 
him  were  to  be  deductible  by  him  for  tax  purposes.  Your  committee’s 
amendment  deletes  this  deduction.  Your  committee  has  taken  this 
action  primarily  because  it  believes  that  the  size  of  these  deductions 
would  in  any  event  be  relatively  small  and  on  the  grounds  that  it  is 
questionable  whether  these  deductions  are  worth  the  added  adminis¬ 
trative  burden  they  would  bring  for  the  employer. 

( c)(iv )  Example  oj  method  oj  computation. — To  illustrate  the  method 
of  computing  the  taxable  cost  of  group  term  insurance  provided  under 
your  committee’s  version  of  the  bill,  it  is  first  assumed  that  the 
employee  makes  no  contribution  toward  this  protection  himself,  and 
then  that  he  makes  a  contribution  of  $2  per  $1,000  of  coverage.  The 
method  of  computing  the  inclusion  in  the  employee’s  gross  income  is 
illustrated  by  an  employee  age  41  who  is  provided  with  $200,000  of 
group  term  life  insurance  protection. 

Where  employee  makes  no  contribution 


Portion  of  insurance  coverage  taken  into  account  ($200,000- 

$70,000) -  $130,000.00 

Cost  of  insurance  protection  per  $1,000  for  individual  age  41  assum¬ 
ing  uniform  premium  table  is  used _  5.  10 

Amount  to  be  included  in  income  tax  base  by  employee 

($5.10X130) . . . . . . . .  663.  00 
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Where  employee  makes  contribution 


Portion  of  insurance  coverage  taken  into  account  ($200,000- 

$70,000) _  $130,  000.  00 

Cost  of  insurance  protection  per  $1,000  for  individual  age  41  assum¬ 
ing  uniform  premium  table  is  used _  5.  10 

Total  cost  of  insurance  attributable  to  employee’s  contribution 

($2.00X200) _ 1 _  400.00 

Cost  of  insurance  protection  above  $70,000  exclusion  ($5.10X130)_  663.  00 

Amount  to  be  included  in  income  tax  base  by  employee 

($663 -$400) _  263.00 


( c)(v )  Reporting  instead  of  withholding. — The  House  bill  provides 
that  the  cost  of  group  term  insurance,  to  the  extent  taxable  to  the 
employees,  is  to  be  subject  to  regular  income  tax  withholding.  Your 
committee  concluded  that  this  was  unnecessarily  burdensome  for 
employers,  particularly  in  view  of  the  fact  that  so  few  employees 
would  be  affected  by  the  $70,000  exclusion  level.  Instead,  your 
committee’s  bill  provides  for  the  reporting  of  this  income  annually 
by  the  employer  to  the  Government,  with  a  copy  of  the  information 
return  also  going  to  the  employee.  The  amount  shown  on  this  infor¬ 
mation  return  is  only  the  amount  payable  with  respect  to  an  employee 
which  represents  taxable  income  to  him.  Where  he  is  covered  by 
more  than  one  employer,  each  employer  is  to  determine  the  exemption 
for  purposes  of  the  information  return  in  the  same  manner  as  if  be 
were  the  only  employer.  The  type  of  information  return  (form  1099) 
is  the  same  as  that  already  used  under  existing  law  to  report  dividends 
and  interest.  The  penalties  for  failure  to  provide  the  information  are 
$10  per  person  unless  the  failure  is  due  to  reasonable  cause  rather  than 
willful  neglect.  The  total  penalties  paid  by  an  employer  may  not 
exceed  $25,000. 

(c) (vi)  Effective  date. — The  tax  treatment  provided  with  respect  to 
group  term  insurance  as  described  above  is  to  apply  with  respect  to 
such  insurance  protection  provided  after  December  31,  1963.  The 
information  reporting  with  respect  to  this  insurance  will  apply  to 
remuneration  paid  after  December  31,  1963,  in  the  form  of  group  term 
insurance  provided  after  that  date. 

( d )  Revenue  effect. — It  has  been  estimated  that  the  enactment  of 
the  group  term  life  insurance  provision  described  above  will  result  in 
an  increase  of  somewhat  less  than  $5  million  in  revenues  in  a  year 
when  this  provision  is  fully  effective. 

5.  Sick  pay  exclusion  (sec.  205  of  the  bill  and  sec.  105(d)  of  the  code) 

(a)  Present  law. — Under  present  law  amounts  paid  to  an  employee 
by  his  employer  to  continue  his  wage  payments  when  he  is  absent 
from  work  because  he  is  sick  or  injured  are  excludable  from  the  em¬ 
ployee’s  gross  income  under  certain  conditions  (although  deductible 
by  his  employer).  The  exclusion  in  any  case  is  available  only  up  to 
$100  per  week.  In  the  case  of  absence  from  work  due  to  personal 
injuries,  this  $100  is  the  only  limitation  at  the  present  time.  In  the 
case  of  sickness,  however,  the  exclusion  is  available  only  after  the 
first  7  days  of  absence,  unless  the  employee  is  hospitalized  because  of 
the  sickness  for  at  least  1  day  during  nis  absence. 

(b)  General  reasons  for  provision. — Your  committee  agrees  with  the 
House  that  this  sick  pay  exclusion  in  its  present  form  is  not  justified. 
The  amounts  received  by  the  employee  in  this  case  are  substitutes  for 
regular  wages  or  salaries  which,  had  they  been  received  as  such,  would 
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be  fully  taxable.  The  wage  substitutes  in  this  ease  are  wholly  un¬ 
related  to  the  costs  involved  as  a  result  of  illness  or  injury.  Amounts 
paid  by  the  employer  for  the  medical  expense  of  the  employee  already 
are  excludable  by  the  employee  under  other  provisions  of  law  (sec. 
105(b))  and  amounts  paid  by  the  employee  himself  for  medical 
expenses  also  are  deductible  elsewhere  under  present  law  (sec.  213  of 
the  code)  to  the  extent  that  they  exceed  what  is  considered  to  be  the 
normal  level  of  medical  expenses. 

The  present  exclusion  also  tends  to  encourage  malingering  because 
it  treats  the  employee  who  stays  at  home  better  than  another  employee; 
also  is  easily  abused  because  an  employee  who  stays  home  because 
of  a  minor  injury  or  illness  may  obtain  an  exclusion  substantially  in 
excess  of  any  additional  expenses  he  may  incur. 

The  House  bill  provided,  however,  that  those  who  have  become 
permanently  disabled  or  who  have  had  long,  continuing  illnesses  or 
accidents  could  continue  to  receive  the  advantage  of  this  provision. 
It  was  thought  that  persons  are  likely  to  have  their  earnings  sub¬ 
stantially  decreased,  at  the  same  time  they  also  may  be  faced  with 
large  medical  bills.  Moreover,  in  such  cases,  the  ordinary  family 
financial  requirements  are  likely  to  continue  at  their  usual  level, 
presenting  larger  problems  for  the  individual  as  the  period  of  absence 
from  work  becomes  longer.  Your  committee  also  is  in  accord  with 
this  reasoning,  and  therefore  has  continued  this  provision  unchanged. 

(c)  General  explanation. — For  the  reasons  presented  above  the  sick 
pay  exclusion  of  present  law  is  amended  to  provide  that  wage  con¬ 
tinuation  payments  are  not  to  be  excludable  to  the  extent  the}7  are 
attributable  to  the  first  30  days  of  absence  because  of  personal  injury 
or  sickness.  This  means,  of  course,  that  this  exclusion  will  be  avail¬ 
able  after  the  first  30  days  of  injury  or  sickness  for  the  long  continuing 
illness  and  also  in  the  case  of  those  receiving  permanent  disability 
pensions  before  the  normal  retirement  age. 

Under  present  law  employers  who  make  wage  continuation  pay¬ 
ments  which  are  not  excludable  from  the  employee’s  income  (e.g., 
payments  in  excess  of  $100  a  week  or  payments  for  the  first  7  days  in 
the  case  of  sickness  where  there  is  no  hospitalization)  are  required  to 
include  these  amounts  in  income  subject  to  withholding  and  reporting 
on  form  W-2.  This  practice  will  be  continued  under  the  revised 
provision  with  the  withholding  and  reporting  applying  to  a  larger 
proportion  of  the  wage  continuation  payments.  Where  these  pay¬ 
ments  are  made  by  someone  other  than  the  employer,  such  as  an 
insurance  company  or  a  pension  trust,  the  Treasury  does  not  presently 
require  withholding  and  it  is  the  intention  of  the  House  and  your 
committee  that  this  practice  be  continued.  However,  these  payments 
are  (if  made  on  behalf  of  the  employer)  to  be  included  on  the  W-2 
form  prepared  by  the  employer  and  shown  on  this  form  as  wages  or 
salary. 

( c) {i )  Effective  date. — The  amendment  made  by  this  provision  will 
apply  to  wage  payments  attributable  to  periods  of  absence  com¬ 
mencing  after  December  31,  1963. 

(d)  Revenue  effects. — It  is  estimated  that  the  provision  described 
above,  when  fully  effective,  will  result  in  an  increase  in  revenues  of 
$110  million  a  year. 
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6.  Exclusion  for  gain  on  the  sale  of  a  residence  by  an  individual  age  65 
or  over  (sec.  206  of  the  bill ,  sec.  121  of  the  code) 

(a)  Present  law. — Under  present  law  (sec.  1034)  where  an  individual 
sells  his  old  residence  and,  within  a  year  of  that  sale,  purchases  a  new 
residence  (or  within  18  months  thereafter  builds  a  new  residence),  the 
gain  on  the  sale  of  the  old  residence  is  not  recognized  to  the  extent 
that  it,  plus  the  cost  or  other  basis  of  the  old  residence,  is  invested 
in  the  new  residence.  This  postponement  of  the  taxation  of  the  gain 
is  available  only  where  the  new  residence  is  purchased  or  built  within 
the  time  specified. 

(b)  General  reasons  for  the  provisions. — While  present  law  generally 
provides  adequately  for  the  younger  individual  who  is  for  one  reason 
or  another  changing  residences,  it  does  not  do  so  for  the  elderly 
person  whose  family  has  grown  and  who  no  longer  has  need  for  the 
family  homestead.  Such  an  individual  may  desire  to  purchase  a  less 
expensive  home  or  move  to  an  apartment  or  to  a  rental  property  at 
another  location.  He  may  also  require  some  or  all  of  the  funds 
obtained  from  the  sale  of  the  old  residence  to  meet  his  and  his  wife's 
living  expenses.  Nevertheless,  under  present  law,  such  an  individual 
must  tie  up  all  of  his  investment  from  the  old  residence  in  a  new 
residence,  if  he  is  to  avoid  taxation  on  any  of  the  gain  which  may 
be  involved. 

Your  committee  agrees  with  the  House  that  this  is  an  undesirable 
burden  on  our  elderly  taxpayers. 

(c)  General  explanation. — For  the  reasons  given  above,  the  bill 
provides  an  exclusion  from  gross  income  for  a  limited  amount  of  gain 
received  from  the  sale  or  exchange  of  a  personal  residence  in  the  case 
of  taxpayers  who  have  reached  age  65  before  the  sale  or  exchange 
occurs.  To  be  eligible  for  this  treatment,  they  must  have  owned 
and  used  the  property  involved  as  their  principal  residence  for  5  out 
of  the  last  8  years  before  the  sale  or  exchange. 

(c)(i)  Limitations. — In  this  provision  the  primary  concern  is  with 
the  average  and  smaller  homestead  selling  for  $20,000  or  less.  For 
that  reason,  the  application  of  this  section  is  limited  so  that  a  full 
exclusion  is  provided  only  for  the  gain  attributable  to  the  first  $20,000 
of  the  sales  price.1  Where  the  sale  price  of  the  residence  does  not 
exceed  $20,000,  the  entire  gain  is  excluded  from  income  for  tax  pur¬ 
poses.  Where  the  sale  price  exceeds  $20,000,  a  proportion  of  the 
gain  is  excluded.  The  proportion  excluded  is  in  the  ratio  of  $20,000 
to  the  actual  sale  price;  for  example,  if  a  residence  is  sold  for  $60,000 
and  the  gain  is  $10,000,  then  the  portion  of  this  $10,000  gain  which 
will  not  be  taxable  is  determined  as  follows: 


Actual  sale  price _ -  $60,  000 

Ratio  of  $20,000  to  sale  price  ($20,000/$60,000) _  Y 

Proportion  ot  $10,000  gain  to  be  excluded  from  taxable  income  (Yz  of 

$10,000) _  $3,333.33 

Remaining  gain  subject  to  tax  _  $6,  666.  67 


To  prevent  taxpayers  over  age  65  from  reusing  this  section  and 
obtaining  numerous  exclusions  for  gains  on  personal  residences,  the 
bill  provides  that  this  exclusion  is  available  to  a  taxpayer  and  his 
spouse  only  once  in  their  lifetimes. 

1  Actually  the  determination  is  made  on  the  basis  of  adjusted  sales  price  which  as  provided  elsewhere  in 
the  code  is  the  gross  sales  price  less  any  so-called  fix-up  expenses  incurred  in  selling  the  property.  In  this 
regard,  see  sec.  1034(b)(1)- 
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( c )  ( ii )  Other  rules. — Since  a  taxpayer  and  his  spouse  may  claim  the 
exemption  under  this  provision  only  once  in  their  lifetimes,  the  bill 
provides  that  the  exclusion  is  elective  and  may  be  made  or  revoked  at 
any  time  before  the  expiration  of  the  period  for  making  a  claim  for 
credit  or  refund  of  tax,  generally  about  3  years  after  the  year  of  the 
sale  or  exchange.  It  also  was  necessary  to  provide  a  number  of  other 
special  rules  for  the  application  of  this  provision.  These  rules  may  be 
described  briefly  as  follows: 

1.  Where  property  is  held  jointly  by  a  husband  and  wife  either  as 
joint  tenants,  tenants  by  the  entirety  or  as  community  property,  if  a 
joint  return  is  filed  by  the  husband  and  wife  and  one  of  them  satisfies 
the  age  requirement  of  65  and  has  held  and  used  the  property  for  the 
required  5  out  of  the  last  8  years,  then  both  the  husband  and  wife  are 
treated  as  meeting  these  requirements. 

2.  Where  the  spouse  of  an  individual  has  died  and  that  spouse  held 
and  used  the  property  as  a  personal  residence  for  5  out  of  the  last 
8  years  and  had  not  previously  claimed  an  exemption  under  this  pro¬ 
vision,  then  the  individual  who  is  still  living  will  be  treated  as  satisfy¬ 
ing  these  holding  and  use  requirements.  (However,  the  surviving 
spouse  must  be  age  65  for  the  exclusion  to  apply) . 

3.  The  bill  provides  that  for  purposes  of  this  provision  tenant  stock¬ 
holders  in  a  cooperative  housing  corporation  who  sell  their  right  to 
occupy  the  house  or  apartment  are  to  be  treated  in  the  same  manner 
for  purposes  of  this  provision  as  those  who  own  their  residence  out¬ 
right. 

4.  Any  gain  realized  from  the  destruction,  theft,  seizure,  requisition, 
or  condemnation  of  a  personal  residence  is  to  be  eligible  for  this  pro¬ 
vision  in  the  same  manner  as  if  the  residence  had  been  sold. 

5.  Where  a  part  of  a  property  is  used  as  a  personal  residence  and 
the  remainder  as  a  business  or  income  producing  property,  the  exclu¬ 
sion  provided  under  this  provision  upon  the  sale  of  the  property  is  to 
be  available  to  the  extent  that  the  gain  is  attributable  to  the  portion 
of  the  property  owned  and  used  by  the  taxpayer  as  his  personal 
residence. 

6.  In  applying  this  provision,  an  individual  is  to  be  considered  as 
married  or  single  according  to  his  status  on  the  date  of  the  sale  or 
exchange.  An  individual  who  is  separated  under  a  decree  of  divorce 
or  separate  maintenance  on  the  date  of  the  sale  is  not  considered  as 
married  for  purposes  of  this  provision. 

7.  In  the  case  of  involuntary  conversions  and  in  the  case  of  the  sale 
or  exchange  of  one  personal  residence  for  another,  gain  is  not  recog¬ 
nized  under  present  law  where  the  total  amount  realized  from  the 
conversion  or  sale  is  reinvested  within  a  specified  period  of  time. 
In  addition,  the  basis  of  the  new  property  so  acquired  in  such  cases 
remains  the  same  (except  for  any  additional  investments  over  and 
above  the  sales  price)  as  the  property  previously  held.  Where  both 
the  exclusion  available  for  taxpayers  over  age  65  and  either  of  these 
two  provisions  may  be  applied  with  respect  to  the  same  transaction, 
the  bill  provides  that  the  exclusion  for  those  over  age  65  is  to  be  applied 
first.  Thus,  in  the  case  of  the  involuntary  conversion  or  the  sale  of  a 
personal  residence  and  the  purchase  of  another,  by  a  taxpayer  who  is 
over  age  65,  any  gain  which  might  be  realized  upon  the  involuntary 
conversion  or  sale  of  the  residence  will  be  reduced  by  any  exclusion 
available  to  the  taxpayer  under  this  section.  In  addition,  in  the  case 
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where  the  total  amount  is  reinvested  within  the  specified  period  the 
basis  of  the  taxpayer  in  the  newly  acquired  residence  will  be  his  basis 
for  the  old  residence  increased  by  any  exclusion  of  gain  obtained  by 
him  under  the  provision  which  is  reinvested  in  the  new  residence  (and, 
of  course,  increased  by  any  additional  funds  which  he  may  have  in¬ 
vested  over  and  above  the  amount  realized  from  the  first  residence). 

8.  In  determining  whether  an  individual  has  gross  income  of  $600 
or  more  (or  $1,200  or  more  in  the  case  of  those  over  age  65)  any 
exclusion  provided  under  this  provision  will  for  that  purpose  alone 
be  treated  as  gross  income.  This  assures  that  the  Government  will 
receive  proper  reporting  on  amounts  claimed  as  exclusions  under  this 
provision. 

(c) (iii)  Effective  date . — This  provision  applies  to  sales,  exchanges, 
and  other  dispositions  after  December  31,  1963. 

(d)  Revenue  effects. — This  provision  is  expected  to  result  in  an  annual 
revenue  loss  of  $10  million. 

7.  Denial  of  deduction  for  certain  State,  local ,  and  foreign  taxes  (sec.  207 
of  the  bill  and  secs.  164  and  275  of  the  code) 

(a)  Present  law. — The  general  rule  under  present  law  is  that  taxes 
paid  or  accrued  by  a  taxpayer  are  deductible  for  Federal  income  tax 
purposes.  However,  an  exception  to  this  rule  provides  that  no  deduc¬ 
tion  is  to  be  allowed  for  certain  specified  taxes,  principally  Federal 
taxes.  The  categories  of  taxes  which  may  not  be  deducted  under 
present  law  are: 

1.  Federal  income  taxes. 

2.  Federal  war  profits  and  excess  profits  taxes. 

3.  Federal  import  duties  and  Federal  excise  and  stamp  taxes 
(except  that  these  taxes  may  be  deductible  as  business  expenses  or 
taken  into  account  as  expenses  incurred  in  the  production  of 
income). 

4.  Estate,  inheritance,  gift,  and  similar  taxes. 

5.  Most  local  improvement  taxes. 

6.  Foreign  income  and  excess  profits  taxes  and  similar  taxes 
imposed  by  IJ.S.  possessions  (if  the  taxpayer  elects  to  take  a 
foreign  tax  credit  for  these  taxes  in  lieu  of  a  deduction). 

The  practical  effect  of  the  above  listing  of  taxes  is  to  deny  any 
deduction  for  Federal  taxes  paid  by  the  taxpayer  (except  to  the  extent 
that  taxes  listed  in  category  3  above  qualify  as  business  expenses  or 
expenses  incurred  in  the  production  of  income). 

State  and  local  taxes  on  the  other  hand  generally  are  deductible, 
except  death  and  gift  taxes  and  most  local  improvement  taxes.  The 
most  important  State  and  local  taxes,  and  the  revenues  derived  from 
them  by  State  and  local  governments  in  1961,  are  as  follows: 

1.  Real  and  personal  property  taxes,  $18  billion. 

2.  Income  taxes,  $3.9  billion. 

3.  General  sales  and  gross  receipts  taxes,  $5.4  billion. 

The  three  categories  of  taxes  indicated  above  account  for  $7.5 
billion  of  the  total  $10  billion  of  taxes  taken  as  nonbusiness  deductions 
on  taxable  returns  for  Federal  income  tax  purposes  in  1960.  The 
principal  remaining  State  and  local  taxes,  for  which  deductions  may 
presently  be  taken,  together  with  revenues  derived  from  them  by 
State  and  local  governments  in  1961,  are  as  follows: 

1.  Gasoline  taxes,  $3.5  billion. 

2.  Auto  and  drived  licenses,  $1.8  billion. 
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3.  Alcoholic  beverage  taxes,  $0.7  billion. 

4.  Tobacco  taxes,  $1.1  billion. 

5.  Selective  sales  or  excise  taxes  not  included  above  (such  as 
those  on  admissions,  room  occupancy,  etc.),  $1.8  billion. 

(6)  General  reasons  for  the  provision. — The  House  bill  would  provide 
for  the  continued  deduction  only  of  property  taxes,  income  taxes,  and 
general  sales  taxes.  Your  committee’s  amendments  provide  for  the 
deduction  of  these  three  categories  of  taxes  but  also  restores  the  de¬ 
ductibility  of  two  categories  of  taxes  which  under  the  House  bill 
would  no  longer  be  deductible.  These  are  the  excise  tax  on  gasoline 
(and  diesel  and  other  motor  fuels) ,  and  the  taxes  for  auto  registration 
and  driver’s  licenses. 

Your  committee  finds  no  disagreement  with  the  House  in  the 
reasons  given  for  the  desirability  of  continuing  the  deductibility  of 
property  taxes,  income  taxes,  and  general  sales  taxes,  in  the  case  of 
property  taxes,  it  was  suggested  that  any  denial  of  the  deduction 
would  result  in  an  important  shift  in  the  distribution  of  Federal  in¬ 
come  taxes  between  homeowners  and  nonhomeowners.  In  the^case  of 
State  and  local  income  taxes,  it  was  suggested  that  the  continued 
deductibility  of  these  taxes  represent  an  important  means  of  accom¬ 
modation  to  take  into  account  the  fact  that  both  State  and  local 
governments  on  one  hand  and  the  Federal  Government  on  the  other 
hand  tap  this  same  important  revenue  source.  A  failuie  to  provide 
deductions  in  such  a  case  could  mean  a  combined  burden  of  income 
taxes  which  in  some  cases  would  be  extremely  heavy.  It  was  further 
indicated  that,  if  property  and  income  taxes  are  to  be  deductible  for 
Federal  income  tax  purposes,  it  also  is  important  to  allow  the  deduc¬ 
tion  of  general  sales  taxes.  To  deny  the  deductibility  of  general 
sales  taxes  while  allowing  deductions  for  the  other  major  revenue 
sources  would  encourage  State  and  local  governments  to  use  these 
other  resources  in  place  of  the  sales  tax.  Your  committee  agrees  with 
the  House  that  it  is  important  for  the  Federal  Government  to  remain 
neutral  as  to  the  relative  use  made  of  these  three  forms  of  State  and 
local  taxation. 

Your  committee  believes  that  much  the  same  reasons  which  led  to 
the  House  continuing  the  deduction  of  property,  income,  and  sales 
taxes  also  suggest  the  desirability  of  continuing  the  deduction  of 
gasoline  and  auto  registration  and  drivers’  licenses.  Gasoline  taxes 
are  also  a  major  source  of  State  revenue  and  to  deny  the  deduction 
of  this  tax  while  allowing  the  deduction  of  property,  income,  and 
general  sales  taxes  tends  to  encourage  States  to  use  other  than  auto¬ 
motive  taxes  as  their  more  important  revenue  sources.  Moreover,  a 
failure  to  provide  a  deduction  for  these  automotive  taxes  also  could 
result  in  an  important  shift  in  the  distribution  of  Federal  income  taxes 
between  classes  of  taxpayers,  i.e.,  between  those  who  own  automobiles 
and  those  who  do  not. 

Moreover,  your  committee  is  inclined  to  doubt  that  it  is  difficult 
for  a  taxpayer  to  make  good  estimates  of  the  amount  of  these  State 
and  local  automotive  taxes  as  is  sometimes  suggested.  The  registra¬ 
tion  and  drivers’  license  taxes  are  no  more  than  annual  taxes  and 
certainly  present  the  taxpayer  with  no  particular  recordkeeping  prob¬ 
lem.  For  most  taxpayers  the  amount  of  gasoline  taxes  paid  can  be 
estimated  relatively  accurately  either  from  credit  sales  slips  or  from 
the  mileage  added  on  a  car  each  year. 
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Your  committee  agrees  with  the  House  that  the  other  forms  of 
-excise  taxes  do  present  a  recordkeeping  problem  for  taxpayers. 
Also,  it  is  recognized  that  these  taxes,  especially  those  on  alcohol  and 
tobacco  products,  may  be  deductible  in  some  States  and  not  in  others, 
depending  on  the  form  of  State  law.  As  pointed  out  in  the  report  of 
the  House  Committee  on  Ways  and  Means,  in  the  case  of  cigarette 
and  tobacco  taxes,  26  States  levy  taxes  which  comply  with  the  Federal 
rules  for  deductibility.  However,  21  States  and  the  District  of 
Columbia  have  laws  which  do  not  meet  these  standards;  and,  thus,  in 
these  States,  no  deductions  are  available  for  these  taxes.1  There  also 
is  a  wide  variation  among  the  States  as  to  the  deductibility  of  alcoholic 
beverage  taxes.  In  six  States,  these  taxes  are  imposed  on  the  con¬ 
sumer  and,  therefore,  are  deductible.  In  addition,  in  10  other  States, 
where  alcoholic  beverages  are  sold  through  State  liquor  stores,  the 
tax  also  generally  is  deductible.2  This  variation  as  to  the  Federal 
tax  treatment  of  these  various  excise  taxes  is  discriminatory  as 
between  taxpayers  and  different  States.  Moreover,  it  further  compli¬ 
cates  the  already  difficult  problem  of  reporting  deductible  taxes  in 
these  cases.  It  should  be  noted,  however,  that  this  problem  does  not 
exist  in  the  case  of  the  gasoline,  registration,  and  license  taxes. 

For  the  reasons  indicated  above,  your  committee  is  in  agreement 
with  the  House  as  to  the  desirability  of  denying  deductions  in  com¬ 
puting  the  Federal  income  tax  for  certain  selective  State  and  local 
taxes.  However,  in  addition  to  retaining  deductions  for  property, 
income  and  sales  taxes,  your  committee  has  concluded  that  it  also  is 
desirable  to  retain  deductions  for  gasoline  and  auto  registration  and 
driver’s  license  taxes.  Your  committee  has  also  made  a  modification 
with  respect  to  limited  types  of  improvement  taxes  which  presently 
are  deductible.  As  explained  subsequently,  under  your  committee’s 
bill,  such  taxes  to  the  extent  now  deductible  will  continue  to  be 
deductible. 

(c)  General  explanation  oj  provision. — For  the  reasons  given  above, 
your  committee’s  bill  provides  as  a  general  rule  that  only  the  following 
taxes  may  be  taken  as  deductions: 

1.  State  and  local  personal  property  taxes; 

2.  State  and  local,  and  foreign,  real  property  taxes; 

3.  State  and  local,  and  foreign,  income,  war  profits,  and  excess 
profits  taxes;  and 

4.  State  and  local  general  sales  taxes; 

5.  State  and  local  gasoline  taxes  (and  taxes  on  diesel  and  other 
motor  fuels) ; 

6.  State  and  local  taxes  on  registering  automobiles  and  on 
driver’s  licenses. 

The  fact  that  only  these  taxes  may  be  deducted  as  taxes  does  not 
mean  that  other  State,  local,  and  foreign  taxes  may  not  be  deducted 
to  the  extent  they  represent  trade  or  business  expenses  or  expenses 
incurred  in  the  production  of  income.  A  sentence  added  to  the  code 
on  this  point  makes  it  clear  that  these  other  State,  local,  and  foreign 
taxes  may  be  deducted  as  taxes  when  they  are  of  a  business  nature  or 
for  the  production  of  income  even  though  otherwise  they  might  have 
to  be  capitalized.  Taxes  levied  on  intangible  personal  property  are 
examples  of  taxes  generally  deductible  in  this  latter  category  since  it 

1  Three  States,  Colorado,  North  Carolina,  and  Oregon,  do  not  levy  cigarette  taxes. 

*  Seven  States  do  not  levy  taxes  on  liquor  except  beer,  and  in  some  cases,  wine.  The  beer  and  wine  taxes 
•of  these  States  are  not  deductible. 
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can  be  reasonably  supposed  that  the  property  subject  to  such  a  tax 
is  held  either  in  connection  with  a  trade  or  business  or  for  the  current, 
or  possible  future,  production  of  income. 

(c)  (i)  Taxes  which  in  no  event  may  be  deducted. — Under  present  law 
certain  taxes,  largely  Federal  taxes,  may  not  be  deducted  in  any  case 
either  as  taxes  or  as  business  expenses  or  as  expenses  incurred  in  the 
production  of  income.  To  make  clear  the  distinction  between  these 
taxes  for  which  presently  no  deduction  may  be  claimed  and  the  other 
taxes  which  may  be  deducted  if  they  represent  expenses  of  a  business 
or  in  the  production  of  income,  in  the  bill  a  new  section  (sec.  275) 
is  added  providing  that  no  deduction  at  all  may  be  taken  for  certain 
specified  taxes.  The  taxes  listed  in  this  section  are  listed  as  excep¬ 
tions  in  section  164  of  the  code  under  present  law,  and  are  moved 
to  the  new  location  in  the  code  merely  to  emphasize  the  fact  that  these 
taxes  cannot  in  any  event  be  claimed  as  a  deduction. 

These  taxes  are  as  follows: 

1.  Federal  income  taxes; 

2.  Federal  war  profits  and  excess  profits  taxes;  and 

3.  Estate,  inheritance,  legacy,  succession,  and  gift  taxes; 

4.  Income,  war  profits,  and  excess  profits  taxes  imposed  by  a 
foreign  country  or  a  possession  of  the  United  States  if  the  tax¬ 
payer  chooses  to  take  a  foreign  tax  credit  with  respect  to  these 
taxes;  and 

5.  Taxes  on  real  property  which  the  code  requires  to  be  treated 
as  being  imposed  on  another  taxpayer. 

Federal  import  duties  and  Federal  excise  and  stamp  taxes  (to  the 
extent  not  included  in  the  above  categories)  will  continue  to  be  de¬ 
ductible  to  the  extent  they  can  presently  be  deducted  as  trade  or 
business  expenses  (under  sec.  162)  or  as  expenses  for  the  production  of 
income  (under  sec.  212). 

(c)(ii)  Definitions  oj  certain  deductible  taxes. — The  bill  defines  a 
personal  property  tax  which  may  be  deducted  as  an  ad  valorem  tax 
imposed  on  an  annual  basis  in  respect  of  personal  property. 

A  general  sales  tax  is  defined  as  a  tax  imposed  on  one  rate  with 
respect  to  the  sale  at  retail  of  a  broad  range  of  classes  of  items.  The 
bill  specifies,  however,  that  the  fact  that  food,  clothing,  medical 
supplies,  and  motor  vehicles  either  are  exempt  from  a  sales  tax  or 
are  taxed  at  a  lower  rate  is  not  to  result  in  any  given  tax  being  clas¬ 
sified  as  not  applying  to  a  “broad  range  of  classes  of  items.’ ’  How¬ 
ever,  if  any  of  these  specified  items  are  taxed  at  a  higher  rate  than 
the  general  rate  applying  to  other  items,  or  if  any  other  item  is  taxed 
at  a  different  rate,  no  deduction  is  to  be  permitted  for  the  tax  on 
these  items. 

As  under  present  law,  deductions  may  be  taken  for  general  sales  and 
gasoline  taxes  not  only  where  they  are  imposed  on  the  consumer  as 
such,  but  also  where  they  are  separately  stated  and  where  the  tax  is  in 
fact  paid  by  the  consumer. 

Included  in  the  definition  of  a  deductible  general  sales  tax  by  the 
bill  is  a  “compensating  use  tax.”  A  compensating  use  tax,  as  its 
name  implies,  is  generally  a  tax  imposed  on  items  brought  in  from 
another  taxing  jurisdiction.  In  this  case,  the  tax  is  imposed  on  the 
“use,  storage,  or  consumption  of  the  item”  since  the  sale  as  such  does 
not  occur  in  the  taxing  jurisdiction  in  question.  For  such  a  tax  to 
be  deductible,  similar  items  must  be  subject  to  a  deductible  general 
retail  sales  tax  in  the  taxing  jurisdiction  in  question. 
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(c)(iii)  Certain  local  improvement  taxes . — Under  present  law,  local 
improvement  taxes  generally  are  not  deductible  (although  interest  or 
maintenance  charges  may  otherwise  be  deductible).  However,  pres¬ 
ently  an  exception  is  made  and  a  deduction  is  permitted  for  local 
improvement  taxes  levied  by  a  special  taxing  district  where  the  district 
covers  at  least  one  entire  county,  at  least  1,000  persons  are  subject 
to  the  tax  levied  by  the  district,  and  the  district  levies  its  assessment 
annually  at  a  uniform  rate  on  the  same  assessed  value  for  real  property 
as  is  used  generally  for  purposes  of  the  real  property  tax.  The  House 
would  have  eliminated  this  provision  on  the  grounds  that  it  is  of 
limited  application  and  also  on  the  grounds  that  the  continuation  of 
this  provision  was  not  desirable.  Your  committee  is  in  accord  with 
the  view  that  improvement  taxes  should  not  generally  be  deductible. 
However,  in  order  to  prevent  the  changing  of  rules  of  deductibility 
in  this  respect  after  debt  has  been  incurred  it  has  provided  for  the 
continued  deduction  of  such  taxes  (to  the  extent  presently  deductible) 
for  the  purposes  of  paying  off  indebtedness  already  existing  on  De¬ 
cember  31,  1963. 

( c) (iv )  Effective  date. — The  changes  made  by  the  above  provisions 
relating  to  taxes  apply  to  taxable  years  beginning  after  December  31, 
1963. 

(d)  Revenue  effect. — The  changes  made  in  the  deduction  of  taxes  by 
this  section,  as  amended  by  your  committee,  are  expected  to  increase 
revenues  by  $190  million  in  a  full  year  of  operation.  The  changes 
made  by  the  House  bill  would  have  increased  revenues  by  $520  million. 

8.  Personal  casualty  and  theft  losses  (sec.  208  ojthe  hill  and  sec.  165 (c)  (8) 
of  the  code) 

(a)  Present  law. — Under  present  law,  taxpayers  may  claim  a  deduc¬ 
tion  for  losses  of  property  not  connected  with  a  trade  or  business  if 
these  losses  arise  from  fire,  storm,  shipwreck,  or  other  casualty,  or  from 
theft.  Under  present  law,  these  deductions  are  available  without 
limitation  to  all  taxpayers  who  itemize  their  personal  deductions. 

In  addition,  under  present  law,  losses  incurred  in  a  taxpayer’s  trade 
or  business  or  losses  incurred  in  connection  with  transactions  entered 
into  for  profit  are  deductible.  The  change  made  by  this  bill  with 
respect  to  casualty  losses  described  below  does  not  affect  the  continued 
full  deduction  of  these  losses  as  business  expenses  or  as  expenses 
incurred  in  the  production  of  income.  . 

(b)  General  reasons  for  provision. — Your  committee  agrees  with  the 
House  that  in  the  case  of  nonbusiness  casualty  and  theft  losses,  it  is 
appropriate  in  computing  taxable  income  to  allow  the  deduction  only 
of  those  losses  which  may  be  considered  extraordinary,  nonrecurring 
losses,  and  which  go  beyond  the  average  or  usual  losses  incurred  by 
most  taxpayers  in  day-to-day  living.  In  view  of  this,  it  is  believed 
appropriate  to  limit  the  casualty  loss  deduction  to  those  losses  or 
thefts  above  a  minimum  amount.  The  minimum  selected  was  $100 
per  casualty  loss,  since  this  corresponds  approximately  with  the 
“$100  deductible”  insurance  carried  by  many  individuals  in  the 
United  States  with  respect  to  such  losses.  This  means  that  no 
deduction  will  be  allowed  in  the  case  of  an  ordinary  “fender  bending” 
accident  or  casualty,  but  that  casualty  and  theft  losses  will  continue 
to  be  deductible  (over  the  $100)  in  those  cases  where  they  are  sufficient 
in  size  to  have  a  significant  effect  upon  an  individual’s  ability  to  pay 
Federal  income  taxes. 
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(c)  General  explanation  of  provision. — The  amendment  made  by 
both  the  House  and  your  committee’s  versions  of  the  bill  limit  the 
deductibility  of  personal  losses  (as  distinct  from  those  associated  with 
a  trade  or  business  or  transactions  entered  into  for  profit)  to  those 
where  the  casualty  or  theft  loss  exceeds  $100.  For  this  purpose,  in 
determining  what  is  a  single  casualty,  it  is  intended  that  the  law  be 
interpreted  liberally.  Thus,  for  example,  where  an  individual’s 
property  is  damaged  by  wind  from  a  hurricane  and  this  is  followed  by 
additional  damage  resulting  from  water,  it  is  intended  that  the  com¬ 
bination  of  these  events  be  treated  as  one  casualty  and,  therefore, 
that  all  amounts  over  $100  of  damage  be  deductible. 

The  $100  limitation  applies  to  a  joint  return  by  a  husband  and 
wife  as  well  as  to  a  separate  return  of  either.  Thus,  if  a  husband  and 
wife  file  separate  returns,  each  is  subject  to  a  separate  $100  floor  with 
respect  to  each  casualty  or  theft,  while,  if  they  file  a  joint  return,  they 
are  together  subject  to  only  one  $100  floor  with  respect  to  each  cas¬ 
ualty  or  theft  whether  the  loss  is  sustained  with  respect  to  jointly,  or 
separately,  owned  property. 

(c) (i)  Effective  date. — This  amendment  applies  to  losses  sustained 
after  December  31,  1963. 

(d)  Revenue  effect. — It  is  estimated  that  this  provision  will  increase 
revenues  by  $50  million  a  year  m  a  full  year  of  operation. 

9.  Charitable ,  etc .,  contributions ,  and  gifts  (sec.  209(a)  of  the  bill  and 
sec.  170(b)  of  the.  code) 

(a)  Present  law. — Under  present  law,  individuals  are  allowed  a 
deduction  of  up  to  20  percent  of  their  adjusted  gross  income  for  con¬ 
tributions  to  or  for  the  use  of  charitable,  educational,  religious,  etc., 
organizations  generally.  An  additional  10-percent  deduction  also 
is  available  for  contributions  to  churches,  schools,  hospitals,  certain 
medical  research  organizations,  and  certain  organizations  affiliated 
with  State  colleges  or  universities.  Thus,  with  respect  to  contribu¬ 
tions  in  this  latter  category,  a  charitable  contribution  deduction  of  up 
to  30  percent  is  allowed. 

(b)  General  reasons  for  provision. — The  House  and  your  committee 
agree  that  the  availability  of  this  additional  10-percent  deduction 
should  be  extended  to  include  contributions  to  many  forms  of  charitable 
or  philanthropic  organizations  not  now  covered  by  this  provision. 
Greater  uniformity  in  the  availability  of  this  additional  10-percent 
deduction  is  desirable  because  of  the  many  beneficial  activities  that 
are  carried  on  by  various  philanthropic  organizations  not  now  eligible 
for  the  30-percent  deduction.  This  is  especially  true  of  many  cultural 
and  educational  organizations  and  major  charitable  organizations  not 
now  eligible  for  the  30-percent  deduction. 

The  additional  10-percent  deduction  is  limited  to  organizations 
which  are  publicly  or  governmentally  supported,  however,  and  this 
additional  deduction  is  not  made  available  in  the  case  of  private 
foundations.  These  latter  types  of  organizations  frequently  do  not 
make  contributions  to  the  operating  philanthropic  organizations  for 
extended  periods  of  time  and  in  the  meanwhile  use  the  funds  for 
investments.  The  extra  10-percent  deduction  is  intended  to  encourage 
immediately  spendable  receipts  of  contributions  for  charitable 
organizations. 

(c)  General  explanation  of  provision. — For  the  reasons  given  above, 
the  House  and  your  committee’s  bill  provide  that  the  additional  10- 


2560 


REVENUE  ACT  OF  196  4 


59 


percent  deduction  (or  30-percent  deduction  in  total)  from  a  taxpayer's 
adjusted  gross  income  is  to  be  extended  so  that  it  not  only  is  avail¬ 
able  with  respect  to  charitable  contributions  to  churches,  schools, 
hospitals,  etc.,  but  also  is  available  generally  in  the  case  of  charitable 
contributions  to  religious,  charitable,  scientific,  literary,  or  educa¬ 
tional  organizations  or  those  for  the  prevention  of  cruelty  to  children 
or  animals  (which  otherwise  meet  the  conditions  set  forth  in  sec. 
170(c)(2)  of  the  code).  In  addition,  the  30-percent  deduction  is  to 
be  available  for  charitable  contributions  to  a  Federal,  State,  or  local 
governmental  unit  if  the  contribution  or  gift  is  made  for  exclusively 
public  purposes. 

For  any  of  the  nongovernmental  organizations  to  qualify  for  the 
additional  10-percent  deduction  referred  to  above,  they  must  normally 
receive  a  substantial  part  of  their  support  from  a  governmental  unit 
or  from  direct  or  indirect  contributions  from  the  general  public. 
“Support”  for  this  purpose  does  not  take  into  account  income  re¬ 
ceived  by  the  organization  from  exercise  of  its  exempt  function.  The 
reference  to  direct  or  indirect  contributions  from  the  general  public 
prevents  what  are  generally  termed  private  foundations  from  quali¬ 
fying  for  this  additional  10-percent  deduction.  To  qualify,  the 
organization  must  receive  support  from  at  least  a  representative 
number  of  persons  within  the  community  concerned. 

Types  of  organizations  which  generally  will  in  the  future  qualify 
for  this  additional  10-percent  deduction  are  those  publicly  or  govern- 
mentally  supported  museums  of  history,  art,  or  science,  libraries, 
community  centers  to  promote  the  arts,  organizations  providing 
facilities  for  the  support  of  an  opera,  symphony  orchestra,  ballet,  or 
repertory  drama,  and  organizations  such  as  the  American  Red  Cross, 
United  Givers  Fund,  etc. 

(c) (i)  Effective  date. — This  provision  applies  to  taxable  years 
beginning  after  December  31,  1963. 

( d )  Revenue  effect. — This  amendment  is  expected  to  result  in  a 
negligible  revenue  loss  when  fully  effective. 

10.  Denial  oj  unlimited  charitable  contributions  deduction  with  respect 
to  gifts  to  private  foundations  (sec.  209(b)  oj  the  bill  and  sec. 
170(b)(1)(D)  of  the  code) 

(a)  Present  law. — Under  present  law,  the  30-percent  limitation  with 
respect  to  charitable  contributions  deductions  in  the  case  of  individ¬ 
uals  does  not  apply  if  the  taxpayer  in  the  taxable  year  in  question  and 
in  8  out  of  10  of  the  preceding  taxable  years  made  a  charitable  con¬ 
tribution  which  taken  together  with  his  income  taxes  with  respect  to 
each  of  those  years  equalled  90  percent  or  more  of  his  taxable  income 
for  the  year  in  question.  Under  present  law,  there  is  no  distinction 
between  charitable  contributions  in  the  20-percent  category  and  those 
in  the  30-percent  category  for  purposes  of  this  unlimited  deduction. 
Thus,  the  charitable  contributions  taken  into  account  both  in  the 
taxable  year  and  in  the  8  prior  qualifying  years  can  be  either  those 
to  public  type  charities  or  those  to  privatejoundations. 

(b)  General  reasons  jor  provision. — Your  committee  has  added  a 
provision  to  the  bill  making  the  unlimited  charitable  contribution 
deduction  available  only  with  respect  to  contributions  to  publicly 
supported  organizations  for  much  of  the  same  reasons  that  both  the 
House  and  your  committee  only  make  the  extra  10-percent  deduction 
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available  in  the  case  of  these  organizations.  Your  committee  believes 
that  the  special  advantage  of  the  unlimited  charitable  contribution 
deduction  should  not  be  made  available  in  the  case  of  these  private 
foundations  because  frequently  contributions  to  foundations  do  not 
find  their  way  into  operating  philanthropic  endeavors  for  extended 
periods  of  time.  In  the  meanwhile,  the  funds  are  invested  and  the 
advantages  arising  from  control  of  these  investments  are  likely  to 
inure  to  the  principal  contributors  to  the  foundations.  Thus,  your 
committee  concluded  that  if  the  20-  or  30-percent  limitations  with 
respect  to  charitable  giving  are  to  be  removed  for  those  desiring  to 
make  large  contributions  there  should  be  no  question  that  the  bulk 
of  the  funds  involved,  within  a  reasonable  period  of  time,  are  devoted 
to  the  charitable  and  philanthropic  purposes. 

(c)  General  explanation  of  provision. — Your  committee’s  amendment 
provides  that  for  taxable  years  beginning  after  December  31,  1963, 
the  charitable  contributions  taken  into  account  with  respect  to  the 
unlimited  charitable  contributions  deduction  are  to  be  only  those 
going  to  publicly  supported  organizations.  Moreover,  if  the  unlimited 
charitable  contributions  deduction  is  elected  by  the  taxpayer,  then  he 
is  to  receive  no  charitable  contribution  deduction  for  amounts  going 
to  organizations  which  are  not  publicly  supported,  such  as  private 
foundations  (even  with  respect  to  contributions  coming  under  the 
20-percent  test,  which,  without  this  provision,  would  allow  such 
contributions). 

Similarly,  in  determining  in  a  subsequent  year  whether  contributions 
and  taxes  in  1964  and  subsequent  years  meet  the  90-percent  test  in 
8  out  of  10  years,  contributions  to  private  foundations  are  not  to  be 
taken  into  account.  However,  with  respect  to  any  year  prior  to  1964 
in  determining  whether  charitable  contributions  and  taxes  equal 
90  percent  or  more  of  the  taxpayer’s  taxable  income  for  purposes  of 
the  8-  out  of  10-year  test,  charitable  contributions  to  private  founda¬ 
tions  may  be  taken  into  account  in  the  same  manner  as  under  prior 
law.  Thus,  for  purposes  of  the  unlimited  charitable  contribution 
deduction,  your  committee’s  bill  follows  the  rules  of  prior  law  whenever 
any  year  prior  to  1964  is  taken  into  account  and  the  new  rules  appli¬ 
cable  with  respect  to  any  computation  involving  1964  or  a  subsequent 
year.  As  a  result  taxpayers  will  not  find  the  rules  changed  with 
respect  to  past  years’  computations;  but,  if  they  hope  to  obtain  the 
benefits  of  the  unlimited  charitable  contribution  deduction  with  respect 
to  the  future,  then  for  subsequent  years  they  will  have  to  forego  any 
income  tax  benefits  for  contributions  or  gifts  to  private  foundations. 

With  respect  to  future  years,  the  unlimited  charitable  contribution 
deduction  will  take  into  account  charitable  contributions  to:  churches; 
schools;  hospitals;  specified  medical  research  organizations;  certain 
organizations  affiliated  with  State  colleges  or  universities;  Federal, 
State,  or  local  governmental  units,  if  the  contribution  or  gift  is  made 
for  exclusively  public  purposes;  and  charitable  contributions  generally 
to  religious,  charitable,  scientific,  literary,  or  educational  organizations 
or  those  for  the  prevention  of  cruelty  to  children  or  animals.  How¬ 
ever,  in  this  latter  case,  the  charitable  organization  must  receive  a 
substantial  part  of  its  support  from  a  governmental  unit  or  from 
direct  or  indirect  contributions  from  the  general  public.  Support  for 
this  purpose  does  not  take  into  account  income  received  by  the  or¬ 
ganization  from  the  exercise  of  its  exempt  function.  The  reference 
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to  direct  or  indirect  contributions  from  the  general  public  is  designed 
to  prevent  gifts  to  private  foundations  from  qualifying  for  this  unlim¬ 
ited  deduction.  To  qualify,  the  organization  must  receive  support 
from  at  least  a  representative  number  of  persons  within  the  community 
concerned. 

(c) (i)  Effective  date. — This  provision  applies  to  taxable  years 
beginning  after  December  31,  1963. 

(d)  Revenue  effect. — This  amendment  is  expected  to  result  in  a 
negligible  revenue  increase. 

11.  Five-year  charitable  contributions  carryover  for  individuals  (sec, 
209(c)  of  the  bill  and  sec.  170(b)(5)  of  the  code) 

(a)  Present  law.- — As  indicated  above,  individuals  are  limited  to  a 
charitable  contributions  deduction  of  20  percent  of  their  adjusted 
gross  income  or  up  to  30  percent  for  contributions  to  churches,  schools, 
hospitals,  and  contributions  to  public  charities  generally.  Any 
charitable  contributions  in  excess  of  the  amount  which  may  be 
deducted  under  these  limitations  in  the  current  year  in  the  case  of 
individuals  are  wasted.  Corporations,  on  the  other  hand,  although 
limited  to  a  charitable  contributions  deduction  of  5  percent  of  taxable 
income  (without  this  deduction)  nevertheless  may  carry  any  unused 
charitable  contribution  deduction  forward  and  under  present  law  use 
them  in  the  2  following  years.  The  House  bill  adds  a  provision  which 
extends  this  carryover  of  unused  charitable  contributions  for  corpora¬ 
tions  to  5  years  (see  the  discussion  below). 

(b)  General  reasons  for  provision. — Your  committee  has  added  a 
provision  to  the  House  bill  to  provide  a  5-year  carryover  of  unused 
charitable  contributions  for  individuals.  Your  committee  sees  no 
reason  why  a  carryover  should  be  made  available  for  corporations 
while  individuals  are  in  effect  compelled  to  waste  their  contributions 
in  excess  of  the  specified  limitation.  More  important,  however,  this 
will  make  it  unnecessary  for  taxpayers  desiring  to  make  a  contribution 
of  a  substantial  nature  to  a  charitable  organization  to  carefully  divide 
the  gift  into  parts,  contributing  each  in  a  separate  year,  or  perhaps 
giving  undivided  interests  in  a  property,  up  to  their  applicable  limita¬ 
tion,  to  the  charitable  organization  in  each  of  a  series  of  years.  Not 
only  is  the  present  practice  complicated  for  the  donor  but  it  also 
creates  problems  for  the  charitable  or  educational  organization.  Where 
they  are  given  undivided  interests  in  a  property  over  an  extended 
period  of  time,  they  may  find  it  impossible  either  to  sell  or  use  the 
property  over  this  same  period  of  time  while  their  interest  in  it  gradu¬ 
ally  increases  from  year  to  year.  The  allowance  of  a  5-year  charitable 
contribution  carryover  for  individuals,  like  the  averaging  provision 
contained  in  this  bill,  also  is  another  step  toward  the  computation  of 
income  for  tax  purposes  over  a  long  period  of  time  rather  than  on 
an  annual  basis. 

(c)  General  explanation  of  provision . — For  the  reasons  indicated 
above,  your  committee  has  added  a  provision  to  present  law  providing 
a  5-year  carryforward  for  individuals  for  unused  charitable  contribu¬ 
tions.  In  making  this  carryover  available,  your  committee’s  amend¬ 
ments  provide  that  the  only  amounts  which  may  be  carried  forward  are 
excess  contributions  with  respect  to  which  the  30-percent  limitation 
applies  (i.e.,  generally  all  contributions  except  those  going  to  private 
foundations).  In  determining  whether  there  is  any  unused  charitable 
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contribution  to  carry  forward,  the  charitable  contributions  to  private 
foundations  are  ignored  and  only  those  contributions  fully  eligible 
under  the  30-percent  limitation,  to  the  extent  they  exceed  this  limita¬ 
tion,  may  be  carried  forward. 

In  the  year  to  which  these  contributions  are  carried,  if  the  taxpayer 
has  made  any  contributions  to  a  private  foundation,  these  are  ignored 
for  purposes  of  determining  how  much  of  these  charitable  contri¬ 
butions  carried  forward  are  used  up  in  that  year.  This  can  be  illustrated 
by  the  following  example:  Assume  $500  of  unused  charitable  contri¬ 
butions  are  carried  forward,  the  individual's  30-percent  limitation  for 
the  year  in  question  would  permit  charitable  contribution  deductions 
of  $1,000,  and  $400  had  been  already  contributed  in  that  year  to 
private  foundations  and  $300  to  publicly  supported  charitable  organ¬ 
izations.  In  this  case  the  entire  $500  carryforward  would  be  con¬ 
sidered  as  used  up  in  that  year,  although  the  additional  charitable 
contribution  deductions  obtained  with  respect  to  this  $500  would  be 
only  $300.  This  result  is  obtained  by  ignoring  the  $400  of  contribu¬ 
tions  to  the  private  foundation  for  purposes  of  determining  the  extent 
to  which  the  carryover  is  used  up  in  that  year.  Thus,  in  the  example 
cited,  the  charitable  contribution  in  the  year  to  publicly  supported 
organizations  was  $300  and  the  carryover  from  the  prior  year  was 
$500.  This  would  make  it  possible  to  use  up  the  entire  charitable 
contribution  carryover  in  that  year.  The  individual  could  also  de¬ 
duct  $200  of  the  $400  which  he  contributed  to  the  private  foundation. 
Since  under  existing  law  the  individual  in  the  example  could  have 
claimed  a  deduction  of  $700,  the  use  of  the  carryover  permits  an 
additional  deduction  of  $300. 

The  provision  added  by  your  committee  also  provides  that  no 
charitable  contribution  may  be  carried  to,  or  through  a  year  with 
respect  to  which  the  taxpayer  has  elected  the  unlimited  charitable 
contributions  deduction.  The  carryover  was  considered  unnecessary 
in  such  cases  because  of  the  fact  that  no  limitations  are  imposed  in 
these  cases.  A  technical  adjustment  is  also  made  to  prevent  a  tax¬ 
payer  from  claiming  a  benefit  with  respect  to  the  same  amount  twice, 
through  the  interaction  of  the  net  Operating  loss  carryover  and  the 
5-year  charitable  contribution  carryover. 

(c)  ( i )  Effective  date. — The  new  5-year  charitable  contributions  carry¬ 
over  provided  by  your  committee’s  bill  will  be  available  with  respect 
to  contributions  paid  in  taxable  years  beginning  after  December  31, 
1963. 

(d)  Revenue  effect. — This  amendment  is  expected  to  result  in  a 
negligible  revenue  loss. 

12.  Five-year  charitable  contribution  carryover  for  corporations  (sec. 

209(d)  of  the  bill  and  sec.  170(b)(2)  of  the  code) 

(a)  Present  law. — Under  present  law  corporations  are  allowed  a 
maximum  charitable  contribution  deduction  of  5  percent  of  their 
taxable  income  computed  without  regard  to  this  deduction  (and 
certain  other  deductions).  Any  charitable  contribution  deductions 
which  exceed  this  maximum  may  be  carried  forward  and  used  in  the  2 
following  years  to  the  extent  the  maximum  limitations  for  those  years 
permit.  In  the  case  of  tax-free  reorganizations,  generally,  and  in  the 
case  of  the  liquidation  of  a  subsidiary,  the  present  law  provides  that 
the  2-year  charitable  contribution  carryover,  to  the  extent  not  used 
by  the  prior  corporation,  is  to  be  available  to  the  acquiring  corporation. 
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(6)  Reasons  for  provision. — Situations  have  arisen  where  corpora¬ 
tions  have  income  which  varies  widely  from  year  to  year  with  the  result 
that  in  some  years  they  have  losses  and  in  other  years  income.  This 
presents  a  problem  where  these  corporations  have  committed  them¬ 
selves  to  the  making  of  specific  annual  contributions  to  local  charitable 
organizations.  This  frequently  is  done  because  of  the  importance  to 
the  local  charity  of  maintaining  a  relatively  stable  budget  from  year 
to  year.  However,  from  the  standpoint  of  the  corporation  the  5- 
percent  limitation  on  charitable  contributions  means  that  the  benefit 
of  the  charitable  contribution  deduction  is  lost  in  loss  years,  or  in  low 
income  years,  unless  income  is  sufficiently  high  in  the  2  immediately 
following  years  to  not  only  permit  the  deduction  of  the  amount  carried 
forward  but  the  usual  charitable  contributions  for  those  years  as  well. 
Frequently  this  is  not  a  sufficient  length  of  time  to  enable  the  full 
deduction  of  charitable  contributions  in  such  cases. 

(c)  General  expla/iafoon  of  provision. — In  view  of  the  above  con¬ 
siderations  the  House  bill  substitutes  for  the  2-year  carryforward 
of  unused  charitable  contributions  available  in  present  law  a  5-year 
charitable  contribution  carryforward  for  corporations.  Your  com¬ 
mittee  has  accepted  this  amendment  except  that  it  has  amended 
the  effective  date  as  indicated  below.  The  amount  which  may  be 
carried  forward  in  such  cases  is  the  amount  of  the  charitable  contribu¬ 
tions  in  excess  of  the  amount  which  may  be  deducted  within  the 
5-percent  limitation.  In  the  year  to  which  the  charitable  contribu¬ 
tions  are  carried  the  charitable  contributions  of  that  year  are  applied 
first,  and  then  the  charitable  contributions  carried  forward  with  the 
oldest  year  from  which  a  charitable  contribution  is  carried  forward 
being  applied  first.  Any  unused  charitable  contributions  are  carried 
forward  to  succeeding  years,  but  if  not  used  up  after  a  5-year  carry¬ 
forward  period,  they  no  longer  are  available  for  further  deduction. 

The  5-year  charitable  contribution  deduction  carryover  is  also  made 
available  to  acquiring  corporations  in  tax-free  reorganizations  and 
to  parent  corporations  in  the  case  of  the  liquidation  of  a  subsidiary. 
The  acquiring  corporation  in  these  cases  treats  the  carryforward  of 
the  charitable  contribution  in  the  same  manner  as  if  it  were  its  own 
unused  charitable  contribution  being  carried  forward  to  the  current 
year. 

( c){i )  Effective  date. — The  5-year  carryforward  under  the  House 
bill  would  be  effective  with  respect  to  contributions  paid  (or  treated  as 
paid)  in  taxable  years  beginning  after  December  31,  1963.  Thus, 
under  the  House  bill  a  charitable  contribution  made  in  1964  would  be 
the  first  charitable  contribution  with  respect  to  which  the  5-year,  as 
distinct  from  the  2-year,  charitable  contribution  carryforward  would 
be  available.  Under  your  committee's  amendments,  the  5-year 
carryforward  of  unused  charitable  contributions  will  be  available  with 
respect  to  contributions  paid  (or  treated  as  paid)  in  taxable  years 
beginning  after  December  31,  1961.  Thus,  charitable  contributions 
made  in  the  calendar  years  1962  and  1963,  (to  the  extent  the  former 
is  not  used  in  1963)  will  be  available  as  carryforwards  to  1964,  since  in 
these  cases  the  2-year  carryforward  from  these  years  has  not  yet 
expired. 

(i d )  Revenue  effect. — This  provision  is  expected  to  result  in  a  negli¬ 
gible  loss  of  revenue  when  fully  effective. 
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13.  Limitation  on  charitable  contribution  deduction  for  future  gifts  of 
tangible  'property  (sec.  209(e)  of  the  bill  and  sec.  170(f)  of  the  code) 

(a)  Present  law. — Under  present  law,  if  a  taxpayer  gives  property 
to  charity  but  retains  for  either  his  or  someone  else’s  life  or  any  other 
period  the  use  or  enjoyment  of  the  property,  he  receives  a  charitable 
contribution  deduction  for  income  tax  purposes  at  the  time  of  the  gift 
of  the  future  interest  in  an  amount  equal  to  the  present  discounted 
value  of  that  future  interest. 

(b)  General  reasons  for  provision. — The  House  report  calls  attention 
to  the  problem  where  pictures  or  art  objects  are  given  to  museums, 
but  the  gift  takes  effect  at  some  future  time,  usually  based  upon  the 
life  of  the  contributor  or  someone  else.  In  the  meanwhile,  the  use 
of  the  pictures  or  art  objects  is  retained  in  much  the  same  manner  as  if 
the  contribution  of  the  future  interest  had  not  been  made.  The  same 
enjoyment  would  occur,  for  example,  if  instead  of  making  a  gift 
of  a  future  interest,  the  taxpayer  were  to  wait  until  his,  or  his  family’s 
use  of  the  property  was  completed.  If  this  use  was  completed  at  the 
time  of  his  death,  however,  no  charitable  contribution  for  income  tax 

Eurposes  could  be  claimed,  even  though  an  estate  tax  deduction  would 
e  available. 

The  report  of  the  House  Committee  on  Ways  and  Means  suggests 
generally  that  it  is  inappropriate  for  taxpayers  using  this  device  to 
obtain  what  amounts  to  an  extra  charitable  .contribution  deduction 
for  income  tax  purposes.  However,  the  House  report  further  sug¬ 
gests  that  in  the  ordinary  case  where  the  contributor  retains  the  right 
to  use  the  property  for  his  own  life  that  this  in  fact  has  been  a  strong 
inducement  for  giving  pictures  and  art  objects  to  museums  and  other 
cultural  centers  in  the  United  States  and  that  in  any  event  much  of 
the  problem  which  has  arisen  in  the  past  has  stemmed  from  the 
problem  of  valuing  the  pictures  and  art  objects  given. 

Based  upon  the  consideration  outlined  above,  the  House  bill  pro¬ 
vided  a  general  rule  which  denied  deductions  for  charitable  contribu¬ 
tions  in  the  form  of  future  interests  in  tangible  personal  property,  but 
then  made  this  rule  inapplicable  where  the  life  interest  was  retained 
for  the  life  or  lives  of  the  contributor  or  contributors.  Your  committee 
is  in  agreement  with  the  general  rule  adopted  by  the  House  but 
believes  that  the  exception  making  this  general  rule  inapplicable  in 
the  case  where  a  life  estate  was  retained  by  the  contributors  in  effect 
makes  this  rule  inapplicable  to  the  bulk  of  the  cases  which  should 
come  under  the  rule.  Your  committee  sees  no  more  reason  for 
granting  a  charitable  contribution  deduction  for  income  tax  purposes 
whether  the  life  interest  is  reserved  for  the  contributor  or  someone 
else.  It  recognizes  that  for  some  taxpayers  this  may  have  some 
temporary  effect  in  dulling  the  special  incentive  now  existing  for 

fiving  pictures  and  art  objects  to  museums  and  other  cultural  centers. 

loreover,  some  taxpayers  may  be  induced  under  this  provision  to 
give  their  pictures  or  other  objects  outright  during  life  rather  than 
wait  until  their  death,  thereby  accelerating  gifts  to  museums  and  other 
organizations.  In  any  event,  your  committee  questions  whether  it  is 
appropriate  to  provide  the  special  stimulus  of  an  income  tax  deduction, 
in  addition  to  a  charitable  deduction  for  estate  tax  purposes,  to  induce 
this  result. 

(c)  General  explanation  of  provision. — For  the  reasons  indicated 
above  your  committee’s  amendments  provide  that  charitable  con- 
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tributions  in  the  form  of  a  future  interest  in  tangible  personal  property 
are  to  be  treated  as  deductible  for  income  tax  purposes  only  when 
all  interests  in,  and  rights  to  possession  or  enjoyment  of,  the  property 
in  question  has  been  given  up.  Your  committee  has  deleted  the 
exception  in  the  House  bill  making  this  rule  inapplicable  in  the  case 
of  charitable  contributions  where  the  only  reservation  in  the  gift  is 
that  the  property  is  not  to  be  transferred  until  the  death  of  the 
contributor  or  contributors. 

Any  type  of  a  reservation  by  the  contributor  and  any  reservation 
in  the  hands  of  related  persons  described  in  section  267  (b)  of  the  code 
under  your  committee’s  action  will  result  in  a  denial  of  the  charitable 
contribution  deduction  as  long  as  the  reservations  continue. 

Although  generally  this  provision  is  limited  to  gifts  of  future  in¬ 
terests  in  tangible  personal  property  the  provision  also  covers  fixtures 
which  are  intended  to  be  severed  from  the  real  property,  such  as 
chandeliers,  mantels,  etc. 

(c) (i)  Effective  date. — This  provision  applies  to  transfers  after 
December  31,  1963. 

(d)  Revenue  effect. — This  provision  is  expected  to  result  in  a  negli¬ 
gible  revenue  gain  when  fully  effective. 

H.  Losses  arising  from  expropriation  of  property  by  governments  of 
foreign  countries  (sec.  210  of  the  bill  and  sec.  172(b)(1)(D)  of  the 
code) 

(a)  Present  law. — Generally,  under  present  law,  a  net  operating 
loss  may  be  carried  back  to  each  of  the  3  prior  years  and  then,  to  the 
extent  of  any  loss  still  not  offset  against  income,  the  balance  may  be 
carried  forward  to  the  5  succeeding  years — providing  a  period  of  8 
years  over  which  a  loss  may  be  spread.  In  two  cases  under  present 
law  however,  longer  loss  carryover  periods  are  provided.  Thus, 
in  the  case  of  corporation  suffering  losses  which  are  certified  as  arising 
with  respect  to  the  “Trade  Expansion  Act  of  1962”,  a  10-year  carry¬ 
over  period  is  provided — a  5-year  carryback  and  a  5-year  carry¬ 
forward.  Present  law  also  provides  a  10-year  carryover  period  in  the 
case  of  regulated  transportation  companies — in  this  case  a  3-year 
carryback  and  a  7-year  carryforward. 

(b)  General  reasons  for  provision. — Your  committee  has  been 
informed  that  since  World  War  II  at  least  14  foreign  governments 
have  expropriated  property  of  U.S.  taxpayers.  The  most  significant 
of  these  expropriations  was  that  made  in  Cuba,  beginning  in  1959 
when  all  U.S.  investments  in  that  country  were  expropriated  by  the 
government. 

Generally,  it.  is  believed  that  the  3-year  carryback  and  5-year 
carryforward  for  net  operating  losses  provide  a  sufficient  period  for 
the  recovering  of  substantially  all  business  losses.  In  those  cases, 
however,  where  this  period  has  proved  insufficient x  Congress  has 
followed  the  policy  of  providing  a  longer  loss-carryover  period. 
This  accounts  for  the  10-year  period  in  present  law  for  those  suffering 
losses  arising  under  the  Trade  Expansion  Act  of  1962  and  for  the 
10-year  period  in  the  case  of  regulated  transportation  companies. 

Your  committee  believes  that  the  expropriations  by  foreign  govern¬ 
ments  which  have  occurred  in  recent  years  represent  another  example 
of  larger  than  usual  losses,  where  the  usual  8-year  carryover  period 
for  losses  is  inadequate.  Therefore,  your  committee’s  amendments 
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extend  the  10-year  loss  period,  already  applied  in  special  cases,  to 
expropriation  losses.  A  10-year  carryforward  with  no  carryback  is 
provided  for  these  expropriation  losses.  The  longer  carryforward 
has  been  substituted  for  the  3-year  carryback  because,  if  carrybacks 
were  required,  the  taxpayers  might  have  to  forego  the  benefits  derived 
from  using  foreign  taxes  as  credits  rather  than  deductions  with  respect 
to  the  back  years. 

(c)  General  explanation  oj  provision. — Your  committee's  amendment 
provides  a  10-year  carryforward  with  no  carryback  for  expropriation 
losses.  This  is  available  with  respect  to  expropriation  losses  arising 
in  taxable  years  ending  after  December  31,  1958.  Thus,  it  will 
include  1959  which  was  the  year  the  Cuban  expropriations  began. 

To  qualify  for  the  10-year  carryforward,  the  expropriation  loss 
must  be  at  least  50  percent  of  the  total  net  operating  loss  for  a  year. 
Thus,  this  extra  carryforward  period  will  not  be  available  unless  the 
expropriation  loss  is  a  major  proportion  of  a  company’s  net  operating 
loss. 

To  receive  this  treatment,  the  taxpayer  must  elect  the  10-year 
carryforward  on  or  before  the  time  specified  by  regulations  prescribed 
by  the  Secretary  of  the  Treasury  or  his  delegate.  However,  in  the 
case  of  past  years  with  respect  to  which  the  10-year  carryforward  is  to 
be  available,  namely  the  years  1959  through  1963,  taxpayers  are  to 
have  until  December  31,  1965,  to  make  the  elections  for  these  years. 
In  these  cases  the  statute  of  limitations  will  be  opened  for  deficiencies 
or  refunds  with  respect  to  any  years  affected  by  tne  change  and  ending 
before  1964.  Taxpayers  are  also  to  have  an  opportunity  to  make  a 
new  election  with  respect  to  the  foreign  taxes  for  this  back  period — to 
take  either  a  deduction  or  a  tax  credit  as  the  changed  circumstances 
arising  from  the  longer  carryforward  of  losses  (and  no  carryback  of 
these  expropriation  losses)  warrant. 

The  types  of  losses  involved  are  trade  or  business,  or  production  of 
income,  losses  which  are  “sustained  by  reason  of  the  expropriation, 
intervention,  seizure,  or  similar  taking  of  property  by  the  government 
of  any  foreign  country,  any  political  subdivision  thereof,  or  agency 
or  instrumentality  of  the  foregoing  *  *  Such  a  loss  is  to  be 
considered  a  “foreign  expropriation  loss." 

A  foreign  expropriation  loss  will  be  treated  separately  from  any 
remaining  net  operating  loss  for  the  same  year.  The  regular  net 
operating  loss  for  the  year  will  be  carried  back  and  used  up  to  the 
extent  of  the  income  in  the  3  prior  years.  Then,  if  any  of  the  regular 
net  operating  loss  still  remains,  it  will  be  carried  forward  to  the  next 
year  and  used  first.  Only  after  the  net  operating  loss  is  fully  applied 
in  the  first  carryforward  year  will  any  expropriation  loss  from  the 
same  year  be  used  in  that  year.  Thus,  the  expropriation  loss  will 
be  considered  the  last  portion  of  the  total  net  operating  loss  applied 
in  any  case,  although  the  expropriation  loss  for  a  year  will  be  applied 
before  the  regular  net  operating  loss  for  any  succeeding  year. 

(c)(i)  Effective  date. — This  provision  applies  with  respect  to  foreign 
expropriation  losses  arising  in  taxable  years  ending  after  December 
31,  1958. 

{d)  Revenue  effect. — This  provision  is  expected  to  result  in  a  revenue 
loss  of  approximately  $5  million  a  year  in  1965,  but  it  expected  to  de¬ 
cline  appreciably  after  1970. 
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15.  One  percent  limitation  on  medicines  and  drugs  for  those  over  age 
65  (sec.  211  of  the  bill  and  sec.  213  of  the  code) 

(a)  Present  law. — Under  present  law,  generally  only  what  are  con¬ 
sidered  abnormal  medical  expenses  are  deductible.  This  result  is 
attained  by  limiting  expenses  which  may  be  deducted  to  the  excess 
of  these  expenses  over  3  percent  of  the  individual’s  adjusted  gross 
income  (income  after  business  and  similar  expenses  but  before  per¬ 
sonal  exemptions  and  personal  expenses).  In  computing  medical 
expenses  subject  to  this  3-percent  limit,  medicines  and  drugs  may  be 
taken  into  account  only  if  they  exceed  1  percent  of  adjusted  gross 
income.  The  3-percent  limitation  does  not  apply  in  the  case  of  the 
taxpayer  and  his  spouse  where  either  of  them  is  65  or  over  nor  does 
it  apply  in  the  case  of  medical  expenses  of  the  mother  or  father  of 
the  taxpayer  or  of  his  wife  where  the  parent  is  65  or  over  and  receives 
his  principal  support  from  the  taxpayer.  The  1 -percent  limitation 
on  medicines  and  drugs,  however,  applies  to  everyone  without  regard 
to  their  age. 

(b)  General  reasons  for  provision. — The  House  bill  repeals  the 
1 -percent  limitation  with  respect  to  medicines  and  drugs  insofar 
as  it  relates  to  a  taxpayer,  or  nis  spouse  either  of  whom  is  age  65  or 
over,  or  to  the  parent  of  the  taxpayer  (or  his  spouse)  where  the  parent 
is  a  dependent  of  the  taxpayer  and  is  65  or  over.  The  effect  of  this  is 
to  provide  that  the  1-percent  limitation  will  apply  only  in  those  cases 
where  the  3-percent  limitation  also  applies.  Your  committee  is  in 
accord  with  this  action,  because  it,  like  the  House,  believes  that  it  is 
undesirable  to  impose  any  minimum  limitation  with  respect  to  the 
deductibility  of  medical  expenses  in  the  case  of  the  aged.  It  also  be¬ 
lieves  that  conforming  the  application  of  the  1-percent  limitation  with 
the  3-percent  linfit  will  simplify  the  statute  somewhat  in  this  area. 

(c)  General  explanation  of  provision. — Present  law  provides  that 
medicines  and  drugs  which  otherwise  would  be  taken  into  account 
in  computing  medical  expenses  (which  are  either  deductible  in  whole, 
or  to  the  extent  they  exceed  3  percent)  are  to  be  deductible  only  to 
the  extent  that  the  total  of  these  medicine  and  drug  expenses  exceed 
1  percent  of  the  taxpayer’s  adjusted  gross  income.  Both  the  House 
and  your  committee’s  version  of  the  bill  make  this  1 -percent  limitation 
inapplicable  in  the  case  of  amounts  paid  for  the  care  of  the  taxpayer 
and  bis  spouse  if  either  of  them  has  attained  age  65  before  the  end  of 
the  taxable  year.  Both  versions  also  provide  that  this  1 -percent  lim¬ 
itation  is  not  to  apply  to  amounts  paid  for  the  care  of  a  dependent 
mother  or  father  of  the  taxpayer  or  his  spouse  if  the  mother  or  father 
has  attained  age  65  before  the  end  of  the  year  and  also  is  a  dependent  of 
the  taxpayer.  Thus  neither  the  3-percent  limit  on  medical  expenses 
generally  nor  the  1 -percent  limit  on  medicines  and  drugs  will  apply  to 
the  categories  of  persons  specified  above  who  are  age  65  or  over.  The 
maximum  limitations  on  medical  expenses,  however,  continue  to 
apply  to  these  and  other  persons  in  the  same  manner  as  under  existing 
law. 

(c) (i)  Effective  date. — This  provision  is  to  apply  to  taxable  years 
beginning  after  December  31,  1963. 

(d)  Revenue  effect. — This  provision  is  expected  to  result  in  a  revenue 
loss  of  $10  million  in  a  full  year  of  operation. 
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16.  Care  of  dependents  (sec.  212  of  the  bill  and  sec.  214  of  the  code) 

(a)  Present  law. — Under  present  law,  a  deduction  of  up  to  $600  is 
allowed  in  certain  cases  for  expenses  of  child  care  incurred  to  enable  a 
taxpayer  to  be  gainfully  employed.  At  present,  this  is  available  for 
single  women,  women  who  are  divorced  or  separated,  or  in  some  cases, 
deserted,  and  widows  and  widowers,  having  one  or  more  dependents 
without  regard  to  the  amount  of  the  taxpayer’s  earnings.  In  the  case 
of  working  wives,  the  $600  deduction  is  presently  available  only  if  the 
combined  adjusted  gross  income  of  the  wife  and  husband  (who  must 
file  a  joint  return)  does  not  exceed  $4,500.  If  their  income  exceeds 
this  amount,  the  deduction  available  is  decreased  $1  for  each  dollar 
of  income  above  $4,500,  thus  disappearing  entirely  at  an  income  level 
of  $5,100.  An  exception  to  this  rule  provides  that  this  income  limita¬ 
tion  is  not  to  apply  if  the  husband  is  incapable  of  self-support  because 
mentally  or  physically  defective. 

A  dependent  of  the  taxpayer  for  whom  this  $600  may  be  claimed 
must  be  a  son  or  daughter  (or  stepson  or  stepdaughter)  of  the  tax¬ 
payer  who  is  under  age  12  or  a  dependent  who  is  physically  or  mentally 
incapable  of  caring  for  himself. 

(b)  General  reasons  for  provision. — Your  committee,  while  agreeing 
with  the  changes  made  by  the  House  bill  in  the  child-care  provision, 
found  -them  too  narrow.  As  a  result,  it  has  liberalized  the  changes 
made  by  the  House  bill  to  also  include  the  principal  changes  recom¬ 
mended  by  the  administration  with  respect  to  this  provision  which 
were  omitted  in  the  House  bill.  These  changes  have  also  been  recom¬ 
mended  by  the  President’s  Commission  on  the  Status  of  Women.  The 
most  important  change  made  by  your  committee  in  the  House  pro¬ 
vision  is  to  raise  from  $4,500  to  $7,000  the  income  limitation  applicable 
with  respect  to  working  wives.  In  1954,  when  provision  was  first 
made  for  the  deduction  of  child-care  expenses  with  respect  to  workings 
wives,  your  committee  in  its  report  then  stated : 

*  *  *  [I]t  is  recognized  that  in  many  low-income  families, 
the  earnings  of  the  mother  are  essential  for  the  maintenance 
of  minimum  living  standards  even  where  the  father  is  also 
employed,  and  that  in  such  situations,  the  requirement  for 
providing  child  care  may  be  just  as  pressing  as  in  the  case  of  a 
widowed  or  divorced  mother. 

Thus,  Congress  provided  for  the  deduction  of  child-care  expenses 
in  the  case  of  working  wives  because  it  was  recognized  that  the 
maintenance  of  a  minimum  standard  of  living  in  these  cases  required 
the  wife  to  work.  However,  the  present  maximum  joint  income  level 
of  $4,500  is  so  low  that  relatively  few  working  wives  presently  can 
claim  this  deduction.  Of  the  244,000  taxable  returns  claiming  the 
deduction  in  1960,  only  117,000  were  joint  returns  filed  by  married 
couples.  In  1961,  according  to  Department  of  Labor  statistics,  the 
median  income  of  husband-wife  families  in  which  the  wife  worked  at 
any  time  during  the  year  was  $7,050.  Thus,  the  $4,500  limitation 
falls  far  short  of  covering  the  average  case  where  the  wife  has  found 
it  necessary  to  supplement  the  husband’s  income  by  working.  To 
carry  out  the  original  intention  of  Congress  with  respect  to  this 
provision,  your  committee’s  bill  raises  the  joint  income  limitation  for 
husbands  and  wives  who  may  claim  the  child-care  expense  deduction 
from  $4,500  to  $7,000. 
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Under  present  law,  the  maximum  amount  which  may  be  deducted 
for  child  care  is  $600  per  year  per  taxpayer.  As  the  House  report 
indicates  a  flat  limitation  of  this  type  fails  to  take  into  account  the 
fact  that  the  costs  of  caring  for  dependents,  particularly  where  they 
must  be  cared  for  outside  of  the  home,  increases  as  the  number  of 
dependents  increases.  Because  of  this,  the  House  bill  raised  the 
maximum  deduction  which  may  be  claimed  for  child-care  expenses 
to  $900  where  the  taxpayer  has  two  or  more  dependents.  Your 
committee’s  bill  carries  this  one  step  further  and  provides  a  maximum 
deduction  of  $1,000  where  there  are  three  or  more  qualifying  depend¬ 
ents.  It  also  makes  this  graduated  maximum  available  in  the  case  of 
working  wives  as  well  as  where  there  is  only  one  parent.  These 
expenses  are  as  likely  to  increase  on  a  per-child  basis  in  the  case  of  a 
married  couple  as  in  those  cases  where  there  is  only  one  parent. 

In  other  respects,  your  committee’s  amendments,  with  minor 
technical  exceptions,  follow  the  House  bill.  Thus,  as  under  the 
House  bill,  relief  is  provided  where  the  wife  is  either  in  an  institution 
or  is  physically  or  mentally  incapable  of  caring  for  herself.  Under 
present  law,  if  the  husband  is  incapable  of  self-support  because  of 
mental  or  physical  deficiencies,  the  wife  is  fully  eligible  for  the  deduc¬ 
tion  without  regard  to  the  family  income  level.  Your  committee 
agrees  with  the  House  that  a  family  where  the  wife  is  in  an  institution 
is  at  least  as  likely  to  incur  expenses  for  child  care  as  a  family  where 
the  husband  is  incapable  of  self-support.  Similarly,  it  also  agrees  that 
child-care  expenses  are  likely  to  be  required,  where  the  wife  is  in  the 
home  but  not  capable  of  caring  for  herself.  As  under  the  House  bill, 
your  committee’s  amendments  extend  present  law  to  permit  child¬ 
care  expenses  in  these  cases,  subject  to  limitations,  to  be  deducted. 
Your  committee  in  this  regard  modified  the  House  provision  only  in 
that  in  the  case  of  incapacitated  wives,  the  deduction  is  to  be  fully 
available  where  the  adjusted  gross  income  of  the  taxpayer  and  his 
spouse  does  not  exceed  $7,000  rather  than  $4,500.  This  is  in  con¬ 
formity  with  its  change  in  the  income  level  generally  applicable  in 
the  case  of  working  wives. 

Both  the  House  and  your  committee’s  bill  also  raise  the  maximum 
age  limit  generally  available  from  12  to  13  years  for  children  with 
respect  to  whom  the  child-care  deduction  generally  may  be  taken. 

(c)  General  explanation :  Raising  income  limitation  from  $4,500  to 
$7,000. — Your  committee’s  amendments,  as  distinct  from  the  House 
bill,  increase  from  $4,500  to  $7,000  the  amount  of  income  that  families 
with  working  wives  can  earn  and  still  qualify  for  the  full  amount  [of 
the  deduction  for  expenses  incurred  for  the  care  of  children  or  de¬ 
pendents.  The  House  bill  made  no  change  in  this  area.  This  raising 
of  the  income  limitation  to  $7,000  is  in  accordance  with  the  recom¬ 
mendation  of  the  administration. 

Under  present  law,  for  every  dollar  of  income  a  husband  and  work¬ 
ing  wife  have  above  $4,500,  the  maximum  limit  on  their  deduction 
for  child-care  expenses  is  reduced  by  a  similar  dollar  below  the  $600 
level.  Thus,  under  present  law  with  the  $600  limitation,  it  is  possible 
for  a  husband  and  working  wife  to  receive  some  child-care  expense 
deduction  in  the  case  of  those  with  incomes  up  to  $5,100.  Under 
your  committee’s  bill,  since  the  maximum  child-care  expense  deduction 
(where  there  are  three  or  more  children)  is  raised  to  $1,000,  it  will  be 
possible  for  husbands  and  wives  who  are  both  working  to  claim  some 
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child-care  expense  deductions  in  cases  where  their  joint  incomes  are 
up  to  $8,000.  In  1960,  the  child-care  expense  deduction  was  claimed 
on  244,000  taxable  returns.  It  is  anticipated  that  the  liberalizing 
amendments,  primarily  raising  the  income  level  for  working  wives  to 
$7,000,  will  make  this  deduction  available  to  an  additional  200,000 
returns  or  444,000  taxable  returns  in  all. 

(c)(i)  General  explanation:  Raising  the  deduction  to  $900  or  $1,000 
in  certain  cases. — Under  present  law,  as  previously  indicated,  the 
maximum  annual  deduction  which  may  be  claimed  by  a  taxpayer  is 
$600.  The  House  bill,  where  there  are  two  or  more  qualified  de¬ 
pendents,  would  raise  this  maximun  deduction  which  may  be  taken, 
for  expenses  incurred  by  the  taxpayer,  to  $900.  Your  committee’s 
amendments  provide  that  the  $600  limitation,  as  under  the  House  bill, 
is  still  to  be  applicable  where  the  taxpayer  has  only  one  dependent 
and  that  the  $900  limitation  is  to  be  applicable  where  the  taxpayer  has 
two  dependents.  However,  it  provides  that  where  there  are  three 
or  more  qualifying  dependents,  the  maximum  deduction  which  may  be 
taken  is  to  be  $1,000,  in  lieu  of  the  $900  provided  by  the  House  bill. 
The  $900  and  $1,000  limitations  are  also  to  be  available  in  the  case  of 
working  wives  who  are  eligible  for  the  child-care  deduction  (under  the 
House  bill,  the  $600  limitation  would  continue  to  apply  in  such  cases). 

(c)  (ii)  General  explanation:  Incapacitated  and  institutionalized  wives. — 
The  House  bill  adds  to  the  list  of  situations  where  the  child-care 
deduction  may  be  claimed  those  cases  where  a  wife  is  incapacitated 
or  institutionalized.  Your  committee’s  amendments  accord  sub¬ 
stantially  the  same  treatment.  For  the  husband  to  be  eligible  for 
this  deduction,  the  wife  must  be  institutionalized  or  incapacitated  for 
90  consecutive  days  (or  a  shorter  period  if  she  dies).  In  the  case  of 
incapacitated  wives,  under  the  House  bill  the  deduction  would  be 
fully  available  only  where  the  adjusted  gross  income  of  the  taxpayer 
and  his  spouse  does  not  exceed  $4,500  (for  incomes  above  that  level, 
the  deduction  would  decrease  $1  for  each  dollar  of  income  above 
$4,500).  Under  your  committee’s  amendments,  the  $4,500  limitation 
in  this  case  is  replaced  by  the  $7,000  limitation.  The  income  limita¬ 
tion  under  both  the  House  bill  and  your  committee’s  amendments 
does  not  apply  if  the  taxpayer’s  wife  is  institutionalized  for  a  period  of 
90  days  or  more.  A  wife  is  considered  as  being  incapacitated  if  she  is 
incapable  of  caring  for  herself  because  she  is  mentally  or  physically 
defective  (including  any  time  she  is  institutionalized).  A  wife  is 
considered  institutionalized  while  she  is  receiving  medical  care  or 
treatment  as  an  inpatient,  resident,  or  inmate  of  a  public  or  private 
hospital,  sanitarium,  or  similar  institution. 

(c)  ( iv )  General  explanation:  Raising  the  age  limit  for  children  to  18. — 
Present  law  provides  that  a  dependent,  for  purposes  of  the  child-care 
deduction  (if  not  physically  or  mentally  incapable  of  caring  for  him¬ 
self),  must  be  a  son  or  daughter  (or  stepson  or  stepdaughter)  of  the 
taxpayer  and  must  not  have  attained  the  age  of  12.  The  House  bill 
raises  this  age  limit  to  13  and  your  committee’s  amendments  make  no 
change  in  the  House  bill  in  this  respect. 

(c) (v)  Effective  date. — The  amendment  made  by  this  provision  apply 
to  taxable  years  beginning  after  December  31,  1963. 

( d )  Revenue  effect. — Changes  made  by  the  House  bill  with  respect 
to  the  child-care  provision  in  a  full  year  of  operation  would  have 
resulted  in  a  revenue  loss  of  $5  million.  The  changes  made  by  your 
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committee  increase  this  loss  by  $15  million  or  to  a  total  of  $20  million 
when  compared  with  present  law. 

17.  Moving  expenses  (sec.  213  oj  the  bill  and  sec.  217  of  the  code) 

(a)  Present  law. — Under  present  law,  certain  moving  expenses  of 
existing  employees  if  reimbursed  by  the  employer  are  held  to  be  ex¬ 
cludable  from  the  employee’s  income.  They  have  been  ruled  exclud¬ 
able  on  the  ground  that  they  are  incurred  “in  the  interest  of  the  em¬ 
ployer”  (Rev.  Rul.  54-429,  C.B.  1954-2,  53). 

Under  present  law,  the  moving  expenses  (for  moving  from  one 
official  station  to  another  for  permanent  duty)  which  the  Internal 
Revenue  Service  has  agreed  are  excludable  for  existing  employees 
where  they  are  reimbursed  are: 

1.  Transportation  expenses  for  moving  the  employee  and  his 
family ; 

2.  Transportation  and  certain  related  costs  of  moving  the 
personal  and  household  effects  of  the  employee  and  his  family; 
and 

3.  Expenses  incurred  for  meals  and  lodging  for  the  employee 
and  his  family  while  they  are  en  route  to  their  new  location. 

In  addition,  in  two  court  cases,  taxpayers  have  been  permitted  to 
exclude  other  types  of  moving  expenses,  although  the  Internal  Rev¬ 
enue  Service  has  not  acquiesced  in  the  exclusion  of  these  other  types 
of  moving  expenses.1 

On  the  other  hand,  reimbursements  for  moving  expenses  received 
by  new  employees  from  their  employers  are  includible  in  gross  income. 
Moreover,  no  deduction  is  allowed  for  moving  expenses  of  any  em¬ 
ployee  with  respect  to  expenses  for  which  no  reimbursement  is  received. 

(b)  General  reasons  for  provisions. — Your  committee  agrees  with 
the  House  that  the  existing  tax  treatment  of  moving  expenses  needs 
modification  because  the  present  treatment  discriminates  against 
both  new  employees  and  employees  who  are  not  reimbursed  for 
their  moving  expenses  by  their  employers.  There  is  no  reason  why 
new  employees  should  include  in  their  income  amounts  representing 
moving  expenses  which,  if  received  by  an  existing  employee  who  is 
moved  by  his  employer  from  one  location  to  another,  would  be  ex¬ 
cludable  from  income.  Neither  is  there  any  reason  for  discriminating 
against  those  employees  who  are  not  reimbursed  for  their  moving 
expenses,  but  who  incur  such  expenses  in  seeking  job  opportunities. 
Moreover,  it  is  important  to  remove  deterrents  to  the  mobility  of 
labor.  Any  thing  which  can  be  done  in  this  respect  should  aid  in 
reducing  local  structural  unemployment. 

Both  the  House  and  your  committee’s  bill  limit  the  categories  of 
expense  for  which  a  deduction  is  available  to  new  employees  or  those 
who  are  not  reimbursed  for  moving  expenses  to  the  three  categories 
specified  above,  which,  by  ruling,  the  Internal  Revenue  Service  recog¬ 
nizes  the  reimbursements  of  which  are  as  excludable  for  existing  em¬ 
ployees.  No  inference  should  be  drawn  from  this,  however,  that 
moving  expense  exclusions  under  existing  law  are  necessarily  limited 

» In  John  E.  Cavanagh  (36  T.C.  300;  1961)  it  was  held  that  living  costs  incurred  by  the  employee  in  excess 
of  ordinary  living  expenses  of  his  family  were  excludable  where  they  were  reimbursed  while  his  household 
effects  were  in  transit.  In  Otto  Sorg  Schairer  (9  T.C.  549;  1947)  it  was  held  that  where  an  employee  was  reim¬ 
bursed  for  a  loss  incurred  in  selling  his  home  this  reimbursement  was  an  addition  to  the  sales  price.  More 
recently,  however,  the  Tax  Court  held  that  reimbursements  of  similar  expenses  were  additional  compen¬ 
sation  and  not  excludable  from  the  employee’s  income  in  the  case  of  //orris  W.  Bradley  (39  T.  C.  652;  1963 
aff’d,  324  F.  2d  610  (4th  Cir.  1963).  A  reimbursement  on  sale  of  a  house  was  also  held  to  be  compensation 
In  Arthur  V.  Kobacker  (37  T.C.  882;  1962). 
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to  these  three  categories  of  expenses.  However,  since  by  administra¬ 
tive  ruling,  these  categories  are  clearly  excludable  in  the  case  of  ex¬ 
isting  employees  who  are  reimbursed,  it  is  believed  that  deductions  for 
such  expenses  should  also  be  made  available  to  new  employees  and 
nonreimbursed  employees  as  well.  The  question  of  whether  the  ex¬ 
clusion  for  existing  employees  extends  beyond  these  three  categories 
is  left  for  judicial  interpretation. 

(c)  General  explanation  of  provisions. — The  deductions  allowed  by 
the  House  and  your  committee’s  bill  with  respect  to  moving  expenses 
are  to  be  deductible  in  computing  “adjusted  gross  income.”  These 
expenses,  therefore,  are  deductible  whether  the  individual  involved 
itemizes  his  personal  deductions  or  takes  the  standard  deduction. 
This  treatment  is  provided  not  only  because  these  expenses  are 
substantially  similar  to  business  expenses,  but  also  because  when 
they  are  incurred,  they  are  likely  to  be  relatively  large.  In  such 
cases,  it  was  thought  that  it  would  be  undesirable  to,  in  effect,  make 
taxpayers  choose  between  taking  this  deduction  and  the  standard 
deduction  in  lieu  of  itemized  personal  deductions. 

No  deduction  is  provided  under  this  provision  for  moving  expenses 
for  which  the  taxpayer  receives  reimbursements  which  are  not  included 
in  his  gross  income.  Thus,  existing  employees  may  continue  to  ex¬ 
clude  reimbursed  moving  expenses  from  their  gross  income  in  the 
same  manner  as  under  present  law.  Their  status,  in  this  regard,  is  left 
entirely  unchanged. 

The  types  of  moving  expenses  which  may  be  deducted  under 
this  provision  are  reasonable  expenses  for — 

1.  Moving  household  goods  and  personal  effects  from  the 
former  residence  to  the  new  residence; 

2.  Transportation  expenses  of  the  employee  and  his  family 
from  the  former  residence  to  the  new  place  of  residence;  and 

3.  Expenses  for  meals  and  lodging  while  in  transit  from  the 
former  residence  to  the  new  place  of  residence. 

The  moving  expenses  referred  to  are  available  not  only  with  respect 
to  the  taxpayer,  but  also  to  any  other  members  of  the  taxpayer’s 
household  who  had  as  their  permanent  place  of  abode  the  taxpayer’s 
former  residence  and  moved  to  his  new  residence.  (For  amendment 
added  by  your  committee  with  respect  to  sales  of  residences  of  employ¬ 
ees  who  are  moved  see  sec.  232  of  the  bill,  item  39  below.) 

(c)(i)  Limitations. — To  prevent  the  deduction  of  moving  expenses 
for  short  moves,  the  bill  provides  that,  for  a  deduction  to  be  avail¬ 
able,  the  taxpayer’s  new  place  of  work  must  be  at  least  20  miles  farther 
from  his  former  residence  than  was  his  former  place  of  work.  In 
other  words,  his  commuting  distance  must  have  increased  by  at  least 
20  miles  to  be  eligible  for  this  deduction.  If  the  individual  involved 
previously  had  no  place  of  work,  his  new  work  location  must  be  at 
least  20  miles  from  his  former  residence. 

To  prevent  individuals  from  taking  temporary  jobs  in  order  to 
obtain  the  deduction  of  moving  expenses,  it  is  provided  that  during 
the  12-month  period  immediately  after  the  individual’s  arrival  at  his 
new  principal  place  of  work,  he  must  be  a  full-time  employee  in  that 
general  location  for  three-fourths  of  the  time  (39  weeks).  This 
limitation,  however,  is  not  applied  to  the  extent  where  the  individual 
is  reimbursed  for  his  moving  expenses  by  his  employer  since,  presuma¬ 
bly,  an  employer  would  not  reimburse  such  expenses  even  for  a  new 
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employee  unless  it  was  his  intention  that  the  individual  remain  em¬ 
ployed  for  an  extended  period  of  time. 

This  requirement  that  an  employee  be  a  full-time  employee  in  a 
general  location  for  three-quarters  of  a  year  after  moving  means  that 
where  he  has  moved  after  the  first  half  of  the  year,  he  cannot  be  sure 
when  he  files  his  return  in  the  following  April  that  he  will  meet  this 
9  months’  requirement.  For  that  reason,  the  employee  in  such  a  case 
is  permitted  to  claim  the  moving  expense  deduction  (assuming  he 
has  not  already  disqualified  himself  by  that  time,  such  as  by  moving 
out  of  the  general  location).  Then,  if  after  filing  his  return  he  fails 
to  qualify  for  the  moving  expense  deduction  by  not  remaining  em¬ 
ployed  full  time  for  39  weeks  in  the  new  location  he  is  to  include  in 
his  gross  income  for  the  following  year  the  amount  of  moving  expense 
deduction  claimed  in  the  prior  year. 

(c)  ( ii )  Effective  date. — The  new  treatment  provided  by  this  provision 
applies  to  expenses  incurred  after  December  31,  1963. 

(d)  Revenue  effect. — It  is  anticipated  that  this  provision  in  a  full 
year  of  operation  will  result  in  an  annual  revenue  loss  of  $60  million 
a  year. 

18.  Deduction  for  political  contributions  (sec.  21/+  of  the  bill  and  sec.  218 
of  the  code) 

(а)  Present  law. — Up  to  the  present  no  deduction  or  credit  has  been 
allowed  for  political  contributions  of  any  type.  In  fact,  charitable 
and  educational  contributions  presently  may  be  denied  if  the  organiza¬ 
tions  involved  spends  any  substantial  part  of  its  activities  in  attempt¬ 
ing  to  influence  legislation. 

(б)  General  reasons  for  provisions. — Your  committee’s  bill  departs 
with  the  precedent  in  this  respect  primarily  because  of  the  report  of 

;  the  late  President  Kennedy’s  Commission  on  Campaign  Costs  and 
because  of  his  recommendation  to  Congress  with  respect  to  this 
report.  This  section,  while  not  identical  to  the  proposal  of  the  late 
President,  nevertheless  is  substantially  similar  to  it,  and  in  your 
committee’s  opinion  carries  out  the  objectives  of  that  request.  The 
purpose  of  allowing  a  limited  deduction  for  campaign  contributions 
is,  as  indicated  by  the  late  President,  to  broaden  the  base  of  contribu¬ 
tions:  “to  reduce  dependence  on  large  contributions  of  those  with 
special  interests.”  As  he  indicated,  this  section  “is  designed  to  give 
party  solicitors  an  additional  tool  to  help  stimulate  individuals  to 
contribute  money,  in  *  *  *  election  years.” 

(c)  General  explanation  of  provision. — The  new  section  added  by  the 
bill  allows  a  deduction  for  political  contributions  up  to  a  maximum  of 
$50  a  year  in  the  case  of  a  single  person  (or  a  married  person  filing 
a  separate  return)  and  up  to  $100  a  year  in  the  case  of  a  married  couple 
filing  a  joint  return.  The  amounts  for  which  deductions  are  permitted 
are  limited  in  order  to  achieve  the  objective  of  the  late  President 
Kennedy  in  “broadening  the  base  of  political  contributions.” 

These  deductions  are  available  only  to  those  who  itemize  their 
deductions,  rather  than  taking  a  standard  deduction.  Therefore, 
this  places  these  limited  deductions  for  political  contributions  in  the 
same  category  as  charitable  contributions,  deductible  taxes,  interest, 

certain  medical  expenses,  etc.  ... 

The  bill  provides  that  this  deduction  for  political  contributions  is 
to  be  allowed  only  if  the  fact  of  the  political  contribution  is  verified  in 
such  manner  as  tne  Secretary  of  the  Treasury  or  his  delegate  prescribe 
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by  regulation.  It  is  anticipated  that  under  this  grant  of  authority 
the  Secretary  of  the  Treasury  will  provide  that  the  deduction  will  be 
available  only  where  the  taxpayer,  if  his  return  is  audited,  presents 
adequate  records  to  show  that  he  has  actually  made  the  political 
contributions  to  a  qualified  candidate  or  committee.  This  will  give 
assurance  against  the  claiming  of  deductions  for  fictitious  political 
contributions. 

A  political  contribution  which  as  a  result  of  the  new  section  added 
by  the  bill  will  be  deductible  must  be  a  contribution  or  gift  to  a 
“political  candidate”  or  “political  committee.”  However,  in  addi¬ 
tion,  it  is  required  that  the  contribution  be  made  only  for  the  purpose 
of  furthering  the  candidacy  of  one  or  more  individuals  in  a  general, 
special,  or  primary  election  or  a  convention  of  a  political  party. 
Thus,  contributions  or  gifts  to  further  the  cause  of  a  referendum  or 
other  issue  on  a  ballot  will  not  be  deductible.  The  candidate  with 
respect  to  which  the  deduction  of  a  contribution  or  gift  may  be  claimed 
may  be  a  candidate  for  National,  State,  or  local  office  and  may  be 
either  a  partisan  or  nonpartisan  candidate.  Thus,  for  example,  where 
judges  are  elected  officials,  contributions  for  their  candidacy  may  be 
deducted.  The  candidacy  of  the  individual  may  be  either  for  a 
primary  election  or  for  a  convention  of  a  political  party  nominating 
candidates  for  office  or  for  a  general  election.  Included  also  are  special 
elections  to  fill  vacancies. 

The  deduction  for  political  contributions  under  the  bill  is  limited  to 
contributions  made  by  individuals.  It  is  not  available  with  respect 
to  contributions  from  corporations  or  from  estates  or  trusts. 

(c) (i)  Effective  date. — The  bill  provides  that  contributions  or  gifts 
made  after  the  date  of  enactment  of  this  bill  are  to  be  deductible. 

(d)  Revenue  effect. — It  is  anticipated  that  this  provision  will  result 
in  a  revenue  loss  of  approximately  $25  million  a  year  for  Presidential 
election  years;  50  percent  of  that  amount  for  congressional  election 
years;  25  percent  for  off  years;  and  average  about  $15  million  per  year. 

19.  One  hundred-percent  dividends  received  deduction  for  members  of 
electing  affiliated  groups  (sec.  215  of  the  bill  and  sec.  21+8  of  the  code ) 

(a)  Present  law. — Present  law  in  general  provides  a  deduction  equal 
to  85  percent  of  the  dividends  received  by  one  corporation  from 
another  domestic  corporation.  This  has  the  effect  of  taxing  15  percent 
of  intercorporate  dividends  received.  With  the  present  52-percent  tax 
rate,  this  is  a  tax  of  7.8  percent  on  the  entire  dividend  (15  percent 
times  52  percent),  or  in  the  case  of  the  48-percent  rate  effective  under 
this  bill  for  corporations  in  1965  and  subsequent  years,  a  tax  on  the 
entire  dividend  of  7.2  percent.  . 

(b)  General  reasons  for  provision. — The  administration  in  its  initial 
recommendation  to  Congress  proposed  that  the  2-percent  penalty 
tax  on  consolidated  returns  be  repealed  that  controlled  groups  be 
limited  to  a  single  surtax  exemption,  and  also,  that  the  intercorporate 
dividends  received  deduction  be  increased  to  100  percent  in  the  case 
of  amounts  received  as  a  dividend  from  a  corporation  which  is  a  mem¬ 
ber  of  the  same  parent-subsidiary  affiliated  group.  In  this  regard, 
the  Secretary  of  the  Treasury  in  his  explanation  of  this  provision  to 
the  Ways  and  Means  Committee  stated: 

The  elimination  of  the  intercorporate  dividend  tax  in  this 
type  of  parent-subsidiary  relationship  would  extend  to  such 
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groups  one  of  the  tax  advantages  generally  now  available 
only  to  affiliated  groups  which  file  consolidated  returns. 

This  amendment  is  designed  to  facilitate  the  adjustment  to 
the  elimination  of  multiple  surtax  exemptions  in  cases  where 
the  affiliated  group  does  not,  or  cannot,  file  consolidated 
returns,  but  would  recognize  that  the  earnings  of  an  80-per- 
cent-owned  operating  subsidiary  are  more  directly  the  earn¬ 
ings  of  the  parent  than  is  the  case  where  one  corporation 
merely  derives  investment  income  from  an  unrelated  cor¬ 
poration. 

Your  committee  is  in  accord  with  this  recommendation  of  the  ad¬ 
ministration.  Your  committee  concluded  that  it  would  be  inequitable 
to  repeal  the  consolidated  return  2-percent  tax  without  also  providing 
a  100-percent  intercorporate  dividends  received  deduction  for  cor¬ 
porations  meeting  the  same  tests  of  common  ownership,  but  which 
for  one  reason  or  another  cannot,  or  do  not  want  to,  file  a  consolidated 
return  and  are  willing  to  forgo  multiple  surtax  exemptions.  Among 
the  principal  reasons  for  not  being  eligible  to  file  a  consolidated  return 
in  the  case  of  an  affiliated  group  is  the  need  for  different  members  of 
a  group  to  maintain  different  fiscal  years  due  to  variations  in  the 
natural  business  years  of  the  different  companies  involved.  Still  an¬ 
other  factor  accounting  for  some  corporations  in  an  affiliated  group 
not  filing  consolidated  returns  is  the  necessity  to  use  the  same  account¬ 
ing  method  (unless  the  Internal  Revenue  Service  specifically  permits  a 
variance)  although  there  may  be  valid  business  reasons  for  the  dif¬ 
ferent  accounting  methods  in  the  case  of  the  different  businesses. 
Another  reason  which  applies  in  the  case  of  life  insurance  companies 
is  that  under  present  law  such  companies  may  not  file  a  consolidated 
return  with  other  domestic  corporations  which  are  not  life  insurance 
companies.  Moreover,  still  other  corporations  are  hesitant  to  file 
consolidated  returns  because  of  the  sheer  complexity  of  the  consoli¬ 
dated  return  regulations. 

For  these  reasons,  your  committee  has  added  a  provision  granting 
a  100-percent  dividends-received  deduction  in  those  cases  where 
corporations  are  affiliated  but  they  do  not  file  a  consolidated  return. 
To  be ‘sure  that  no  special  advantage  was  given  these  corporations 
over  those  corporations  which  do  file  consolidated  returns,  your 
committee  has  reviewed  the  various  provisions  of  the  code  and  denied 
tax  benefits  in  those  cases  where  the  separate  corporations  received 
significant  advantages  over  a  consolidated  group.  Thus,  where  this 
100-percent  dividends-received  deduction  is  elected,  the  group  is  to 
have  only  one  $25,000  surtax  exemption  for  the  group,  the  election 
with  respect  to  foreign  tax  credits  or  deductions  must  be  the  same  for 
all  members  of  the  group,  only  one  $100,000  minimum  accumulated 
earnings  credit  is  to  be  allowed  in  determining  exemptions  from  the 
tax  on  unreasonable  accumulations,  only  one  $100,000  exemption  in 
computing  estimated  tax  subject  to  accelerated  payments  is  to  be 
allowed,  and  limitations  generally  applicable  to  a  single  corporation 
are  provided  in  the  case  of  exploration  expenditures. 

(c)  General  explanation  oj  provision. — A  100-percent  dividends- 
received  deduction  is  allowed  by  your  committee’s  amendment  when 
dividends  are  paid  by  a  domestic  corporation  but  only  where  the 
dividends  are  “qualifying  dividends.”  To  be  qualifying  dividends 
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they  must  be  received  from  a  corporation  which  is  a  member  of  the 
same  affiliated  group  of  corporations.  “Affiliated  groups  for  this 
purpose  is  defined  in  the  same  manner  as  an  affiliated  group  for  pur¬ 
poses  of  the  requirement  for  filing  a  consolidated  return  except  that  a 
domestic  insurance  company  (taxable  under  section  802  or  821)  is 
treated  as  an  includible  corporation.  For  the  dividends  to  be  quali¬ 
fying,  the  receiving  and  distributing  corporation  must  be  members  of 
the  same  affiliated  group  at  the  time  of  the  distribution  and  also  the 
dividends  must  be  distributed  out  of  earnings  and  profits  of  a  year 
ending  after  December  31,  1963,  when  on  each  day  of  which  the  two 
corporations  were  members  of  the  same  affiliated  group  and  were  not 
claiming  multiple  surtax  exemptions. 

The  determination  as  to  what  earnings  and  profits  a  dividend  is 
considered  as  being  distributed  out  of  will  be  made  under  the  rules 
applicable  elsewhere  in  the  code  for  this  purpose;  i.e.,  they  will  be 
considered  as  paid  first  out  of  the  current  year’s  earnings  and  profits 
and  then,  to  the  extent  of  any  excess,  out  of  the  prior  year’s  earnings 
and  profits,  then,  to  the  extent  of  any  excess,  out  of  the  second  prior 
year’s  earnings  and  profits,  etc.  In  addition,  the  dividends  must  be 
paid  at  a  time  when  the  distributing  and  receiving  corporations  are 
members  of  an  affiliated  group  which  has  elected  to  qualify  for  the 
100-percent  dividend-received  treatment  provided  by  the  new  section. 

An  election  must  be  made  by  the  parent  corporation  and  consented 
to  by  each  of  the  subsidiary  corporations.  The  election  is  effective 
for  the  taxable  year  of  the  subsidiaries  which  includes  the  last  day  of 
the  year  of  the  parent  with  respect  to  which  the  election  was  initially 
made.  In  addition,  the  election  applies  automatically  for  each 
succeeding  year  unless  the  election  is  specifically  terminated.  A 
special  rule  provides  that  with  respect  to  fiscal  years  beginning  in  1963 
and  ending  in  1964,  the  election  would  be  effective  as  long  as  the  last 
day  of  the  corporation’s  year  is  included  in  a  year  of  the  parent  for 
which  an  election  is  effective. 

An  election  may  be  terminated  by  an  affiliated  group  if  the  affiliated 
group  files  a  termination  of  the  election  and  each  member  of  the  group 
consents  to  this  termination.  In  addition,  the  election  may  be 
terminated  where  a  new  member  is  added  to  the  affiliated  group  and 
this  member  files  a  statement  to  the  effect  that  it  does  not  consent  to 
the  election. 

Where  an  affiliated  group  elects  the  100-percent  dividend  paid 
treatment,  the  members  of  the  group  must  forego  certain  advantages 
which  they  otherwise  would  have  as  separate  corporations.  These 
rights  are  withdrawn  since  they  are  not  available  to  a  group  filing  a 
consolidated  return,  where  the  tax  advantages  are  substantially 
similar  to  those  provided  in  the  case  of  the  100-percent  dividends 
received  deduction.  The  advantages  of  separate  treatment  which 
the  affiliated  group  must  forego  if  this  election  is  made  are  as  follows: 

1.  The  group  may  not  elect  to  receive  more  than  one  surtax 
exemption. 

2.  All  members  of  the  group  must  all  make  the  same  elections  with 
respect  to  foreign  taxes;  i.e.,  they  must  all  elect  either  to  claim  de¬ 
ductions  for  these  foreign  taxes  or  foreign  tax  credit;  and,  if  they  claim 
foreign  tax  credit,  they  must  all  either  elect  the  “per  country  limita¬ 
tion”  or  the  “overall  limitation”  in  computing  the  size  of  the  credits 
available.  They  will  each,  however,  continue  to  compute  their  own 
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foreign  tax  deduction  or  credit  in  the  same  manner  as  separate 
corporations. 

3.  In  determining  whether  or  not  the  various  corporations  in  the 
affiliated  group  are  subject  to  the  accumulated  earnings  tax  (imposed 
by  section  531),  only  one  $100,000  minimum  accumulated  earnings 
-credit  would  be  available  for  the  entire  group. 

4.  In  determining  the  tax  liability  of  the  group  which  will  be  subject 
to  estimated  tax  (i.e.,  acceleration  of  corporate  payments  so  that  the 
tax  is  paid  in  the  year  of  liability  rather  than  in  the  succeeding  year), 
only  one  exemption  of  $100,000  of  tax  liability  is  to  be  available  to  the 
entire  group  rather  than  to  each  member  of  the  group. 

5.  In  determining  the  maximum  amount  of  exploration  expendi¬ 
tures  with  respect  to  mineral  deposits  which  may  be  written  off  in  any 
one  year  or  treated  as  a  deferred  expense  the  group  of  affiliated  corpo¬ 
rations  making  this  election  is  to  be  eligible  to  write  off  one  $100,000 
in  any  one  year  with  a  total  of  $400,000  over  any  number  of  years. 

Except  for  the  $100,000  minimum  accumulated  earnings  credit,  it  is 
anticipated  that  the  members  of  the  affiliated  group  will  be  permitted 
to  apportion  the  $100,000  exemptions,  limitations,  or  the  $400,000 
limitation  in  any  manner  that  they  see  fit. 

Life  insurance  companies  and  mutual  casualty  insurance  companies 
may  not  file  a  consolidated  return  with  any  other  companies  except 
other  life  insurance  companies  of  the  same  type.  Under  your  com¬ 
mittee’s  amendment,  however,  dividends  from,  or  to,  such  insurance 
companies  are  eligible  for  the  100-percent  dividends  received  deduc¬ 
tion  if  the  entire  affiliated  group  of  which  the  insurance  company  is 
a  member  consents  to  the  tax  treatment  provided  by  this  section. 

(c)(i)  Effective  date. — This  100-percent  dividend  deduction  treat¬ 
ment  is  to  apply  with  respect  to  dividends  received  in  taxable  years 
ending  after  December  31,  1963. 

id)  Revenue  eifect. — It  is  anticipated  that  this  provision  will  result 
in  a  revenue  loss  of  approximately  $5  million  a  year. 

20.  Interest  on  loans  on  certain  insurance  and  annuity  contracts  (sec. 

216  oj  the  bill  and  sec.  26 J+  oj  the  code) 

(a)  Present  law. — Under  existing  law,  no  interest  deduction  is 
allowed  in  the  case  of  indebtedness  incurred  or  continued  to  purchase, 
or  carry,  a  single-premium  life  insurance,  endowment,  or  annuity 
contract.  In  addition,  if  substantially  all  the  premiums  on  a  contract 
are  paid  within  4  years  of  the  date  on  which  the  contract  was  pur¬ 
chased,  the  contract  is  treated  as  if  it  were  a  single-premium  contract 
for  purposes  of  this  provision.  Similarly,  where  a  purchaser 
borrows  an  amount  equal  to  a  substantial  portion  of  the  premium  pay¬ 
ments  on  a  contract,  but,  instead  of  purchasing  the  policy  outright, 
deposits  the  borrowed  funds  with  the  insurance  company  for  future 
payments  on  a  policy,  this  also  is  treated  as  if  it  were  a  single-premium 
contract  and  the  interest  deduction  on  the  indebtedness  relating  to  the 
contract  is  denied.  However,  under  present  law,  no  interest  deduc¬ 
tions  are  denied  where  the  taxpayer  purchases  an  insurance  contract 
with  the  intention  of  borrowing  the  maximum  amount  on  the  contract 
each  year,  unless  the  contract  falls  in  one  of  the  categories  described 
above. 

(b)  General  reasons  for  provision. — It  is  understood  that  life,  or 
other  insurance  policies  are  being  sold  to  individuals  on  the  basis  that 
they  cost  the  individual  little  or  nothing,  and  in  some  cases  on  the 
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grounds  that  they  actually  result  in  a  net  profit  for  him.  In  such 
cases,  the  taxpayer  each  year  borrows  all,  or  a  substantial  part,  of  the 
funds  necessary  to  pay  the  premium  on  the  policy.  If  he  is  in  a 
50-percent  (or  higher)  tax  bracket,  since  the  interest  payments  on 
such  loans  are  presently  deductible,  the  net  interest  cost  to  him  is 
one-half  or  less  of  the  interest  payments  he  makes.  The  annual 
increase  in  the  cash  value  of  the  insurance  policy  to  reflect  interest 
earnings,  which  generally  is  not  taxable  to  the  taxpayer  either  cur¬ 
rently  or  otherwise,  is  likely  to  equal  or  exceed  the  net  interest  charges 
the  taxpayer  pays.  Thus,  for  taxpayers  in  higher  brackets,  where 
the  annual  increment  in  the  value  of  the  policy,  apart  from  the 
premiums,  exceeds  the  net  interest  cost  of  the  borrowing,  such  policies 
can  actually  result  in  a  net  profit  for  those  insured.  Because  of  this, 
some  insurance  companies  have  sold  insurance  policies  under  plans 
which  provide  for  the  taxpayer  borrowing  the  premiums  either 
directly  from  the  insurer,  or  from  a  bank  or  otherwise,  primarily  on 
the  grounds  that  the  policies  are  tax-saving  devices.  Both  the  House 
and  your  committee  doubt  that  the  sale  of  insurance  on  such  a  basis 
is  either  desirable  or  fair  to  taxpayers  generally. 

However,  the  importance  of  being  able  to  borrow  on  insurance 
policies  is  recognized;  and,  therefore,  while  adopting  a  provision 
designed  at  minimizing  the  sale  of  insurance  as  a  tax-saving  device, 
the  House  and  your  committee  have  been  careful  in  this  provision  to 
provide  for  the  retention  of  rights  to  borrow  on  insurance  for  other 
than  tax-saving  purposes  without  the  loss  of  the  interest  deduction. 

One  of  the  Treasury’s  proposals  on  which  neither  the  House  nor 
your  committee  took  any  action  involves  the  tax  treatment  of  split- 
dollar  life  insurance  arrangements,  which  are  closely  related  to  this 
bank  loan  insurance  provision.  These  are  arrangements  entered  into 
jointly  by  an  employer  and  employee  under  which  part  of  the  pre¬ 
miums  on  a  life  insurance  policy  are  paid  by  each.  It  is  believed  that 
the  issues  involved  in  this  problem,  and  the  proper  solution,  including 
the  possibility  of  administrative  action,  are  in  need  of  further  study  by 
the  Treasury  Department. 

(c)  General  explanation  of  provision. — Both  the  House  and  your 
committee’s  bill  provide  that  interest  paid  on  indebtedness  incurred  or 
continued  to  pay  premiums  on  life  insurance  contracts,  endowment 
contracts,  or  an  annuity  is  not  to  be  deductible  if  the  individual  is 
following  a  plan  of  systematically  borrowing  amounts  equal  to  the  in¬ 
crease  in  the  cash  value  of  the  insurance  contract  to  pay  part  or  all  of 
the  premiums.  The  interest  deduction  is  to  be  denied  whether  the 
borrowing  is  direct  or  indirect;  that  is,  whether  it  is  from  the  insurance 
carrier,  from  a  bank,  or  from  any  other  person.  It  also  is  intended  to 
cover  cases  where  the  individual  borrows  on  other  property  or  on  his 
general  line  of  credit  to  pay  the  premiums.  This  provision  is  not  to 
apply  to  a  single-premium  contract  or  to  a  contract  treated  like  a 
single-premium  contract,  since  present  law  already  denies  a  deduction 
in  these  cases. 

In  effect,  where  the  taxpayer  systematically  borrows  the  increase 
in  the  cash  value  of  his  policy  he  is  converting  what  generally  is  a 
permanent  form  of  life  insurance  into  substantially  the  equivalent  of 
renewable  term  insurance.  In  this  case,  however,  he  retains  the 
right  to  restore  the  contract  to  permanent  insurance  as  of  the  original 
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age  at  which  he  took  out  the  contract  by  repaving  the  amount 
borrowed  from  the  insurance  company,  bank,  or  other  person. 

The  House  bill  would  apply  only  to  insurance  or  annuity  contracts 
purchased  after  August  6,  1963,  the  date  the  House  Committee  on 
Ways  and  Means  first  announced  its  action  on  this  matter.  Your 
committee  has  amended  the  provision  so  that  it  will  apply  only  to 
contracts  purchased  after  December  31,  1963,  to  bring  tnis  provision 
into  line  with  the  general  effective  dates  provided  in  this  bill  for  struc¬ 
tural  changes.  In  any  event,  both  the  House  provision  and  the  pro¬ 
vision  as  amended  by  your  committee  will  only  affect  contracts 
entered  into  after  the  specified  date  and  will  have  no  effect  on  con¬ 
tracts  entered  into  before  that  date  even  in  the  case  of  borrowings 
on  such  a  contract  in  the  future. 

( c)(i )  Exceptions. — Both  the  House  and  your  committee  desire  to 
be  sure  that  the  value  of  insurance  generally  would  not  be  decreased 
by  reducing  the  rights  of  the  individual  to  borrow  on  the  insurance, 
as  he  can  in  the  case  of  other  forms  of  assets.  For  this  reason,  a 
number  of  exceptions  to  the  general  rule  are  added  where,  even 
though  the  borrowing  may  take  the  form  of  a  systematic  plan,  never¬ 
theless  this  provision  is  not  to  apply.  These  exceptions  are  as  follows: 

1.  The  interest  deduction  is  to  be  allowed  if  there  is  no  borrowing 
with  respect  to  any  four  of  the  annual  premiums  payable  on  the  in¬ 
surance  or  annuity  contract  in  the  first  7  years  of  the  contract.  How¬ 
ever,  to  prevent  avoidance  of  this  provision  by  taking  out  a  contract 
with  very  low  premiums  for  the  first  4  years,  with  the  premiums  being 
substantially  greater  thereafter,  the  bill  contains  a  rule  relating  to 
situations  of  this  type.  It  is  provided  that  the  7-year  period  referred 
to  above  is  to  commence  again  at  any  time  there  is  a  substantial  in¬ 
crease  in  the  premiums  payable  under  the  insurance  or  annuity 
contract. 

2.  A  de  minimis  rule  is  to  apply.  Thus,  if  the  otherwise  non¬ 
deductible  interest  of  an  individual  with  respect  to  an  entire  taxable 
year  does  not  exceed  $100,  no  interest  deduction  will  be  denied. 

3.  In  any  event,  no  interest  deduction  will  be  denied  if  the  debt 
was  incurred  because  of  an  unforeseen  substantial  loss  of  income  or 
unforeseen  substantial  increase  in  financial  obligations.  Thus,  for 
example,  the  interest  deduction  would  not  be  denied  where  the  indi¬ 
vidual  systematically  borrowed  on  a  policy  previously  purchased 
because  he,  or  his  family,  incurred  large  unforeseen  medical  bills  or 
because  he  unexpectedly  lost  a  substantial  income  source. 

4.  The  interest  deduction  is  not  to  be  denied  where  the  indebtedness 
actually  is  to  finance  business  obligations,  rather  than  to  carry  insur¬ 
ance.  For  example,  an  individual  with  an  insurance  policy  would  not 
have  his  interest  deductions  denied  where  it  can  be  shown  that  the 

(amounts  borrowed  by  him  were  actually  used  to  finance  the  expansion 
of  inventory  or  for  other  similar  business  needs. 

(c)  (ii)  Effective  date. — This  provision  as  amended  by  your  committee 
applies  to  amounts  paid  in  taxable  years  beginning  after  December 
31,  1963,  but  with  respect  to  policies  purchased  after  December  31, 

1963.  .  .  .  ..  i  , 

( d )  Revenue  effect. — It  is  estimated  that  this  provision  will  result  in 
an  annual  revenue  gain  of  $5  million  in  1964  and  1965  and  $10  million 
when  the  provision  is  fully  effective. 
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21.  Interest  on  indebtedness  incurred  or  continued  to  'purchase  or  carry 
tax-exempt  bonds  (sec.  217  of  the  bill  and  sec.  265(2)  of  the  code) 

(a)  Present  law. — Under  present  law,  no  deduction  is  allowed  for 
interest  on  indebtedness  incurred  or  continued  to  purchase  or  carry 
obligations  the  interest  on  which  is  exempt  from  Federal  income  taxes. 
It  has  been  held  that  interest  paid  on  indebtedness  represented  by 
deposits  in  banks  engaged  in  the  general  banking  business  is  not  sub¬ 
ject  to  this  provision  since  this  indebtedness  is  not  considered  to  be 
“incurred  or  continued  to  purchase  or  carry’ ’  tax-exempt  obligations. 
This  position  which  has  been  a  long-standing  administrative  practice 
was  specified  by  ruling  in  1961  (Rev.  Rul.  61-222,  1961-2  CB58). 

(b)  General  reasons  for  provision. — A  witness  before  your  committee 
called  attention  to  the  fact  that  financial  institutions  which  are  subject 
to  the  banking  laws  of  a  State,  although  not  actually  banks  them¬ 
selves,  pay  interest  on  face  amount  certificates — a  way  by  which 
thousands  of  individuals  throughout  the  country  systematically 
invest  their  savings.  In  the  example  cited  to  your  committee,  a 
certificate  holder  pays  to  the  financial  institution  equal  monthly  pay¬ 
ments  for  20  years  and  at  the  end  of  that  time,  the  financial  institu¬ 
tion  pays  back  the  amount  of  the  investment  plus  interest  in  accord¬ 
ance  with  the  provisions  of  the  certificate.  The  funds  of  the  financial 
institution  in  this  case  are  subject  to  regulation  by  the  Investment 
Company  Act  which  permits  investment  of  the  funds  received  from 
the  certificate  holder  in  “qualified  investments.” 

Qualified  investments  for  this  purpose  include  real  estate  mortgages, 
certain  property  improvement  loans,  U.S.  Government  and  municipal 
bonds,  and  other  securities  meeting  certain  performance  standards. 
As  a  result,  part  of  the  financial  institution’s  funds  are  invested  in 
State  and  municipal  bonds,  the  interest  on  which  is  exempt  from 
Federal  income  tax. 

Your  committee  concluded  that  in  cases  of  this  type  the  relationship 
of  the  financial  institution  to  the  certificate  holder  is  sufficiently  close 
to  the  relationship  of  a  bank  to  its  depositors  as  to  permit  the  invest¬ 
ment  of  a  substantial  portion  of  the  funds  of  such  an  institution  in 
tax-exempt  State  and  municipal  bonds  without  this  resulting  in  the 
possible  denial  of  the  interest  deduction  with  respect  to  amounts  paid 
out  to  the  certificate  holders.  Your  committee  therefore  has  amended 
the  House  bill  to  provide  that  interest  deductions  are  not  to  be  denied 
in  the  case  of  these  types  of  financial  institutions  to  the  extent  they  in¬ 
vest  not  more  than  25  percent  of  their  assets  in  tax-exempt  obligations. 

Your  committee  intends  that  no  inference  be  drawn  from  the  fact 
that  it  has  provided  this  treatment  for  the  future  as  to  the  proper 
interpretation  of  the  applicable  law  with  respect  to  interest  deductions 
for  any  prior  year. 

(c)  General  explanation  of  provision. — Your  committee’s  amendment 
adds  a  sentence  to  the  provision  of  existing  law  which  denies  a  deduc¬ 
tion  for  interest  on  indebtedness  incurred  or  continued  to  purchase  or 
carry  obligations,  the  interest  on  which  is  wholly  exempt  from  Federal 
income  tax.  The  sentence  added  provides  that  financial  institutions 
which  are  subject  to  the  banking  laws  of  the  State  in  which  they  are 
incorporated  are  not  to  be  denied  interest  deductions  on  face  amount 
certificates  (as  defined  in  the  Investment  Company  Act  of  1940), 
or  on  amounts  received  for  the  purchase  of  these  certificates,  on  the 
grounds  that  this  interest  is  on  indebtedness  incurred  or  continued  to 
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purchase  or  carry  tax-exempt  obligations.  However,  interest  on  these 
face-amount  certificates  is  to  be  so  treated  only  to  the  extent  that  the 
average  amount  of  tax  investments  of  the  institution  in  the  tax- 
exempt  obligations  do  not  comprise  more  than  25  percent  of  the 
average  of  the  total  assets  of  the  institution.  “Total  assets”  for  this 
purpose  means  gross  assets  (taken  at  cost)  less  all  of  the  liabilities 
other  than  the  liability  on  the  face-amount  certificates. 

(c)  ( i )  Effective  date. — This  provision  applies  with  respect  to  taxable 
years  ending  after  the  date  of  enactment  of  this  bill. 

(d)  Revenue  effect. — It  is  expected  that  this  provision  will  result  in 
a  negligible  revenue  loss. 

22.  Repeal  of  requirement  of  allocation  of  certain  traveling  expenses 
(sec.  218  of  the  hill  and  sec.  274(c)  of  the  code) 

(a)  Present  law. — In  the  Revenue  Act  of  1962,  Congress  provided 
that  where  a  person  takes  a  business  trip  and  this  is  combined  with 
recreational  or  other  personal  activities,  the  cost  of  this  trip  in  certain 
cases  must  be  allocated  between  the  business  and  personal  activity, 
the  former,  but  not  the  latter,  being  deductible  for  income  tax  pur¬ 
poses. 

Exceptions  in  the  statute  provide  that  this  allocation  is  not  to  be 
required  where  the  trip  does  not  take  more  than  a  week  or  where  the 
time  spent  on  the  personal  activities  represents  less  than  a  quarter 
of  the  time  away  from  home  on  the  trip.  In  these  cases,  the  entire 
expenses  of  travel,  and  meals  and  lodging  while  in  travel  status,  are 
deductible  as  under  prior  law,  where  the  taxpayer  can  establish  that 
the  trip  is  related  primarily  to  business.  Under  the  authority  pro¬ 
vided  for  prescribing,  under  regulation  by  the  Secretary  or  his  delegate, 
the  amount  of  activity  allocable  to  the  trade  or  business,  the  Treasury 
Department  has  held  that  if  the  travel  expense  qualifies  as  an  ordinary 
and  necessary  business  expense,  none  of  it  will  be  disallowed  (1)  if 
the  taxpayer  does  not  have  substantial  control  over  arranging  the 
business  trip  or  (2)  if  he  does  not  have  the  obtaining  of  a  personal 
vacation  as  a  major  consideration  in  determining  whether  to  make 
the  trip.1  The  Internal  Revenue  Service  has  held  that  an  employee 
who  is  reimbursed  by  his  employer  for  his  travel  expenses  is  considered 
not  to  have  substantial  control  over  arranging  the  business  trip 
providing  he  is  not  a  managing  executive  of,  or  closely  related  to, 
his  employer.  Even  a  managing  executive,  or  an  individual  who 
is  closely  related  to  his  employer,  is  not  affected  if  he  can  establish 
that  he  did  not  have  substantial  control  over  arranging  the  particular 
trip.2  It  is  also  indicated  that  mere  control  over  the  timing  of  a 
business  trip  will  not  itself  represent  substantial  control.3  Even  where 
the  person  has  substantial  control  over  arranging  the  business-vacation 
trip,  the  Service  has  indicated  that  it  will  not  be  held  to  be  partially 
allocable  to  nonbusiness  activity  unless  obtaining  a  personal  vacation 
or  holiday  was  a  major  consideration  in  making  the  trip.4  The  Service 
has  also  indicated  that  if  a  major  consideration  in  making  the  business 
trip  is  to  visit  a  hospitalized  relative,  this  will  not  result  in  any  alloca¬ 
tion  of  the  travel  expense  for  personal  reasons.  On  the  other  hand, 
of  course,  if  the  primary  purpose  of  the  trip  is  to  visit  an  ill  relative 

1  U.S.  Treasury  Department,  Internal  Revenue  Service,  “Questions'  and  Answers  for  the  Businessman 
Travel,  Entertainment  and  Gift  Expenses,”  Document  No.  5495  (7-30-63),  question  No.  69. 

J  Op.  cit.,  question  No.  71. 

a  Op.  cit.,  question  No.  73. 

4  Op.  cit.,  question  No.  75. 
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for  personal  reasons,  no  deduction  would  be  allowable  for  travel 
expense  as  under  prior  law.6 

(6)  General  reasons  jor  the  provision. — There  is  at  the  present  time 
a  great  deal  of  confusion  as  to  the  area  of  application  of  this  provision 
and  the  rules  developed  by  the  Internal  Revenue  Service  with  respect 
to  this  provision  are  little  understood  by  the  general  public.  It  is 
recognized  that  the  Internal  Revenue  Service  in  its  interpretation  of 
this  provision  has  attempted  to  remove  the  harsher  aspects  in  its 
application.  However,  this  also  has  had  the  unfortunate  effect  of 
complicating  the  provision  to  such  a  degree  that  it  is  not  generally 
understood  by  the  traveling  public.  Moreover,  the  area  of  application 
of  the  provision  is  so  restricted,  since  it  applies  only  to  self-employed 
persons  and  to  employees  who  are  managing  executives  or  relatea  to 
employer,  and  in  many  cases  not  to  them,  that  your  committee  con¬ 
cluded  that  the  provision  in  its  present  form  served  little  purpose. 
In  view  of  these  considerations  your  committee  has  added  a  section 
to  the  bill  repealing  this  travel  allocation  rule  retroactively  to  the  date 
of  its  enactment  in  the  Revenue  Act  of  1962. 

(c)  General  explanation  oj  provision. — The  section  added  by  your 
committee  repeals  the  subsection  adopted  in  1962  which  required  a 
person  taking  a  business  trip,  which  was  also  combined  with  recrea¬ 
tional  or  other  personal  activities,  to  allocate  the  cost  of  the  trip 
between  the  business  and  personal  activities,  deducting  the  former  and 
not  the  latter.  This  allocation  was  not  required  where  the  trip  does 
not  take  more  than  a  week  or  where  the  time  spent  on  personal  activity 
represents  less  than  a  quarter  of  the  time  away  from  home  on  the 
trip. 

(c) (i)  Effective  date. — This  provision  is  repealed  as  of  the  date  of 
its  enactment;  namely,  for  periods  after  December  31,  1962. 

(d)  Revenue  effect. — It  is  estimated  that  the  repeal  of  this  provision 
will  result  in  a  revenue  loss  of  $5  million  a  year. 

23.  Acquisition  of  stock  in  exchange  for  stock  of  corporation  which  is  in 
control  of  acquiring  corporation  (sec.  219  of  the  bill  and  sec.  868  of 
the  code) 

(a)  Present  law. — Under  present  law,  a  subsidiary  corporation  can 
acquire  the  assets  of  another  corporation  in  exchange  for  its  parent 
company’s  stock.  This  is  a  tax-free  reorganization  (under  sec. 
368(a) (1)(C)).  In  addition,  following  this  tax-free  reorganization 
the  acquired  assets  can  be  transferred  to  a  subsidiary  corporation 
without  affecting  the  tax-free  nature  of  the  reorganization. 

Under  present  law.  it  is  not  possible,  however,  for  a  subsidiary 
corporation  to  acquire  tax  free  the  stock  of  another  corporation  in 
exchange  for  the  stock  of  its  parent  corporation.  In  such  a  case,  for 
the  reorganization  to  be  tax  free,  present  law  requires  that  the  sub¬ 
sidiary  corporation  transfer  its  own  stock  in  exchange  for  the  stock  of 
the  other  corporation,  rather  than  the  stock  of  its  parent. 

(b)  General  reasons  for  provision. — The  Supreme  Court  in  Groman  v. 
Helvering  (302  U.S.  82)  and  Helvering  v.  Bashford  (302  U.S.  454), 
found  that  exchanges  in  which  the  parent  corporation  transferred 
stock  while  its  subsidiary  corporation  received  stock  or  the  assets  of 
another  corporation  did  not  qualify  as  tax-free  reorganizations  because 
the  required  “continuity  of  interest”  was  lacking. 

*  Op.  cit.,  question  No.  76. 
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In  the  1954  code,  in  order  to  avoid  the  results  of  the  Groman  and 
Bashford  decisions,  the  law  was  amended  to  provide  that  the  sub¬ 
sidiary  corporation  could  acquire  the  assets  of  another  corporation  in 
exchange  for  its  parent  corporation's  stock  (in  tax-free  reorganization 
under  sec.  368(a)(1)(C)).  The  1954  code  also  provided  that  following 
this  reorganization,  the  acquired  assets  could  be  transferred  to  a  sub¬ 
sidiary  corporation  without  destroying  the  tax-free  status  of  the 
reorganization. 

Thus,  the  1954  code  permits  tax-free  reorganizations  in  the  case  of 
the  exchange  of  the  parent's  stock  for  the  assets  of  a  corporation 
acquired  by  the  subsidiary.  However,  a  similar  result  is  denied  where 
the  subsidiary  acquires  the  stock  of  the  other  corporation  in  exchange 
for  the  stock  of  its  parent  corporation.  Since  Congress  has  considered 
the  “continuity  of  interest” 'rule  satisfied  in  the  case  of  asset  acqui¬ 
sitions,  there  seems  to  be  no  reason  for  not  applying  the  same  rule  to 
stock  acquisitions,  since  there  is  little  in  substance  to  distinguish  an 
asset  acquisition  from  a  stock  acquisition. 

As  a  result,  your  committee  has  concluded  that  it  is  desirable  to 
treat  these  two  types  of  acquisitions  in  the  same  manner.  For  that 
reason,  it  has  provided  tax-free  status  for  the  stock-for-stock  reorgani¬ 
zation  in  the  same  manner  that  present  law  provides  a  tax-free  status 
for  stock-f or- assets  reorganizations. 

(c)  General  explanation  of  provision. — This  provision  amends  the 
definition  of  a  stock-for-stock  reorganization  (known  as  a  (B)  reorgani¬ 
zation)  to  qualify  as  a  tax-free  reorganization  a  transaction  in  which  a 
subsidiary  corporation  acquires  the  stock  of  another  corporation  (and 
after  that  is  in  control  of  the  corporation)  in  exchange  solely  for  the 
voting  stock  of  its  parent  corporation.  Present  law  is  also  amended  to 
permit  the  subsidiary  corporation  acquiring  the  stock  of  another 
corporation  in  the  “(B)  reorganization”  to  transfer  all  or  part  of  this 
stock  to  another  corporation  which  it  controls.  In  addition,  conform¬ 
ing  changes  have  been  made  to  the  definition  of  the  term  “party  to  the 
reorganization”. 

(c) (i)  Effective  date. — The  amendment  made  by  this  provision 
applies  with  respect  to  transactions  after  December  31,  1963. 

(d)  Revenue  effect. — This  amendment  is  expected  to  result  in  a^ 
negligible  loss  in  revenue. 

24 .  Retroactive  qualification  of  certain  union  negotiated  multiemployer 
pension  plans  (sec.  220  of  the  bill  and  sec.  4Q1 M  °f  the  code) 

(a)  Present  law. — Under  present  law,  a  pension  trust  is  qualified  for 
income  tax  exemption  only  if  it  meets  certain  requirements  relating 
to  coverage  of  employees  and  nondiscrimination  of  contributions  or 
benefits.  Where  the  pension  trust  is  properly  qualified,  not  only  is  it 
exempt  from  Federal  taxation  with  respect  to  its  income,  but  contri¬ 
butions  paid  to  it  by  an  employer  on  behalf  of  his  employees  are 
deductible  for  Federal  income  tax  purposes.  Thus,  it  is  of  great 
importance  for  a  pension  trust  to  meet  the  requirements  of  the  In¬ 
ternal  Revenue  Code  and  thereby  become  a  qualified  trust. 

(b)  General  reasons  for  provision. — On  several  occasions  in  recent 
years  bills  have  been  presented  to  Congress  and  enacted  into  law 
providing  for  the  retroactive  qualification  of  specific  pension  trusts 
which  could  not  initially  qualify  for  exemption  but  after  a  period  of 
time  were  able  to  do  so.  An  example  of  this  is  the  pension  plan  of 
local  union  No.  435,  International  Hod  Carriers  Building  and  Com- 
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mon  Laborers’  Union  of  America  which  was  retroactively  made  a 
qualified  trust  by  Congress  in  section  25  of  the  Revenue  Act  of  1962. 

These  plans  are  multi  employer  pension  plans  established  under  co- 
lective  bargaining  agreements  between  a  union  and  several  employers. 
The  regulations  under  present  law  (Regulations  sec.  1.401-1  (a)  (2)) 
require  that  a  “definite  written  program  and  arrangement”  be  com¬ 
municated  to  the  employees.  This  requirement  cannot  be  met  with¬ 
out  delay  in  many  cases  of  these  multiemployer  pension  funds.  How¬ 
ever,  the  employers  are  required  by  the  collective  bargaining  agree¬ 
ment  entered  into  to  begin  making  contributions  under  a  general 
formula  when  the  agreement  is  signed.  However,  to  determine  a 
schedule  of  benefits  under  one  of  these  plans,  frequently  a  complex 
actuarial  study  must  be  made,  including  a  census  of  the  employees  of 
all  of  the  participating  employers.  This  requires  a  substantial  period 
of  time  and  during  this  period  there  can  be  no  “definite  written  pro¬ 
gram.”  Therefore,  there  cannot  be  a  qualified  plan  during  this  period 
and  the  contributions  required  under  the  union  agreement,  where 
they  are  not  vested,  cannot  be  deducted  by  the  employers. 

Because  of  the  severe  consequences  of  the  failure  to  qualify  for 
deductions  during  this  period,  Congress  has  from  time  to  time  pro¬ 
vided  retroactive  qualification  of  plans  where  they  subsequently 
become  qualified  and  where  the  pension  trust  in  the  meanwhile  was 
not  operated  in  a  manner  which  jeopardized  the  interests  of  its  bene¬ 
ficiaries.  To  make  it  unnecessary  to  consider  each  one  of  these  plans 
separately  for  retroactive  qualification,  the  Treasury  Department  has 
recommended  to  Congress  that  it  be  given  general  authority  to 
qualify  these  plans  retroactively  to  the  date  of  their  creation  where 
certain  tests  are  met:  The  plans  subsequently  must  become  qualified 
and  in  the  interval  the  trust  must  have  been  operated  in  a  manner 
which  substantially  meets  the  tests  under  which  the  plan  subsequently 
qualifies  and  the  interests  of  the  beneficiaries  during  this  period  must 
not  in  any  way  have  been  jeopardized.  Your  committee  is  in  accord 
with  the  Treasury  Department’s  recommendation  and,  therefore, 
has  added  a  new  section  to  this  bill  to  provide  retroactive  qualification 
for  these  plans  in  such  cases. 

(c)  General  explanation  of  provision. — Your  committee’s  amend¬ 
ments  provide  that  a  trust  which  is  a  part  of  a  pension  plan  which 
the  Secretary  has  found  to  be  a  “qualified  trust”  and  one  which  is 
itself  exempt  from  taxation  is  to  be  considered  as  a  trust  which  was  a 
“qualified  trust”  and  as  one  which  was  exempt  from  taxation  from  the 
period  beginning  with  the  date  when  contributions  were  first  made  to 
the  trust  rather  than  beginning  with  the  date  that  the  trust  otherwise 
first  constituted  a  “qualified  trust”. 

For  this  retroactive  qualification  to  be  made  available  to  a  pension 
trust,  it  must  be  established  to  the  satisfaction  of  the  Secretary  of  the 
Treasury  or  his  delegate  that  three  conditions  have  been  met.  First, 
he  must  be  satisfied  that  the  trust  was  created  under  a  collective 
bargaining  agreement  with  two  or  more  employers  who  are  not  related. 
This  provision  is  made  available  only  in  the  case  of  multiemployer 
plans  because  it  is  believed  that  only  these  plans  involve  the  sub¬ 
stantial  delay  after  the  bargaining  agreement  before  it  is  possible  to 
determine  the  schedule  of  benefits  for  the  employees.  Moreover, 
present  law  already  provides  that  single  employer  plans  may  be 
retroactively  qualified  to  the  beginning  of  a  year  if  the  qualifications 
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are  fully  met  by  the  15th  day  of  the  third  month  following  the  close 
of  a  year. 

Second,  it  must  be  shown  to  the  satisfaction  of  the  Secretary  or  his 
delegate  that  the  disbursements  made  from  the  trust  prior  to  actual 
qualification  substantially  meet  the  tests  under  which  the  pension 
plan  subsequently  qualifies.  Minor  variations,  not  basically  dis¬ 
criminatory  in  character,  for  this  purpose  may  be  ignored. 

Third,  the  Secretary  or  his  delegate  must  be  satisfied  that  prior 
to  the  time  the  trust  constituted  a  qualified  plan  the  contributions 
made  to  this  trust  were  not  used  in  a  manner  which  would  jeopardize 
the  interests  of  the  beneficiaries. 

These  are  essentially  the  same  conditions  which  previously,  when 
plans  were  considered  on  an  individual  basis,  Congress  has  required 
to  be  met  before  retroactive  approval  was  accorded  these  plans. 

(c) (i)  Effective  date. — This  provision  is  to  apply  retroactively  back 
to  what  was  the  general  effective  date  of  the  Internal  Revenue  Code 
of  1954;  namely,  taxable  years  beginning  after  December  31,  1953, 
and  ending  after  August  16,  1954,  but  only  with  respect  to  contribu¬ 
tions  made  after  December  31,  1954. 

(d)  Revenue  effect. — It  is  believed  that  this  provision  will  result  in 
a  negligible  loss  of  revenue. 

25.  Qualified  pension,  etc.,  plan  coverage  for  employees  of  foreign  sub¬ 
sidiaries  and  domestic  subsidiaries  operating  abroad  {sec.  221  of 
the  bill  and  secs.  406  and  407  of  the  code ) 

(a)  Present  law. — Under  present  law,  a  domestic  corporation  may 
extend  old-age  and  survivors  insurance  coverage  to  U.S.  citizens  em¬ 
ployed  by  its  foreign  subsidiaries.  This  social  security  coverage  can 
be  provided  by  agreements  between  the  parent  company  and  the 
Secretary  of  the  Treasury  or  his  delegate.  This  coverage  is  available 
only  to  U.S.  citizens  employed  by  foreign  subsidiaries  in  which  the 
domestic  corporation  has  at  least  a  20-percent  voting  stock  interest 
or  a  foreign  subsidiary  of  such  a  foreign  subsidiary  if  the  first  subsidiary 
has  at  least  a  50-percent  voting  stock  interest  in  the  second.  Of 
course,  U.S.  citizens  in  a  domestic  corporation,  even  though  that 
domestic  corporation  is  operating  abroad,  also  are  covered  under 
present  law  for  social  security  purposes. 

There  is  no  method  comparable  to  the  social  security  agreement 
referred  to  above  for  covering  under  a  domestic  corporation’s  qualified 
pension  profit-sharing  stock  bonus,  annuity,  or  bond  purchase  plan 
the  U.S.  citizens  who  are  employees  of  its  foreign  subsidiaries.  If  a 
U.S.  citizen  becomes  an  employee  of  the  foreign  subsidiary,  he  is  no 
longer  eligible  to  participate  in  the  pension  or  profit-sharing  plan  of  the 
domestic  parent  corporation.  Moreover,  the  foreign  subsidiary 
corporation  cannot  establish  a  similar  pension,  etc.,  plan  and  obtain 
qualifications  from  the  Internal  Revenue  Service  unless  it  includes  in 
this  plan  the  foreign  nationals  on  its  payroll  on  a  nondiscriminatory 
basis.  Where  the  plan  is  not  qualified,  the  U.S.  citizens  of  such  a 
foreign  subsidiary  under  present  law  would  be  currently  taxable  on  any 
contributions  made  by  the  foreign  subsidiary  to  a  pension  or  profit- 
sharing  plan  to  which  they  had  nonforfeitable  rights. 

Similarly,  it  has  been  held  by  some  Internal  Revenue  offices  that 
a  domestic  corporation  operating  abroad  through  branches  cannot 
obtain  qualified  status  plans  which  provide  coverage  for  U.S.  citizens 
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who  are  employees  of  the  domestic  corporation,  unless  it  also  provides 
nondiscriminatory  coverage  for  the  foreign  employees  on  its  payroll. 

(6)  General  rextsohs  jor  provision. — Your  committee  believes  that 
it  should  be  possible  to  cover  under  qualified  plans  U.S.  citizens  who 
are  employees  of  foreign  subsidiaries  in  substantially  the  same  manner 
as  it  is  possible  to  cover  them  by  agreement  under  present  law  for 
social  security  purposes.  It  is  believed  that  it  should  be  possible  to 
cover  the  U.S.  citizens  under  a  qualified  plan  for  U.S.  tax  purposes 
without  also  covering  the  foreign  nationals  of  the  foreign  subsidiary 
under  such  a  plan.  The  foreign  nationals  usually  are  interested  in 
different  patterns  of  retirement  benefits  depending  upon  their  own  local 
custom;  on  the  other  hand,  the  U.S.  citizen  employed  by  the  foreign 
subsidiary  has  close  economic  and  personal  ties  with  the  United  States, 
expects  to  return  home,  and  may  well  wish  to  continue  coverage  under 
a  qualified  plan  of  the  domestic  parent  corporation  under  which  he  was 
covered  before  becoming  an  employee  of  the  foreign  subsidiary. 

The  problem  is  substantially  similar  in  the  case  of  U.S.  citizens 
employed  abroad  by  foreign  branches  of  domestic  subsidiaries.  They 
are  covered  for  social  security  purposes  and  should  in  your  committee's 
view  have  an  opportunity  to  be  covered  under  qualified  plans  in  the 
same  way  as  is  proposed  in  the  case  of  employees  of  foreign  subsidiaries 
of  domestic  corporations. 

(c)  General  explanation. — For  the  reasons  given  above,  your  com¬ 
mittee  has  added  an  amendment  to  the  House  bill  providing  that 
U.S.  citizens  who  are  employees  of  foreign  subsidiaries  of  a  domestic 
corporation  may  under  certain  circumstances  be  included  for  coverage 
under  a  qualified  pension  or  annuity  plan  or  profit-sharing  or  stock 
bonus  or  bond-purchase  plan  or  stock  bonus  plan  of  the  domestic 
corporation.  Thus,  contributions  made  to  such  a  plan  for  the  U.S. 
citizens  employed  abroad  by  the  domestic  corporation  will  not  be 
taxable  to  the  employee  at  the  time  of  contribution  even  though  his 
rights  in  the  contribution  are  nonforfeitable  and  the  qualified  status  of 
the  plan  will  not  be  disturbed. 

To  qualify  for  this  treatment,  the  individual  involved  must  be  a 
citizen  of  the  United  States  and  an  employee  of  a  foreign  subsidiary 
of  a  domestic  corporation.  The  domestic  corporation  in  this  case 
must  have 'entered  into  an  agreement  with  the  Treasury  Department 
to  cover  for  social  security  purposes  the  U.S.  citizens  who  are  em¬ 
ployees  of  the  foreign  corporation  involved,  and  the  pension,  profit- 
sharing  or  stock  bonus  plan  of  the  domestic  corporation  must  provide 
coverage  for  employees  of  all  of  its  foreign  subsidiaries  with  which  it 
has  entered  into  an  agreement  to  provide  social  security  coverage. 
In  addition  the  individual  involved  must  not  be  covered  under  any 
other  employer's  funded  plan  of  deferred  compensation  such  as  a 
pension  or  profit-sharing  or  stock  bonus  plan  (qualified  or  not)  with 
respect  to  the  compensation  he  receives  from  the  foreign  subsidiary. 
A  foreign  subsidiary  for  this  purpose  is  defined  in  the  same  manner 
as  is  provided  for  in  the  case  of  social  security  coverage  of  U.S.  citizens 
who  are  employees  of  a  foreign  subsidiary.  Thus,  the  parent  corpora¬ 
tion  must  have  a  20-percent  voting  stock  interest  in  the  foreign 
subsidiary.  Also  covered  are  subsidiaries  of  such  a  foreign  subsidiary 
where  the  first  foreign  subsidiary  has  at  least  a  50-percent  voting 
stock  interest  in  the  second. 

Your  committee’s  amendment  also  provides  that  employees  of  a 
domestic  subsidiary  of  a  domestic  parent  corporation  may  be  covered 
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under  the  domestic  parent  corporation’s  pension  or  annuity  plan, 
profit-sharing  plan,  stock  bonus  or  bond-purchase  plan  where  the 
individual  involved  is  a  U.S.  citizen  and  the  domestic  subsidiary’s 
operation  is  largely  through  foreign  branches.  Here,  of  course,  cover¬ 
age  for  social  security  purposes  is  automatically  provided  since  the 
subsidiary  corporation  involved  is  a  domestic  corporation.  In  other 
respects,  however,  the  conditions  which  must  be  met  are  substantially 
the  same  as  those  specified  above  in  the  case  of  the  foreign  subsidiary. 
Thus,  the  pension  or  profit-sharing  plan  of  the  domestic  parent  cor¬ 
poration  must  provide  for  coverage  for  employees  of  all  domestic 
subsidiaries  (meeting  the  definition  specified  below)  who  are  citizens 
of  the  United  States.  Also  the  compensation  paid  by  the  domestic 
subsidiary  operating  abroad  to  the  employee  must  not  be  covered 
under  any  other  funded  pension,  profit-sharing  or  other  type  of  plan 
of  deferred  compensation. 

The  definition  of  a  domestic  subsidiary  whose  operations  are  largely 
foreign  approximates  the  requirements  under  present  law  specified 
with  respect  to  Western  Hemisphere  trade  corporations  except  that 
there  is  no  geographical  limitation  to  the  Western  Hemisphere. 
Thus,  95  percent  or  more  of  its  gross  income  for  the  taxable  year  and 
2  prior  years  must  be  derived  from  sources  without  the  United  States 
and  90  percent  or  more  of  its  gross  income  for  this  same  period  must 
be  derived  from  the  active  conduct  of  a  trade  or  business.  In  addi¬ 
tion,  its  voting  stock  must  be  held  to  the  extent  of  80  percent  or  more 
by  the  domestic  parent  corporation  (as  contrasted  to  the  20-percent 
requirement  in  the  case  of  the  foreign  subsidiary) . 

Although  the  U.S.  citizen  who  is  an  employee  of  either  the  foreign 
subsidiary  or  the  domestic  subsidiaries  operating  abroad  is  to  receive 
the  benefit  of  tax  postponement  with  respect  to  contributions  made 
by  the  domestic  parent  corporation  to  the  qualified  pension  or  profit- 
sharing  plan,  the  domestic  parent  corporation  is  not  to  receive  a 
deduction  for  its  contribution  to  the  plan  since  this  is  compensation 
provided  with  respect  to  an  employee  of  its  subsidiary.  Generally, 
the  domestic  parent  corporation,  to  the  extent  of  these  contributions, 
will  be  treated  as  having  made  a  contribution  of  capital  to  its  foreign 
subsidiary  or  domestic  subsidiary  operating  abroad.  Then  this 
amount  will  be  treated  as  a  deduction  to  the  subsidiary  (to  the  extent 
it  is  subject  to  U.S.  tax).  In  any  event,  this  amount  will  decrease 
the  earnings  and  profits  account  of  the  subsidiary. 

Although  the  deduction  in  this  case  is  denied  the  domestic  parent 
corporation  for  purposes  of  all  other  tests  as  to  the  status  of  the 
pension  or  profit-sharing  fund,  including  funding  for  back  years  as  to 
which  no  benefits  were  provided  under  any  funded  plan  of  deferred 
compensation,  the  contribution  to  the  plan  with  respect  to  these  U.S. 
citizens  employed  abroad  will  be  treated  in  the  same  manner  as  other 
contributions  to  the  fund  by  the  domestic  parent  corporation.  The 
individual  involved  will  also  be  treated  as  if  he  were  an  employee  of 
the  domestic  parent  corporation  for  purposes  of  the  annuity  provisions 
of  the  code  (sec.  72  (d),  (f)),  the  section  providing  up  to  $5,000  of  tax- 
free  benefits  upon  an  employee’s  death  (sec.  101(b))  and  for  purposes 
of  the  treatment  of  annuities  received  under  qualified  plans  for 
purposes  of  the  estate  and  gift  taxes  (secs.  2039  and  2517). 

In  testing  to  be  sure  that  a  plan  is  not  discriminatory,  officers, 
shareholders,  supervisory  personnel,  etc.,  of  the  subsidiary  will  be 


2589 


88 


REVENUE  ACT  OF  1964 


treated  as  if  they  had  the  same  status  with  respect  to  the  domestic 
corporation,  and  the  determination  as  to  whether  an  individual  is 
highly  compensated  or  not  will  be  made  on  the  basis  of  what  the 
individual’s  status  would  be  if  he  were  an  employee  of  the  domestic 
parent  corporation.  Similarly,  what  is  treated  as  compensation  to 
the  employee  for  purposes  of  a  qualified  plan  is  to  be  determined  on 
the  basis  of  his  compensation  received  from  the  foreign  or  domestic 
subsidiary  corporation.  If  part  of  this  compensation  is  received  in 
foreign  currency,  this  compensation  will  be  valued  under  existing  law 
for  purposes  of  this  provision. 

( c) (i )  Effective  date. — The  general  effective  date  for  these  provisions 
is  to  be  taxable  years  ending  after  December  31,  1963. 

(d)  Revenue  effect. — It  is  expected  that  this  provision  will  result  in  a 
negligible  loss  of  revenue. 

26.  Employee  stock  options  and  purchase  plans  {sec.  222  oj  the  bill  and 
secs.  421-^25  oj  the  code) 

(а)  Present  law. — Under  present  law,  no  income  tax  is  imposed  in 
the  case  of  employee  restricted  stock  options,  either  when  the  option 
is  granted  or  at  the  time  it  is  exercised.  Instead,  tax  generally  is 
imposed  at  the  time  the  stock  involved  is  sold  by  the  employee.  In 
the  case  of  those  stock  options  where  the  option  price  is  at  least  95 
percent  of  the  market  price  of  the  stock  at  the  time  the  option  is 
granted,  the  entire  amount  of  any  gain  realized  by  the  employee  at 
the  time  he  sells  the  stock  is  treated  as  capital  gain.  Where  the  stock 
option  price  is  between  85  and  95  percent  of  the  market  price  at  the 
time  the  option  is  granted,  the  difference  between  the  option  price 
and  the  market  value  of  stock  at  the  time  of  the  grant  of  the  option 
is  treated  as  ordinary  income.  However,  this  ordinary  income  is  not 
realized  for  tax  purposes  until  the  employee  sells  the  stock.1  Any 
additional  gain  at  the  time  the  stock  is  sold  in  such  cases  is  treated  as 
capital  gain.  In  the  case  of  these  restricted  stock  options,  employers 
are  not  allowed  any  deduction  for  the  amount  of  the  gain  realized  by 
the  employee,  whether  this  gain  is  treated  as  capital  gain  or  ordinary 
income. 

For  a  stock  option  to  be  classified  as  a  restricted  stock  option  and 
be  eligible  for  the  treatment  outlined  above,  the  option  price  must  be 
at  least  85  percent  of  the  market  price  of  the  stock  at  the  time  the 
option  was  granted,  the  stock  and/or  the  option  must  be  held  by  the 
employee  for  at  least  2  years  after  the  date  of  the  granting  of  the 
option  and  the  stock  held  for  at  least  6  months  after  it  is  transferred  to 
him,  the  option  must  not  be  transferable  other  than  at  death,  the 
individual  may  not  be  a  10-percent  shareholder  in  the  corporation 
(unless  the  option  price  is  at  least  110  percent  of  the  fair  market  value) 
and  the  option  must  not  be  for  a  period  of  more  than  10  years. 

(б)  General  reasons  jor  provisions. — The  administration  recom¬ 
mended  the  repeal  of  the  stock  option  provision  altogether.  This 
recommendation  was  made  on  the  grounds  that  stock  options  were 
compensatory  in  nature  and,  therefore,  should  be  treated  in  the  same 
manner  as  wages  and  salaries.  It  was  suggested  that  with  the  lower 
tax  rates  provided  by  this  bill,  compensation  received  in  this  manner 
no  longer  required  special  treatment. 

1  If  the  gain  is  less  than  the  spread  between  the  option  price  and  the  fair  market  value  at  the  time  the 
option  is  granted,  this  lesser  amount  is  taxed  as  ordinary  income. 
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The  House,  however,  decided  to  continue  the  stock  option  pro¬ 
vision  because  it  believed  that  it  is  good  for  the  economy  for  man¬ 
agement  of  various  businesses  to  have  a  stake  in  their  successful 
operation.  The  House  believed  that  this  provides  important  incen¬ 
tives  to  expand  and  improve  the  profit  positions  of  the  companies 
involved.  It  was  suggested  that  this  is  not  only  good  for  the  specific 
business  involved,  but  also  for  the  economy  as  a  whole.  Despite  the 
fact  that  the  House  continued  the  stock  option  provision,  however, 
it  was  recognized  that  there  are  abuse  situations  in  the  present  pro¬ 
visions  which  need  correcting.  The  House  bill  was  directed  toward 
such  corrections.  Your  committee  is  in  accord  with  this  position  and 
has,  therefore,  with  relatively  minor  changes  retained  the  House  bill. 

Although  the  use  of  stock  options  generally  is  thought  of  in  terms 
of  providing  incentives  for  key  executives  in  a  business,  what  are 
presently  called  restricted  stock  options  also  are  used  by  some  com¬ 
panies  for  an  entirely  different  purpose.  Some  companies  have  made 
stock  options  available  to  all,  or  practically  all,  of  their  employees 
Taking  advantage  of  the  fact  that  the  option  may  be  granted  at  85 
percent  of  the  market  price  they  make  discount  sales  of  the  stock  to 
their  employees  generally.  These  are  known  as  employee  stock  pur¬ 
chase  plans.  Where  stock  options  are  used  in  this  manner,  they  are 
designed  primarily  as  a  means  of  raising  capital;  and,  in  such  cases, 
the  discounts  from  market  price  made  available  to  the  employees 
usually  correspond  approximately  with  the  costs  the  company  would 
otherwise  incur  in  floating  a  new  stock  issue. 

In  practice,  the  House  and  your  committee  found  that  quite  different 
features  are  required  for  key  employee  stock  options  and  the  discount 
purchase  plans  made  available  to  employees  generally.  For  that 
reason,  the  two  types  of  options  are  placed  in  separate  sections  setting 
forth  substantially  different  requirements  for  each.  In  the  case  of  the 
key  employee  stock  options  or  “qualified  stock  options”  as  they  are 
called  by  the  bill  for  future  years — 

1.  The  period  over  which  the  stock  must  be  held  has  been 
increased  to  3  years.  This  is  designed  to  give  assurance  that  the 
key  employees  actually  are  acquiring  a  “stake  in  the  business” 
and  are  not  merely  turning  the  stock  over  as  fast  as  the  options 
can  be  exercised. 

2.  The  maximum  period  of  time  over  which  an  option  may 
be  outstanding  has  been  reduced  from  10  years  to  5.  It  is 
recognized  that  stock  options  historically  have  a  much  greater 
value  to  the  individual  if  the  period  of  time  over  which  they 
may  be  exercised  is  a  long  period,  since  over  most  10-year  periods 
stock  values  have  risen.  Thus,  where  the  option  may  be  exercised 
over  a  very  long  period  of  time,  such  as  10  years,  its  grant  appears 
more  closely  associated  with  compensation  and  less  directed 
toward  the  individual  efforts  of  the  employee  involved.  Further¬ 
more,  the  purpose  of  the  provisions  is  to  encourage  the  acquisition 
of  a  proprietary  interest  in  the  business  as  quickly  as  possible. 

3.  The  options  must  be  issued  at  100  percent  of  the  market 
price  rather  than  85  percent  (with  a  special  rule  where  the  price 
inadvertently  is  set  below  100  percent).  Closely  associated  with 
this  also  is  the  removal  of  the  variable  price  stock  option  provi¬ 
sion.  These  modifications  are  made  to  decrease  the  compensa¬ 
tory  nature  of  the  existing  stock  option  provision  and  to  place 
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greater  emphasis  on  tbe  employee's  efforts  to  improve  his  com¬ 
pany's  business  and  thereby  raise  the  price  level  of  the  stock. 

4.  Provisions  have  been  added  to  limit  the  extent  to  which 
new  options  may  be  exercised  where  old  options  previously  were 
issued,  but  had  become  less  attractive  than  a  new  option  because 
of  a  decline  in  the  market  price  of  the  stock  in  the  interval 
between  the  issuance  of  the  two.  Existing  law  already  limits  the 
resetting  of  options  below  the  original  price  of  issue  where  the 
stock  has  declined.  This  modification  achieves  the  result  in¬ 
tended,  but  not  obtained,  by  existing  law.  Your  committee  has 
adjusted  this  House  provision  in  two  respects  to  eliminate  what  it 
believes  were  unintended,  harsh  results  under  the  House  bill. 

5.  Stockholder  approval  is  required  for  stock  option  plans  to 
give  assurance  that  the  benefits  granted  management  in  the  case 
of  these  options  is  in  accordance  with  the  desires  of  the  stock¬ 
holders. 

6.  The  bill  also  provides  that  stock  options  generally  are  not 
to  be  made  available  to  employees  with  stockholdings  of  more 
than  5  percent  (although  to  a  limited  extent,  they  may  be  made 
available  in  the  case  of  small  business  to  those  with  holdings  up 
to  10  percent).  Under  present  law,  stock  options  may  be  granted 
to  employees  with  stockholdings  of  more  than  10  percent  only  at 
a  price  10  percent  above  the  market  price.  It  was  thought  un¬ 
necessary  to  provide  employees  who  are  substantial  stockholders 
with  any  incentive  to  improve  the  business  since  they  already 
have  a  substantial  stake  in  its  successful  operation. 

In  .  the  case  of  the  employee  stock  purchase  plans,  existing  law  is 
continued  (in  a  separate  section)  without  major  modification.  In  this 
case,  for  example,  employees  will  continue  to  be  able  to  purchase  stock 
through  options  at  a  price  as  low  as  85  percent  of  the  market  price  of 
the  stock  at  the  time  the  option  is  issued  since  these  plans,  as  previously 
indicated,  are  in  the  nature  of  i ‘discount"  purchase  plans.  However, 
to  qualify  for  treatment  under  the  employee  stock  purchase  plans,  a 
series  of  new  conditions  must  be  met,  designed  primarily  to  establish 
that  the  purchase  plans  are  made  available  without  discrimination  to 
most  employees  of  the  corporation. 

(c)  General  explanation  oj  provisions. — The  bill  divides  the  tax 
treatment  of  employee  stock  options  and  purchase  plans  into  five 
provisions:  First  are  the  general  rules  applicable  to  both;  second, 
the  special  rules  applicable  to  qualified  stock  options  (i.e.,  those  for 
key  employees  which  are  granted  after  December  31,  1963,  under 
your  committee's  amendments,  or  June  11,  1963,  under  the  House  bill) 
third,  the  special  rules  applicable  to  employee  stock  purchase  plans 
(in  general,  those  granted  after  the  date  specified  above);  fourth, 
restricted  stock  options  (which  cover  both  of  the  two  categories 
mentioned  immediately  above  but  only  for  options  issued  before  the 
specified  date) ;  and  fifth,  certain  definitions  and  special  rules  applicable 
to  stock  option  and  stock  purchase  plans  in  both  the  past  and  the  fu¬ 
ture.  The  material  presented  below  deals  first  with  qualified  stock 
options  and  then  with  employee  stock  purchase  plans.  The  provisions 
dealing  with  restricted  stock  options,  which  are  only  those  options 
issued  in  the  past,  are  covered  by  a  continuation  of  existing  law  and 
are  not  dealt  with  here. 

( c)(i )  Qualified,  stock  options:  tax  treatment. — Generally,  in  the  case 
of  qualified  stock  options,  no  income  tax  is  imposed  either  at  the  time 


2592 


REVENUE  ACT  OF  1964 


91 


the  option  is  granted  or  at  the  time  the  option  is  exercised  and  the 
stock  is  transferred  to  the  employee.  Similarly,  no  business  expense 
deduction  is  allowed  to  the  employer  corporation  (or  a  parent  or 
subsidiary  of  that  corporation)  at  any  time  with  respect  to  this  option. 

There  is,  however,  an  exception  to  the  general  rule  that  no  tax  is 
imposed  at  the  time  of  the  exercise  of  the  option.  As  is  indicated 
below,  one  of  the  requirements  of  a  qualified  option  is  that  the  price 
under  the  option  is  not  to  be  less  than  the  fair  market  value  of  the 
stock  at  the  time  the  option  is  granted.  An  exception  to  this,  however, 
is  provided  where  there  was  an  attempt  made  in  good  faith  to  price 
the  option  at  the  market  value  of  the  stock  but  the  market  value  was 
underestimated.  This,  of  course,  would  ordinarily  occur  only  in  the 
case  of  unlisted  stock.  In  such  cases  the  option  will  not  be  dis¬ 
qualified,  but  1  y2  times  the  difference  between  the  option  price  and 
what  actually  is  the  fair  market  value  of  the  stock  at  the  time  the 
option  is  granted  (or  the  difference  between  the  option  price  and  fair 
market  value  at  the  time  of  exercise,  if  this  is  smaller)  is  to  be  taxed 
as  ordinary  income  at  the  time  the  option  is  exercised.  This  is 
intended  to  discourage  any  attempts  at  undervaluing  the  stock, 
without  disqualifying  the  options  where  the  undervaluation  was 
unintentional. 

Another  limitation  on  a  qualified  stock  option  (set  forth  below)  is 
that  the  stock  must  be  held  for  at  least  3  years.  The  bill  provides 
that  in  those  cases  where  it  is  not  held  for  this  3-year  period,  the 
option  will  still  be  a  qualified  option,  but  the  spread  between  the 
option  price  and  the  value  of  the  stock  at  the  time  the  option  is  exer¬ 
cised  will  be  treated  as  ordinary  income  at  the  time  the  stock  is  sold. 
However,  in  such  cases  the  employee  will  never  be  taxed  on  more  than 
his  gain.  Thus,  if  the  price  of  the  stock  has  fallen  since  the  time  of 
the  exercise  of  the  option,  the  amount  of  the  ordinary  income  will  be 
limited  to  the  difference  between  the  option  price  and  the  actual  price 
of  the  stock  on  the  date  of  sale.  Where  the  price  of  the  stock  at  the 
time  of  sale  is  less  than  the  option  price,  there  will  be  no  ordinary 
income  and  the  difference  between  the  option  price  and  the  price  at 
which  the  stock  is  sold  will  be  treated  as  a  capital  loss.  On  the  other 
hand,  if  the  stock  is  sold  at  a  price  which  is  higher  than  the  price  on 
the  date  the  option  was  exercised,  then  in  addition  to  the  amount 
treated  as  ordinary  income  (the  difference  between  the  option  price 
and  value  on  the  date  of  exercise)  there  will  be  an  amount  treated  as 
a  capital  gain. 

The  determination  of  the  type  of  capital  gain,  i.e.,  whether  short 
term  or  long  term  will  depend  on  the  length  of  time  the  stock  has 
been  held.  Thus,  any  gain  where  the  stock  has  been  held  beyond 
the  3-year  period  specified  with  respect  to  qualified  stock  options  will 
result  in  long-term  gain  with  a  50-percent  inclusion  factor  and  a  25- 
percent  maximum  tax.  Where  the  stock  is  disposed  of  in  less  than 
3  years  and,  in  addition  to  the  amount  treated  as  ordinary  income, 
there  is  an  amount  treated  as  capital  gain,  this  capital  gain  will  be 
either  short  term  (if  the  stock  is  held  6  months  or  less)  or  long  term 
(if  it  is  held  more  than  6  months) . 

As  under  present  law,  where  the  employee  dies  after  having  pur¬ 
chased  the  stock  but  before  holding  it  for  the  specified  period  of  time, 
this  holding  period  is  waived  since  there  is  no  business  reason  for 
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requiring  the  estate  or  heir  to  hold  the  stock.  Similarly,  a  require¬ 
ment  subsequently  referred  to  that  the  individual  must  be  in  the 
employ  of  the  corporation  involved  up  to  3  months  before  the  date, 
of  exercise  of  the  option  also  is  waived  in  the  case  of  the  death  of  the 
employee  before  exercise. 

A  transfer  to  a  trustee  in  bankruptcy  (or  a  similar  fiduciary)  of 
shares  of  stock  acquired  under  a  qualified  stock  option  is  not  considered 
to  be  a  “disposition”  of  such  share  so  there  will  be  no  ordinary  income 
recognized  at  that  time,  although  a  capital  gains  tax  may  be  due. 

( c)(ii )  Qualified  stock  options:  conditions  for  qualification. — For  an 
individual  to  receive  full  qualified  stock  option  treatment,  he  must 
not  sell  (or  otherwise  dispose  of)  his  stock  within  3  years  of  the  date  of 
exercise  of  the  stock  option.  As  indicated  previously,  where  all  condi¬ 
tions  but  this  one  are  met,  tax  is  not  imposed  until  the  sale  of  the  stock, 
but  much  or  all  of  the  tax  imposed  at  that  time,  if  this  condition  is 
not  met,  will  be  on  the  basis  of  ordinary  income  rather  than  capital 
gain.  This  condition  is  designed  to  give  assurance  that  the  key 
executive  involved  actually  maintains  a  “stake  in  the  business”  and 
is  not  merely  selling  the  stock  shortly  after  he  receives  it,  thus  vitiating 
the  principal  purpose  of  stock  options,  and  converting  ordinary 
compensation  into  capital  gain.  This  requirement,  of  course,  is  not 
a  new  idea  since  present  law  already  requires  the  individual  to  hold 
the  option,  or  stock,  for  at  least  2  years  and  the  stock  alone  for  6 
months  in  order  to  receive  restricted  stock  option  treatment. 

A  second  condition  which  must  be  met  for  the  option  to  receive 
qualified  stock  option  treatment  is  that  the  individual  involved,  for 
the  entire  time  from  the  date  of  the  granting  of  the  option  until  3 
months  before  the  date  of  the  exercise  of  the  option,  must  be  an 
employee  either  of  the  company  granting  the  option,  a  parent  or 
subsidiary  of  that  corporation,  or  a  corporation  (or  parent  or  subsidi¬ 
ary  of  a  corporation)  which  has  assumed  the  option  of  another  corpo¬ 
ration  as  the  result  of  a  corporate  reorganization,  liquidation,  etc. 
This  provision  differs  only  slightly  from  existing  law,  which  requires 
that  the  individual  be  in  the  employment  specified  at  the  time  of  the 
granting  of  the  option  and  on  the  day  ending  3  months  before  the 
exercise  of  the  option  but  does  not  require  that  he  be  in  the  specified 
employment  in  the  intervening  time.  Of  course,  for  this  purpose, 
military  leave  or  sick  leave  would  not  disqualify  an  individual. 

In  addition  to  the  requirements  referred  to  above,  the  terms  of  the 
option  itself  must  also  meet  certain  specified  conditions  in  order  to  be 
eligible  for  qualified  stock  option  treatment.  They  are  as  follows: 

1.  The  option  must  be  granted  under  a  plan  which  specifies  the 
number  of  shares  of  stock  to  be  issued  and  the  employees  or  class  of 
employees  to  receive  the  options.  This  plan  must  be  approved  by 
the  stockholders  of  the  corporation  within  12  months  before  or  after 
the  plan  is  adopted.  If  the  plan  permits  stock  options  to  be  granted 
to  a  class  of  employees,  the  class  of  employees  must  be  described  with 
sufficient  particularity  to  allow  the  shareholders  to  make  a  meaningful 
decision  concerning  the  plan.  The  use  of  a  general  term  such  as  “key 
employees”  is  not  a  sufficient  description  of  those  eligible  to  receive 
options.  Ordinarily  any  change  in  the  aggregate  number  of  shares 
which  may  be  issued  under  the  plan  or  the  employees  or  class  of  em¬ 
ployees  eligible  to  receive  such  options  will  be  treated  as  the  adoption 
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of  a  new  plan.  No  other  change  in  the  terms  of  a  stock  option  plan 
will,  however,  be  considered  to  be  the  adoption  of  a  new  plan. 

2.  The  option  must  be  granted  within  10  years  of  the  time  the  plan 
is  adopted  or  approved  by  the  stockholders,  whichever  is  the  earlier. 

3.  The  option  must  by  its  terms  be  exercisable  only  within  5  years 
of  the  time  it  is  granted. 

4.  The  option  price  must  equal  or  exceed  the  fair  market  value  of 
the  stock  at  the  time  the  option  is  granted.  An  exception  to  this 
provides  that  where  the  option  price  was  less  than  the  market  price, 
but  this  was  unintentional,  then  this  condition  is  to  be  considered  as 
met  (although  as  previously  indicated,  a  maximum  of  1  y2  times  any 
difference  in  price  is  taxed  as  ordinary  income  at  the  time  of  the 
exercise). 

5.  Generally  the  option  by  its  terms  is  not  to  be  exercisable  while 
there  is  outstanding  any  qualified  stock  option  or  restricted  stock 
option  which  was  granted  to  the  employee  at  an  earlier  time.  The 
purpose  of  this  provision  is  to  prevent  an  individual  from  indirectly 
gaining  an  advantage  by  the  employer  in  effect  resetting  the  price  at 
which  an  earlier  option  was  issued  by  issuing  a  second  option  at  the 
lower  price.  To  prevent  this  a  second  option  may  not  be  exercised 
during  the  period  the  first  option  under  its  initial  terms  could  have 
been  exercised  unless  the  first  option  itself  is  exercised.  Thus,  gen¬ 
erally  a  cancellation  of  the  first  option  will  not  enable  the  second  option 
to  be  exercised  any  sooner.  However,  the  bill  as  passed  by  the  House 
provides  that  restricted  stock  options  may  be  canceled  any  time  before 
January  1,  1965,  without  affecting  adversely  the  exercise  of  a  qualified 
stock  option  subsequently  issued.  In  addition,  in  the  case  of  a 
restricted  stock  option  which  under  its  terms  is  made  available  to  the 
employee  only  in  installments  over  an  extended  period  of  time,  the 
House  bill  provides  that  the  installments  which  cannot  yet  be  exer¬ 
cised  at  the  time  of  the  granting  of  a  new  qualified  option  are  not  to 
prevent  the  exercise  of  this  second  option  so  long  as  these  installments 
cannot  be  exercised.  Your  committee  has  accepted  this  general  rule 
of  the  House  bill  preventing  the  “ ‘resetting”  of  option  prices  and  also 
has  accepted  the  modifications  in  the  general  rule  provided  by  the 
House  bill.  However,  your  committee  nas  added  two  new  modifica¬ 
tions  to  provide  for  situations  which  it  believes  were  overlooked  by  the 
House.  First,  where  the  option  price  for  the  new  option  is  at  least  as 
high  as  the  price  of  each  of  the  outstanding,  previously  issued  options 
to  purchase  the  same  stock  (whether  these  prior  options  were  qualified 
options  or  restricted  options),  this  “reset”  rule  is  not  to  apply;  i.e., 
the  new  stock  option  in  such  a  case  can  be  exercised  before  the  out¬ 
standing  options.  Second,  your  committee  has  provided  that  where 
an  option  under  the  terms  under  which  it  was  granted  is  not  imme¬ 
diately  exercisable  in  full,  the  employer  can  permit  the  exercise  date 
for  any  or  all  of  the  remaining  installments  of  the  options  to  be 
accelerated  without  this  change  being  considered  a  “modification” 
which  would  require  a  new  option  price  for  the  option  for  it  to  con¬ 
tinue  to  constitute  a  qualified  (or  restricted)  option.  Both  of  these 
modifications  made  by  your  committee  continue  the  intent  of  the 
House  provision,  in  that  neither  permits  the  taxpayer  to  exercise  a 
new  option  at  a  lower  price  than  his  old  option  until  the  old  option 
has  been  exercised  or  lapsed.  It  was  thought,  however,  that  there 
was  no  need  to  deny  the  right  to  exercise  the  second  option  in  those 
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cases  where  the  taxpayer  could  gain  no  price  advantage  from  this. 
Similarly,  it  was  thought  that  there  was  no  reason  why  the  install¬ 
ments  on  the  first  option  should  not  be  accelerated  where  the  inability 
to  exercise  these  installments  was  preventing  the  exercise  of  the  new 
option.1 

6.  The  option  by  its  terms  must  be  nontransferable  other  than  at 
death  and  must  be  exercisable  during  the  employee’s  lifetime  only  by 
him.  This  provision  is  the  same  as  under  present  law. 

7.  The  employee,  immediately  after  the  option  is  granted,  must  not 
own  stock  representing  more  than  5  percent  of  the  voting  power  or 
value  of  all  classes  of  stock  of  the  employer  corporation  or  its  parent 
or  subsidiary.  In  the  case  of  small  businesses,  however,  the  employee 
may  own  up  to  10  percent  of  the  voting  power^or  value  of  the  stock 
before  being  disqualified.  For  a  corporation  with  equity  capital  of 
less  than  $1  million,  this  percentage  is  to  be  10  percent  and  for  one 
with  equity  capital  of  $2  million  it  is  to  be  5  percent.  Between  these 
two  levels  of  equity  capital  the  allowable  percentage  decreases  gradu¬ 
ally  from  the  10-percent  level  for  a  company  with  $1  million  of  equity 
capital  down  to  the  5-percent  level  for  a  corporation  with  equity 
capital  of  $2  million  or  more.  Equity  capital  for  this  purpose  is  the 
assets  of  the  corporation,  adjusted  for  any  change  in  their  basis,  less 
any  indebtedness  of  the  corporation.  Where  a  parent  or  subsidiary 
also  are  involved,  adjustments  are  made  to  delete  intercorporate 
ownership.  For  this  purpose,  the  individual  is  considered  to  own 
stock  owned  directly  or  indirectly  by  brothers  and  sisters,  wife, 
ancestors,  and  lineal  descendants.  Stock  owned  directly  or  indirectly 
by  a  corporation,  partnership,  estate,  or  trust  for  this  purpose  is 
considered  as  being  owned  proportionately  by  shareholders,  partners, 
or  beneficiaries. 

(c)  (Hi)  Employee  stock  purchase  plans;  tax  treatment. — As  indicated 
previously,  except  for  the  addition  of  the  nondiscrimination  require¬ 
ment  (and  the  requiring  of  stockholder  approval)  the  tax  treatment  of 
employee  stock  purchase  plans  continues  to  be  substantially  similar 
to  the  tax  treatment  of  restricted  stock  options  under  present  law. 
Thus,  as  under  present  law,  no  income  is  to  be  reported  by  the  em¬ 
ployee  either  at  the  time  the  option  is  granted  or  at  the  time  it  is  exer¬ 
cised.  Similarly,  no  deduction  is  available  to  the  employer  corpora¬ 
tion  with  respect  to  the  employee  stock  purchase  plan. 

As  under  present  law,  under  these  purchase  plans  the  option  may 
be  issued  at  a  price  as  low  as  85  percent  of  the  market  value  of  the 
stock  at  the  time  of  the  grant.  Where  this  is  done,  this  spread 
between  the  option  price  and  the  market  value  at  the  time  the  option 
is  granted,  upon  the  subsequent  sale  of  the  stock  by  the  employee  or 
upon  the  employee’s  death  is  treated  as  ordinary  income.  However, 
in  no  event  is  the  amount  to  be  taxed  to  the  individual  as  ordinary  in¬ 
come  to  exceed  the  gain  realized  on  the  stock  at  the  time  of  its 
disposition. 

In  addition,  ordinary  income  in  the  case  of  employee  stock  purchase 
plans  may  arise  where  the  stock  is  disposed  of  before  the  expiration  of 
the  applicable  holding  period.  As  under  present  law,  the  option 
and/or  stock  must  be  held  for  a  period  of  at  least  2  years  and  the  stock 
itself  held  for  a  period  of  at  least  6  months.  Where  this  holding 

1  This  latter  rule,  of  course,  applies  whether  or  not  a  second  option  is  issued;  but  it  is  believed  that  it  will 
have  a  primary  impact  in  cases  of  this  type. 
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period  is  not  complied  with,  then  any  spread  between  the  option  price 
and  the  price  of  the  stock  at  the  time  the  option  is  exercised  will  be 
treated  as  ordinary  income  when  the  stock  is  sold  or  otherwise  disposed 
of.  As  under  present  law,  the  specified  amount  is  ordinary  income 
without  regard  to  whether  this  is  greater  or  less  than  the  gain  realized 
on  the  stock  at  the  time  of  the  sale.  Where  the  gain  otherwise 
realized  is  less  than  this  amount  treated  as  ordinary  income,  the 
specified  amount  is  still  treated  as  ordinary  income  but  a  capital  loss 
is  recognized  equal  to  the  difference  between  the  market  value  of  the 
stock  at  the  time  of  exercise  and  the  sales  price  of  the  stock.  Apart 
from  these  two  cases  where  ordinary  income  may  be  realized  any 
other  gain  recognized  on  the  sale  of  purchase  plan  stock  results  in 
capital  gain. 

(c)  (iv)  Employee  stock  purchase  plans;  conditions  j or  qualifications. — 
As  indicated  above,  to  qualify  for  purchase  plan  treatment,  the  stock 
in  these  cases  must  not  be  disposed  of  within  2  years  of  the  date  of 
the  granting  of  the  option  nor  within  6  months  after  the  transfer  of 
the  stock  to  the  individual.  This  is  a  continuation  of  existing  law. 

In  addition,  the  individual  must  at  all  times  during  the  period 
beginning  with  the  date  of  the  granting  of  the  option  and  ending  3 
months  prior  to  the  date  of  exercise,  be  an  employee  of  the  corpora¬ 
tion  granting  the  option,  a  parent  or  subsidiary  of  the  corporation,  or 
a  corporation  (or  parent  or  subsidiary  of  a  corporation)  which  assumed 
this  stock  option  as  a  result  of  a  corporate  reorganization,  liquida¬ 
tion,  etc.  This  provision  is  the  same  as  that  previously  described  in 
the  case  of  qualified  stock  options.  As  indicated  in  the  case  of  qualified 
stock  options,  this  differs  only  slightly  from  existing  law. 

To  qualify  as  an  employee  stock  purchase  plan,  nine  requirements 
must  be  met  by  the  plan  itself.  Alternatively,  all  but  the  first  two 
of  these  may,  however,  be  met  in  the  stock  offering  rather  than  the 
plan.  These  conditions  are  as  follows: 

1.  As  under  present  law,  the  plan  must  provide  that  the  options 
are  to  be  granted  only  to  employees  of  the  granted  corporation  or  a 
parent  or  subsidiary. 

2.  The  plan  must  be  approved  by  the  stockholders  of  the  corpora¬ 
tion  granting  the  option  within  12  months  before  or  after  the  date  the 
plan  is  adopted.  This  provision  is  a  new  requirement  which  is  the 
same  as  that  provided  in  the  case  of  qualified  stock  options. 

3.  No  employee  can  be  granted  an  option  if  he  owns  5  percent  or 
more  of  the  voting  power  or  value  of  all  classes  of  stock  of  the  em¬ 
ployer  corporation  or  its  parent  or  subsidiary.  Present  law  provides 
that  employees  having  more  than  a  10-percent  interest  in  a  corporation 
may  not  obtain  a  restricted  stock  option  at  less  than  110  percent  of 
the  market  price  of  the  stock. 

4.  A  new  provision  designed  to  prevent  discrimination  provides 
that  the  options  must  be  granted  to  all  employees  of  the  corporation 
except  that  there  may  be  excluded  one  or  more  of  the  following  four 
categories : 

(a)  Employees  who  have  been  employed  less  than  2  years; 

{b)  Employees  who  are  part  time  and  employed  20  hours  or 
less  per  week; 

(c)  Employees  whose  customary  employment  is  not  for  more 
than  5  months  a  year;  and 

( d )  Officers,  supervisory  personnel,  or  highly  compensated 
employees. 
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5.  Another  new  provision  designed  to  give  assurance  that  these 
stock  purchase  plans  are  nondiscriminatory  requires  that  all  employees 
granted  options  have  the  same  rights  and  privileges  except  that  the 
amount  of  stock  which  may  be  purchased  by  any  employee  may  be  a 
uniform  percentage  of  total  compensation  or  regular  or  basic  com¬ 
pensation  and  the  plan  may  provide  a  maximum  number  or  value 
of  shares  to  be  purchased. 

6.  Under  the  plan,  the  option  price  may  not  be  less  than  85  percent 
of  the  market  value  of  the  stock  at  the  time  the  option  is  granted  or 
not  less  than  85  percent  of  the  market  value  of  the  stock  at  the  time 
the  option  is  exercised,  whichever  is  the  lesser.  This  restriction  is 
similar  to  the  limitations  of  present  law  although  slightly  more 
restrictive  in  some  cases. 

7.  The  period  over  which  the  option  may  be  exercised  cannot  exceed 
5  years  where  the  option  price  is  not  less  than  85  percent  of  the  value 
of  the  stock  at  the  time  of  the  exercise  or  27  months  from  the  date  of 
the  grant  of  the  option  if  the  option  price  is  at  least  in  part  determined 
on  the  basis  of  the  price  of  the  stock  at  the  time  the  option  is  granted. 
Present  law  provides  a  10-year  period  over  which  restricted  stock 
options  may  be  exercised  but  in  practice  it  is  understood  that  options 
issued  under  purchase  plans  generally  have  a  much  shorter  period 
over  which  they  may  be  exercised. 

8.  A  new  ceiling  is  provided  to  the  effect  that  an  employee  may  not 
purchase  stock  at  an  annual  rate  in  excess  of  $25,000  a  year.  This 
restriction  is  provided  since  these  plans  are  designed  primarily  for 
broad  employee  participation. 

9.  As  under  present  law  and  in  the  case  of  the  qualified  stock  options, 
the  option  must  not  be  transferable  by  the  individual  other  than  at 
death  and  must  be  exercisable  during  the  employee's  life  only  by  him. 

(c)(v)  Reporting  requirements. — The  bill  provides  that  corporate 
employers  are  to  report  on  the  transfer  of  stock  to  an  employee  in  the 
case  of  the  newly  established  category  of  qualified  stock  options  or 
present  law  restricted  stock  options.  They  also  are  to  report  on  the 
sale  of  stock  by  the  employee  where  stock  is  acquired  under  a  stock 
purchase  plan  at  a  price  less  than  the  full  value  of  the  stock  and  where, 
under  a  restricted  stock  option,  stock  is  purchased  at  a  price  between 
85  and  95  percent  of  the  value  of  the  stock.  In  these  latter  two  cases, 
the  report  of  the  sale  of  the  stock  by  the  employee  is  required  since 
generally  in  these  cases  ordinary  income  tax  will  be  payable  by  him. 
A  copy  of  the  form  of  the  report  going  to  the  Government  also  is  to 
be  sent  to  the  employee  or  former  employee  on  or  before  January  31 
after  the  year  involved.  In  those  cases  where  the  employer  is  required 
to  report  on  the  sale  of  stock  by  the  employee,  he  will  not  be  expected 
to  follow  the  ownership  of  the  stock  beyond  the  first  transfer;  e.g.,  if 
an  employee  transfers  stock  to  a  street  name  and  then  subsequently 
sells  the  stock,  the  employer  will  report  the  first  transfer  of  the  stock; 
to  the  street  name  but  will  not  be  required  to  report  the  subsequent 
sale.  Moreover,  the  reporting  in  these  cases  is  merely  to  indicate 
the  name,  address,  and  account  number  of  the  individual  employee 
involved  and  the  stock  sold  by  him. 

(c)(vi)  Effective  date. — In  the  case  of  qualified  options,  the  House 
bill  generally  provided  that  the  new  provisions  were  to  apply  to  options 
granted  to  an  individual  after  June  11,  1963.  Your  committee  has 
amended  this  to  provide  that  the  new  provisions  with  respect  to 
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qualified  options  are  to  apply  to  options  granted  after  December  31, 

1963.  A  binding,  written  contract  entered  into  before  January  1, 

1964,  will  not  be  considered  as  giving  rise  to  options  which  must 
meet  the  “qualified  option”  test.  Your  committee  has  provided  this 
new  effective  date  to  conform  the  effective  date  in  this  case  with  the 
general  effective  date  provided  under  the  bill  for  structural  changes. 
In  addition,  it  thought  that  it  would  be  unfair  to  require  taxpayers  to 
conform  to  a  new  set  of  rules  during  an  extended  interval  of  time  when 
the  status  of  the  proposals  was  still  uncertain. 

Of  course,  in  a  transaction  which  qualified  as  a  tax-free  reorganiza¬ 
tion,  where  a  corporation  entered  into  a  binding  obligation  to  assume 
outstanding  restricted  stock  options  previously  granted  by  a  corpora¬ 
tion,  any  option  which  the  acquiring  corporation  issues  in  assuming 
the  outstanding  options  already  granted  by  the  acquired  corporation, 
to  the  extent  provided  by  present  law,  are  considered  as  continuations 
of  the  old  options  and  therefore  will  be  considered  as  granted  prior 
to  January  1,  1964,  and  treated  as  restricted  stock  options  rather  than 
qualified  stock  options. 

In  the  case  of  qualified  options,  your  committee  has  also  added  a 
transition  rule.  This  rule  provides  that  an  option  which  is  issued 
after  December  31,  1963,  and  before  January  1,  1965,  which  does  not 
meet  the  terms  of  a  “qualified  option”,  can  be  modified  to  meet  these 
terms  any  time  before  January  1,  1965,  without  this  modification  being 
considered  as  giving  rise  to  a  new  option  requiring  a  new  option  price. 
This  rule  is  intended  to  give  taxpayers  who  have  their  plans  already 
established,  or  who  initially  are  not  aware  of  the  new  provision,  time 
to  modify  their  stock  options  so  that  the  new  conditions  are  met 
without  the  options  being  disqualified  as  a  result. 

In  the  case  of  employee  stock  purchase  plans,  the  new  provisions 
under  the  House  bill  would  apply  to  options  granted  after  June  11, 
1963.  Your  committee’s  bill  has  changed  the  effective  date  of 
the  employee  stock  purchase  provision  so  that  it  applies  to  options 
granted  after  December  31,  1963,  in  the  same  manner  as  in  the  case 
of  the  qualified  options.  These  same  reasons  account  for  this  change. 
Thus,  the  new  employee  stock  purchase  plan  provision  will  apply 
generally  to  options  granted  after  December  31,  1963.  Existing  law, 
however,  will  apply  to  options  granted  pursuant  to  a  written  plan 
adopted  and  approved  before  January  1,  1963,  which  at  that  time 
met  the  nondiscrimination  requirements  specified  for  employee  stock 
purchase  plans.  A  plan  which  was  being  administered  in  a  way  which 
did  not  discriminate  in  favor  of  officers,  supervisory  personnel,  or 
highly  compensated  employees  would  continue  to  qualify  as  adopted 
and  approved  before  January  1,  1964.  Except  for  the  date,  this 
modification  is  the  same  as  provided  by  the  House  bill.  Thus,  a  plan 
(not  otherwise  being  discriminatory)  would  be  considered  nondis- 
criminatory  even  though  only  full-time  employees  were  covered 
(rather  than  those  working  20  hours  a  week  or  more)  or  those  with 
less  than  6  months  a  year  employment  were  omitted  (rather  than 
those  with  less  than  5  months  employment) . 

(d)  Revenue  effect. — The  changes  made  by  this  provision  are  not 
expected  to  have  any  appreciable  revenue  effect.  To  the  extent  that 
the  changes  made  above  result  in  a  reduction  in  stock  options  issued, 
this  will  increase  deductions  taken  by  corporations  as  they  make 
deductible  payments  to  employees  in  other  forms. 
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27 .  Installment  sales  by  dealers  in  personal  property  {sec.  223  of  the  bill 
and  sec.  4-d3{a)  of  the  code) 

(a)  Present  law. — A  taxpayer  using  installment  sale  reporting  can 
defer  income  for  tax  purposes  until  payments  are  received  under  the 
contract  (rather  than  treating  the  entire  amount  as  income  as  of  the 
time  the  sale  is  made).  This  provides  the  seller  with  funds  with 
which  to  pay  the  tax,  while  at  the  same  time  giving  him  the  immediate 
advantage  of  deductions  attributable  to  the  sale. 

Prior  to  October  15,  1963,  sales  under  revolving  credit  plans  were 
not  recognized  by  the  Treasury  Department  as  installment  sales  for 
tax  purposes  because  of  certain  differences  between  revolving  credit 
plans  and  traditional  installment  sales.  For  instance,  installment 
sales  ordinarily  involve  a  separate  contract  for  each  item  of  property 
purchased,  providing  for  a  series  of  payments  specifically  applicable 
to  the  purchase  price  of  that  piece  of  property.  Usually  the  seller 
also  retains  some  type  of  security  interest  in  the  property,  until  the 
property  is  paid  for. 

Revolving  credit  plans,  on  the  other  hand,  do  not  involve  separate 
sales  contracts ;  under  these  plans  any  item  in  the  store  may  be  charged 
to  the  same  account,  and  the  seller  does  not  retain  any  security 
interest  in  the  property  sold.  The  buyer  has  an  option  to  pay  his 
account  in  full  within  30  days  with  no  interest  or  finance  charges. 
Alternatively,  he  may  pay  the  account  in  installments  and  in  this  case 
a  finance  or  service  charge  related  to  the  unpaid  balance  of  the  ac¬ 
count  is  added  to  the  account  each  month.  The  buyer’s  regular 
payments  are  not  specifically  attributable  to  the  purchase  price  of 
any  single  item  but  only  go  to  reduce  the  unpaid  balance  on  what 
may  be  the  total  purchase  price  of  several  items  purchased  at  different 
times. 

Despite  these  differences  the  U.S.  district  court  in  Massachusetts 
held  revolving  credit  sales  did  qualify  for  installment  sale  treatment 
because,  like  installment  sales  they  did  retain  the  essential  feature  of 
an  arrangement  for  the  payment  by  the  purchaser  for  the  merchandise 
sold  to  him  in  a  series  of  periodic  payments  of  an  agreed  part  or  in¬ 
stallment  of  the  debt  due  {Consolidated  Dry  Goods  v.  U.S.,  180  F. 
Supp.  878;  1960).  Shortly  after  this  case  was  decided,  the  Internal 
Revenue  Service  announced  that  it  would  not  follow  the  decision  but 
was  studying  whether  workable  standards  could  be  formulated  for 
determining  what  part  of  revolving  credit  sales  qualify  as  “sales  on 
the  installment  plan”  under  existing  law  (Rev.  Rul.  60-293,  1960-2 
CB  163). 

New  regulations  were  issued  by  the  Treasury  Department  on 
October  15,  1963  (TD  6682)  as  the  result  of  this  study.  They  specif¬ 
ically  provide  for  installment  sale  treatment  of  some  amounts  re¬ 
ceived  under  revolving  credit  plans,  and  include  rules  for  determining 
the  extent  to  which  revolving  credit  plans  qualify  as  installment 
sales.  Broadly  speaking,  under  these  rules,  a  sample  of  revolving 
credit  sales  is  taken  from  balances  in  customer  accounts  as  of  the 
billing  dates  for  the  last  month  of  the  seller’s  taxable  year,  and  the 
percentage  of  sales  in  the  sample  accounts  determined  which  (1)  are 
of  the  type  the  revolving  credit  plan  contemplates  will  be  paid  for  in 
two  or  more  installments  and  (2)  actually  are  paid  for  in  two  or  more 
installments.  This  percentage  is  then  applied  to  total  revolving 
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sales  accounts  (after  adjusting  for  sales  of  nonpersonal  property) 
and  the  resulting  amount  is  considered  to  be  sales  under  the  install¬ 
ment  plan.  This  new  regulation  provides  installment  sale  treatment 
for  about  80  percent  of  revolving  credit  sales. 

( b )  General  reasons  for  provision.- — Your  committee  believes  that 
although  the  new  revolving  credit  regulations  are  commendable,  they 
are  difficult  to  apply.  By  providing  in  the  statute  that  revolving 
credit  sales  are  to  qualify  for  income  spreading,  your  committee’s  bill 
fully  conforms  the  tax  treatment  of  income  under  revolving  credit 
plans  and  installment  sales  contracts.  It  also  replaces  the  complex 
sampling  procedure  required  by  the  regulations  with  a  simple  rule 
which  will  forestall  compliance  and  administrative  problems  likely  to 
arise  under  the  regulations.  It,  of  course,  is  not  intended  in  making 
this  change  to  exclude  from  installment  sales  treatment  any  sales  or 
existing  charges  which  are  covered  by  existing  law  or  regulations. 

(c)  General  explanation  of  provisions. — This  amendment  adds  defini¬ 
tions  of  two  terms  of  the  provision  of  present  law  which  allows  dealers 
in  personal  property  to  spread  income  from  installment  sales  over  the 
payout  period  under  the  installment  contract.  These  terms  are 
‘‘installment  plan”  and  “total  contract  price.” 

(c)(i)  Installment  plan. — The  definition  of  “installment  plan” 
would  extend  installment  sale  treatment  to  income  received  under 
any  plan  which  provides  for  the  payment  by  the  purchaser  for  per¬ 
sonal  property  sold  to  him  in  a  series  of  periodic  installments  of  an 
agreed  part  or  installment  of  the  debt  due  the  seller.  This  definition 
would  extend  installment  sale  treatment  to  revolving  credit  sales  of 
personal  property  which  do  not  qualify  under  the  new  Treasury 
regulations.  These  include,  principally,  sales  which  are  paid  for  in 
full  on  the  first  billing  for  the  month  of  purchase,  and  sales  for  a 
month  which  in  total  amount  to  less  than  the  monthly  payment 
agreed  to  be  paid  by  the  purchaser  under  the  revolving  credit  contract. 

(c)(ii)  Total  contract  price. — The  proposed  definition  of  “total  con¬ 
tract  price”  would  include  finance  and  service  charges  with  respect  to 
revolving  credit  sales  in  the  amount  subject  to  installment  sale  treat¬ 
ment,  thereby  conforming  to  the  treatment  which  is  permitted  in  the 
case  of  the  “time  price  differential”  under  traditional  installment  sale 
arrangements.  Time  price  differentials  are  treated  as  part  of  the 
contract  price  and  are  not  required  to  be  included  in  income  for  tax 
purposes  until  the  installments  are  received  under  the  contract. 
Finance  charges  under  revolving  credit  plans  on  the  other  hand, 
under  the  new  regulation,  may  not  be  deferred  until  payments  are 
received  but  must  be  accrued  currently  in  the  month  to  which  they 
relate.  The  amendment  does  not  change  present  law  with  respect 
to  the  treatment  of  amounts  charged  for  service  contracts  or 
warranties. 

(c)  (Hi)  Effective  date. — The  amendments  made  by  this  provision 
aieto  apply  with  respect  to  taxable  years  beginning  after  December 
31,  1963. 

(d)  Revenue  effect. — These  amendments  are  expected  to  result  in  a 
revenue  loss  of  $140  million  in  the  first  full  year  of  operation.  How¬ 
ever,  this  is  a  nonrecurring  loss  which  is  not  repeated  in  subsequent 
years.  The  loss  thereafter  is  expected  to  be  about  $10  million  a  year. 


2601 


100  REVENUE  ACT  OF  196  4 

28.  Timing  oj  deductions  and  credits  in  certain  cases  where  asserted 
liabilities  are  contested  (sec.  224-  oj  the  bill  and  sec.  461  oj  the  code) 

(a)  Present  law. — Prior  to  the  decision  in  the  Consolidated  Edison 
case  1  the  Internal  Revenue  Service  generally  held  that  the  payment 
of  a  contested  tax  liability  resulted  in  the  tax  being  considered  as  de¬ 
ductible  even  though  the  tax  was  still  being  vigorously  denied  and 
contested.2  In  the  Consolidated  Edison  case  decided  in  1961  the 
Supreme  Court  held  that  a  contested  tax  even  when  paid  does  not 
accrue  as  a  deduction  for  income  tax  purposes  until  the  contest  is 
terminated.  It  was  held  that  the  tax  was  not  deductible  until  after 
the  contest  was  settled  because  all  of  the  events  which  would  determine 
whether  or  not  the  amount  would  ultimately  have  to  be  paid  would  not 
be  determined  until  that  time. 

(b)  General  reasons  jor  provision. — Although  your  committee  does 
not  question  the  legal  doctrine  laid  down  by  the  Supreme  Court  in  the 
Consolidated  Edison  case,  it  believes  that  it  is  unfortunate  to  deny 
taxpayers  a  deduction  with  respect  to  an  item  where  the  payment 
has  actually  been  made,  even  though  the  liability  is  still  being  contest¬ 
ed  either  as  to  amount  or  as  to  the  item  itself.  The  objective  of  the 
reporting  of  items  of  income  and  deduction  under  the  internal 
revenue  laws  generally  is  to  realistically  and  practically  match  receipts 
and  disbursements  attributable  to  specific  taxable  years.  The  inter¬ 
nal  revenue  laws  contain  a  number  of  adjustments  designed  to 
accomplish  this  result.  Your  committee  believes  that  allowing  the 
deduction  of  items  in  the  year  paid,  even  though  they  are  still  being 
contested  in  the  courts  or  otherwise,  more  realistically  matches  these 
deductions  up  with  the  income  to  which  they  relate  than  would  the 
postponement  of  the  deduction,  perhaps  for  several  years,  until  the 
contest  is  settled.  To  the  extent  that  deductions  are  allowed  under 
this  rule  and  then  subsequently  as  a  result  of  the  contest  the  items 
were  found  not  to  be  payable,  adjustment  can  be  made  for  this  over¬ 
statement  of  the  deduction  by  the  inclusion  of  the  overstatement  in 
income  in  the  year  in  which  the  amount  of  the  liability  is  finally 
determined. 

(c)  General  explanation  oj  provision. — In  view  of  the  above  considera¬ 
tions,  your  committee  has  amended  the  provision  of  existing  law 
which  specifies  the  year  for  the  taking  of  deductions  or  credits  gen¬ 
erally.  The  amendment  provides  that  if  a  taxpayer  contests  an 
asserted  liability,  such  as  a  tax  assessment,  but  makes  a  payment  in 
satisfaction  of  this  liability  and  the  contest  with  respect  to  the  liability 
exists  after  the  payment,  then  the  item  involved  is  to  be  allowed  as  a 
deduction  or  credit  in  the  year  of  the  payment.  This  is  based  upon 
the  assumption  that  the  deduction  or  credit  in  this  case  would  have 
been  allowed  in  the  year  of  payment,  or  perhaps  in  an  earlier  year 
when  it  would  have  been  accrued,  had  there  been  no  contest. 

The  treatment  provided  here  can  be  illustrated  by  an  example. 
Assume  that  in  1965  a  $100  liability  is  asserted  against  a  business 
which  it  pays  at  that  time  but  contests  the  liability  in  a  court  action. 
Assume  further  that  in  1967  the  court  action  is  settled  for  $80.  Under 
present  law,  before  the  enactment  of  this  provision,  the  deduction  of 
$80  would  be  allowed  in  1967.  Under  your  committee’s  action,  the 
taxpayer  could  claim  a  $100  deduction  in  1965  but  then  in  1967  would 

1  The  United  States  v.  Consolidated  Edison  Co.  of  New  York  Inc.,  366  U.S.  380  (1961). 

2  This  is  the  general  rule  laid  down  in  Chestnut  Securities  Co.  v.  United  States  (62  F.  Supp.  574  (1945)) 
which  the  Internal  Revenue  Service  accepted  in  QCM  25298  (1947-2  CB  39). 
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have  to  take  $20  into  income  except  as  provided  in  section  111  of  the 
code,  relating  to  recovery  of  bad  debts,  prior  taxes,  and  delinquency 
amounts. 

In  those  cases  where  payment  is  not  made  until  after  the  contest 
is  settled,  this  does  not  prevent  an  accrual  basis  taxpayer  from  accru¬ 
ing  the  deduction  or  credit  in  an  earlier  year  in  which  the  contest  is 
settled. 

A  similar  amendment  to  that  described  above  is  also  made  to  the 
Internal  Revenue  Code  of  1939. 

(c)(i)  Effective  date. — Generally,  your  committee’s  amendment  to 
the  1954  code  is  to  apply  to  payments  made  in  taxable  years  beginning 
after  December  31,  1953,  and  ending  after  August  16,  1954,  the  general 
effective  date  of  the  1954  code.  The  amendment  to  the  1939  code 
applies  to  payments  in  taxable  years  to  which  that  code  applies. 

The  bill  provides  two  exceptions  to  the  general  effective  date  rule 
specified  above.  First,  if  the  taxpayer  elects,  he  may  continue  to 
apply  the  old  law  with  respect  to  taxable  years  beginning  before 
January  1,  1964;  i.e.,  he  may  claim  the  deduction  or  credit  in  the  year 
in  which  the  contest  is  settled  rather  than  in  the  year  in  which  the 
payment  is  made.  If  the  taxpayer  makes  this  election,  he  must  do  so 
within  1  year  after  the  date  of  enactment  of  this  bill  and  may  not 
change  this  election  after  the  expiration  of  this  1-year  period.  More¬ 
over,  to  make  this  election  the  taxpayer  must  follow  the  rule  of  old  law 
with  respect  to  all  payments  made  in  a  year  beginning  before  January 
1,  1964.  This  election  may  not  be  made  with  respect  to  a  payment 
if  the  assessment  of  any  deficiency  arising  as  a  result  of  this  election 
would  be  barred  with  respect  to  any  year.  If  this  election  is  made 
with  respect  to  a  year  which  is  not  barred,  the  period  for  assessment 
of  any  deficiency  arising  from  this  election  is  to  be  kept  open  at  least 
until  2  years  after  the  date  of  enactment  of  this  bill. 

The  second  general  exception  to  the  general  effective  date  is  designed 
to  keep  a  taxpayer  from  losing  a  deduction  as  a  result  of  the  enactment 
of  this  new  provision.  Thus,  where  for  a  past  year  no  deduction  or 
credit  was  allowed  for  a  payment  in  a  year  before  the  contest  with 
respect  to  it  was  settled  ana  the  refund  or  credit  which  would  result 
from  the  deduction  in  the  earlier  year  is  barred,  then  the  deduction  is 
to  be  allowed  in  the  year  in  which  the  contest  is  settled. 

(i d )  Revenue  effect. — This  provision  is  expected  to  result  in  a  negligi¬ 
ble  decrease  in  revenues. 

29.  Interest  on  certain  deferred  payments  {sec.  225  of  the  bill  and  sec. 

483  of  the  code) 

(a)  Present  law. — Under  present  law,  an  individual  may  sell  a 
capital  asset  on  the  installment  basis  without  making  any  specific 
provisions  for  interest  payments  on  installments.  In  such  cases  the 
full  difference  between  the  cost  or  other  basis  for  the  property  and 
the  sales  price  usually  is  treated  as  capital  gain  to  the  seller.  The 
buyer  takes  as  a  basis  for  the  property  the  total  sales  price  paid.  For 
example,  an  individual  taxpayer  might  sell  a  capital  asset  worth  $1,000 
for  $1,300  payable  over  10  years.  In  this  case,  if  no  mention  is  made 
that  part  of  this  payment  is  to  be  treated  as  interest,  and  the  seller 
elects  to  report  any  gain  on  the  installment  basis,  then  each  payment 
might  be  treated  partly  as  a  return  of  capital  and  partly  as  a  capital 
gain.  Over  the  10-year  period,  the  taxpayer  would  report  $300  of 
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capital  gain  (assuming  he  had  the  full  fair  market  value  of  $1,000  as 
his  basis  for  the  property).  However,  had  $300  of  this  $1,300  pay¬ 
ment  been  specified  as  an  interest  payment,  this  amount  would  have 
been  ordinary  income  to  the  seller  rather  than  capital  gain.  From 
the  buyer’s  standpoint,  the  $300,  if  treated  as  part  of  the  price  of  the 
property  would  be  added  to  the  basis  of  the  property  and,  in  the  case 
of  depreciable  property  be  recoverable  over  the  life  of  the  property. 
He  might  also,  if  the  property  qualified,  be  eligible  for  an  investment 
credit  with  respect  to  this  $300.  On  the  other  hand,  if  this  $300 
were  treated  as  interest,  he  could  receive  an  interest  deduction  for 
this  amount. 

( b )  General  reasons  jor  'provision. — Your  committee  agrees  with  the 
House  that  there  is  no  reason  for  not  reporting  amounts  as  interest 
income  merely  because  the  seller  and  purchaser  did  not  specifically 
provide  for  interest  payments.  This  treats  taxpayers  differently  in 
what  are  essentially  the  same  circumstances  merely  on  the  grounds 
of  the  names  assigned  to  the  payments.  In  the  case  of  depreciable 
property  this  may  convert  what  is  in  reality  ordinary  interest  income 
into  capital  gain  to  the  seller.  At  the  same  time  the  purchaser  can 
still  recoup  the  amount  as  a  deduction  against  ordinary  income  through 
depreciation  deductions.  Even  where  the  property  involved  is  a 
nondepreciable  capital  asset,  the  difference  in  tax  bracket  of  the  seller 
and  buyer  may  make  a  distortion  of  the  treatment  of  the  payments 
advantageous  from  a  tax  standpoint.  The  House  and  your  committee 
believe  that  manipulation  of  the  tax  laws  in  such  a  manner  is  unde¬ 
sirable  and  that  corrective  action  is  needed. 

(c)  General  explanation  oj  provision. — The  bill  solves  the  problem 
referred  to  above  by  providing  that  where  property  is  sold  on  an  install¬ 
ment  basis  and  part  or  all  of  the  payments  are  due  more  than  1  year 
after  the  date  of  the  sale  or  exchange — if  no  interest  payments  are 
specified  or  if  “too  low”  interest  payments  are  specified  then  part  of 
each  payment  due  after  6  months  is  to  be  treated  as  interest  rather 
than  as  part  of  the  sales  price. 

The  interest  rate  to  be  used  for  purposes  of  this  provision  is  to  be  a 
rate  provided  by  regulations  prescribed  by  the  Secretary  *  of  the 
Treasury  or  his  delegate.  It  is  anticipated  that  any  rate  specified  by 
the  Secretary  of  the  Treasury  or  his  delegate  will  reflect  the  going 
rate  of  interest  and  will  not  be  higher  than  the  rate  at  which  a  person, 
in  reasonably  sound  financial  circumstances  and  with  adequate 
security  could  be  expected  to  borrow  money  from  a  bank.  A  rate 
of  5  percent,  for  example,  would  appear  appropriate  under  existing 
circumstances. 

With  this  interest  rate  specified  by  the  Secretary,  the  proportion 
of  each  payment  which  would  be  considered  an  interest  payment 
would  be  determined  in  the  following  manner:  First,  the  present  value 
of  each  installment  payment  would  be  determined,  based  upon  the 
specified  interest  rate.  Second,  the  deduction  of  the  total  of  these 
present  values  from  the  total  actual  payments  provided  for  under 
the  contract  then  would  give  the  total  “unstated”  interest  payments 
under  the  contract.1  Third,  the  total  unstated  interest  then  is  assumed 

1  Where  an  interest  rate  was  provided  on  the  installments  but  at  “too  low”  a  rate,  the  present  value  of 
these  interest  payments  would  be  determined  along  with  the  present  value  of  the  remainder  of  the  payments 
as  well.  The  unstated  interest  then  would  represent  the  present  values,  including  the  present  values  of 
such  interest  payments,  deducted  from  total  payments  to  be  received  under  the  contract  excluding  the 
interest  payments. 
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to  be  spread  pro.  rata  over  the  total  payments  involved.  Thus,  if  a 
specific  payment  represents  one-tenth  of  the  total  payments,  it  would 
be  assumed  to  include  one-tenth  of  the  total  unstated  interest. 

For  ease  of  administration  and  compliance,  the  regulations  are  to 
provide  for  the  discounting  of  payments  on  a  6-month  basis  and  are 
to  ignore  for  this  purpose  any  interest  payments  due  within  the  first 
6  months. 

Where  an  installment  contract  provides  for  the  payment  of  some 
interest,  no  unstated  interest  is  to  be  computed  unless  the  interest 
payments  specified  are  at  a  rate  more  than  1  percent  below  the  rate 
of  interest  payments  which  would  be  computed  under  this  provision  in 
the  absence  of  those  payments.  Thus,  if  a  5-percent  rate  is  specified 
by  the  Secretary,  no  unstated  interest  will  be  computed  where  the 
interest  actually  provided  for  under  the  contract  is  4  percent  or  more. 
This  represents  a  de  minimis  rule  to  prevent  the  application  of  this 
provision  in  those  cases  where  interest  variations  are  relatively  minor. 

For  purposes  of  this  provision,  a  payment  for  property  in  the  form 
of  a  note,  or  other  evidence  of  indebtedness  of  the  purchaser,  is  not 
to  be  treated  as  a  payment.  To  treat  such  amounts  as  payments  would 
permit  avoidance  of  this  provision  merely  by  exchanging  non-interest- 
bearing  forms  of  indebtedness  for  property.  However,  payments 
made  on  such  indebtedness  for  purposes  of  this  provision  will  be 
treated  as  if  they  were  payments  made  on  the  contract  itself. 

Where,  at  the  time  of  the  sale  or  exchange,  some  or  all  of  the  pay¬ 
ments  are  indefinite  as  to  their  size;  for  example  where  the  payments 
are  in  part  at  least  dependent  upon  future  income  derived  from  the 
property,  the  “unstated”  interest  for  purposes  of  this  provision  will 
be  determined  separately  with  respect  to  each  indefinite  payment  as  it 
is  received,  taking  into  account  the  time  interval  between  the  sale  or 
exchange  and  the  receipt  of  the  payment.  Also,  where  there  is  a 
change  in  the  amount  due*under  a  contract,  the  “unstated”  interest 
is  to  be  recomputed  at  the  time  of  each  such  change. 

The  bill  specifies  five  situations  in  which  this  provision  is  not  to 
apply:  First,  a  de  minimis  rule  as  to  price  is  provided.  Thus,  the  pro¬ 
vision  will  not  apply  unless  the  sale  price  of  the  property  is  in  excess 
of  $3,000.  Second,  in  the  case  of  the  purchaser  of  the  property,  if 
any  of  the  amounts  involved  are  carrying  charges  which  under  present 
law  from  the  standpoint  of  the  purchaser  are  treated  as  interest,  then, 
in  the  case  of  the  purchaser,  this  provision  is  not  to  apply.  Third, 
in  the  case  of  the  seller,  this  provision  is  to  apply  only  if  some  part 
of  the  gain  from  the  sale  or  exchange  of  the  property  would  be  con¬ 
sidered  as  gain  from  a  capital  asset  or  as  gain  from  depreciable  prop¬ 
erty.  If  the  property  is  sold  at  a  loss,  this  provision  will  nevertheless 
apply  if,  had  there  been  a  gain,  some  part  of  it  would  have  been  con¬ 
sidered  as  gain  from  a  capital  asset  or  from  depreciable  property. 
Fourth,  this  provision  is  not  to  apply  in  the  case  of  payments  with  re¬ 
spect  to  patents,  which  are  treated  as  capital  gain  under  present  law. 
Fifth,  the  provision  is  not  to  apply  where  the  property  is  exchanged  for 
annuity  payments  which  depend  in  whole  or  in  part  on  the  life  expect¬ 
ancy  of  one  or  more  individuals.  In  addition,  this  provision,  of  course, 
will  not  apply  to  payments  such  as  those  for  timber,  coal  and  iron  ore 
(sec.  631)  where  the  property  is  treated  as  sold  as  the  timber  is  cut  or 
the  coal  or  iron  ore  is  withdrawn,  with  the  result  that  this  is  not 
treated  as  an  installment  contract. 
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(c)  (i)  Effective  date. — Under  the  House  bill  this  provision  applies  to 
payments  made  after  December  31,  1963,  on  account  of  sales  or  ex¬ 
changes  of  property  occurring  after  June  30,  1963.  Your  committee 
has  accepted  the  House  effective  date,  but  has  provided  one  exception 
to  it.  It  has  provided  that  the  new  rule  is  not  to  apply  to  any  sale  or 
exchange  made  pursuant  to  a  binding,  written  contract  (including  an 
irrevocable  written  option)  entered  into  before  July  1,  1963.  This  is 
consistent  with  the  treatment  provided  elsewhere  in  the  bill  with  re¬ 
spect  to  binding  contracts. 

(d)  Revenue  effect. — This  provision  is  expected  to  result  in  a  negligi¬ 
ble  increase  in  revenues. 

80.  Personal  holding  companies  (sec.  226  of  the  hill  and  secs.  541-548 
oj  the  code) 

(a)  Present  law. — Under  present  law,  a  domestic  personal  holding 
company  is  taxed  on  its  “undistributed  personal  holding  company 
income”  at  a  rate  of  75  percent  on  the  first  $2,000  and  85  percent  on 
the  balance.  This  is  in  addition  to  the  regular  corporate  income  tax. 
In  general  terms,  a  personal  holding  company  is  a  closely  held  cor¬ 
poration,  most  of  whose  income  is  derived  from  certain  specified 
forms  of  passive  income.  The  tax  applies  only  where  50  percent 
or  more  in  value  of  the  outstanding  stock  of  the  corporation  is  owned 
directly  or  indirectly  by  five  or  fewer  individuals.  In  addition,  at 
least  80  percent  of  the  corporation’s  gross  income  must  be  from  what 
is  defined  as  “personal  holding  company  income.” 

In  general  terms,  personal  holding  company  income  consists  of  in¬ 
come  from  what  are  considered  to  be  passive  forms  of  investment. 
Thus,  it  includes  dividends,  interest,  and  annuities.  It  also  includes 
most  royalties  although  mineral,  oil,  or  gas  royalties  are  included  only 
where  these  royalties  do  not  represent  50  percent  or  more  of  the 
company’s  gross  income  or  where  there,  are  not  trade  or  business 
deductions  (other  than  compensation  for  personal  services  rendered 
by  shareholders)  equal  to  15  percent  or  more  of  the  company’s  gross 
income.  Copyright  royalties  also  are  classified  as  personal  holding 
company  income  if  they  represent  less  than  50  percent  of  the  com¬ 
pany’s  gross  income  or  the  business  deductions  (other  than  compensa¬ 
tion  for  personal  services  rendered  by  shareholders)  represent  less  than 
50  percent  of  gross  income  or  if  other  personal  holding  company 
income  constitutes  more  than  10  percent  of  gross  income.  Thus, 
where  these  mineral,  oil,  gas,  or  copyright  royalties  represent  the 
principal  business  of  the  company,  this  type  of  income  is  not  classified 
as  personal  holding  company  income,  if  there  also  is  evidence,  in  the 
form  of  sufficient  business  deductions,  that  the  company  is  actively 
engaged  in  business.  Rents  also  are  classified  as  personal  holding 
company  income  unless  they  represent  50  percent  or  more  of  the 
company’s  gross  income.  Other  forms  of  income  which  are  classified 
as  personal  holding  company  income  includes  income  from  stock, 
security,  and  commodity  transactions  (except  in  the  case  of  dealers, 
producers,  etc.),  income  from  estates  and  trusts,  income  from  personal 
service  contracts  where  25  percent  or  more  of  the  stock  of  the  corpora¬ 
tion  is  owned  directly  or  indirectly  by  the  individual  performing  the 
services,  and  income  from  the  right  to  use  property  of  the  corporation 
where  25  percent  or  more  of  the  stock  of  the  corporation  is  owned 
directly  or  indirectly  by  the  person  eligible  to  use  the  property.  This 
latter  category  of  income,  Jhowever,  is  treated  as  personal  holding 
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company  income  only  where  10  percent  or  more  of  its  income  (without 
regard  to  this  latter  category  or  rents)  is  personal  holding  company 
income. 

(6)  General  reasons  for  'provisions. — Congress  first  imposed  this  tax 
on  personal  holding  companies  in  1934  in  order  to  prevent  the  avoid¬ 
ance  of  the  individual  upper  bracket  surtax  rates,  by  leaving  what  is 
essentially  investment-type  income  in  a  corporate  organization,  sub¬ 
ject  to  the  lower  corporate  income  tax.  As  indicated  by  the  Adminis¬ 
tration,  ways  around  the  present  personal  holding  company  provisions 
have  been  found  in  several  arrangements  which  permit  the  use  of 
holding  companies  to  avoid  the  individual  income  tax  with  respect  to 
what  is  essentially  investment-type  income  without  the  company 
involved  being  classified  as  a  “personal  holding  company.’ ’ 

The  principal  avoidance  devices  involve  the  use  of  rental  income, 
income  from  mineral  operations,  and  certain  capital  gains  which  are 
not  classified  as  personal  holding  company  income  as  means  of  shelter¬ 
ing  other  investment  income  in  such  a  manner  that  80  percent  or  more 
of  the  company’s  gross  income  does  not  come  within  the  technical 
definition  of  personal  holding  company  income.  In  view  of  this, 
a  number  of  modifications  are  made  in  the  personal  holding  company 
provisions  designed  primarily  to  minimize  the  extent  to  which  these 
special  categories  of  income  can  be  used  to  shelter  clearly  passive  in¬ 
come.  More  detailed  reasons  for  each  of  the  various  modifications 
provided  by  the  bill  are  set  forth  in  the  explanation  given  below  with 
respect  to  each  of  the  modifications. 

(c)  General  explanation  of  provisions. — The  bill  makes  a  series  of 
modifications  in  the  application  of  the  personal  holding  company  tax 
in  the  case  of  domestic  corporations.  However,  except  in  the  case  of 
the  dividends  paid  deduction  in  a  liquidation,  no  change  is  made  in 
the  case  of  foreign  personal  holding  companies.  Most  of  the  modifi¬ 
cations  described  below  are  designed  to  eliminate  various  means  by 
which  holding  companies  have  been  avoiding  classification  as  personal 
holding  companies,  although  other  problems  are  also  dealt  with. 

(c)(i)  Tax  rate  of  70  percent. — In  view  of  the  fact  that  this  bill 
decreases  the  maximum  tax  rate  applicable  to  individuals  from  91  to 
70  percent,  your  committee  agrees  with  the  House  that  the  rates 
applicable  to  personal  holding  companies  also  should  be  lowered  from 
the  present  rates  of  75  percent  on  the  first  $2,000,  and  85  percent  on 
the  excess,  to  what  will  be  the  new  top  individual  income  tax  rate. 
Moreover,  there  appears  to  be  no  particular  purpose  for  continuing 
the  graduation  in  the  personal  holding  company  tax  rate  from  75 
percent  on  the  first  $2,000  to  85  percent  on  the  balance.  In  view  of 
this,  the  bill  provides  that  the  personal  holding  company  tax  is  to  be 
70  percent  of  the  undistributed  personal  holding  company  income. 

(c)(n)  Decrease  in  80-percent  test. — As  previously  indicated,  one 
of  the  tests  under  present  law  provides  that  a  company,  to  be  a  per¬ 
sonal  holding  company,  must  derive  80  percent  or  more  of  its  gross 
income  from  certain  specified  types  of  passive  income,  called  personal 
holding  company  income.  The  bill  decreases  this  80-percent  test  to 
60  percent.  The  decrease  in  this  percentage  is  made  because  too 
many  holding  companies  which  are  essentially  holding  companies 
of  passive  income  have  avoided  the  classification  as  such  by  holding 
their  “personal  holding  company  income”  just  slightly  below  the 
80-percent  limit.  The  more  realistic  60-percent  limit  together  with 
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other  modifications  described  below  will  make  the  avoidance  of  this 
classification  much  more  difficult  for  holding  companies  generally. 

(c)(m)  Adjusted  ordinary  gross  income  requirement. — Under  present 
law  the  80-percent  requirement  referred  to  above  is  applied  to  the 
gross  income  of  the  corporation;  i.e.,  if  the  gross  income  derived 
from  certain  specified  passive  sources  equals  80  percent  of  the  total 
gross  income  of  the  corporation,  the  corporation  is  classed  as  a 
personal  holding  company.  This  has  made  it  possible  for  corpora¬ 
tions  to  avoid  personal  holding  company  classification  by  seeking  out 
types  of  income  not  characterized  as  passive,  or  of  a  personal  holding 
company  type,  which  give  rise  to  a  proportionately  large  amount  of 
gross  income  even  though  leaving  little,  if  any,  income  after  the 
deductions  attributable  to  this  income.  In  this  manner,  various 
types  of  income  have  been  used  to  shelter  investment  income  and 
remove  the  company  from  the  classification  of  a  personal  holding 
company.  Rents,  where  they  constitute  more  than  50  percent  of  the 
gross  income  of  the  corporation,  are  an  example  of  a  type  of  income 
used  to  shelter  passive  income,  such  as  dividends.  Mineral,  oil,  and 
gas  income  are  the  other  principal  examples  of  income  which  have 
been  so  used. 

To  overcome  this  problem,  the  bill  adjusts  downward  the  income 
from  certain  sources  to  the  extent  of  certain  specified  deductions 
attributable  to  these  types  of  income.  Thus,  the  corporation  will  be 
a  personal  holding  company  if  60  percent  of  “adjusted”  gross  income 
consists  of  certain  passive  income.  The  adjustments  are  as  follows: 

1.  In  the  case  of  gross  income  from  rents,  the  deductions  for 
depreciation  and  amortization,  property  taxes,  interest,  and  rents 
paid  to  the  extent  attributable  to  the  rental  income  received,  are 
to  be  deducted  from  gross  income. 

2.  In  the  case  of  mineral  oil,  and  gas  royalties  and  also  in  the 
case  of  working  interests  in  oil  or  gas  wells,  the  deductions 
attributable  to  these  royalties  or  working  interests  for  deprecia¬ 
tion,  amortization  and  depletion,  property  and  severance  taxes, 
interests  and  rents  paid  are  to  be,  deducted  in  computing  this 
adjusted  gross  income.  It  should  be  clearly  understood  that 
although  income  from  working  interests  in  an  oil  and  gas  well  for 
purposes  of  the  60-percent  limitation  are  reduced  by  the  deduc¬ 
tions  referred  to  above  such  income  is  itself  never  classified  as 
personal  holding  company  income. 

3.  Interest  from  U.S.  Government  bonds  held  for  sale  by  a 
dealer  who  is  making  a  primary  market  for  these  obligations  and 
interest  on  condemnation  awards,  judgments  and  tax  refunds 
also  are  to  be  excluded  in  arriving  at  adjusted  gross  income  for 
this  purpose.  This  adjustment  serves  a  different  purpose  from 
the  first  two  deductions  in  that  it  merely  excludes  from  the  base 
on  which  personal  holding  company  income  is  computed  this 
particular  type  of  interest  income  which  in  reality  is  not  passive 
in  nature. 

In  applying  the  60-percent  test,  not  only  is  the  total  gross  income 
adjusted  downward  by  the  amount  of  the  deductions  (or  interest) 
referred  to  in  the  cases  specified  above,  but  also  in  determining  the 
rental  income  and  mineral,  oil  and  gas  income  for  purposes  of  this 
test,  this  income  also  is  reduced  by  the  specified  reductions. 

(c)  (iv)  Capital  gains. — Under  present  law  capital  gains  (other  than 
capital  gains  attributable  to  stock,  securities,  or  commodities)  are 
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not  treated  as  personal  holding  company  income.  All  capital  gains, 
however,  are  included  in  the  gross  income  of  the  company  for  purposes 
of  the  80-percent  test.  As  in  the  case  of  the  deductions  referred  to 
above,  some  companies  have  timed  the  realization  of  their  capital 
gains  income  in  such  a  manner  as  to  keep  their  personal  holding 
company  income  below  the  80  percent.  The  bill  avoids  this  problem 
by  excluding  all  capital  gains  from  the  gross  income  in  determining 
whether  the  60-percent  test  is  met.  Thus,  the  test  under  the  bill  is 
based  on  adjusted  ordinary  gross  income. 

(c)(?;)  Rental  income. — Under  present  law  rental  income  is  classified 
as  personal  holding  company  income  only  if  it  represents  less  than  50 
percent  of  total  gross  income.  This  is  based  on  the  concept  that 
where  rental  income  represents  the  major  activity,  the  activity  in¬ 
volved  is  more  likely  to  be.  of  an  active  rather  than  passive  character. 
The  House  bill  retains  this  50-percent  test  (applying  it,  however,  to 
adjusted  income  from  rents  and  to  adjusted  ordinary  gross  income) 
but  adds  a  second  test  providing  that  rental  income  may  be  character¬ 
ized  as  passive,  or  personal  holding  company  income  even  where  it 
represents  50  percent  or  more  of  the  adjusted  ordinary  gross  income  if, 
apart  from  the  rental  income,  more  than  10  percent  of  the  ordinary 
gross  income  (gross  income  excluding  capital  gains)  of  the  company 
is  personal  holding  company  income.  For  this  purpose,  income 
derived  from  the  use  of  corporate  property  by  shareholders  is  not 
viewed  as  personal  holding  company  income,  but  income  from  copy¬ 
right  royalties  and  the  adjusted  income  from  mineral,  oil,  and  gas 
royalties  is  included  for  this  purpose  as  personal  holding  company 
income. 

Your  committee  has  accepted  the  House  changes  in  the  50-percent 
test  with  one  modification.  Your  committee  has  made  an  amendment 
to  this  test  with  regard  to  rentals  of  tangible  personal  property 
retained  by  the  lessee  for  three  years  or  less.  Under  the  amendment, 
in  the  case  of  such  property,  the  income  is  not  to  be  reduced  by 
depreciation  attributable  to  it  for  purposes  of  the  50-percent  test  and 
also  for  purposes  of  computing  ordinary  gross  income.  However,  in 
the  case  of  the  provision  in  the  House  bill  that  the  personal  holding 
company  income  (apart  from  rent)  may  not  exceed  10  percent  of  the 
ordinary  gross  income,  your  committee’s  amendments  provide  that  the 
personal  holding  company  income  for  this  purpose  may  be  reduced  by 
dividends  paid  during  the  year,  by  dividends  paid  in  the  next  year 
which  are  treated  as  if  paid  in  the  year  in  question,  and  by  consent 
dividends.  Your  committee  believes  that  this  prevents  the  10-percent 
rule  from  working  harshly  where  the  personal  holding  company  in¬ 
come  other  than  rents  may  exceed  10  percent  of  ordinary  gross  income, 
perhaps  by  only  a  small  amount  but  under  the  House  bill,  nevertheless, 
result  in  the  entire  amount  of  rental  income  being  classified  as  personal 
holding  company  income.  Your  committee’s  amendment  in  effect 
permits  taxpayers  to  meet  the  10-percent  test  after  dividend  payments 
(or  amounts  treated  as  paid  in  dividends).  At  the  same  time  it 
gives  assurance  that  the  personal  holding  company  income  (apart 
from  rent)  sheltered  in  the  company  may  not  exceed  10  percent  of 
its  ordinary  gross  income. 

The  fact  that  rental  income,  both  in  applying,  the  60-percent  test 
and  also  in  applying  the  50-percent  provision  to  the  rental  income 
itself,  is  determined  on  the  basis  of  reducing  rental  income  by  depre- 
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ciation,  amortization,  property  taxes,  interest,  and  rents  paid  has 
already  been  noted  above.  However,  as  previously  indicated, 
tangible  personal  property  rented  for  three  years  or  less  is  not  reduced 
by  depreciation  attributable  to  it  for  purposes  of  these  tests,  under 
your  committee’s  amendments. 

(i c)(vi )  Mineral ,  oil ,  and  gas  royalties. — Under  present  law  mineral, 
oil,  and  gas  royalties  are  considered  to  be  personal  holding  company 
income  unless  they  represent  50  percent  or  more  of  the  gross  income 
of  the  company  and  unless  the  trade  or  business  expense  deductions 
(other  than  compensation  for  personal  services  rendered  by  share¬ 
holders)  represent  15  percent  or  more  of  the  gross  income  of  the 
company.  Thus,  under  present  law,  as  in  the  case  of  rental  income, 
mineral,  oil,  or  gas  royalties  are  treated  as  personal  holding  company 
income  unless  they  represent  the  bulk  of  the  company’s  income. 
However,  in  this  case  there  also  must  be  business  expenses — indicating 
the  active  character  of  the  business — constituting  15  percent  or  more 
of  the  gross  income. 

The  bill  retains  these  two  tests  but  applies  them  on  the  basis  of 
the  adjusted  ordinary  gross  income,  thereby  reducing,  for  this  purpose, 
the  income  considered  to  be  in  these  categories  by  depreciation, 
depletion,  property  and  severance  taxes,  interest,  and  rent  paid. 

In  addition,  the  bill  adds  another  test  which  must  be  met  in  such 
cases  for  the  mineral,  oil,  or  gas  royalty  income  to  escape  characteriza¬ 
tion  as  personal  holding  company  income.  The  personal  holding  com¬ 
pany  income  of  the  company,  apart  from  this  category  of  income  (but 
including  as  such  income  that  from  copyright  royalties  and  from  rents), 
must  not  represent  more  than  10  percent  of  the  ordinary  gross  income 
of  the  company.  Thus,  the  personal  holding  company  type  income 
which  mineral,  oil,  or  gas  royalty  income  may  shelter  even  where  this 
income  represents  the  bulk  of  the  income  of  the  company  must  be 
relatively  small;  namely,  less  than  10  percent  of  ordinary  gross  income. 
Your  committee  has  also  added  an  amendment  making  it  clear  that 
income  from  mineral,  oil,  and  gas  royalties  includes  production  pay¬ 
ments  and  overriding  royalties. 

(c)  ( vii )  Copyright  royalties. — Under  present  law,  copyright  royalties 
also  are  considered  to  be  personal  holding  company  income  unless 
they  represent  50  percent  or  more  of  the  total  gross  income.  An  addi¬ 
tional  test  which  must  be  met  in  order  to  escape  such  classification  is 
that  the  personal  holding  company  income,  apart  from  the  copyright 
royalty  income,  must  not  exceed  10  percent  of  the  company’s  gross 
income  and  the  trade  or  business  expense  deductions  (other  than  those 
for  compensation  for  personal  services  rendered  by  shareholders  or 
for  royalties  paid  to  shareholders)  must  represent  50  percent  or  more 
of  the  company’s  gross  income.  This  provision  is  modified  by  the 
bill  in  that  the  requirement  that  deductions  equal  at  least  50  percent 
of  gross  income  is  changed  to  provide  that  they  must  equal  25  percent 
of  ordinary  gross  income  reduced  by  royalties  paid  and  by  deprecia¬ 
tion  deductions  with  respect  to  the  copyrights. 

(c)  ( viii )  Produced  film,  rents. — Under  present  law  payments  received 
from  the  distribution  and  exhibition  of  motion  picture  films  are 
treated  as  rentals.  As  a  result,  under  present  law,  a  corporation  may 
be  formed  by  an  individual  who  owns  a  motion  picture  negative  and 
have  its  earnings  treated  as  rents  for  purposes  of  the  personal  holding 
company  tax.  Since  in  such  a  case  more  than  50  percent  of  its  gross 
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income  would  be  considered  to  be  from  rents,  there  would  be  no  per¬ 
sonal  holding  company  tax  payable  in  this  case. 

To  meet  this  problem,  the  bill  provides  that  payments  received  from 
the  use  of,  or  the  right  to  use,  films  generally  will  be  characterized  as 
copyright  royalty  income.  Thus,  such  income  will  be  classified  as 
personal  holding  company  income  unless  50  percent  or  more  of  the 
company’s  ordinary  income  is  from  this  source,  not  more  than  10 
percent  of  the  company’s  ordinary  gross  income  is  personal  holding 
company  income,  and  the  deductions  properly  allocable  to  this  film 
income  represent  25  percent  or  more  of  the  gross  income  from  this 
source  reduced  by  royalties  paid  and  depreciation  taken. 

The  bill,  however,  retains  what  is  essentially  the  treatment  of  present 
law  for  “produced  film  rents.”  Produced  film  rents  are  rents  arising 
from  an  interest  in  a  film  acquired  before  the  production  of  the  film 
was  substantially  complete.  It  was  thought  that  less  severe  tests 
should  be  applied  in  such  cases  because  the  participation  in  the  produc¬ 
tion  of  the  film  in  itself  indicates  an  active  business  enterprise  in  this 
case.  For  produced  film  rent  to  escape  characterization  as  personal 
holding  company  income,  as  under  present  law,  these  rents  need 
constitute  only  50  percent  or  more  of  the  ordinary  gross  income  of 
the  company. 

(c){ix)  Other  types  oj  income  characterized  as  personal  holding 
company  income. — Compensation  for  the  use  of  property  by  a  share¬ 
holder,  amounts  received  under  a  personal  service  contract,  and 
income  from  estates  and  trusts  continue  to  be  classified  as  personal 
holding  company  income  essentially  to  the  same  extent  as  under 
present  law,  except  for  the  fact  that  capital  gain  income  is  not  classified 
as  part  of  gross  income  in  applying  the  10-percent  test  in  the  case  of 
the  use  of  corporate  property  by  shareholders. 

( c)(x )  Personal  finance  companies. — Present  law  provides  that 
certain  types  of  companies  are  not  to  be  classified  as  personal  holding 
companies.  These  include,  for  example,  banks,  life  insurance  com¬ 
panies,  and  surety  companies.  Also  excluded  from  such  classification 
are  certain  types  of  personal  finance  companies.  Under  present  law, 
there  are  four  different  types  of  personal  finance  companies  which 
are  excluded  from  the  personal  holding  company  category.  These 
categories  in  general  terms  are  as  follows : 

1.  Licensed  personal  finance  companies,  80  percent  of  whose 
gross  income  is  interest  from  loans  if  at  least  60  percent  of  their 

gross  income  is  received  from  loans  classified  as  “small  loans” 
y  State  law  (or  $500  if  there  is  no  State  law  limit)  and  if  the 
interest  is  not  payable  in  advance  and  computed  only  on  unpaid 
balances.  In  addition,  loans  to  a  person  who  is  a  10-percent 
shareholder  must  not  exceed  $5,000  in  principal  amount.  These 
frequently  are  known  as  “Russell  Sage”  type  personal  finance 
companies. 

2.  Other  lending  companies  engaged  in  the  small  loan  or  con¬ 
sumer  finance  business,  80  percent  of  whose  gross  income  consists 
of  interest  or  similar  charges  on  loans  to  individuals  and  income 
from  80-percent-owned  subsidiaries  which  in  turn  themselves 
meet  this  test.  In  addition,  at  least  60  percent  of  the  company’s 
income  must  be  from  interest  or  similar  charges  made  in  accord¬ 
ance  with  small  loan  or  consumer  finance  Taws  to  individuals 
where  the  loans  do  not  exceed  the  State  specification  for  small 


2611 


110 


REVENUE  ACT  OF  1964 


loans  (or  if  there  is  no  such  limit,  $1,500)  and  if  the  trade  or 
business  expenses  of  the  company  represent  15  percent  or  more 
of  the  company’s  gross  income.  These  companies  also  must  not 
have  loans  outstanding  to  shareholders,  with  a  10-percent 
interest  or  more,  which  exceed  $5,000. 

3.  A  loan  or  investment  company  (such  as  a  Morris  Plan 
bank),  a  substantial  part  of  whose  business  consists  of  receiving 
funds  not  subject  to  check  and  evidenced  by  certificates  of  in¬ 
debtedness  or  investment,  and  making  loans  and  discounts. 
Here  also  loans  to  a  person  who  is  a  10-percent  shareholder  may 
not  exceed  $5,000  in  principal  amount. 

4.  A  finance  company  actively  engaged  in  purchasing  or  dis¬ 
counting  accounts  or  notes  receivable,  or  installment  obligations, 
or  in  making  loans  secured  by  any  of  these  or  by  tangible  per¬ 
sonal  property,  if  at  least  80  percent  of  its  gross  income  is  derived 
from  such  business.  In  addition,  at  least  60  percent  uf  such  a 
company’s  gross  income  must  be  derived  from  certain  categories 
of  income.  These  categories,  in  general,  relate  to  business  or 
factoring-type  loans:  such  as  purchasing  or  discounting  accounts 
or  notes  receivable,  or  installment  obligations  arising  out  of  the 
sale  of  goods  or  services  by  the  borrower  in  his  business;  making 
loans  for  not  more  than  36  months  to  businesses  where  the 
amounts  are  secured  by  accounts  or  notes  receivable  or  install¬ 
ment  obligations  of  the  type  described  above,  or  secured  by 
warehouse  receipts,  bills  of  lading,  inventories,  chattel  mortgages 
on  property  used  in  the  borrower’s  trade  or  business,  etc.  In 
the  case  of  these  companies,  the  trade  or  business  expense  deduc¬ 
tions  must  represent  at  least  15  percent  of  the  gross  income  of 
the  company,  and  loans  to  those  who  are  10-percent  shareholders 
in  such  company  must  not  exceed  $5,000  in  principal  amount. 

In  the  interest  of  simplification,  the  House  substituted  one  exclu¬ 
sion  for  the  four  now  provided  these  categories  of  lending  or  finance 
companies.  At  the  same  time,  it  saw  no  need  for  purposes  of  the 
personal  holding  company  provision  to  restrict  the  type  of  loans  which 
these  companies  could  make.  It  was  suggested  that  this  was  properly 
a  matter  of  regulation  by  State  law  governing  these  lending  or  finance 
businesses  and  that  in  any  event  the  personal  holding  provisions  do 
not  apply  to  widely  held  corporations.  In  these  latter  cases  only 
State  law  governs  the  type  of  loans  which  can  be  made. 

In  view  of  these  considerations  the  House  bill  substituted  for  all 
four  of  the  categories  described  above,  one  definition  of  a  lending 
or  finance  company  which  is  to  be  excluded  from  personal  holding 
company  tax  treatment.  This  definition  provided  is  designed  first  to 
assure  that  60  percent  of  the  company’s  income  is  from  the  active, 
regular  conduct  of  a  lending  or  finance  business,  and  second  that  its 
personal  holding  company  income  1  plus  interest  from  U.S.  obligations 
as  a  dealer  in  these  obligations  is  not  more  than  20  percent  of  the  com¬ 
pany’s  ordinary  income.  These  two  limitations,  and  the  restriction 
described  below  relating  to  business  expense  deductions,  are  designed 
to  give  assurance  that  the  company  is  actively  engaged  in  the  lending 
or  finance  business  and  that  not  more  than  20  percent  of  its  remaining 
income  is  personal  holding  company  income. 

1  For  this  purpose  personal  holding  company  income  is  computed  without  regard  to  income  from  sub¬ 
sidiaries  qualifying  under  this  exemption  as  lending  businesses,  but  including  gross  income  from  rents 
royalties,  produced  film  rents,  and  compensation  for  use  of  corporate  property  by  shareholders. 
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Your  committee  has  modified  the  requirement  that  not  more  than 
20  percent  of  the  company’s  ordinary  income  may  constitute  personal 
holding  company  income.  The  House  bill  permits  a  company 
engaged  in  the  small  loan  business  to  satisfy  the  20-percent  test  by 
excluding  income  which  it  receives  from  subsidiaries  in  the  lending  or 
finance  busipess.  Your  committee’s  bill  would  extend  this  treatment 
to  finance  companies.  Finally,  a  technical  amendment  makes  it 
clear  that  income  received  for  furnishing  services  and  facilities  to  a 
lending  or  finance  company  is  not  to  be  treated  as  personal  holding 
company  income  to  members  of  the  same  affiliated  group  which 
meet  the  requirement  of  the  exemption  for  the  lending  and  finance 
companies,  whether  they  are  exempt  from  the  personal  holding 
company  tax  under  the  same  or  another  provision. 

In  addition  to  60-  and  20-percent  tests,  the  company  must  have 
certain  business  deductions  described  below,  which  are  directly  attrib¬ 
utable  to  its  lending  or  finance  business  equal  to  15  percent  of  the 
ordinary  gross  income  up  to  $500,000  plus  5  percent  of  the  ordinary 
gross  income  between  $500,000  and  $1  million.  This  provision  gives 
further  assurance,  as  evidenced  by  the  deductions  of  the  company, 
that  it  is  actively  engaged  in  the  lending  or  finance  business.  A  fourth 
limitation  applicable  under  present  law  in  the  case  of  all  of  the  cate¬ 
gories  of  lending  companies  denies  the  right  to  make  loans  to  persons 
who  are  10-percent  shareholders  to  the  extent  of  more  than  $5,000  a 
year  in  principal  amounts. 

The  lending  or  finance  business  for  purposes  of  this  provision  is 
defined  as  including  the  business  of  making  loans  and  purchasing  or 
discounting  accounts  receivable,  notes,  or  installment  obligations  re¬ 
ceivable,  notes  or  installment  obligations.  It  does  not  include,  how¬ 
ever,  the  making  of  loans  or  purchasing  or  discounting  accounts 
receivable,  notes  or  installment  obligations  if  the  remaining  period  to 
maturity  on  the  loan  or  paper  exceeds  60  months.  It  also  does  not 
include  the  making  of  loans  evidenced  by  indebtedness  issued  in  a 
series  under  a  trust  indenture  and  in  registered  form  or  with  interest 
coupons  attached.  Your  committee  has  amended  the  definition  of  a 
lending  or  finance  business  to  make  it  clear  that  this  includes  the 
income  from  rendering  services  or  making  facilities  available  to  another 
member  of  the  same  affiliated  group  which  is  also  in  the  lending  or 
finance  business.  This  is  provided  because  as  a  matter  of  economical 
operations,  one  company  frequently  hires  the  necessary  personnel, 
acquires  the  appropriate  facilities,  and  in  accordance  with  the  re¬ 
quirements  of  banks,  borrows  all  of  the  money  for  the  group.  Then 
all  of  the  corporations  in  the  group  pay  a  service  charge  for  these 
services  to  the  company  performing  them. 

Business  deductions  for  purposes  of  the  15-percent  or  5-percent  test 
include  only  those  trade  or  business  expense  deductions  which  are 
deductible  only  by  reason  of  section  162  or  section  404  (other  than 
compensation  for  personal  services  rendered  by  shareholders  or  mem¬ 
bers  of  their  family),  and  depreciation  deductions  and  deductions  for 
real  property  taxes  to  the  extent  that  the  property  to  which  they 
relate  is  used  in  the  regular  conduct  of  the  lending  or  finance  business. 
Trade  or  business  expense  deductions  which  are  allowable  specifically 
under  other  sections,  such  as  the  deduction  for  interest  expense  which 
is  also  allowable  under  section  163,  are  not  included  for  purposes  of 
the  15-percent  or  5-percent  test. 
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( c)(xi )  Liquidating  dividends. — Under  present  law,  the  75-  or  85- 
percent  tax  (70  percent  under  the  bill)  on  personal  holding  companies 
applies  only  to  the  undistributed  personal  holding  company  income. 
Thus,  this  tax  is  applied  after  dividend  distributions  are  taken  into 
account.  Included  among  the  amounts  treated  as  dividends  eligible 
for  the  dividends  paid  deduction  are  distributions  in  liquidation  to 
the  extent  of  the  accumulated  earnings  and  profits.  As  a  result,  in 
the  year  of  the  liquidation  of  a  personal  holding  company  there  is  no 
income  subject  to  personal  holding  company  tax  for  that  year.  De¬ 
spite  the  fact  that  the  distributions  are  treated  as  dividends  to  the 
personal  holding  company,  its  stockholders  in  that  year  receive  this 
income  and  report  it  at  capital  gains  rates. 

Thus,  under  present  law,  a  company  which  is  a  personal  holding 
company  may  nevertheless  avoid  both  the  personal  holding  company 
tax  and  the  ordinary  income  treatment  to  its  shareholders  with  respect 
to  the  personal  holding  company  income  the  year  in  which  it  liquidates. 

A  problem  is  also  presented  in  the  case  of  corporations  where  a 
subsidiary  is  liquidated  and  both  the  parent  and  the  subsidiary 
corporation  are  personal  holding  companies.  In  such  a  case,  if  the 
earnings  and  profits  of  the  subsidiary  exceed  its  undistribu table  per¬ 
sonal  holding  company  income  in  the  year  of  the  liquidating  distribu¬ 
tion,  the  parent  corporation  may  use  the  excess  dividend  paid  de¬ 
duction  in  computing  its  own  dividend  paid  deduction,  thereby 
reducing  its  own  undistributed  personal  holding  company  income  in 
the  taxable  year  and  also  in  the  2  succeeding  taxable  years. 

The  bill  meets  these  problems  by  limiting  the  application  of  section 
562(b)  to  companies  other  than  personal  holding  companies  or  foreign 
personal  holding  companies.  However,  it  is  provided  in  section 
316(b)  that  in  the  case  of  a  complete  liquidation  of  a  personal  holding 
company  within  a  24-month  period  after  the  adoption  of  the  plan  of 
liquidation,  that  the  term  “dividend”  is  to  include  any  amounts  dis¬ 
tributed  in  this  liquidation  to  other  than  corporate  shareholders  to 
the  extent  of  its  undistributed  income  (before  any  deductions  for  this 
amount)  only  if  the  corporation  involved  designates  amounts  as  divi¬ 
dends  (and  so  notifies  the  distributee).  If  the  corporation  does  so 
designate  the  distributions  as  dividends  the  individuals  receiving  a 
liquidating  distribution  from  the  personal  holding  company  must 
report  the  amount  so  distributed  as  a  dividend  in  the  year  of  receipt. 
The  bill  also  provides  that  in  the  case  of  a  foreign  personal  holding 
company,  the  amount  included  in  a  United  States  shareholder’s  income 
is  not  to  be  diminished  by  any  liquidating  distributions  made  during 
the  year. 

An  amendment  is  also  made  to  the  code  which  provides  in  the  case  of 
corporate  distributees  that  where  a  complete  liquidation  of  a  personal 
holding  company  occurs  within  24  months  after  the  adoption  of  the 
plan  of  liquidation,  the  distribution  is  to  be  treated  as  a  dividend  for 
purposes  of  the  personal  holding  company  tax  only  to  the  extent  of  the 
corporate  distributee’s  share  of  the  undistributed  personal  holding 
company  income  for  the  taxable  year  of  the  distribution.  Thus, 
the  dividends  paid  deduction  is  allowed  to  a  personal  holding  company 
only  to  the  extent  of  the  undistributed  income  for  the  taxable  year 
and  with  respect  to  noncorporate  distributees,  only  if  such  distributees 
treat  such  distribution  as  a  dividend. 

(c)(xii)  One-month  liquidations. — Your  committee  agrees  with  the 
House  that  while  the  tightening  of  the  personal  holding  company 
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provisions  as  indicated  in  the  prior  discussion  is  desirable,  neverthe¬ 
less,  it  would  be  unfortunate  to  apply  these  provisions  without  any 
alternatives  being  available,  to  companies  which  in  the  past  have  not 
been  classified  as  personal  holding  companies  but  which  as  a  result 
of  the  new  provision  will  for  the  first  time  find  themselves  subject  to 
personal  holding  company  tax.  Your  committee  agrees  that  it 
would  be  unfair  to  require  such  companies  to  pay  personal  holding 
company  tax  if  they  are  willing  to  liquidate.  Although  it  is  under¬ 
stood  that  some  of  these  companies  are  willing  to  liquidate,  never¬ 
theless,  it  would  represent  a  hardship  under  existing  law  for  them  to  do 
so.  The  hardship  arises  from  the  fact  that  if  they  liquidate  under  the 
provisions  of  section  331  of  the  code,  not  only  would  the  earnings  and 
profits  of  such  corporations  be  taxed  to  the  shareholders  at  capital 
gains  rates  but  also  any  other  appreciation  which  has  occurred  in  the 
value  of  the  assets  would  be  so  taxed  to  them.  Such  companies  in 
the  absence  of  the  new  personal  holding  company  provisions  would 
face  no  necessity  of  liquidating  and  therefore  under  these  circum¬ 
stances  no  tax  would  now  be  paid  with  respect  to  these  unrealized 
increases  in  value.  The  House  and  your  committee  believed  it  was 
appropriate  therefore  to  forego  the  tax  at  this  time  on  unrealized 
appreciations  in  value  but  to  collect  the  capital  gains  tax  on  the  earn¬ 
ings  and  profits  distributed. 

The  bill,  to  facilitate  the  liquidation  of  these  companies,  provides  a 
special  provision  (in  sec.  333)  applicable  in  the  case  of  companies 
which,  for  one  of  the  two  most  recent  taxable  years  ending  before 
December  31,  1963,  were  not  personal  holding  companies  under  existing 
law,  but  would  have  been  in  that  year  if  the  new  law  provided  by  this 
bill  had  been  in  effect  at  that  time.  In  such  cases,  the  bill  provides 
that  any  distribution  in  liquidation  made  by  the  corporation  to  the 
extent  of  the  earnings  and  profits  accumulated  prior  to  the  time  of  the 
liquidation  is  to  be  taxed  at  capital  gains  rates  and  that  any  remaining 
gain  is  to  be  recognized  only  to  the  extent  of  assets  which  consist  of 
money  or  of  stock  or  securities  acquired  by  the  corporation  after 
December  31,  1962. 

To  be  eligible  for  the  treatment  described  above,  the  liquidation  of 
one  of  these  corporations  must  occur  before  January  1,  1967,  under 
your  committee’s  amendments  (or  January  1,  1966,  under  the  House 
bill).  The  treatment  described  above  providing  capital  gains  treat¬ 
ment  with  respect  to  earnings  and  profits  is  not  to  apply  with  respect 
to  any  earnings  and  profits  to  which  the  corporation  involved  succeeds 
after  December  31,  1963,  under  your  committee’s  amendments  (Au¬ 
gust  1,  1963,  under  the  House  bill)  as  a  result  of  any  corporate  reorga¬ 
nization  or  as  a  result  of  a  liquidation  of  a  subsidiary  of  that  corporation 
(except  earnings  and  profits  which  on  December  31,  1963  (August  1, 
1963,  under  the  House  bill)  constituted  the  earnings  and  profits  of 
one  of  the  companies  described  above  or  which  were  earned  by  such 
a  company) . 

In  addition  to  liquidations  occurring  before  January  1,  1967,  the 
capital  gains  treatment  for  earnings  and  profits  accumulated  before 
1967  and  nonrecognition  of  gain  with  respect  to  any  other  gains  to 
the  extent  with  respect  to  assets  acquired  before  1963  (ana  assets 
other  than  stock  and  securities  acquired  thereafter)  the  bill  also  makes 
this  special  liquidation  treatment  apply  to  certain  corporations  which 
liquidate  after  1966  (1965  under  the  House  bill).  To  qualify  for 
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this  post-1966  liquidation  treatment,  as  in  the  prior  case  the  corpo¬ 
ration  involved  must  be  one  which  in  at  least  one  of  the  two  most  recent 
taxable  years  ending  before  December  31,  1963,  was  not  a  personal 
holding  company  under  present  law  but  would  have  been  had  the 
provisions  of  this  bill  been  in  effect  with  respect  to  that  year.  To 
qualify  for  this  special  post-1966  liquidation  treatment,  the  corporation 
involved  must  also  have  incurred  indebtedness  in  the  period  from 
December  31,  1933,  to  December  31,  1963  (August  1,  1963,  under 
House  bill),  which  is  still  outstanding,  or  incurred  indebtedness  after 
December  31,  1963  (August  1,  1963,  under  the  House  bill),  which 
merely  replaced  indebtedness  incurred  before  that  time.  So  that  the 
necessary  records  will  be  kept,  the  corporation  must  notify  the  Secre¬ 
tary  that  it  may  wish  to  liquidate  under  these  provisions.  This 
notice  must  be  given  before  January  1,  1968  (January  1,  1967,  under 
the  House  bill). 

Cases  have  been  called  to  the  attention  of  your  committee  where 
corporations  have  entered  into  commitments  to  use  their  incomes  to 
pay  off  such  debts  and  where  as  a  result  it  is  difficult,  if  not  impossible, 
for  them  to  liquidate  before  this  indebtedness  is  paid  off.  For  that 
reason,  the  bill  makes  the  liquidation  treatment  described  above  (but 
only  with  respect  to  earnings  and  profits  accumulated  before  1967) 
apply  if  the  corporation  liquidates  in  the  year  in  which  it  either  does 
pay  off  the  pre-December  31,  1963,  indebtedness  or  could  have,  if 
it  had  devoted  all  of  its  earnings  or  profits  after  1963  to  this  purpose. 
In  addition,  it  must  also  devote  to  this  purpose  any  deductions  for 
depreciation,  amortization,  or  depletion  since  the  funds  in  this  case 
remain  in  the  corporation  and  can  be  used  to  retire  indebtedness. 
Thus,  the  special  liquidation  treatment  described  here  with  respect 
to  liquidations  occurring  after  1966  is  available  only  during  the  period 
of  time  necessary  for  the  corporation  to  retire  outstanding  indebted¬ 
ness  out  of  earnings  and  profits  and  depreciation  allowances. 

Your  committee  has  added  an  amendment  providing  that  where  a 
corporation  believes  that  it  is  one  of  these  “would  have  been”  corpora¬ 
tions  eligible  for  the  special  liquidation  treatment  under  section  333, 
if  it  subsequently  is  determined  that  it  did  not  qualify  for  this  treat¬ 
ment,  the  liquidation  will,  nevertheless,  be  treated  as  occurring  under 
section  333  unless  in  the  election  it  was  indicated  that  it  was  made 
under  section  333  only  on  the  assumption  that  the  new  treatment 
would  be  available.  Where  the  shareholders  indicate  that  they  made 
the  election  on  this  assumption,  section  331  will  apply  if  other  require¬ 
ments  for  the  use  of  this  liquidation  section  had  been  complied  with. 

(c)  (xiii)  Postponement  of  new  personal  holding  company  provisions 
for  certain  corporations. — To  encourage  the  liquidation  of  companies 
which  are  not  now  personal  holding  companies  but  would  become  so 
as  a  result  of  the  new  provisions,  a  provision  is  added  by  the  bill 
to  the  effect  that  such  companies,  if  they  liquidate  before  January  1, 
1966,  will  not  be  subjected  to  the  new  personal  holding  company 
provisions  provided  by  this  bill.  They  will,  however,  have  avail¬ 
able  to  them  the  special  liquidation  provisions  described  immediately 
above  and  will  be  subject  to  the  rules  specified  in  the  prior  heading 
with  respect  to  the  dividends  paid  deduction.  In  addition,  this 
provision  will  not  apply  in  the  case  of  the  liquidation  of  a  sub¬ 
sidiary  corporation  under  section  332  unless  before  the  91st  day  after 
the  last  distribution  by  the  subsidiary  the  parent  corporation  also  is 
liquidated  and  both  of  these  events  occur  before  January  1,  1966. 
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(c)  (xiv)  Deduction  jor  amortization  oj  indebtedness. — In  1934,  when 
the  personal  holding  company  provision  was  first  adopted,  Congress 
provided  that  indebtedness  incurred  before  1934  by  a  company  which 
subsequently  became  a  personal  holding  company  would  receive  a 
special  debt  amortization  deduction  in  computing  its  personal  holding 
company  tax.  It  was  provided  that  to  the  extent  that  this  debt  was 
paid  off,  or  amounts  were  set  aside  to  pay  off  this  debt,  the  tax  base 
for  purposes  of  the  personal  holding  company  tax  was  to  be  reduced 
by  the  amount  of  the  amortization  payments.  Thus,  these  amortiza¬ 
tion  payments  were  treated  for  purposes  of  the  personal  holding  tax  as 
deductions  in  the  same  manner  as  dividend  distributions  to 
shareholders. 

The  bill  adds  a  similar  provision  for  indebtedness  incurred  after 
December  31,  1933,  and  before  January  1,  1964  (August  1,  1963, 
under  the  House  bill),  in  the  case  of  corporations  which  were  not 
personal  holding  companies  in  one  of  the  2  most  recent  taxable  years 
ending  before  December  31,  1963,  but  would  have  been  had  the  new 
personal  holding  company  provision  been  in  effect  at  that  time. 

Qualified  indebtedness  for  purposes  of  this  provision  includes  not 
only  the  debt  outstanding  before  January  1,  1964  (August  1,  1963, 
under  the  House  bill),  but  also  debt  which  has  replaced  that  outstand¬ 
ing  before  January  1,  1964  (if  the  special  amortization  deduction  has 
not  already  been  taken  for  the  repayment  of  the  old  debt).  Thus, 
short-term  bank  loans,  for  example,  which  are  renewed  at  intervals 
will  not  be  disqualified  for  purposes  of  this  amortization  deduction  if 
the  taxpayer  elects  not  to  deduct  the  payment  of  the  prior  loan.  In 
addition  to  deductions  for  actual  payments,  deductions  are  also  per¬ 
mitted  for  amounts  (if  reasonable)  which  are  irrevocably  set  aside  to 
pay  off  a  debt  which  may  be  payable  at  some  future  date. 

The  deduction  for  indebtedness  under  this  provision  is  to  be  reduced 
by  any  deduction  which  the  company  receives  for  depreciation, 
amortization,  or  depletion,  and  for  any  deduction  (in  computing 
undistributed  personal  holding  company  income)  for  net  long-term 
capital  gains.  These  deductions  are  disallowed  since  the  funds  repre¬ 
sented  by  them  can  be  used  by  the  corporation  to  pay  off  indebtedness 
in  the  same  manner  as  the  earnings  and  profits  of  the  corporation. 
Any  of  these  deductions  not  used  in  1  year  are  carried  forward  for  this 
purpose  and  used  in  a  subsequent  year.  A  special  provision  provides 
that  where  depreciable  or  depletable  property  which  would  give  rise 
to  this  cutback  in  the  indebtedness  provision  is  disposed  of  after 
December  31,  1963,  then  to  the  extent  the  basis  of  the  property  dis¬ 
posed  of  exceeds  the  indebtedness  which  was  transferred  at  the  time 
of  the  same  disposition  the  qualified  indebtedness  for  which  a  deduction 
may  subsequently  be  taken  is  reduced. 

( c) (xv )  Effective  dates. — Generally  the  personal  holding  company 
provisions  are  made  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1963.  The  dividends  paid  deduction  modifica¬ 
tion  and  the  liquidation  provision,  however,  are  to  apply  to  distribu¬ 
tions  made  in  taxable  years  of  the  distributing  corporation  beginning 
after  December  31,  1963. 

(d)  Revenue  effect. — It  is  estimated  that  the  personal  holding  com¬ 
pany  provision  will  result  in  a  revenue  increase  of  $15  million  a  year 
in  a  full  year  of  operation. 
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31.  Treatment  of  property  in  the  case  of  oil  and  gas  wells  (sec.  227  of  the 
bill  and  sec.  61 4  of  the  code) 

(a)  Present  law. — The  percentage  depletion  deduction,  in  the  case 
of  oil  and  gas,  is  either  27%  percent,  multiplied  by  the  gross  income 
from  the  “property” ”  or,  if  less,  50  percent  of  the  net  income  from  the 
“property.””  As  a  result,  what  constitutes  “property””  is  of  consider¬ 
able  significance  in  determining  the  percentage  depletion  deduction 
available.  To  avoid  any  reduction  in  the  27%-percent  deduction  on 
gross  income  from  the  property,  it  frequently  is  desirable  to  combine 
wells  having  a  high  ratio  of  net  income  to  gross  income  with  those 
having  a  low  ratio  so  that  the  50  percent  net  income  limitation  will 
have  little,  or  no,  effect. 

At  one  time  each  separate  mineral  deposit  in  a  lease  or  fee  acquisition 
was  treated  as  a  separate  property.  Subsequently,  the  administrative 
practice  arose  of  permitting,  at  the  taxpayer's  option,  the  aggregation 
or  combination  of  deposits  in  a  single  lease  or  acquisition  (sometimes 
referred  to  as  a  single  tract  or  parcel  of  land).  In  1954,  Congress 
permitted  the  aggregation  of  properties  across  lease  lines  so  long  as  all 
the  properties  were  in  one  “operating  unit.’”  This  change  was 
prompted  by  circumstances  of  the  hard  mineral  industry  but  it  also 
applied  to  the  oil  and  gas  industries  as  well.  In  1958,  Congress 
adopted  detailed  rules  in  the  case  of  the  hard  minerals.  In  general 
these  rules  provided  that  operating  mineral  interests  may  be  aggre¬ 
gated  mine  by  mine  and  any  number  of  mines  may  be  aggregated  so 
long  as  they  are  in  a  single  operating  unit.  These  rules,  to  the  extent 
applicable  to  hard  minerals  remain  in  force.  In  the  case  of  oil  and 
gas,  Congress  in  1958  gave  operators  an  option  to  use  either  the  1939 
code  “lease””  rule  or  the  1954  code  “operating  unit””  rule. 

The  law  and  the  regulations  in  the  case  of  the  “operating  unit”  rule 
provide  that  it  is  not  necessary  for  purposes  of  the  aggregation  that  the 
separate  operating  mineral  interests  be  included  in  a  single  tract  or 
parcel  of  land,  or  in  contiguous  tracts  or  parcels  of  land,  so  long  as  the 
interests  are  a  part  of  the  same  “operating  unit.”  In  defining  the 
“operating  unit,”  the  regulations  refer  to  operating  mineral  interests 
which  are  operated  together  for  the  purpose  of  producing  minerals. 
With  respect  to  each  taxpayer  what  constitutes  an  “operating  unit” 
must  be  determined  on  the  basis  of  his  own  operations.  The  operating 
units  may  not  be  uniform  in  the  various  natural  resources  industries 
or  in  any  one  of  the  natural  resource  industries.  Moreover,  in  the 
case  of  a  particular  taxpayer,  business  reasons  may  require  the 
formation  of  operating  units  that  vary  in  size  and  content.  The  term 
“operating  unit”  refers,  however,  to  a  producing  unit  and  not  an 
administrative  or  sales  organization.  Among  the  factors  which  indi¬ 
cate  that  mineral  interests  are  operated  together  as  a  unit  are — 

(1)  Common  field  or  operating  personnel; 

(2)  Common  supply  and  maintenance  facilities ; 

(3)  Common  processing  or  treatment  plants;  and 

(4)  Common  storage  facilities. 

It  is  made  clear  that  operating  mineral  interests  which  are  geographi¬ 
cally  widespread  may  not  be  treated  as  parts  of  the  same  operating 
unit  merely  because  a  single  set  of  accounting  records,  a  single  execu¬ 
tive  organization,  or  a  single  sales  force  is  maintained  by  the  taxpayer 
with  respect  to  such  interests  or  merely  because  the  products  of  the 
interests  are  processed  at  the  same  treatment  plant.  Generally, 
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however,  the  determination  of  the  taxpayer  as  to  what  constitutes  an 
operating  unit  is  to  be  accepted  unless  there  is  a  clear  and  convincing 
basis  for  a  change  in  such  determination. 

(6)  General  reasons  for  provision. — There  have  been  two  major 
objections  to  the  operating  unit  rule  adopted  in  1954  as  applied  to  oil 
and  gas.  First,  it  has  been  difficult  to  determine  what  an  operating 
unit  is  and  this  is  a  continuous  source  of  controversy  between  tax¬ 
payers  and  the  Government.  The  problem  arises  from  the  fact  that 
the  term  1  ‘operating  unit”  apparently  has  no  generally  understood 
meaning  within  the  oil  and  gas  industries.  Basically,  it  is  a  tax  con¬ 
cept  having  no  real  business  substance. 

Second,  the  operating  unit  rule  has  proved  objectionable  because  it 
gives  taxpayers  an  opportunity  to  increase  their  percentage  depletion 
deduction  merely  by  choosing  the  best  combination  of  high  and  low 
cost  properties  for  purposes  of  this  aggregation  rule.  This  oppor¬ 
tunity,  of  course,  is  available  only  to  those  large  enough  to  have  many 
diverse  property  interests.  It  is  possible  under  this  rule  to  include 
some  leases  or  tracts  of  land  within  a  large  area  and  to  omit  others  even 
though  the  latter  may  be  contiguous  to  some  of  the  property  included, 
while  other  property  included  in  the  aggregation  may  be  many  miles 
away.  Taxpayers,  in  fact,  are  contending  that  the  term  “operating 
unit”  covers  operations  over  widespread  geographical  areas,  including 
substantial  portions  of  several  States. 

To  remove  this  controversy  and  also  to  delete  this  opportunity  for 
larger  companies  to  maximize  their  percentage  depletion  deductions 
by  unrealistic  grouping  of  properties,  the  bill  for  the  future  eliminates 
the  operating  unit  aggregation  rule  in  the  case  of  oil  and  gas  prop¬ 
erties.  No  inferences  are  to  be  drawn  from  this,  however,  as  to  what 
constitutes  an  operating  unit  or  as  to  what  could  properly  be  aggre¬ 
gated  with  respect  to  the  period  of  time  before  this  change  is  made. 
In  place  of  the  operating  unit  rule  taxpayers,  as  was  true  before 
1954,  will  be  able  to  maintain  separate  deposits  as  separate  properties 
or  can  combine  some  or  all  deposits  falling  within  a  single  lease  or 
acquisition.  They  will  not,  however,  be  able  to  combine  different 
leases  or  acquisitions,  except  in  the  case  of  properties  which  are  in  a 
unitization  agreement.  In  these  latter  cases  the  owners  of  the  prop¬ 
erty  have  in  effect  exchanged  their  separate  interests  in  their  leases  for 
undivided  interests  in  the  whole,  with  the  result  that  all  interests  of 
a  taxpayer  in  the  unit  become  one  property. 

(c)  General  explanation  of  provision. — The  operating  unit  rule  of 
existing  law  provides  that  if  a  taxpayer  owns  two  or  more  separate 
operating  mineral  interests  which  constitute  all  or  a  part  of  an  oper¬ 
ating  unit,  he  may  form  one  aggregation  and  treat  as  one  property  any 
two  or  more  of  these  interests,  treating  as  separate  properties  any 
interests  which  he  does  not  include  in  this  one  aggregation.  Separate 
operating  mineral  interests  may  be  aggregated  for  this  purpose  whether 
or  not  they  are  in  a  single  tract  or  parcel  of  land,  or  contiguous  tracts 
or  parcels.  A  taxpayer  may  not,  however,  form  more  than  one 
aggregation  within  a  single  operating  unit. 

The  bill  repeals  the  rule  described  above  for  taxable  years  beginning 
after  December  31,  1963,  with  respect  to  oil  and  gas.  It  substitutes 
in  its  place  a  rule  which,  in  effect,  restores  the  pre-1954  administrative 
practice.  No  longer  will  the  aggregation  of  properties  be  permitted 
at  the  “operating  unit”  level.  Except  in  the  case  of  unitization  agree- 
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ments  discussed  below,  taxpayers  may  not  aggregate  oil  and  gas 
properties  above  the  level  of  a  separate  lease  or  acquisition,  or  ‘ ‘sep¬ 
arate  tract  or  parcel  of  land”  as  referred  to  in  the  bill. 

The  general  rule  which  will  apply  in  the  future  is  that  all  of  the 
taxpayer’s  operating  mineral  interests  in  a  separate  lease  or  acquisition 
will  be  combined  and  treated  as  one  property.  However,  the  taxpayer 
may  elect  to  treat  separately  operating  mineral  interests  within  a 
single  lease  or  acquisition.  Where  he  does  this  he  may  have  either 
no  combination,  or  one  combination  of  mineral  interests  in  that  tract 
or  parcel  of  land.  If  he  has  one  combination,  all  other  mineral  in¬ 
terests  not  in  that  combination  are  treated  as  separate  properties. 

Where  the  taxpayer  has  elected  to  treat  separately  some  or  all  of 
the  operating  mineral  interests  in  a  single  lease  or  acquisition,  and 
subsequently  finds  or  acquires  new  interests  in  that  property,  the  new 
interests,  unless  he  elects  otherwise,  are  to  be  treated  as  a  part  of  the 
combination,  if  there  is  a  combination,  or  as  separate  properties  if 
there  is  no  such  combination. 

The  election  to  treat  part  or  all  of  the  operating  mineral  interests 
in  a  lease  or  acquisition  as  separate  properties  must  be  made  at  the 
time  of  the  filing  of  the  return  for  the  first  taxable  year  beginning 
after  December  31,  1963,  or  if  later,  the  first  taxable  year  in  which  an 
expenditure  for  the  development  or  operation  of  the  operating  mineral 
interest  is  made  by  the  taxpayer  after  acquisition. 

(c)  (i)  Unitization  or  pooling  arrangements. — As  previously  indicated, 
a  unitization  or  pooling  agreement  is  to  be  an  exception  to  the  rule 
stated  above.  A  unitization  agreement  arises  where  two  or  more 
taxpayers  holding  interests  in  separate  tracts  or  parcels  of  land  ex¬ 
change  their  interests  for  an  undivided  interest  in  a  larger  area  (either 
by  formal  conveyances  or  contractual  arrangement).  Such  an  agree¬ 
ment  also  arises  where  a  taxpayer  holding  operating  mineral  interests 
in  several  leases  enters  into  an  arrangement  to  pay  the  lessors  royalties 
based  on  an  undivided  share  of  the  oil  and  gas  from  all  the  leases. 
The  bill  provides  that  in  these  cases  all  of  the  operating  mineral 
interests  of  a  taxpayer  which  participate  in  one  of  these  unitization 
agreements  are  to  be  treated  as  a  single  property  without  regard  to 
the  rules  specified  above.  This  treatment  applies  to  all  compulsory 
unitization  agreements  required  by  State  law  and  also  to  voluntary 
agreements  which  meet  both  of  the  following  two  tests: 

(1)  The  operating  mineral  interests  must  be  in  the  same  deposit 
or  two  or  more  deposits,  the  joint  development  or  production  of 
which  is  logical  from  the  standpoint  of  geology,  convenience, 
economy,  or  conservation;  and 

(2)  The  operating  mineral  interests  covered  by  the  agreement 
must  be  in  tracts  or  parcels  of  land  which  are  either  contiguous  or 
in  close  proximity. 

In  making  this  determination  under  No.  (1),  tax  benefits  are  not  to  be 
taken  into  account. 

A  special  rule  is  provided  in  the  case  of  unitization  agreements 
entered  into  in  taxable  years  beginning  before  January  1,  1964.  In 
these  cases,  where  for  the  last  taxable  year  beginning  before  1964  the 
taxpayer  treated  each  interest  as  a  separate  property  and  if  it  is 
determined  by  law  that  this  was  the  proper  treatment,  then  the  tax¬ 
payer  may,  if  he  so  desires,  continue  to  treat  these  interests  as  separate 
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properties  despite  the  fact  that  they  are  in  a  unitization  agreement. 

(c)  (ii)  “ Unscrambling ”  of  basis. — In  the  past,  because  of  the  “oper¬ 
ating  unit”  rule,  taxpayers  have  aggregated  two  or  more  separate 
leases  oi  acquisitions  which  under  the  new  rules  provided  by  this  bill, 
they  must  treat  separately.  This  means  that  any  basis  for  these 
properties  must  be  segregated  or  “unscrambled.”  In  the  great  major¬ 
ity  of  the  cases,  it  is  understood  that  this  will  present  no  problem 
because  of  the  fact  that  the  entire  basis  of  the  property  involved  has 
already  been  written  off  by  percentage  depletion  deductions.  How¬ 
ever,  for  those  where  some  basis  still  remains,  the  bill  provides  two 
rules,  either  of  which  may  be  followed  in  “unscrambling”  the  basis  of 
the  operating  mineral  interests  which  for  the  future  must  be  treated 
as  separate  properties.  The  first  of  these  rules  provides  that  any 
basis  may  be  divided  among  the  separate  properties  in  accordance  with 
the  fair  market  value  of  each  property.  The  second  rule  provides 
that  taxpayers  in  ay  take  the  adjusted  basis  of  each  property  at  the 
time  it  was  first  included  in  an  aggregation  and  adjust  this  basis  down¬ 
ward  for  adjustments  reasonably  attributable  to  the  property  so  that 
the  total  of  these  adjusted  bases  equals  the  adjusted  basis  of  the  former 
aggregation. 

(■ c)(iii )  Effective  date. — The  amendments  made  by  this  provision 
apply  to  taxable  years  beginning  after  December  31,  1963.  This 
does  not  involve  any  change  in  elections  for  those  already  covered 
under  the  1939  code  rules  (sec.  614(d)). 

(d)  Revenue  effect. — It  is  expected  that  this  provision  will  result  in 
an  annual  increase  of  revenue  of  $40  million. 

32.  Treatment  of  iron  ore  royalties  (sec.  228  of  the  bill  and  secs.  631(c) , 
1231(b) ,  and  272  of  the  code) 

(a)  Present  law. — Under  present  law,  iron  ore  royalties  give  rise  to 
ordinary  income;  against  this,  however,  a  depletion  deduction  of  15 
percent  may  be  taken. 

In  the  case  of  coal  royalties,  however,  where  the  property  has  been 
held  over  6  months,  present  law  provides  that  the  excess  of  the  amount 
realized  from  the  disposal  of  the  coal,  over  the  adjusted  depletion  basis 
and  the  expenditures  attributable  to  making  and  administering  the 
contract  and  in  preserving  the  economic  interest  retained  in  the 
contract,  is  to  be  treated  as  a  capital  gain.  Where  capital  gain  is 
realized  from  coal  royalties,  no  deduction  is  allowed  for  percentage 
depletion  or  generally  for  the  making  and  administering  of  the  con¬ 
tract  or  the  preservation  of  the  economic  interest  in  the  contract.1 

(b)  General  reasons  for  provision. — Your  committee  agrees  with  the 
House  that  the  tax  treatment  now  available  with  respect  to  coal  royal¬ 
ties  also  should  be  extended  to  iron  ore  royalties  as  well.  The  capital 
gains  treatment  was  made  available  in  the  case  of  coal  royalties  in 
part  at  least  to  encourage  leasing,  and  therefore  production,  at  a 
time  when  the  coal  industry  was  facing  strong  competition  from  other 
forms  of  fuel  energy.  Today,  domestic  iron  ore  production  also 

'  Where  tlio  expenditures  referred  to  above  plus  the  adjusted  depletion  basis  of  the  coal  disposed  of  exceed 
the  amount  realized  under  the  contract  and  are  not  used  to  offset  other  gains,  a  loss  is  allowed  (if  some  income 
is  realized  under  the  contract). 
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generally  is  decreasing.  In  recent  years,  for  example,  iron  ore  pro¬ 
duction  in  the  United  States  has  been  as  follows: 

Thousands  of 
long  tows 


1950 _ 98,045 

1955 _  103,  003 

1958_  _ _  67,709 

1959  _  60,  276 

1960  _  88,  784 

1961  _  71,329 


Source:  Department  of  Interior,  Bureau  of  Mines,  Minerals  Yearbook. 

The  capital  gains  treatment  provided  by  this  bill  should  encourage 
domestic  leasing  of  iron  ore  properties  to  operators,  and  therefore 
should  improve  the  position  of  domestic  iron  ore  production  relative  to 
foreign  production. 

Your  committee  has  modified  the  House  bill,  however,  to  limit  the 
capital  gains  treatment  for  iron  ore  royalties  to  domestic  iron  ore. 
In  addition,  it  has  denied  capital  gains  treatment  for  these  royalties 
where  the  person  receiving  the  royalty  and  the  person  acquiring  the 
iron  ore  are  related  persons  or  are  owned  or  controlled  directly  or 
indirectly  by  the  same  interests. 

(c)  General  explanation  oj  provision. — The  bill  provides  that,  as  in 
the  case  of  the  disposal  of  coal,  where  iron  ore  is  disposed  of  after  being 
held  for  more  than  6  months  by  the  owner  under  a  contract  in  which  the 
owner  retains  an  economic  interest  in  the  iron  ore,  the  difference  be- 
ween  the  amount  realized  from  the  sale  of  the  iron  ore  and  certain 
costs  is  to  be  treated  as  a  capital  gain.  An  amendment  made  by 
your  committee  limits  this  treatment  in  the  case  of  iron  ore  to  that 
mined  in  the  United  States. 

The  costs  taken  into  account  for  purposes  of  determining  the  gain  are 
the  cost  of  the  property  itself  (adjusted  downward  for  any  depletion 
deduction  taken)  plus  expenditures  in  the  taxable  year  for  making  and 
administering  the  contract  and  the  preservation  of  the  economic 
interest  retained  under  the  contract.  However,  where  these  expendi¬ 
tures  together  with  the  adjusted  basis  of  the  property  exceed  the 
amount  realized  under  the  contract  and  are  not  used  to  offset  other 
gains  from  the  sale  or  exchange  of  ‘ ‘property  used  in  the  trade  or  busi¬ 
ness/’  a  loss  is  to  be  recognized.  Thus,  the  costs  and  expenses  incurred 
by  the  taxpayer  are  to  decrease  the  amount  received  in  determining 
the  amount  treated  as  a  capital  gain. 

The  bill  treats  these  iron  ore  royalties  like  coal  royalties  as  “prop¬ 
erty  used  in  the  trade  or  business.”  As  a  result,  if  the  gains  from  iron 
ore  royalties  plus  the  gains  from  other  “property  used  in  the  trade 
or  business”  exceed  the  losses  from  the  same  type  of  property,  the 
gain  is  to  be  treated  as  capital  gain. 

In  obtaining  this  capital  gains  treatment  for  the  iron  ore  royalty 
the  lessor  must  forgo  any  depletion  deduction  with  respect  to  his 
property  (although  his  adjusted  depletion  basis  is  taken  into  account 
in  computing  his  gain).  In  addition,  he  must  generally  forgo  any 
deductions  for  expenditures  attributable  to  the  making  and  adminis¬ 
tering  of  the  royalty  contract  and  any  expenditures  attributable  to  the 
preservation  of  his  economic  interest  in  this  contract.  The  primary 
exception  to  the  denial  of  the  deductions  in  this  case  is  where  these 
expenses  plus  the  adjusted  depletion  basis  for  the  iron  ore  disposed  of 
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exceed  the  royalty  payments  received  and  are  not  offset  against  other 
gains.  With  respect  to  this  excess,  a  loss  is  allowed. 

The  House  bill  provided  in  the  case  of  iron  ore,  as  in  the  case  of  coal 
under  present  law,  that  the  capital  gains  treatment  is  not  to  apply  to 
income  realized  by  any  owner  as  a  coadventurer,  partner,  or  principal 
in  the  mining  of  the  coal  or  iron.  The  word  “owner”  here  means  any 
person  who  owns  an  economic  interest  in  the  coal  or  iron  ore  in  place 
including  a  sublessor.  Your  committee  has  added  an  amendment 
which  in  the  case  of  iron  ore  further  restricts  the  availability  of  the 
capital  gains  treatment.  Under  your  committee’s  amendment,  the 
capital  gains  treatment  will  not  be  available  where  the  owner  of  the 
interest  in  the  iron  ore  and  the  operator  are  related,  or  where  the  two 
parties  are  owned  or  controlled  directly  or  indirectly  by  the  same 
interests.  “Relationship”  here  is  the  same  as  the  relationship  which 
would  result  in  the  denial  of  a  deduction  for  losses  in  the  case  of  the 
sale  of  property  under  section  267  or  707(b). 

The  iron  ore  for  this  purpose  is  considered  as  being  sold  on  the  date 
the  iron  ore  is  mined. 

(i c)(i )  Effective  date. — As  amended  by  your  committee,  the  capital 
gains  treatment  provided  by  this  provision  is  to  apply  to  amounts  re¬ 
ceived  or  accrued  in  taxable  years  beginning  after  December  31,  1963, 
attributable  to  iron  ore  mined  in  taxable  years  beginning  after  Decem¬ 
ber  31,  1963.  In  the  House  bill,  the  capital  gains  treatment  would  have 
applied  to  all  iron  ore  mined  in  taxable  years  beginning  after  Decem¬ 
ber  31,  1963,  even  though  amounts  were  received  with  respect  to  such 
iron  ore  in  prior  taxable  years. 

(d)  Revenue  effect. — This  provision  is  expected  to  result  in  an  annual 
loss  of  revenue  of  $5  million. 

S3.  Insurance  companies;  mutualization  distributions  made  in  1962 
(sec.  229(a)  of  the  biU  and  secs.  809(d)  (11)  and  809(g)(3)  of  the 
code) 

(a)  Present  law. — The  Life  Insurance  Company  Income  Tax  Act 
of  1959  provided  a  special  rule  where  a  stock  life  insurance  company 
is  “mutualized,”  or  converted  into  a  mutual  life  insurance  company, 
with  a  liquidating  distribution  being  made  to  the  shareholders  and 
the  remainder  of  the  surplus  and  reserves  being  held  for  the  benefit 
of  policyholders  in  what  then  becomes  a  mutual  company. 

The  1959  act  provided  a  special  deduction  for  these  liquidating  pay¬ 
ments  to  shareholders.  To  the  extent  of  the  excess  of  any  gain  from 
operations  for  the  year  in  question  over  the  taxable  investment  in¬ 
come,  a  deduction  is  allowed  in  computing  the  phase  2  tax  of  the 
insurance  company  for  amounts  paid  out  in  one  of  these  liquidating 
distributions  to  the  shareholders.  The  distribution  has  to  be  under  a 
mutualization  plan  adopted  before  January  1,  1958.  This  deduction 
in  computing  the  phase  2  tax  cannot  result  in  any  lower  tax  than  if 
the  1957  law  had  applied  in  the  year  in  question.  In  addition,  this 
amount  is  treated  as  paid  first  out  of  capital  and  paid-in  surplus,  to 
the  extent  of  this  capital  and  paid-in  surplus,  with  the  result  that  no 
tax  is  likely  to  arise  under  phase  3  of  the  life  insurance  company  tax 
in  the  case  of  these  distributions. 

The  treatment  described  here  was  initially  made  available  with 
respect  to  distributions  in  1958  and  1959  but  was  subsequently  (in 
Publ  ic  Law  87-59)  extended  to  cover  distributions  in  1960  and  1961. 

(b)  General  reasons  for  the  provision. — The  attention  of  your  corn- 
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mittee  has  been  called  to  a  case  where  a  mutualization  agreement  was 
entered  into  before  January  1,  1958,  and  the  final  distribution  pay¬ 
ment  was  authorized  in  1961  but  the  distribution  of  these  payments 
could  not  actually  be  made  until  1962  because  of  the  requirements  of 
the  State  law  involved.  Your  committee  believes  that  liquidation 
payments  made  under  these  circumstances  should  be  treated  in  the 
same  manner  as  in  the  case  of  the  mutualization  liquidating  payments 
made  in  prior  years. 

(c)  General  explanation  oj  provision. — For  the  reasons  given  above, 
your  committee  has  added  an  amendment  to  the  bill  providing  that 
the  special  liquidating  distributions  rules  provided  by  present  law 
for  the  years  1958-61  under  a  mutualization  agreement  entered  into 
before  1958  are  also  to  apply  to  distributions  in  1962.  This  will 
enable  the  company  to  receive  a  deduction  for  this  amount  (subject 
to  applicable  limitations)  in  computing  its  phase  2  tax  and  also  to 
treat  this  amount  for  pin-poses  of  phase  3  as  being  made  first  out  of 
capital  and  paid-in  surplus,  to  the  extent  of  such  amounts,  and  only 
after  that,  is  a  part  of  this  amount  to  be  treated  as  a  payment  first  out 
of  the  already  tax-paid  shareholders  surplus  account,  to  the  extent 
of  the  balance  of  this  account,  and  only  then  from  the  policyholders 
surplus  account,  withdrawals  from  which  are  subject  to  tax. 

( c) (i )  Effective  date. — The  amendment  made  by  this  provision  is 
to  apply  to  taxable  years  beginning  after  December  31,  1961. 

( d )  Revenue  effect. — It  is  estimated  that  this  provision  will  result 
in  a  negligible  loss  of  revenue  for  1  year. 

3 If..  Accrual  of  bond  discount  by  certain  insurance  companies  (sec.  229(b) 
oj  the  bill  and  sec.  818(b)  and  sec.  822(d)(2)  oj  the  code) 

(a)  Present  law. — Under  existing  law,  prior  to  Rev.  Rul.  60-210 
(1960-1  CB  38),  mutual  fire  and  casualty  insurance  companies  and  life 
insurance  companies  amortized  premiums  and  accrued  discount  on 
bonds  purchased  by  them.  In  the  case  of  State  and  local  government 
bonds,  these  companies  increased  the  amount  of  their  deduction  for 
tax-exempt  interest  by  the  amount  of  discount  accrued  by  them.  This 
had  the  effect  of  treating  discount  in  the  same  manner  as  tax-exempt 
interest,  without  regard  to  whether  the  discount  was  on  the  original 
issue  of  the  bond  or  whether  it  grew  out  of  subsequent  fluctuations  in 
the  market  value  of  the  bond. 

Revenue  ruling  60-210,  issued  May  31,  1960,  draws  a  sharp  dis¬ 
tinction  in  tax  treatment  between  ° ‘issue’ *  discount  and  so-called 
“market”  discount  on  State  and  local  government  bonds.  Under  this 
revenue  ruling,  in  the  case  of  issue  discount,  such  discount  continues 
to  be  treated  as  in  the  nature  of  tax-exempt  interest,  and  the  deduction 
for  such  interest  continues  to  be  increased  by  the  amount  of  issue  dis¬ 
count  accrued  each  year.  Market  discount,  on  the  other  hand, 
although  required  to  be  accrued  by  these  companies,  no  longer  is 
allowed  by  the  Internal  Revenue  Service  to  increase  the  deduction  for 
tax-exempt  interest.  Thus  market  discount  accrued  by  life  insurance 
companies  and  by  mutual  fire  and  casualty  insurance  companies  is 
taxed  as  ordinary  income. 

Stock  fire  and  casualty  insurance  companies  on  the  other  hand,  and 
corporations  generally,  are  not  required  to  accrue  discount  (either 
that  arising  at  the  time  of  issue  or  market)  on  bonds  purchased 
at  a  discount  by  them.  Rather  these  corporations  treat  market  dis¬ 
count  on  both  taxable  and  nontaxable  bonds  as  capital  gain  (or  loss) 
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when  the  bond  is  sold  or  disposed  of  by  them  and  treat  original  issue 
discount  on  taxable  bonds  as  ordinary  income  when  it  is  realized. 

The  Revenue  Act  of  1962  further  affected  the  tax  treatment  of 
discount  on  bonds  purchased  by  mutual  fire  and  casualty  insurance 
companies  (but  not  life  insurance  companies).  Broadly  speaking, 
it  was  the  purpose  of  that  act  to  treat  mutual  fire  and  casualty  in¬ 
surance  companies  more  nearly  like  stock  Jfire  and  casualty  insurance 
companies  for  Federal  income  tax  purposes.  To  accomplish  this 
objective,  mutual  companies  were  taxed  under  a  modified  total  income 
formula,  which  in  effect  converts  accrued  discount  on  bonds  into  an 
underwriting  deduction.  This  effectively  takes  market  discount  out 
of  the  ordinary  income  tax  base  of  these  mutual  companies  and 
provides  capital  gain  (or  loss)  treatment  for  market  discount  on  both 
taxable  and  nontaxable  bonds  when  the  bonds  are  sold  or  disposed  of 
by  the  mutual  companies  and  treats  original  issue  discount  on  taxable 
bonds  as  ordinary  income  as  it  is  realized  upon  disposition.  This 
treatment  is  identical  to  the  treatment  of  discount  by  stock  fire  and 
casualty  companies  and  other  corporations.  However,  this  treat¬ 
ment  under  the  1962  Revenue  Act  does  not  apply  to  all  mutual  fire 
and  casualty  insurance  companies.  Actually,  it  applies  only  to  those 
companies  which  are  subject  to  the  modified  total  income  tax. 

Therefore,  small  mutual  companies  (those  whose  gross  investment 
income,  plus  premiums,  is  between  $150,000  and  $500,000)  which  are 
taxed  only  on  their  investment  profits  must  continue  to  treat  accrued 
discount  currently  as  ordinary  income.  In  addition,  life  insurance 
companies  must  treat  this  discount  currently  as  ordinary  income. 

(b)  General  reasons  for  provisions. — Your  committee  sees  no  reason 
for  treating  market  discount  on  bonds  owned  by  life  insurance  com¬ 
panies  and  by  small  mutual  fire  and  casualty  insurance  companies  as 
ordinary  income  when  all  other  corporations,  including  all  other 
insurance  companies,  are  allowed  capital  gain  treatment  for  such 
discount.  Moreover,  when  the  tax  treatment  of  bond  discount  varies 
depending  upon  the  type  of  business  the  bondholder  may  be  engaged 
in,  it  is  difficult  for  the  bond  market  (particularly  in  the  case  of  State 
or  local  government  securities)  to  function  normally,  since  the  after-tax 
earnings  on  the  bond  will  not  be  uniform. 

Moreover,  your  committee  desires  to  bring  stability  to  an  area  of 
the  tax  law  that  has  been  unsettled  since  1960.  From  1942  until 
1960  there  was  little  question  but  that  discount  on  tax-exempt  bonds 
held  by  life  insurance  and  mutual  fire  and  casualty  insurance  com¬ 
panies,  regardless  of  the  source  of  the  discount,  was  tax  exempt.  In 
1960,  however,  the  market  portion  of  discount  on  such  bonds  was 
held  by  the  Internal  Revenue  Service  to  be  taxable  as  ordinary  income. 
In  1962  larger  mutual  fire  and  casualty  insurance  companies  (but 
not  the  smaller  mutual  fire  and  casualty  companies  and  not  life  insur¬ 
ance  companies)  were  provided  capital  gains  treatment  on  their 
market  discount.  Under  your  committee’s  bill  in  the  future,  market 
discount  on  bonds  held  by  insurance  companies  and  other  corporations 
will  be  taxed  alike;  that  is,  as  capital  gain  when  the  bond  is  sold  or 
redeemed. 

(c)  General  explanation  of  provision. — This  amendment  provides 
that  for  taxable  years  beginning  after  December  31,  1962,  market 
discount  received  by  any  insurance  company  will  be  taxed  as  a  capital 
gain.  This  conforms  the  treatment  of  this  discount  in  the  case  of 
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life  insurance  companies  and.  small  mutual  fire  and  casualty  com¬ 
panies  with  that  presently  accorded  stock  fire  and  casualty  com¬ 
panies,  and  the  larger  mutual  fire  and  casualty  companies  (under  the 
Revenue  Act  of  1962)  and  corporations  generally. 

In  the  case  of  original  issue  discount,  the  amendment  conforms  the 
treatment  by  small  mutual  fire  and  casualty  companies  with  the 
treatment  of  original  issue  discount  received  by  stock  fire  and  casualty, 
and  larger  mutual  fire  and  casualty  companies  (under  the  Revenue  Act 
of  1962).  Under  the  amendment,  this  discount  will  be  reported  as 
ordinary  income  when  it  is  realized  upon  disposition. 

Life  insurance  companies,  however,  would  continue  (as  under 
present  law')  to  accrue  original  issue  discount  currently  on  both  taxable 
and  tax-exempt  bonds. 

(c) (i)  Effective  date. — The  amendments  made  by  this  provision  are 
to  apply  to  taxable  years  beginning  after  December  31,  1962. 

(d)  Revenue  effect. — This  provision  is  expected  to  result  in  a  negli¬ 
gible  loss  in  revenue. 

35.  Contributions  by  certain  insurance  companies  to  qualiiied  pension , 

etc.,  plans  (sec.  229(c)  oj  the  bill  and  sec.  832(c)  (10)  of  the  code) 

Under  the  Internal  Revenue  Code  of  1939,  deductions  for  contribu¬ 
tions  of  an  employer  to  an  employees’  trust  or  annuity  plan  and  com¬ 
pensation  under  a  deferred  payment  plan  were  allowed  under  the  same 
section  (sec.  23 (p))  as  most  other  deductions  from  gross  income.  In 
the  rearrangement  made  in  the  1954  Code,  however,  the  deduction 
for  these  contributions  was  transferred  over  to  the  subchapter  relating 
to  deferred  compensation  and  pension,  profit  sharing,  stock  bonus 
plans,  etc.  However,  the  1954  Code  in  the  case  of  casualty  insurance 
companies  in  providing  for  trade  or  business  deductions,  refers  to 
deductions  in  part  VI  of  subchapter  B,  relating  to  itemized  deductions 
for  individuals  and  corporations,  unintentionally  omitting  the  refer¬ 
ence  to  section  404  wherein  the  deductions  for  contributions  to 
qualified  pension,  etc.,  plans  is  provided  under  the  1954  Code. 

To  remove  this  clerical  error  in  the  1954  Code,  and  to  make  it  dear 
that  deductions  are  allowed  for  contributions  to  a  qualified  pension, 
etc.,  trust  in  the  case  of  these  casualty  insurance  companies,  your 
committee  has  added  a  provision  to  the  bill  containing  an  appropriate 
cross-reference  to  obtain  this  result.  Thus,  section  832(c) (10)  of  the 
code  is  amended  by  making  specific  reference  to  section  404  and  fol¬ 
lowing,  which  are  the  provisions  relating  to  pension,  profit  sharing, 
stock  bonus  plans,  etc. 

The  amendment  made  by  this  provision  is  to  apply  to  taxable 
years  beginning  after  December  31,  1953,  and  ending  after  August  16, 
1954. 

36.  Regulated  investment  companies:  Time  for  mailing  certain  notices  to 

shareholders  (sec.  230(a)  of  the  bill  and  secs.,  852-855  of  the  code) 

(a)  Present  law. — Under  present  law,  companies  may  qualify  as 
‘‘regulated  investment  companies”  if  they  meet  certain  tests  set  forth 
in  the  statute.  In  general,  to  qualify  for  this  status,  the  bulk  of  a 
company’s  income  must  be  derived  from  dividends,  interest,  and  gains 
on  the  sale  of  stock  or  securities.  In  addition,  to  receive  this  treat¬ 
ment,  a  substantial  portion  of  the  company’s  assets  must  be  in  diversi¬ 
fied  stock  investments  rather  than  being  concentrated  in  the  stock  of  a 
single  or  a  few  companies.  Where  a  company  qualifies  as  a  regulated 
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investment  company,  if  it  distributes  at  least  90  percent  of  its  invest¬ 
ment  company  income  (excluding  net  long-term  capital  gains),  then 
the  company  is  taxed  only  on  its  undistributed  income. 

In  addition,  certain  features  of  the  tax  law  which  generally  would 
be  applicable  only  to  the  company  receiving  the  income,  in  the  case  of 
a  “regulated  investment  company”  may  be  passed  through  to  its 
shareholders.  In  each  of  these  cases,  the  present  provisions  of  the 
Internal  Revenue  Code  provide  that  the  shareholder  must  be  given 
notice  with  respect  to  these  special  tax  features  within  30  days  after 
the  close  of  the  regulated  investment  company’s  taxable  year. 

(i b )  General  reasons  jor  provision. — This  provision  increases  from 
30  to  45  days  after  the  close  of  a  regulated  investment  company’s 
taxable  year  the  time  accorded  it  for  giving  notices  to  its  shareholders 
with  respect  to  these  special  tax  features.  Your  committee  believes 
that  the  allowance  of  this  additional  15-day  period  is  desirable  be¬ 
cause  the  regulated  investment  companies  have  had  difficulties  in 
getting  out  their  notices  within  the  30-day  period.  Moreover,  since 
individuals  generally  are  not  required  to  file  their  individual  income 
tax  returns  until  the  15th  day  of  the  4th  month  (rather  than  the  15th 
day  of  the  3d  month  of  the  year  as  at  one  time  was  the  case)  provision 
of  this  additional  time  for  the  regulated  investment  companies  to 
submit  these  reports  to  their  shareholders  still  leaves  the  shareholders 
with  2  months  after  the  receipt  of  the  notices  before  their  tax  returns 
need  to  be  filed. 

(c)  General  explanation  of  provision. — The  various  tax  features  with 
respect  to  which  the  regulated  investment  company  under  this  bill  is 
to  be  given  45  rather  than  30  days  after  the  end  of  the  year  for  notice 
to  its  shareholders  are  as  follows: 

1.  Under  present  law,  dividends  paid  to  shareholders  of  a  regulated 
investment  company  may  be  designated  as  capital  gain  dividends  to 
the  extent  of  the  excess  of  the  net  long-term  capital  gain  of  the  regulated 
investment  company  over  its  net  short-term  capital  loss  (but  only  to 
the  extent  these  amounts  are  paid  out) .  In  the  case  of  these  dividends, 
the  company  pays  no  tax  but  the  shareholder  includes  the  dividend  in 
his  income  as  a  long-term  capital  gain.  In  this  case,  the  company  is 
to  have  until  45  days  after  the  end  of  its  taxable  year  to  notify  its 
shareholders  as  to  the  amount  of  the  dividend  (sec.  852(b)(3)(C)). 

2.  As  an  alternative  to  actually  distributing  net  long  term  capital 
gains,  a  regulated  investment  company  can  report  such  capital  gains 
and  pay  a  25-percent  tax  on  this  income.  Then  the  shareholder  may 
include  his  share  of  these  capital  gains  in  his  income  as  long  term 
capital  gain  and  claim  a  tax  credit  for  the  tax  paid  by  the  regulated 
investment  company.  For  this  treatment  to  be  available,  the  com¬ 
pany  must  designate  within  30  days  after  the  close  of  the  taxable  year 
the  amount  to  be  so  treated  by  each  shareholder.  This  provision 
increases  this  period  of  time  to  45  days  (sec.  852(b)(3)(D)(i)). 

3.  Present  law  provides  that  where  more  than  50  percent  of  the 
value  of  a  regulated  investment  company’s  assets  consist  of  stock  or 
securities  in  foreign  corporations  and  certain  other  tests  are  met,  then 
the  regulated  investment  company  may  elect  to  treat  as  distributed 
to  its  shareholders  any  income,  war  profits,  and  excess  profits  taxes 
paid  by  it  to  a  foreign  country  (or  a  possession  of  the  United  States). 
Where  the  company  so  elects,  the  shareholders  of  the  company  include 
the  amount  of  these  foreign  (or  possession)  taxes  in  their  income  and 
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then  either  claim  a  deduction  or  foreign  tax  credit  for  these  amounts. 
For  this  treatment  to  be  available,  notice  must  be  mailed  to  the  share¬ 
holders  not  later  than  30  days  after  the  close  of  the  company’s  taxable 
year.  The  provision  changes  this  30-day  period  to  a  45-day  period 
(sec.  853(c)). 

4.  Existing  law  provides  that  where  less  than  75  percent  of  a  regu¬ 
lated  investment  company’s  gross  income  represents  dividend  income, 
then  the  shareholder  receiving  a  dividend  from  the  regulated  invest¬ 
ment  company  is  to  treat  the  amount  he  receives  as  a  dividend  only 
in  the  ratio  which  the  company’s  dividend  income  represents  of  its 
total  gross  income.  Present  law  provides  that  a  regulated  investment 
company  must  supply  its  shareholders  with  written  notices  indicating 
how  much  of  its  income  in  these  cases  is  to  be  treated  as  dividends. 
This  written  notice  must  be  supplied  the.  shareholder  within  30  days 
of  the  close  of  the  company’s  taxable  year.  This  provision  changes 
the  30-day  period  to  a  45-day  period  (sec.  854(b)(2)). 

5.  Existing  law  provides  that  income  may  be  treated  as  paid  out 
in  the  year  earned  if  a  regulated  investment  company  declares  a 
dividend  before  the  time  specified  by  law  for  filing  of  its  return  for 
the  year  in  question  and  distributes  this  dividend  to  its  shareholders 
not  later  than  at  the  time  of  the  first  regular  dividend  payment  after 
the  declaration.  (The  shareholder  in  such  cases  may  take  the  income 
into  account  in  the  taxable  year  in  which  he  receives  the  distribution.) 
For  the  dividends  to  be  considered  as  paid  out  in  the  earlier  year, 
notice  under  existing  law  with  respect  to  such  dividends  must  be  made 
to  the  shareholders  not  later  than  30  days  after  the  close  of 
the  taxable  year  in  which  the  distribution  of  the  dividends  is  made. 
This  provision  changes  the  30-day  period  to  a  45-day  period  (sec. 
855(c)). 

(i c)(i )  Effective  date . — The  changes  in  the  filing  dates  referred  to 
above  are  to  apply  to  taxable  years  of  regulated  investment  companies 
ending  on  or  after  the  date  of  enactment  of  this  bill. 

( d )  Revenue  effect. — It  is  expected  that  this  provision  will  have  no 
effect  on  revenues. 

37.  Regulated  investment  companies:  Redemptions  by  unit  investment 
trusts  (sec.  230(b)  off  the  bill  and  sec.  852(d)  off  the  code) 

(a)  Present  law. — Present  law  provides  that  mutual  funds  are  to 
be  treated  for  Federal  income  tax  purposes  as  “regulated  investment 
companies.”  To  qualify  for  this  treatment  the  corporations  involved 
must  have  widely  diversified  investments  largely  consisting  of  stocks 
or  bonds.  Ninety  percent  or  more  of  their  ordinary  income  must 
also  be  paid  out  to  their  shareholders.  Such  corporations,  however, 
pay  tax  on  their  net  long  term  capital  gain  to  the  extent  such  capital 
gain  is  not  distributed  to  the  shareholders. 

In  some  cases  what  are  sometimes  called  unit  investment  trusts  are 
also  associated  with  a  mutual  fund.  These  unit  investment  trusts 
receive  periodic  payments  from  individuals  and  invest  these  funds 
usually  in  the  stock  of  a  single  mutual  fund.  Under  present  law 
these  unit  investment  trusts  are  themselves  also  classified  as  regulated 
investment  companies. 

(b)  General  reasons  ffor  provision. — A  problem  has  arisen  under 
present  law  where  one  investor  liquidates  his  interest  in  one  of  these 
unit  investment  trusts.  In  such  a  case  if  the  trust  sells  stock  which  it 
holds  to  make  the  liquidating  distribution  and  the  proceeds  from  the 
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sale  are  distributed  to  one  investor  it  is  possible  to  argue  that  the 
distribution  is  a  “preferential  dividend”  (as  defined  in  sec.  562(c)) 
and  that  for  this  reason  it  does  not  result  in  a  dividends  paid  deduction 
for  this  amount  to  the  trust  (but  only  to  the  extent  of  the  investor’s 
allocable  share  of  the  gain).  This  would  therefore  result  in  a  tax  on 
the  capital  gain  to  the  trust  although  it  retained  none  of  the  capital 
gain  in  its  possession. 

( c )  General  explanation  oj provision. — To  meet  the  problem  described 
the  bill  provides  that  in  the  case  of  a  redemption  by  the  trust  of  the 
investor’s  stock  (in  whole  or  in  part)  the  redemption  will  not  be  con¬ 
sidered  as  preferential  dividend.  This  amendment  is  not  intended  to 
have  any  effect  on  the  law  prior  to  the  effective  date  of  this  provision. 

(c) (i)  Effective  date. — This  amendment  applies  to  taxable  years  of 
regulated  investment  companies  ending  after  December  31,  1963. 

( d )  Revenue  effect. — It  is  expected  that  this  provision  will  have  a 
negligible  effect  on  revenues. 

38.  Foreign  tax  credit  with  respect  to  certain  foreign  mineral  income 
(sec.  231  of  the  bill  and  sec.  901(d)  of  the  code ) 

(a)  Present  law. — Under  present  law,  citizens  of  the  United  States 
and  domestic  corporations  may  treat  foreign  income,  war  profits,  and 
excess  profits  taxes  paid  or  accrued  to  a  foreign  country  as  a  credit 
against  their  U.S.  income  tax  otherwise  payable.  In  addition  to 
taxes  paid  directly  by  a  U.S.  taxpayer,  domestic  corporations  are 
allowed  a  credit  for  foreign  taxes  paid  by  10-percent-owned  first  tier 
foreign  subsidiaries  and  by  second  tier  foreign  subsidiaries  if  50  percent 
of  their  voting  stock  is  owned  by  a  10-percent-owned  first  tier  foreign 
subsidiary.  Similar  tax  credits  are  allowed  if  so-called  “tax  haven” 
income  is  included  in  the  gross  income  of  a  domestic  corporate  share¬ 
holder  (under  sec.  951). 

Foreign  taxes  which  may  be  allowed  as  a  credit  against  U.S.  tax  are 
limited  to  the  same  proportion  of  the  U.S.  tax  against  which  the  credit 
is  taken  as  the  income  from  sources  within  each  foreign  country  (the 
“per  country”  limitation),  or  alternatively  all  foreign  countries  (the 
“overall”  limitation),  bears  to  the  entire  taxable  income  of  the  tax¬ 
payer.  Thus,  if  foreign  tax  on  foreign  source  income  of  the  taxpayer 
on  a  per-country  or  overall  basis  is  equal  to,  or  less  than,  the  U.S.  tax 
resulting  from  including  the  foreign  source  income  in  taxable  income, 
the  entire  foreign  tax  is  allowed  as  a  credit.  Except  in  the  case  of 
interest  income  which  is  not  related  to  the  taxpayer’s  foreign  opera¬ 
tions,  computations  of  foreign  and  U.S.  taxes  on  foreign  source  income, 
for  purposes  of  the  limitation  on  the  foreign  tax  credit,  are  made  with¬ 
out  regard  to  the  type  of  activity  from  which  the  income  is  derived. 
To  the  extent  the  foreign  taxes  on  foreign  source  income  exceed  the 
U.S.  income  tax  applicable  to  the  same  income,  the  excess  foreign  tax 
may  be  carried  back  2  years  and  forward  5  years  and  be  used  as  a  credit 
against  U.S.  tax  in  those  years  to  the  extent  the  foreign  tax  credit  limita¬ 
tion  for  these  years  exceeds  the  foreign  tax  credit  otherwise  allowable. 

(b)  General  reasons  for  provision. — Under  present  law,  U.S.  tax¬ 
payers  who  extract  minerals  in  foreign  countries  are  allowed  a  deduc¬ 
tion  for  percentage  depletion  in  computing  their  U.S.  income  tax. 
Because  of  the  allowance  by  the  United  States  of  percentage  depletion 
to  the  mineral-producing  industries,  the  U.S.  tax  payable  on  these 
operations  is  often  lower  than  the  foreign  tax  payable  on  the  income 
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from  the  same  operations.  Although  the  rates  of  tax  generally  in  the 
foreign  country  in  which  the  mineral  is  extracted  are  not  likely  to  be 
higher  than  ours,  the  fact  is  that  they  frequently  do  not  allow  a  deduc¬ 
tion  for  percentage  depletion  or  grant  it  at  a  lesser  rate  than  does  the 
United  States.  To  the  extent  foreign  tax  paid  or  accrued  on  foreign 
income  derived  from  the  extraction  of  minerals  from  mines,  wells,  or 
other  natural  deposits  exceeds  the  U.S.  tax  on  the  same  income,  tbe 
excess  foreign  tax,  under  present  provisions  relating  to  the  allowance 
of  foreign  tax  credits,  is  available  as  a  credit  against  U.S.  tax  otherwise 
payable  on  foreign  source  income  from  unrelated  activities  of  the 
taxpayer  in  the  same  or  other  foreign  countries. 

To  prevent  continuance  of  this  benefit,  which  is  available  only  to 
U.S.  taxpayers  who  are  engaged  in  the  business  of  operating  foreign 
mines,  wells,  and  other  natural  deposits,  your  committee  has  provided 
that  excess  foreign  tax  credits  which  are  attributable  to  the  allowance 
of  percentage,  rather  than  cost,  depletion  by  the  United  States  shall 
not  be  allowed  as  a  tax  credit  against  U.S.  tax  otherwise  payable  on 
the  income  from  taxpayer’s  nonmineral  foreign  activities.  For  this 
purpose,  however,  the  taxpayer’s  mineral  income  is  to  include  income 
from  refining,  distribution,  and  retail  sales  of  the  mineral  products 
as  well  as  their  extraction.  This  is  set  forth  in  more  detail  below. 
Treating  these  related  activities  in  this  manner  is  necessary  to  enable 
these  companies  to  maintain  their  present  competitive  position  with 
others  engaged  in  mineral  extraction  abroad.  On  the  other  hand, 
however,  since  the  foreign  tax  credit  cannot  offset  income  from  do¬ 
mestic  sources,  this  will  have  no  effect  on  domestic  production. 

(c)  General  explanation  of  provision. — For  purposes  of  computing 
foreign  tax  credits  available  to  a  U.S.  citizen  or  domestic  corporation 
who  claims  a  deduction  for  percentage  depletion,  your  committee’s 
bill  requires  a  taxpayer  to  divide  his  income  into  two  parts:  first, 
“mineral  income”  from  sources  without  the  United  States,  and 
second,  income  from  all  other  sources. 

For  purposes  of  this  provision,  the  bill  defines  “mineral  income”  as 
income  derived  from  the  extraction  of  minerals  from  mines,  wells,  or 
other  natural  deposits,  income  from  the  processing  of  such  minerals 
into  their  primary  products,  and  income  from  the  transportation, 
distribution,  and  sale  of  the  primary  products  derived  from  the 
mineral  or  of  the  mineral  itself.  Thus,  for  example,  an  integrated  oil 
company  would  treat  its  entire  income  from  the  production  of  oil, 
income  attributable  to  the  refining  of  crude  oil  into  gasoline,  income 
from  the  distribution  of  gasoline  to  marketing  outlets,  and  its  income 
from  retail  sales  of  gasoline  as  mineral  income.  Similarly,  income 
from  the  refining,  distribution,  and  marketing  of  fuel  oil  by  the  tax¬ 
payer  would  also  be  treated  as  mineral  income  for  this  purpose, 
whether  or  not  the  oil  sold  was  extracted  by  the  taxpayer.  However, 
income  attributable  to  the  manufacture,  distribution,  and  marketing 
of  petrochemicals  is  not  to  be  treated  as  mineral  income  since  your 
committee  does  not  consider  them  to  be  primary  products  of  oil.  In 
addition  to  treating  certain  operating  income  as  mineral  income,  tax¬ 
payers  are  permitted  to  treat  dividends  from  corporations  in  which 
they  own  5  percent  or  more  of  the  voting  stock  as  mineral  income  to 
the  extent  the  dividend  is  attributable  to  mineral  activities  of  the 
payor  corporation.  However,  this  rule  only  applies  if  the  dividend  is 
treated  as  income  from  sources  without  the  United  States  for  income 
tax  purposes.  Thus,  for  example,  if  a  domestic  oil  company  receives 
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a  dividend  from  a  foreign  oil  pipeline  company  in  which  it  owns  more 
than  5  percent  of  the  voting  stock  at  the  time  of  the  distribution,  the 
domestic  company  may  treat  the  dividend  as  “mineral  income.” 
The  bill  also  provides  that  a  taxpayer  may  treat  the  portion  of  his 
distributable  share  of  income  of  a  partnership  as  mineral  income  to 
the  extent  it  is  derived  from  foreign  mineral  activities  of  the 
partnership. 

Once  the  income  of  a  taxpayer  is  divided  into  the  mineral  and  non¬ 
mineral  categories,  your  committee's  bill  results  in  a  disallowance  of 
foreign  taxes  as  a  credit  against  U.S.  tax  to  the  extent  the  excess  of 
foreign  tax  over  U.S.  tax  on  the  mineral  portion  of  the  taxpayer's 
income  is  attributable  to  the  allowance  of  percentage,  rather  than 
cost,  depletion  for  U.S.  income  tax  purposes.  Under  this  rule,  foreign 
and  U.S.  taxes  may  be  compared  on  the  foreign  mineral  income  of  the 
taxpayer  as  a  whole  under  the  overall  limitation,  or  they  may  be 
compared  on  a  per  country  basis.  However,  if  a  foreign  tax  is  dis¬ 
allowed  under  this  provision  in  the  year  paid  or  accrued,  it  is  not 
permitted  to  be  treated  as  a  carry  back  or  a  carry  forward  to  another 
taxable  year. 

This  provision  does  not  affect  taxpayers  who  do  not  claim  percentage 
depletion  on  income  from  extraction  of  foreign  minerals.  Moreover, 
it  does  not  affect  taxpayers  who  claim  percentage  depletion  on  such 
income  for  Federal  income  tax  purposes  if  the  foreign  tax  allocable  to 
their  foreign  mineral  income  is  equal  to  or  less  than  the  U.S.  tax 
applicable  to  the  same  income  assuming  the  taxpayer  used  cost,  rather 
than  percentage,  depletion  for  U.S.  tax  purposes. 

( c) (i )  Effective  date. — This  provision  applies  with  respect  to  the 
computation  of  foreign  tax  credits  for  taxable  years  beginning  after 
December  31,  1963. 

(d)  Revenue  effect. — This  provision  is  expected  to  result  in  a  negli¬ 
gible  increase  in  revenues. 

39,.  Sale  oj  residence  by  employee  (sec.  232  oj  the  bill  and  sec.  1003  o  f  the 
code) 

(a)  Present  law. — Under  present  law,  amounts  received  by  trans¬ 
ferred  employees  from  their  employers  in  reimbursement  of  “losses,” 
selling  commissions,  and  legal  fees  incident  to  the  sale  of  a  principal 
residence  have  been  held  to  be  as  ordinary  income.  Hairis  W. 
Bradley ,  39  T.C.  652  aff'd  324  F.  2d  610  (4th  Cir.  1963). 

Prior  to  the  Bradley  opinion  the  treatment  of  these  reimbursements 
was  governed  by  a  1947  opinion  of  the  Tax  Court  which  treated  the 
reimbursed  amount  as  part  of  the  selling  price  of  the  old  residence 
(Schairer,  9  T.C.  549).  This  had  the  effect  of  providing  capital  gains 
treatment  on  the  reimbursed  amount  if  there  was  an  overall  gain  on 
the  sale  and  if  the  proceeds  were  not  reinvested  in  a  new  residence. 
If,  on  the  other  hand,  there  was  a  loss  on  the  sale  of  the  old  residence, 
the  reimbursement  received  from  the  employer  was  not  taxed. 

(b)  General  reasons  for  provisions. — Your  committee  believes  that 
treating  reimbursements  for  selling  expenses  and  “market  value 
losses”  as  part  of  the  proceeds  from  the  sale  of  the  old  residence  if  the 
sale  occurs  because  of  an  employee's  transfer  to  a  new  place  of  work 
recognizes  the  practical  effects  of  the  transaction  and  treats  the 
employee  much  as  if  he  had  not  been  required  to  sell  his  home  under 
forced  circumstances. 

These  transfers  may  be  for  the  convenience  of  the  employer,  not  the 
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employee,  and  they  often  occur  unexpectedly.  In  these  cases  the 
employee  may  be  unable  to  sell  his  residence  on  a  normal  market  but 
must  dispose  of  it  promptly,  often  when  market  conditions  are  most 
unfavorable.  In  many  cases  an  employer  may  transfer  a  great  many 
of  his  employees  at  one  time.  This  may  have  a  depressing  effect  on 
the  home  market  for  which  the  employer  is  largely  responsible,  and 
his  reimbursements  of  his  employees'  selling  expenses  is  only  equitable. 

Your  committee  believes  that  in  a  case  of  this  type  the  employees 
are  likely  to  derive  no  economic  advantage  from  the  reimbursements 
from  their  employers  and  that  as  a  result  it  is  unfortunate  to  treat 
these  reimbursements  as  compensation. 

(c)  General  explanation  of  provisions. — For  these  reasons,  your 
committee's  bill  treats  reimbursements  received  by  employees  from 
their  employers  for  selling  expenses  and  market  value  losses  arising 
from  the  “forced"  sale  of  their  residence  (within  a  limited  period  from 
the  employee's  transfer  to  a  new  place  of  work)  as  an  additional 
amount  realized  on  the  sale  of  the  old  residence.  The  provision 
limits  the  amount  of  reimbursement  which  may  receive  this  treatment 
to  the  lesser  of  (A)  the  sales  differential,  or  (B)  15  percent  of  the  gross 
sales  price  of  the  old  residence.  “Sales  differential"  for  this  purpose 
means  the  amount  by  which  (A)  the  appraised  value  of  the  old  resi¬ 
dence  exceeds  (B)  the  gross  sales  price  of  the  old  residence,  reduced 
by  the  selling  commissions,  legal  fees,  and  other  expenses  incident  to 
the  transfer  of  ownership  of  the  old  residence.  In  no  event,  however, 
is  the  appraised  value,  for  purposes  of  (1)  above,  to  exceed  the  fair 
market  value  of  the  old  residence. 

The  bill  further  provides  that  this  treatment  is  to  apply  only  where 
the  employee  sells  his  house  during  the  “forced  sale"  period;  that  is,  the 
period  beginning  90  days  before  and  ending  180  days  after  the  date  on 
which  he  commences  work  as  an  employee  at  his  new  principal  place 
of  work.  In  addition,  for  the  new  rule  to  apply,  the  employee's 
commuting  distance  must,  as  in  the  case  of  the  deduction  for  moving 
expenses  under  section  213  of  the  bill,  be  increased  by  at  least  20 
miles.  This  prevents  the  provision  from  applying  to  purely  local 
moves.  Finally,  the  individual  receiving  the  reimbursement  must 
have  been  an  employee  of  the  reimbursing  employer  for  at  least  6 
months  prior  to  the  transfer. 

(c)(i)  Illustrations. — The  following  illustrations  indicate  the  opera¬ 
tion  of  this  new  provision  in  cases  where  the  proceeds  from  the  sale 
are  not  reinvested  in  a  new  residence  and  compares  the  result  under 
the  new  provisions  with  the  tax  consequences  under  the  Bradley 
decision. 

Illustrations  of  provision 


Case  A 

Case  B 

Case  C 

Gross  sales  price  of  old  residence . -  . . . 

$30, 000 

$30,000 

$30,000 

Real  estate  commission . . 

1,800 

1,800 

1,800 

Legal  fees  incident  to  closing . 

200 

200 

200 

Amount  of  reimbursement  by  employer.. . 

2,000 

5,000 

3,000 

Average  of  appraisals  of  old  residence. . 

30,000 

33,000 

31,000 

Fair  market  value  of  old  residence . 

30,000 

33,000 

30,000 

Cost  of  old  residence . 

Tax  consequences: 

1.  Sec.  232: 

20,000 

33,000 

30,000 

(a)  Ordinary  income . . . 

0 

500 

1,000 

(6)  Capital  gain . . . . 

.  2.  Existing  law,  Bradley  decision: 

10,000 

0 

0 

(a)  Ordinary  income . 

2,000 

5,000 

3,000 

(6)  Capital  gain . . 

8,000 

0 

0 
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Case  A  indicates  that  where  a  residence  is  sold  for  its  full  value 
(which  exceeds  its  cost),  reimbursements  received  by  the  transferred 
employee  for  selling  commissions  and  closing  costs  serve  to  increase 
the  amount  of  capital  gain  otherwise  realized  on  the  sale. 

Case  B  shows  the  application  of  the  15-percent  limitation  in  a 
situation  involving  a  loss  based  upon  both  fair  market  value  and  the 
employee's  cost.  In  this  case  $500  of.  the  reimbursed  amount  (the 
portion  of  the  $5,000  reimbursement  in  excess  of  15  percent  of  gross 
selling  price)  is  not  considered  part  of  the  amount  realized  on  the  sale. 

Case  C  shows  the  fair  market  value  limitation.  Here,  the  old 
residence  was  sold  for  its  value  (which  equaled  its  cost),  but  the 
employee  was  reimbursed  $1,000  for  a  “loss"  he  did  not  incur.  Under 
the  provision,  this  $1,000  is  not  considered  part  of  the  amount  realized 
on  the  sale. 

(c) (ii)  Effective  date. — The  amendment  made  by  this  provision  shall 
apply  to  reimbursements  received  with  respect  to  sales  contracts  en¬ 
tered  into  after  December  31,  1960,  in  taxable  years  ending  after  such 
date. 

(d)  Revenue  effect. — This  amendment  is  expected  to  result  in  a 
revenue  loss  of  $45  million  in  a  full  year  of  operation. 

Jfi.  Dispositions  oj  depreciable  real  estate  (sec.  233  of  the  bill  and  sec. 

1250  oj  the  code) 

(а)  Present  law. — Under  present  law,  taxpayers  may  take  deprecia¬ 
tion  on  real  property  (other  than  land)  used  in  a  trade  or  business 
or  held  for  the  production  of  income.  The  depreciation  methods 
available  are  the  same  as  those  applying  to  tangible  personal  property. 
They  include  (1)  straight-line  depreciation;  (2)  150  percent  declining 
balance  depreciation;  (3)  double-declining  balance  depreciation;  (4) 
sum-of-the-years-digits  depreciation;  and  (5)  any  other  consistent 
method  of  depreciation  wnich  does  not  during  the  first  two-thirds 
of  the  useful  life  of  the  property  result  in  greater  depreciation  than 
under  the  double-declining  balance  method.  The  150-percent  de¬ 
clining  balance  method  is  available  with  respect  to  used  real  property 
only  under  certain  circumstances.  The  last  three  methods  of  depreci¬ 
ation  referred  to  are  available  only  for  property  with  a  useful  life  of 
3  years  or  more  and  only  if  the  property  was  new  property  in  the 
hands  of  the  taxpayer. 

The  depreciation  is  allowed  as  a  deduction  against  ordinary  income. 
As  the  depreciation  deduction  is  taken  the  cost  or  other  basis  of  the  real 
property  is  reduced  by  a  like  amount.  If  the  property  subsequently 
is  sold,  any  gain  realized  on  the  difference  between  the  sales  price 
(adjusted  downward  for  selling  expenses)  and  the  adjusted  basis 
of  the  property  is  taxed  as  a  capital  gain  if  the  total  transactions  in 
depreciable  property  and  certain  other  property  (referred  to  in  sec. 
1231)  result  in  a  gain  for  the  year  involved.  On  the  other  hand, 
where  the  aggregate  of  these  transactions  results  in  a  loss,  the  net 
loss  is  an  ordinary  loss. 

(б)  General  reasons  for  provisions. — Since  the  depreciation  deduc¬ 
tions  are  taken  against  ordinary  income  while  any  gain  on  the  sale 
of  the  property  is  treated  as  a  capital  gain,  there  is  an  opportunity 
under  present  law  in  effect  to  convert  ordinary  income  into  capital 
gain.  This  occurs  whenever  the  depreciation  deductions  allowed  re¬ 
duce  the  basis  of  the  property  faster  than  the  actual  decline  in  its 
value. 
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Congress  in  the  Revenue  Act  of  1962  recognized  the  existence  of 
this  same  problem  in  the  case  of  gains  from  the  disposition  of  depre¬ 
ciable  machinery  and  other  personal  property.  In  that  act,  the 
Congress  provided  that  any  gain  realized  on  the  sale  of  these  assets 
in  the  future  would  be  ordinary  income  to  the  extent  of  any  deprecia¬ 
tion  deductions  taken  in  1962  and  subsequent  years  with  respect  to 
the  property. 

In  the  case  of  real  estate,  this  problem  is  magnified  by  the  fact  that 
real  estate  is  usually  acquired  through  debt  financing  and  the  deprecia¬ 
tion  deductions  allowed  relate  not  only  to  the  taxpayer’s  equity  invest¬ 
ment  but  to  the  indebtedness  as  well.  Since  the  depreciation  deduc¬ 
tions  relate  to  the  indebtedness  as  well  as  the  equity  in  the  property, 
this  may  permit  the  tax-free  amortization  of  any  mortgage  on  the 
property.  As  a  result  in  such  cases  there  is  a  tax-free  cash  return 
of  a  part  of  the  investment  which  may  in  fact  enable  the  taxpayer  to 
show  a  loss  for  several  years  which  he  may  offset  against  income  for 
tax  purposes. 

In  1962,  Congress  did  not  include  real  property  in  the  recapture 
provision  applicable  to  depreciable  personal  property  because  it 
recognized  the  problem  in  doing  so  where  there  is  an  appreciable  rise 
in  the  value  of  real  property  attributable  to  a  rise  in  the  general  price 
level  over  a  long  period  of  time.  The  bill  this  year  takes  this  factor 
into  account.  It  makes  sure  that  the  ordinary  income  treatment  is 
applied  upon  the  sale  of  the  asset  only  to  what  may  truly  be  called 
excess  depreciation  deductions.  It  does  this  first  by  providing  that 
in  no  event  is  there  to  be  a  recapture  of  depreciation  as  ordinary  in¬ 
come  where  the  property  is  sold  at  a  gain  except  to  the  extent  the 
depreciation  deductions  taken  exceed  the  deduction  which  would  have 
been  allowable  had  the  taxpayer  limited  his  deductions  to  those  avail¬ 
able  under  the  straight-line  method  of  depreciation.  Secondly,  a 
provision  has  been  added  which  in  any  event  tapers  off  the  proportion 
of  any  gain  which  will  be  treated  as  ordinary  income  so  that  it  dis¬ 
appears  gradually  over  a  10-year  holding  period  for  the  real  estate. 
As  a  result,  under  the  bill,  no  ordinary  income  will  be  realized  on  the 
sale  of  real  estate  held  for  more  than  10  years. 

(c)  General  explanation  oj  provisions. — In  view  of  the  considerations 
set  forth  above,  the  House  and  your  committee  have  amended  present 
law  to  provide  that  when  depreciable  real  estate  is  sold  after  December 
31,  1963,  in  certain  cases  a  proportion  of  any  gain  realized  upon  the 
sale  of  the  property  is  to  be  treated  as  ordinary  income;  that  is,  previous 
depreciation  deductions  against  ordinary  income  are  to  be  “recap¬ 
tured”  from  the  capital  gains  category. 

The  bill  accomplishes  this  result  by  treating  as  ordinary  income  a 
certain  percentage  of  what  is  called  “additional”  depreciation  or  the 
amount  of  gain  realized  on  the  sale  of  the  property,  whichever  is 
smaller.1  Generally,  the  “additional”  depreciation  referred  to  here  is 
that  part  of  the  depreciation  deductions  which  exceeds  the  depreciation 
deductions  allowable  under  the  straight-line  method.  The  deprecia¬ 
tion  deductions  taken  into  account,  however,  are  only  those  taken 
after  December  31,  1963.  Thus,  they  are  the  excess  of  any  deprecia¬ 
tion  deductions  taken  under  the  double-declining  balance  method, 

1  This  provision  also  applies  to  certain  dispositions  where  there  is  not  a  sale  or  exchange.  Therefore,  the 
bill  refers  not  only  to  the  excess  of  the  amount  realized  over  the  adjusted  basis  of  the  property  but  also,  so 
that  the  provision  will  apply  to  these  dispositions  which  are  not  sales  or  exchanges,  it  refers  to  the  excess  of 
the  fair  market  value  of  the  property  over  its  adjusted  basis. 
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sum-of-the-years-digits  method,  or  other  method  of  rapid  deprecia¬ 
tion,  over  the  depreciation  which  would  have  been  taken  under  the 
straight-line  method.  In  the  case  of  property  held  for  1  year  or  less, 
however,  the  deductions  recaptured  are  to  include  not  only  the  excess 
over  straight-line  depreciation,  but  rather  the  entire  depreciation 
deductions  taken. 

The  bill  limits  the  depreciation  recapture  to  the  excess  over  straight 
line  depreciation  because  it  is  believes  that  only  to  this  extent  could 
the  depreciation  taken  appropriately  be  considered  in  excess  of  the 
decline  in  the  value  of  the  property  which  occurs  over  time.  If  a 
gain  still  occurs,  it  is  believed  that  this  is  attributable  to  a  rise  in 
price  levels  generally  rather  than  to  an  absence  of  a  decline  in  the  value 
of  the  property.  The  portion  representing  the  rise  in  value  is  com¬ 
parable  to  other  forms  of  gains  which  quite  generally  are  treated  as 
capital  gains.  Moreover,  it  is  believed  that  when  the  property  is 
held  for  an  extended  period  of  time,  gains  realized  on  the  sale  or  other 
disposition  of  the  property  are  more  likely  to  be  attributable  to  price 
rises  generally  than  to  an  excess  of  depreciation  deductions.  For  that 
reason,  the  bill  also  tapers  off  over  a  10-year  period  the  proportion  of 
the  additional  depreciation  (or  gain  where  smaller)  which  is  to  be 
treated  as  ordinary  income  upon  the  sale  of  the  property. 

This  is  accomplished  by  providing  that  the  additional  depreciation 
(or  gain  if  smaller)  which  otherwise  would  be  treated  as  ordinary  in¬ 
come  is  to  be  decreased  by  1  percentage  point  for  each  full  month  the 
property  is  held  in  excess  of  20  full  months.  Thus,  the  amount  which 
will  be  treated  as  ordinary  income  in  the  case  of  property  held  for  a 
full  21  months  would  be  99  percent  (the  applicable  percentage)  of  the 
amount  which  otherwise  would  be  so  treated.  This  decreases  1  per¬ 
cent  for  each  succeeding  month  the  property  is  held  until  the  applicable 
percentage  decreases  to  zero  for  property  held  for  10  years  or  more. 

The  property  which  is  to  be  given  the  type  of  treatment  described 
above  is  depreciable  real  property  other  than  real  property  which  is 
eligible  for  the  investment  credit.  Such  property  is  already  subject 
to  the  recapture  rule  provided  by  section  1245  which  generally  applies 
to  tangible  personal  property.  The  types  of  real  property,  therefore, 
which  are  not  subject  to  this  provision  are  property  other  than  build¬ 
ings  or  structural  components  which  are  used  as  an  integral  part  of 
manufacturing,  production,  or  extraction,  or  of  furnishing  transpor¬ 
tation,  communications,  electrical  energy,  gas,  water,  or  sewage 
disposal  services  or  represent  research  or  storage  facilities  used  in 
connection  with  these  activities.  Examples  of  the  types  of  real 
property  which,  therefore,  are  not  included  under  this  provision  are 
railroad  track  and  bridges  and  blast  furnaces. 

This  provision  applies  only  to  the  additional  depreciation  allowed  or 
allowable.  Consequently,  the  enactment  of  this  provision  is  not 
intended  to  affect  tne  question  of  whether  all  or  any  part  of  a  claimed 
deduction  for  depreciation  is  in  fact  allowable.  For  example,  since 
in  the  year  real  property  is  sold  the  actual  value  of  the  property  is 
known,  it  has  been  held  that  depreciation  deductions  should  not  be 
allowed  to  the  extent  they  reduce  the  adjusted  basis  of  the  property 
below  the  actual  amount  realized.  This  provision,  in  providing  for 
ordinary  income  treatment  for  certain  additional  depreciation,  is  not 
intended  to  affect  this  holding. 

(c)(i)  Substantial  improvements. — Because  the  percentage  of  addi¬ 
tional  depreciation  (or  gain,  if  smaller)  decreases  after  the  first  20 
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months  by  1  percent  a  month,  it  is  necessary  to  determine  when 
property  has  been  acquired.  This  presents  a  special  problem  where 
real  estate  already  held  is  substantially  improved.  To  consider  the 
substantial  improvement  as  being  held  for  the  same  period  as  the 
original  investment  in  the  property  would  mean  that  where  property 
has  been  held  for  10  years  or  more  there  would  be  no  ordinary  income 
arising  with  respect  to  substantial  improvements,  even  though  these 
improvements  might  have  been  made  within  the  last  few  years.  To 
prevent  avoidance  of  the  ordinary  income  treatment  provided  by  this 
provision,  the  bill  defines  a  “separate  improvement”  which  is  treated 
as  a  separate  element  for  purposes  of  determining  the  amount  treated 
as  ordinary  income  upon  the  sale  or  exchange  of  real  property.  Appre¬ 
ciation  which  may  be  treated  as  ordinary  income  is  divided  up  among 
the  separate  elements  in  accordance  with  the  additional  depreciation 
deductions  with  respect  to  each  element.1 

A  separate  improvement  is  intended  by  the  bill  to  be  only  an  im¬ 
provement  which  is  of  a  substantial  nature.  Lesser  improvements 
are  treated  as  if  they  were  a  part  of  the  original  structure  and  do  not 
take  a  new,  or  separate  holding  period  for  purposes  of  determining 
the  proportion  of  the  additional  depreciation  (or  gain,  if  smaller) 
treated  as  ordinary  income.  As  a  result,  separate  improvements  are 
defined  under  the  bill  as  arising  only  where  the  cost  of  the  improve¬ 
ments  in  question  is  greater  than  the  largest  of  the  following  three 
amounts — 

1.  25  percent  of  the  adjusted  basis  of  the  property; 

2.  10  percent  of  the  original  cost  of  the  property  plus  the 
cost  of  any  improvements  made  prior  to  those  being  considered 
here  less  the  cost  of  retired  components;  or 

3.  $5,000. 

These  tests  are  applied  over  a  3-year  period.  Thus,  if  improve¬ 
ments  made  in  any  3-year  period  increase  the  adjusted  basis  of  the 
property  before  that  period  by  25  percent  or  more  or  exceed  the 
amount  specified  under  the  other  tests  if  larger,  then  this  entire 
amount  will  be  treated  as  a  separate  improvement.  The  25-percent 
adjusted  basis  test  in  this  case  is  expected  to  be  the  principal  test 
applied ;  however,  the  10-percent  test  will  prevent  a  relatively  moderate 
improvement  in  a  fully,  or  almost  fully,  depreciated  building  from 
being  classified  as  a  substantial  improvement.  The  $5,000  limitation 
is  intended  as  a  de  minimis  rule  below  which  no  aggregate  amount  in 
a  3-year  period  would  be  treated  as  a  substantial  improvement. 

In  applying  the  above  test  for  determining  whether  an  improvement 
is  to  be  treated  as  substantial,  improvements  in  any  one  of  the  3 
years  are  to  be  omitted  entirely  if  they  do  not  amount  to  at  least 
$2,000,  or  1  percent  of  the  original  cost  of  the  property  plus  the  cost 
of  any  improvements  previously  made  (less  the  cost  of  retired  com¬ 
ponents),  whichever  is  the  greater.  As  in  the  case  of  the  $5,000 
limitation,  which  applies  over  the  3-year  period,  these  exceptions 
are  designed  as  a  de  minimis  rule  to  make  it  unnecessary  to  treat  as 
separate  improvements  relatively  minor  improvements  made  in  any 
one  of  the  3  years  which  may  be  involved  in  the  computation  in 
question. 

In  the  future  additional  depreciation  allowed  over  straight  line 
depreciation  is  to  be  subject  to  recapture  not  only  in  the  case  of  the 

*  In  addition  to  the  separate  improvements,  the  bill  also  treats  as  separate  elements  units  of  real  property 
which  were  placed  in  service  at  different  times  before  initial  completion  of  the  building. 
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double-declining  balance  and  other  forms  of  rapid  depreciation  avail¬ 
able  only  in  the  case  of  new  property,  but  also  the  excess  over  straight 
line  depreciation  is  to  be  recaptured  in  the  case  of  depreciation,  such 
as  the  150-percent  declining  balance  depreciation  which  presently  is 
permitted  with  respect  to  used  real  property  under  certain 
circumstances. 

(c)  (ii)  Disposition  where  ordinary  income  is  recognized. — Ordinary 
income  under  the  bill  is  recognized  not  only  in  the  case  of  the  sale  or 
exchange  of  real  property  but  also  in  the  case  of  all  other  types  of 
dispositions  unless  a  specific  exception  is  provided.  Thus,  as  in  the 
case  of  the  provision  enacted  in  1962  in  connection  with  tangible 
personal  property,  this  provision  may  result  in  the  recognition  of 
ordinary  income  even  though  capital  gain  might  not  otherwise  have 
been  realized  at  the  time  of  such  a  disposition.  The  bill  provides 
seven  general  categories  of  exceptions,  however,  where  dispositions  are 
not  to  result  in  the  recognition  of  any  ordinary  income. 

The  first  exception  is  for  gifts.  Thus,  the  making  of  a  gift  for  this 
purpose  will  not  be  a  taxable  event.  However,  the  depreciation 
deductions  of  the  donor  in  such  a  case  are  carried  over  to  the  donee. 
As  a  result,  if  the  donee  subsequently  sells  the  real  property,  there 
may  be  ordinary  income  recognized  by  him  as  a  result  of  depreciation 
deductions  taken  by  the  donor.  The  donee  in  such  a  case,  however, 
will  receive  the  benefit  of  the  holding  period  of  the  donor.  The 
effect,  therefore,  of  this  is  to  treat  the  donor  and  donee  for  purposes 
of  this  provision  as  if  they  were  one  person,  with  the  result  that 
upon  the  subsequent  sale  by  the  donee  of  the  property,  the  same 
amount  (if  any)  will  be  treated  as  ordinary  income  as  if  the  donor  held 
the  property  throughout  the  entire  period.  Similarly,  in  determining 
the  percentage  decrease  in  total  gain  to  be  taken  into  account  as 
ordinary  income,  the  holding  period  of  both  the  donor  and  the  donee 
is  taken  into  account.  This,  of  course,  means  that  a  smaller  pro¬ 
portion  of  the  gain  will  be  treated  as  ordinary  income  than  would 
be  true  if  only  the  donee’s  holding  period  were  used  for  this  purpose. 

In  the  case  of  real  property  which  is  given  to  a  charitable  organiza¬ 
tion,  although  no  income  is  realized  by  the  donor  at  the  time  of  the 
gift,  the  bill  provides  that  the  amount  of  the  charitable  contribution 
deduction  he  may  receive  is  reduced  by  the  amount  which  would  have 
been  treated  as  ordinary  income  had  the  real  property  been  sold  at  its 
fair  market  value  (amendment  to  sec.  170(e)).  This  conforms  with 
the  treatment  provided  in  1962  by  Congress  with  respect  to  tangible 
personal  property  contributed  to  a  charity. 

A  second  exception  to  the  recognition  of  ordinary  income  upon 
the  disposition  of  real  property  is  provided  in  the  case  of  transfers 
at  death  (except  where  the  sale  has  occurred  before  death,  in  which 
case  the  amount  is  treated  as  income  with  respect  to  a  decedent  under 
sec.  691).  In  this  case,  however,  there  is  no  carryover  of  the  income 
potential  of  the  depreciation  deductions  to  the  decedent’s  devisee 
or  heir. 

A  third  category  of  exceptions  to  the  recognition  of  ordinary  income 
is  provided  in  the  case  of  a  series  of  transactions  which  generally  are 
tax  free  and  in  which  the  basis  of  the  real  property  is  carried  over 
from  the  former  to  the  new  owner:  However,  in  these  transactions 
where  there  is  any  gain  recognized  because  the  exchange  is  accom¬ 
panied  by  “boot”  (i.e.,  money  or  its  equivalent)  then  to  the  extent  of 
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this  gain,  ordinary  income  may  be  recognized  or  to  the  extent  of  the 
applicable  percentage  of  the  additional  depreciation  deductions  if 
smaller.  The  tax  free  transactions  referred  to  relate  to  those  occurring 
upon  the  complete  liquidation  of  a  subsidiary  (sec.  332) ;  in  the  case  of 
a  transfer  for  stock  or  securities  to  a  corporation  controlled  by  the 
transferor  (sec.  351) ;  in  the  case  of  a  transfer  of  property  by  a  corporation 
which  is  a  party  to  a  reorganization  in  pursuance  of  a  plan  of  reorgani¬ 
zation  solely  for  stock  or  securities  in  another  corporation  also  a 
party  to  the  reorganization  (sec.  361);  and  in  the  case  of  reorganiza¬ 
tions  in  certain  receivership  and  bankruptcy  proceedings  (secs.  371(a) 
and  374).  Also  included  in  the  same  category  are  contributions  of 
real  property  to  a  partnership  in  exchange  for  an  interest  in  the  part¬ 
nership,  and  distributions  by  a  partnership  of  real  property  in  partial 
or  complete  liquidation  of  an  interest  in  the  partnership  (but  in  this 
respect,  see  the  special  partnership  treatment  described  below). 
Under  the  bill,  however,  there  will  be  a  recognition  of  ordinary  income 
where  there  is  a  contribution  of  depreciable  property  to  a  tax  exempt 
organization  (other  than  an  exempt  farm  cooperative)  in  exchange  for 
stocks  or  securities  in  the  exempt  organization.  Recognition  of  gain 
in  this  case,  as  in  the  case  of  tangible  personal  property  in  the  provision 
added  last  year,  is  provided  because  a  disposition  of  the  property  by 
the  exempt  organization  ordinarily  would  escape  the  realization  of  the 
ordinary  income  with  respect  to  these  deductions. 

A  fourth  category  of  exceptions  is  provided  in  the  case  of  so-called 
like-kind  exchanges  of  real  property  used  for  production  or  investment 
and  for  involuntary  conversions.  In  exchanges  of  these  types,  the 
ordinary  income  recognized  is  in  general  limited  to  any  appreciation  in 
value  attributable  to  depreciable  real  property  which  is  not  reinvested, 
after  the  exchange  or  involuntary  conversion  into  other  depreciable 
real  property.  Thus,  ordinary  income  will  be  recognized  to  the  extent 
of  the  additional  depreciation,  decreased  according  to  the  holding 
period  involved,  or  by  the  following  amount  of  appreciation,  whichever 
is  the  smaller.  First,  to  the  extent  that  the  exchange  or  conversion 
results  in  actual  gain  being  recognized,  this  will  be  treated  as  ordinary 
income  under  the  general  rule.  Second,  this  gain  wdll  be  increased  by 
stock  purchased  in  a  corporation  even  though  under  the  involuntary 
conversion  provision  this  generally  would  not  result  in  the  recognition 
of  gain.  This  amount  is  treated  as  potential  ordinary  income  since 
any  subsequent  sale  of  the  stock  does  not  represent  the  sale  of  a 
depreciable  asset  and,  therefore,  it  would  not  be  possible  in  this  event 
to  recapture  the  depreciation.  Third,  to  the  extent  of  any  remaining 
appreciation  represented  by  real  property,  ordinary  income  is  recog¬ 
nized  to  the  extent  this  unrealized  appreciation  cannot  be  included  in 
the  basis  of  the  newly  acquired  real  property.  Under  this  provision, 
the  newly  acquired  real  property  will,  upon  its  sale  or  other  disposi¬ 
tion,  give  rise  to  the  same  ordinary  income,  decreased  according  to 
the  holding  period  for  the  newly  acquired  property,  as  would  the 
previously  held  real  property  (except  to  the  extent  that  ordinary 
income  was  recognized  at  the  time  of  the  conversion).  The  holding 
period  for  purposes  of  determining  the  percentage  of  the  additional 
depreciation  which  is  to  be  treated  as  ordinary  income  is  begun  anew 
with  respect  to  the  exchange  or  converted  property,  but  the  new 
holding  period  applies  only  to  the  percentage  of  the  gain  which  would 
have  been  taken  into  account  had  the  property  held  been  sold  at  the 
time  of  the  exchange  or  conversion . 
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A  fifth  exception  is  provided  in  the  case  of  the  exchange  or  sale  of 
property  in  obedience  to  Federal  Communications  Commission  orders 
or  orders  of  the  Securities  and  Exchange  Commission  (secs.  1071  and 
1081).  In  these  cases,  also,  the  ordinary  income  includes  not  only 
the  actual  gain  recognized  but  also  the  appropriate  percentage  of  any 
depreciation  charges  unrecovered  at  the  time  of  the  sale  or  exchange 
which  are  not  reinvested  in  other  depreciable  real  property. 

A  sixth  exception  is  provided  in  the  case  of  distributions  of  real 
property  by  a  partnership  to  a  partner.  A  distribution  of  real  prop¬ 
erty  by  a  partnership  to  a  partner,  to  the  extent  that  the  distribution 
represents  the  partner’s  share  of  unrealized  appreciation  attributable 
to  this  property,  is  not  to  result  in  ordinary  income  to  the  distributee 
partner  at  the  time  of  the  distribution.  However,  the  unrealized 
appreciation  representing  additional  depreciation  taken  by  the  part¬ 
nership  will  be  carried  over  to  the  distributee  partner.  When  he  dis¬ 
poses  of  this  real  property,  the  unrealized  appreciation  represented 
by  these  partnerships  (or  by  an  earlier  transferee  where  the  partner¬ 
ship  acquired  the  property  without  recognizing  gain),  additional 
depreciation  deductions  will  be  taken  into  account  in  a  manner 
substantially  the  same  as  that  applying  where  the  taxpayer  himself 
took  the  depreciation  deductions.  This  rule  applies  only  to  the 
extent  a  partner  is  considered  as  receiving  his  share  of  the  real  property 
to  which  is  attributable  potential  ordinary  income.  An  amendment 
made  elsewhere  to  the  code  (sec.  751(c))  provides  that  in  other  cases 
the  ordinary  income  element  in  real  property  is  to  be  considered  as 
“unrealized  receivable.”  Thus,  to  the  extent  of  applicable  percentage 
of  the  additional  depreciation  deductions  taken  (or  potential  gain,  if 
smaller)  ordinary  income  will  be  recognized  in  the  case  of  the  sale  of 
a  partnership  interest,  in  the  case  of  a  distribution  to  a  retiring  or 
deceased  partner,  and  in  the  case  of  distributions  to  a  partner  where 
he  receives  either  more  or  less  than  his  proportionate  share  of  real 
property  reflecting  this  ordinary  income. 

A  seventh  exception  deals  with  the  case  where  the  property  being 
disposed  of  by  the  taxpayer  is  his  principal  residence.  Under  present 
law  (sec.  1034)  where  the  taxpayer  sells  his  principal  residence  and 
within  a  year  before  or  after  this  sale  (18  months  after  in  the  case  of  the 
construction  of  a  new  home)  purchases  or  builds  another,  then  any 
gain  realized  on  the  sale  of  the  first  residence  is  not  recognized  for  tax 
purposes  to  the  extent  the  total  proceeds  from  the  sale  of  the  first 
residence  are  invested  in  the  second.  The  bill  provides  that  in  cases 
of  this  type,  to  the  extent  the  full  proceeds  from  the  sale  of  the  first 
residence  are  reinvested  into  a  second,  no  ordinary  income  is  to  be 
recognized  at  that  time. 

Similarly,  the  bill  provides  no  recognition  of  ordinary  income  po¬ 
tential  with  respect  to  the  provision  incorporated  elsewhere  in  this 
bill  (sec.  206  of  the  bill)  which  provides  that  no  gain  is  recognized  by 
a  taxpayer  age  65  or  over  who  sells  a  home  which  he  has  used  as  a 
personal  residence  and  owned  for  5  out  of  the  last  8  years. 

As  in  the  case  of  the  provision  enacted  in  1962  relating  to  tangible 
personal  property,  the  House  and  your  committee  in  this  provision 
found  it  necessary  to  recognize  ordinary  income  in  cases  where  capital 
gain  is  not  recognized  under  existing  law.  This  was  done  primarily  in 
those  cases  where  the  transferee  .receives  another  basis  for  the  prop¬ 
erty  than  that  of  the  transferor.  This  treatment  is  provided  in  three 
types  of  cases  where  a  distribution  is  made  by  a  corporation  without 
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the  payment  of  a  tax  at  the  corporate  level  on  unrealized  appreciation 
in  value ;  namely,  where  the  real  property  is  distributed  as  a  dividend 
(sec.  311),  where  the  real  property  is  distributed  as  part  of  a  partial  or 
complete  liquidation  by  a  corporation  (sec.  336),  and  where  in  a  plan  of 
complete  liquidation  a  corporation  sells  the  real  property  (and  perhaps 
other  assets)  and  within  a  12-month  period  completes  the  liquidation 
of  the  corporation  (sec.  337).  Similarly,  if  the  real  property  is  first 
sold  by  a  corporation  for  installment  notes  and  the  gain  which  would 
be  realized  on  such  sale  is  delayed  because  of  the  installment  method 
of  reporting,  a  distribution  of  these  notes  to  the  shareholder  in  a 
liquidation  under  section  337  (12-month  liquidation)  results  under  this 
bill  in  the  recognition  of  the  same  amount  of  ordinary  income  of  the 
corporation  as  would  have  been  realized  on  a  cash  sale  of  these  notes. 
The  same  rule  is  applied  whenever  similar  installment  notes  are  dis¬ 
tributed  by  a  corporation  in  a  liquidation  in  which  the  basis  of  the  real 
property  to  the  receiving  shareholder  is  determined  under  section 
334(b)(2)  (purchase  of  80  percent  of  the  stock  of  one  corporation  by 
another  corporation  followed  by  immediate  liquidation  of  the  corpora¬ 
tion  acquiring) .  The  other  situations  where  ordinary  income  may  be 
realized  under  this  provision  although  capital  gain  would  not  other¬ 
wise  occur,  include  the  case  where  distribution  is  made  by  a  partner¬ 
ship  and  the  partner  gives  up,  or  acquires,  more  than  his  proportionate 
share  of  this  real  property.  Other  cases  include  the  provision  relating 
to  the  exchange  of  like-kind  property,  involuntary  conversions,  sales 
or  exchanges  to  effectuate  FCC  policy,  and  exchanges  in  obedience 
to  orders  of  the  SEC.  In  all  of  these  cases  where  the  property  re¬ 
ceived  in  exchange  for  depreciable  real  property  is  not  itself  depreci¬ 
able  real  property,  then  ordinary  income  is  recognized. 

( )  Leasehold  improvements. — Improvements  made  to  property 
held  under  a  lease  by  a  lessee  present  a  special  problem  in  determining 
what  is  the  amortization  period  equivalent  to  the  straight-line  de¬ 
preciation  method  selected  as  the  norm  in  the  usual  case.  Present 
law  (sec.  178)  in  general  provides  that  leasehold  renewal  periods  are 
to  be  taken  into  account  in  determining  amortization  or  depreciation 
with  respect  to  any  year  if  the  initial  lease  period  remainmg  is  less 
than  60  percent  of  the  useful  life  of  the  building  or  other  improvement, 
or  if  less  than  75  percent  of  the  cost  of  the  lease  is  attributable  to  the 
remaining  portion  of  the  initial  lease  period,  and  if  it  is  more  probable 
that  the  lease  will  be  renewed,  extended,  or  continued  than  that  it  will 
not.  Such  a  test  is  appropriate  when  looking  forward  to  amortization 
deductions  in  future  years.  However,  it  does  not  represent  an  ade¬ 
quate  norm  for  the  measurement  of  excess  or  additional  depreciation 
after  the  deduction  has  been  taken  and  the  lease  is  being  sold. 

As  a  result,  the  bill  provides  that  in  determining  the  norm  for 
purposes  of  specifying  additional  depreciation  which  may  be  treated 
as  ordinary  income,  periods  for  which  a  lease  may  be  renewed,  extended, 
or  continued  under  an  option  exercisable  by  the  lessee  are  generally 
to  be  taken  into  account.  However,  the  renewal  periods  so  taken 
into  account  are  not  to  extend  the  amortization  period  by  more  than 
two-thirds  of  the  initial  lease  period  remaining  after  the  improvement 
was  made.  Thus,  in  the  case  of  a  6-year  lease  with  a  6-year  renewal 
period,  only  4  additional  years  are  to  be  taken  into  account  in  deter¬ 
mining  the  amortization  period  of  an  improvement  made  at  the 
beginning  of  the  initial  lease.  Thus,  in  this  case,  the  amortization 
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payments  with  respect  to  the  lease  would  be  spread  over  a  10-year 
period  and  payments  in  excess  of  such  a  spreading  would  be  considered 
additional  depreciation  adjustments.  However,  if  the  useful  life  of 
the  asset  itself  in  such  a  case  were  less  than  10  years,  then  the  deprecia¬ 
tion  deductions  would  be  spread  for  this  purpose  in  a  straight-line 
method  over  the  useful  life  of  the  asset,  and  this  would  be  used  as  the 
measure  in  determining  additional  or  excess  depreciation  adjustments. 

( c) (iv )  Effective  date. — This  provision  is  to  apply  with  respect  to 
depreciation  attributable  to  periods  after  December  31,  1963,  and  to 
dispositions  of  property  after  that  date. 

(d)  Revenue  effect. — Since  this  provision  relates  only  to  depreciation 
deductions  in  1964  and  subsequent  years,  the  initial  revenue  impact 
of  this  bill  is  expected  to  be  small.  In  fiscal  year  1965,  it  is  expected 
that  this  provision  will  result  in  a  revenue  gain  of  about  $5  million. 
In  subsequent  years,  however,  when  the  provision  becomes  fully 
effective,  it  is  anticipated  that  it  will  result  in  a  revenue  gain  of 
approximately  $15  million  a  year. 

4.1.  Income  averaging  (sec.  234  of  the  bill  and  secs.  1301-1305  of  the 
code) 

(a)  Present  law. — Present  law  does  not  provide  any  generally  avail¬ 
able  income  averaging  provision  for  the  persons  whose  income  fluc¬ 
tuates  widely  from  year  to  year.  Instead,  present  law  contains  six 
specific  averaging  provisions  dealing  with  special  types  of  situations: 
Certain  compensation  for  personal  services,  income  from  inventions 
or  artistic  work,  certain  income  from  backpay,  compensation  for 
damages  for  patent  infringements,  breach  of  contract  damages,  and 
damages  for  injuries  under  the  antitrust  laws. 

In  the  case  of  the  provision  relating  to  compensation  for  personal 
services  and^  that  relating  to  inventions  and  artistic  works,  in  order 
to  be  eligible  for  this  treatment,  the  employment  involved  must  have 
covered  36  months  or  more  in  the  case  of  the  compensation  for  per¬ 
sonal  services,  and  in  the  case  of  the  work  on  the  inventions  or  the 
artistic  works  must  have  covered  a  period  of  24  months  or  more. 
In  addition,  eligibility  under  these  same  two  provisions  required  that 
the  receipts  of  the  payments  involved  with  respect  to  the  work  be 
heavily  concentrated  m  1  year.  In  the  case  of  compensation  for 
personal  services,  80  percent  or  more  of  the  total  compensation  for 
the  employment  must  have  been  received  in  the  taxable  year  in 
question.  In  the  case  of  the  invention  or  artistic  work,  the  amount 
received  in  the  year  in  question  must  not  be  less  than  80  percent  of 
the  gross  amount  received  with  respect  to  the  invention  or  artistic 
work  in  the  taxable  year,  all  prior  years,  and  the  succeeding  12  months. 
The  backpay  provision  also  has  a  somewhat  similar  provision.  To 
be  eligible  for  averaging  in  the  case  of  backpay,  the  amount  of  back¬ 
pay  received  in  the  taxable  year  must  exceed  15  percent  of  the  gross 
income  for  that  year. 

In  the  case  of  all  of  the  present  averaging  devices,  the  averaging  is 
achieved  by  providing  that  the  tax  involved  is  not  to  be  greater  than 
if  this  income  were  spread  back,  either  ratably  over  the  period  to 
which  the  income  relates,  or  to  the  specific  years  to  which  the  income 
relates.  However,  in  the  case  of  income  from  inventions,  the  spread 
back  for  this  purpose  may  not  exceed  60  months,  and  in  the  case  of 
artistic  work  it  may  not  exceed  36  months.  The  other  averaging 


2641 


140 


REVENUE  ACT  OF  1964 


provisions  are  not  limited  in  this  respect.  The  tax  in  each  case, 
although  imposed  as  of  the  current  year,  is  determined  by  making  a 
recomputation  with  respect  to  one  or  more  back  years. 

(6)  General  reasons  jor  provisions . — A  general  averaging  provision 
is  needed  to  accord  those  whose  incomes  fluctuate  widely  from 
year  to  year  the  same  treatment  accorded  those  with  relatively  stable 
incomes.  Because  the  individual  income  tax  rates  are  progressive, 
over  a  period  of  years  those  whose  incomes  vary  widely  from  year 
to  year  pay  substantially  more  in  income  taxes  than  others  with 
a  comparable  amount  of  total  income  but  spread  evenly  over  the  years 
involved.  This  occurs  because  the  progressive  rates  take  a  much 
larger  proportion  of  the  income  in  taxes  from  those  whose  incomes  in 
some  years  are  relatively  high.  The  absence  of  any  general  averaging 
device  has  worked  particular  hardships  on  professions  or  types  of 
work  where  incomes  tend  to  fluctuate.  This  is  true,  for  example,  in 
the  case  of  authors,  professional  artists,  actors,  and  athletes  as  well  as 
farmers,  fishermen,  attorneys,  architects,  and  others. 

The  present  averaging  provisions  have  proved  unsatisfactory,  first 
because  they  are  limited  to  a  relatively  small  proportion  of  the 
situations  where  averaging  is  needed.  Thus,  while  they  presumably 
cover  inventors  and  writers,  they  do  not  provide  for  actors,  athletes, 
and  in  most  cases  do  not  provide  for  attorneys,  architects,  and  others. 
Even  in  the  case  of  inventors  and  authors,  the  present  provision  is 
inadequate  because  of  the  requirement  that  the  income  arise  over  at 
least  a  24-month  period  and  80  percent  or  more  of  the  income  from 
the  invention  or  work  be  concentrated  in  the  current  year  in  question. 
In  practice,  many  cases  involving  authors  and  inventors  where 
averaging  is  needed  do  not  meet  these  specific  requirements.  This 
was  made  clear  in  testimony  from  authors  and  others. 

The  present  averaging  provisions  also  have  proved  unduly  com¬ 
plicated  in  practice  because  of  the  requirement  that  the  prior  years’ 
incomes  and  taxes  must  be  recomputed  as  if  the  income  had  actually 
been  received  in  those  prior  years. 

Your  committee  agrees  with  the  House  that  income  averaging  should 
be  designed  to  treat  everyone  as  nearly  equally  for  tax  purposes  as 
possible,  without  regard  to  how  their  income  is  spread  over  a  period 
of  years  and  without  regard  to  the  type  of  income  involved.  At  the 
same  time,  it  is  necessary  to  have  any  income  averaging  device  in  a 
form  which  is  workable,  both  from  the  standpoint  of  the  taxpayer 
and  the  Internal  Revenue  Service. 

Although  the  bill  generally  repeals  the  averaging  devices  in  present 
law  (secs.  1301-1307),  it  is  recognized  that  cases  may  arise  where  a 
person  has  entered  into  long-term  contingent  employments  upon  the 
assumption  that  the  averaging  device  in  present  law  applicable  to 
compensation  from  an  employment  would  be  available.  Since  em¬ 
ployments  in  some  cases  may  last  for  extended  periods  of  time,  such 
as  20  years,  the  general  5-year  averaging  device  might  produce  less 
favorable  treatment  than  the  present  provision.  As  a  result,  the  bill 
provides,  in  the  case  of  these  long-term  employments  which  were 
already  in  being  before  1963,  for  the  taxpayers  involved  to  continue 
the  form  of  averaging  available  under  present  law  if  they  elect  to 
forgo  the  general  5-year  averaging  provided  in  this  bill. 

(c)  General  explanation  of  provisions. — In  view  of  the  considerations 
set  forth  above,  the  bill  deletes  all  of  the  averaging  provisions  in 
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present  law  referred  to  previously  and  substitutes  instead  an  income 
averaging  device  available  to  individual  taxpayers  generally,  sub¬ 
stantially  without  regard  to  the  source  of  the  income.  As  indicated 
subsequently,  however,  in  the  case  of  the  averaging  device  for  compen¬ 
sation  from  an  employment,  the  bill  in  certain  cases  permits  the  con¬ 
tinuance  of  the  application  of  this  provision. 

Under  the  averaging  rule  provided  by  the  bill,  once  the  amount  of 
income  to  be  averaged  is  determined — called  averageable  income  in 
the  bill — and  assuming  this  amount  is  more  than  $3,000,  the  taxpayer 
is  to  compute  a  tentative  tax  on  one-fifth  of  this  amount.  The  tax 
on  this  one-fifth  is  determined  by  adding  this  one-fifth  to  1%  times  the 
average  income  received  in  the  prior  4  years,  plus  the  average  capital 
gains  income  in  this  same  4-year  period.  The  tax  attributable  to  this 
one-fifth  is  then  multiplied  by  5  to  determine  the  final  tax  on  this 
income. 

Averaging  is  available  only  where  the  “averageable  income”  exceeds 
$3,000  because,  with  the  present  progressive  rate  structure  with  tax 
brackets  usually  of  $2,000  to  $4,000,  smaller  amounts  achieve  little  if 
any  benefit  from  averaging.  The  device  of  including  one-fifth  of  the 
averageable  income  in  the  tentative  tax  base,  computing  the  tax 
attributable  to  this  amount,  and  then  multiplying  this  result  by  5, 
achieves  a  result  which  is  substantially  similar  (except  when  there  are 
rate  changes  during  the  5  years)  to  including  one-fifth  of  the  income 
eligible  for  averaging  in  the  taxable  income  base  of  each  of  the  prior 
4  years  and  of  the  current  year.  The  advantage  of  making  the  com¬ 
putation  in  this  manner  is  that  it  is  not  necessary  to  recompute  the 
tax  for  each  of  the  4  prior  years  in  order  to  obtain  this  result. 

The  “averageable  income”  referred  to  here  is  the  excess  of  the 
taxable  income  in  the  current  or  computation  year — with  certain 
adjustments — over  \}{  times  the  average  base  period  income.  The 
average  base  period  income  is  the  average  of  the  taxable  income  in 
the  4  prior  years  with  certain  adjustments  specified  below. 

Averageable  income  is  limited  to  that  which  is  in  excess  of  l){  times 
average  income  in  the  base  period  for  two  basic  reasons.  First,  in 
any  new  provision  of  this  type,  it  is  necessary  to  limit  the  number 
of  cases  to  which  the  new  provision  will  apply  to  a  manageable  level 
from  the  administrative  standpoint.  In  other  words,  it  was  necessary 
initially,  at  least,  to  limit  the  volume  of  cases  where  averaging  will  be 
applied.  Moreover,  it  is  clear  that  the  greatest  need  for  averaging 
occurs  where  the  fluctuation  in  income  levels  varies  widely.  An 
increase  of  more  than  one-third  from  the  prior  average  income  was 
selected  to  make  the  new  averaging  rule  available  in  those  cases  where 
it  is  needed  the  most. 

As  indicated  above,  in  computing  the  income  subject  to  averaging, 
it  is  necessary  to  make  some  adjustments  in  both  the  income  of  the 
current,  or  computation  year,  and  also  in  the  income  of  the  4  base 
period  years  with  which  the  current  year’s  income  is  compared.  The 
income  of  the  computation  year,  referred  to  in  the  bill  as  the  “adjusted 
taxable  income”  is  the  taxable  income  for  that  year  decreased  by: 
(1)  Any  capital  gain  net  income  for  that  year;  (2)  any  income  for 
that  year  attributable  to  gifts,  bequests,  devises,  or  inheritances 
received  during  that  year  or  any  of  the  four  prior  base  period  years; 1 

1  Income  attributable  to  gifts,  bequests,  devises,  or  inheritances  between  a  husband  and  wife  are  not  taken 
out  of  the  income  for  the  computation  year  if  they  file  a  joint  return  for  the  computation  year  or  one  of 
them  makes  a  return  in  that  year  as  a  surviving  spouse.  Also  not  taken  into  account  are  amounts  of  less 
than  $3,000  in  computation  year. 
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(3)  any  excess  of  wagering  gains  in  the  year  over  wagering  losses;  and 

(4)  certain  amounts  of  income  to  which  penalties  apply  with  respect  to 
owner-employees  who  are  self-insured  for  pension  plan  purposes  (sec. 
72  (m)  (5)). 

Long-term  capital  gains  are  excluded  from  the  income  subject  to 
averaging  in  the  computation  year  on  the  grounds  that  such  income 
does  not  require  averaging  because  of  the  fact  that  only  50  percent 
of  the  capital  gain  income  is  included  in  the  tax  base  in  any  event. 
Moreover,  without  regard  to  the  averaging  provision,  such  income 
is  subject  to  a  maximum  rate  of  25  percent. 

Averageable  income  also  excludes  income  from  gifts,  devises,  or 
inheritances  where  the  gifts,  etc.,  have  been  received  either  in  the 
computation  year  or  in  any  of  the  four  prior  base  period  years,  because 
such  income  does  not  arise  from  any  additional  efforts  on  the  part  of 
the  taxpayer  but  merely  represents  a  transfer  to  the  taxpayer  of  income 
previously  received  by  someone  else.  In  addition,  in  the  case  of  the 
transfer  by  gift  of  income  producing  properties  between  related  parties, 
there  would  be  some  opportunity  for  manipulation  if  such  income  were 
not  excluded  from  that  which  can  be  averaged.  Income  attributable 
to  such  property  is  excluded  under  the  bill  only  where  it  is  in  excess 
of  $3,000  in  the  computation  year.  Also,  because  it  may  be  diffi¬ 
cult  to  trace  specific  income  to  specific  gifts,  bequests,  devises,  or 
inheritances,  the  bill  presumes  that  such  property  earns  a  6-percent 
rate  of  return  unless  the  taxpayer  establishes  to  the  satisfaction  of 
the  Treasury  that  some  other  amount  of  income  is  earned  with  respect 
to  the  property. 

Net  wagering  gains  are  excluded  from  averageable  income  to  prevent 
such  income  from  receiving  a  preferred  status.  For  similar  reasons, 
penalty  income  of  owner-employees  in  the  case  of  self-insured  pension 
plans  is  excluded. 

It  is  also  necessary  to  make  some  adjustments  in  the  base  period 
income  with  which  the  adjusted  taxable  income  for  the  computation 
year  is  compared.  Two  of  these  adjustments  are  the  same  as  those 
made  in  the  computation  year.  Thus,  capital  gain  net  income  for 
the  base  period  year  is  excluded  as  is  any  income  from  gifts,  bequests, 
devises,  or  inheritances  where  such  property  was  initially  received  by 
the  taxpayer  in  1  of  the  4  base  period  years. 

A  third  adjustment  made  to  the  average  base  period  income  is  to 
add  back  to  such  income  any  income  excluded  from  the  taxpayer’s 
base  in  such  year  on  the  grounds  that  it  was  earned  in  a  foreign  country 
(the  exclusion  under  sec.  911  of  present  law)  or  on  the  grounds  that  it 
was  income  from  sources  within  a  possession  of  the  United  States 
(sec.  931  of  present  law).  The  inclusion  of  such  amounts  in  the  base 
period  is  necessary  so  that  the  taxpayer  will  not  become  eligible  for 
averaging  merely  on  the  grounds  that  during  the  4-year  base  period, 
or  a  part  of  this  period,  he  was  in  a  foreign  country  and  not  subject  to 
U.S.  tax  on  his  earned  income.  If  such  amounts  are  not  included  in 
the  base  period  income  comparable  amounts  earned  in  the  United 
States  in  the  computation  year  would  be  eligible  for  averaging. 

(c)(i)  Example. — For  most  taxpayers  with  little  or  none  of  the 
income  which  gives  rise  to  the  special  exceptions  described  above  the 
application  of  this  averaging  provision  is  relatively  simple.  This  can 
be  illustrated  by  an  example  of  an  unmarried  taxpayer  having  an 
average  base  period  income  of  $3,000  in  the  years  1961-64  and  an 
adjusted  taxable  income  of  $44,000  in  1965.  The  taxpayer  in  this 
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case  is  eligible  for  averaging  since  his  “averageable  income”  exceeds 
$3,000.  His  averageable  income  in  this  case  can  be  computed  as 
follows: 


1.  Adjusted  taxable  income  in  computation  year _  $44,  000 

2.  133)4  percent  of  average  base  period  income  ($3,000X  133)4  percent)  4,  000 

3.  Averageable  income _  40,  000 


amount  is  subject  to  averaging. 

Computation  of  tax: 

(а)  133)4  percent  of  average  base  income  ($3,000X  133)4  percent) __  4,  000 

(б)  Averageable  income  included  in  tentative  tax  base  (%  of  $40,000)  8,  000 

(c)  Tentative  taxable  income. _  12,000 

( d )  Total  tentative  tax  liability  (1965  rates  under  bill) _  2,  830 

(e)  Tax  on  $4,000  not  subject  to  averaging _  690 

(/)  Tax  liability  on  )£  of  averageable  income _  2,  140 

(a)  Tax  on  total  averageable  income  ($2,140X5) _  10,  700 

( h )  Total  final  tax  liability  (tax  on  $4,000  not  subject  to  averaging 

and  $40,000  subject  to  averaging) _  11,  390 

( i )  Tax  on  $44,000  under  1965  rates  without  averaging _  18,  990 


(c)  (ii)  Treatment  of  capital  gains  and  priority  of  taxing  different 
types  of  income. — As  previously  indicated,  net  capital  gains — any 
excess  of  net  long-term  gains  over  capital  losses — are  excluded  from 
the  adjusted  taxable  income  for  the  computation  year  in  determining 
how  much  of  this  income  is  to  be  eligible  for  averaging  and  also  from 
the  average  base  period  income.  Thus,  generally,  capital  gains 
(other  than  short-term  capital  gains)  have  no  effect  in  determining 
the  income  subject  to  averaging.  There  is  one  exception  to  this 
general  rule,  however.  If  the  average  capital  gain  net  income  in 
the  base  period  exceeds  the  capital  gain  net  income  in  the  computation 
year,  then  to  the  extent  of  this  excess  the  income  subject  to  averaging 
is  reduced.  Generally,  it  was  thought  that  capital  gains  should  be 
set  apart  and  not  taken  into  account  in  averaging  since  they,  in  effect, 
have  their  own  specialized  form  of  averaging.  However,  in  those 
cases  where  the  average  capital  gains  in  the  base  period  exceed  the 
capital  gains  in  the  computation  year,  it  is  believed  that  averaging 
should  be  permitted  only  when  total  taxable  income  of  the  current 
year  is  substantially  greater  than  the  average  of  the  base  period. 

The  bill  provides  that  in  determining  the  tax  which  is  attributable 
to  the  income  subject  to  averaging,  the  first  income  subject  to  tax  is 
to  be  the  ordinary  income  not  eligible  for  averaging.  In  the  example 
previously  presented,  this  meant  that  the  $4,000  of  income  not 
subject  to  averaging  was  considered  to  be  the  income  subject  to  the 
first  income  brackets.  The  income  subject  to  the  next  higher  income 
rates  is  the  capital  gain  net  income  of  the  computation  year  but  only 
to  the  extent 1  this  does  not  exceed  the  average  base  period  capital  gain 
net  income.  Following  this  is  the  income  subject  to  averaging,  with 
respect  to  which  one-fifth  is  included,  the  tax  then  computed,  and  the 
result  multiplied  by  5.  Any  remaining  capital  gains  income  in  the 
computation  year,  in  excess  of  average  base  period  capital  gain  net 
income,  is  treated  as  coming  on  top  of  this  income  subject  to  averaging 
along  with  income  from  wagering  or  gifts,  bequests,  devises,  or  in¬ 
heritances,  which  is  not  eligible  for  the  averaging  treatment.2 

1  Actually  this  amount  is  preceded  by  an  amount  equal  to  any  excess  of  average  base  period  capital  gain 
over  capital  gains  of  the  computation  year  in  those  infrequent  cases  where  such  income  exists. 

a  The  penalty  income  with  respect  to  owner-managers  in  connection  with  receipt  of  pension-type  income 
is  treated  as  if  the  averaging  provision  did  not  apply. 
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The  alternative  capital  gains  tax  in  such  a  case  is  determined  by 
applying  25  percent  to  the  long-term  capital  gains.  This  tax  then  is 
compared  with  the  tax  attributable  to  the  capital  gains  in  the  com¬ 
putation  explained  above.  The  reason  for  structuring  the  tax  base  in 
the  manner  indicated  is  to  give  assurance  that  the  income  subject  to 
averaging  is  taxed,  as  nearly  as  possible,  at  the  same  income  level  as 
would  be  the  case  had  such  income  been  earned  ratably  over  the 
current  year  and  4  prior  years. 

(c)  (in)  Eligible  individuals. — To  be  eligible  for  averaging,  one  of 
the  principal  concerns  is  that  the  individual's  income  must  have 
been  subject  to  tax  by  the  United  States  throughout  the  entire  base 
period  as  well  as  the  computation  year.  No  one  is  eligible  for  aver¬ 
aging  who  was  a  nonresident  alien  in  any  of  the  4  base  period  years 
or  in  the  computation  year.  To  be  eligible  for  averaging,  the  indi¬ 
vidual  must  be  a  citizen  or  resident  in  the  computation  year.  In. addi¬ 
tion,  even  though  a  citizen  in  the  computation  year,  the  individual 
must  be  claiming  no  exclusion  in  tnat  year  for  income  earned  abroad. 
He  may  have  claimed  such  an  exclusion  with  respect  to  a  base  period 
year,  but,  for  purposes  of  determining  his  income  in  the  computation 
year  subject  to  averaging,  this  income  is  added  back  to  his  base  period 
income. 

A  second  concern  of  this  provision  is  that  the  individual  be  a  member 
of  the  labor  force  in  both  the  computation  year  and  in  the  4  base  period 
years.  It  has  been  necessary,  however,  to  approximate  this  result  in 
some  cases.  The  general  rule  provides  that  the  individual  and  his 
spouse  must  have  furnished  one-half  or  more  of  his  own  support  in 
each  of  the  base  period  years.  However,  it  was  not  intended  to 
exclude  from  the  benefits  of  the  averaging  provision  an  individual 
who,  although  in  the  labor  force,  was  unemployed  in  part  or  all  of  the 
base  period  years.  For  that  reason,  individuals  generally  are  eligible 
for  averaging  if  they  are  25  years  old  and  there  have  been  at  least  4 
years  since  the  individual  attained  age  21  when  he  was  not  a  full-time 
student.  Thus,  generally,  individuals  age  25  or  over  will  be  eligible  for 
averaging  so  long  as  they  have  been  out  of  school  for  at  least  4  years 
since  age  21.  A  second  exception  is  provided  for  the  individual  who, 
although  not  self-supporting  in  the  4-year  base  period,  nevertheless, 
has  income  in  the  current  year  more  than  half  of  which  is  attributable 
in  substantial  part  to  work  he  has  done  in  two  or  more  of  the  base  period 
years.  This  is  designed  to  make  sure  that  those  who  have  performed 
some  work  of  a  substantial  nature  which  occurred  over  a  period  of 
years  will  be  eligible  for  averaging  even  though  below  the  25-year  age 
limit.  A  third  exception  is  provided  for  an  individual  who  was  not 
self-supporting  in  the  base  period  and  who  makes  a  joint  return 
with  someone  else  if  not  more  than  25  percent  of  the  total  adjusted 
gross  income  of  the  couple  in  the  computation  year  is  attributable 
to  the  individual  in  question.  This  means  that  an  individual  who  has 
been  in  the  labor  force  and  who  marries  someone  who  was  a  dependent 
of  another  will  not  be  deprived  of  averaging,  assuming  three-quarters 
or  more  of  the  income  in  the  computation  year  is  attributable  to  the 
individual  who  was  in  the  labor  force  in  the  base  period.  This  is 
designed  to  assure  that  a  man  who  marries  a  woman  who  was  a 
dependent  of  her  father  during  part  or  all  of  the  base  period  years  is 
not  deprived  of  income  averaging  as  a  result  of  this  marriage. 
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(c)(iv)  Special  rule  with  respect  to  marital  status. — No  problems 
arise  in  applying  the  averaging  provision  where  a  husband  and  wife 
file  a  joint  return  in  the  computation  year  and  also  did  so  in  each  of 
the  base  period  years.  However,  it  is  necessary  to  reconstruct  their 
income  where  they  either  filed  separately  (or  with  other  spouses)  in  the 
base  period  years  or  are  filing  separately  in  the  computation  year. 
For  example,  if  a  married  couple  files  a  joint  return  in  the  current 
year  but  filed  separate  returns  for  one  or  more  base  period  years, 
their  base  period  income  for  purposes  of  averaging  in  the  current 
year  will  be  their  combined  base  period  incomes  for  their  base  period 
years.  In  addition,  the  bill  provides  that  an  individual’s  base  period 
income  is  to  be  either  his  actual  base  period  income  in  each  of  the  base 
period  years  or,  if  higher,  50  percent  of  the  combined  base  period 
income  of  him  and  his  spouse.1  In  determining  actual  income  for 
purposes  of  this  provision,  community  property  laws  are  not  to  be 
taken  into  account  with  reference  to  income  from  personal  services. 
Thus,  the  actual  income  attributed  to  an  individual  will  be  the  income 
earned  by  him  without  regard  to  whose  income  it  is  considered  to  be 
under  community  property  law. 

(c)(v)  Continuance  of  present  averaging  device  in  certain  cases. — The 
bill  provides  that  the  averaging  device  in  present  law  with  respect  to 
compensation  from  an  employment  is  to  continue  to  be  available  if 
the  taxpayer  so  elects  where  he  receives  or  accrues  compensation  from 
employment  which  began  before  February  6,  1963.  If  the  taxpayer 
elects  this  treatment  he  must  forgo  for  that  year  the  generally  avail¬ 
able  averaging  device  and  the  carryover  of  certain  excess  charitable 
contributions. 

This  provision,  which  on  this  elective  basis  is  continued  for  com¬ 
pensation  for  the  employment  begun  before  the  specified  date,  provides 
in  general  that  the  employment  must  cover  a  period  of  36  months  or 
more  and  that  the  gross  compensation  from  the  employment  received 
by  the  individual  (or  partnership)  in  the  year  in  question  must  not  be 
less  than  80  percent  of  the  total  compensation  for  such  employment. 
Where  these  conditions  are  met,  present  law  provides  that  the  tax  is 
not  to  be  greater  than  if  the  compensation  had  been  included  in  the 
gross  income  of  the  individual  ratably  over  the  period  of  the  employ¬ 
ment  prior  to  the  date  of  the  receipt  or  accrual. 

(c) (vi)  Effective  date. — The  amendments  made  by  this  provision 
apply  to  taxable  years  beginning  after  December  31,  1963.  This 
means  that  averaging  will  be  available  for  the  first  time  with  respect 
to  taxable  years  beginning  in  1964.  This  will  involve  base  period  years 
as  far  back  as  1960.  However,  as  indicated  previously,  the  averaging 
device  in  present  law  relating  to  compensation  from  employment 
where  the  employment  began  prior  to  February  6,  1963,  may  con¬ 
tinue  to  be  applicable  for  taxable  years  beginning  after  December  31, 
1963,  at  the  election  of  the  taxpayer. 

(d)  Revenue  effect. — This  provision  is  expected  to  result  in  a  reduc¬ 
tion  of  $40  million  of  tax  liabilities  in  the  calendar  year  1964  and 
subsequent  years. 

1  If  the  individual  involved  was  married  to  another  person  in  one  or  more  of  the  base  period  years,  his 
base  period  income  is  to  be  not  less  than  50  percent  of  his  income  in  that  year  combmed  with  the  income 
of  whichever  spouse  had  the  higher  income. 
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42.  Small  business  corporations:  Ownership  of  certain  stock  disre¬ 
garded  (sec.  235(a)  of  the  bill  and  sec.  1371  of  the  code) 

(a)  Present  law. — In  1958  Congress  added  to  the  Internal  Revenue 
Code  a  new  subchapter  (sec.  1371  and  following)  which  provides  that 
the  earnings  of  certain  small  business  corporations  may  be  taxed  to 
the  shareholders  of  the  corporation  (rather  than  taxing  the  corporate 
entity  as  such)  in  a  manner  somewhat  similar  to  the  way  partnership 
earnings  are  taxed  to  the  partners  rather  than  to  the  partnership. 
Where  the  tax  treatment  provided  by  this  subchapter  is  elected,  the 
shareholders  include  in  their  own  income  for  tax  purposes  the  current 
taxable  income  of  the  corporation,  both  the  dividends  which  have  been 
distributed  and  the  portion  of  the  earnings  which  are  still  retained  by 
the  corporation.  This  treatment  was  provided  in  order  to  permit 
businesses  to  select  the  form  of  business  organization  desired  without 
the  necessity  of  taking  into  account  major  differences  in  tax  conse¬ 
quences. 

The  right  to  elect  the  treatment  provided  under  the  new  subchapter 
was  limited  to  small  business  corporations  in  part  because  of  the  com¬ 
plexity  involved  in  passing  the  earnings  of  a  corporation  through  to  its 
shareholders  where  the  stock  of  the  corporation  is  held  by  a  widely 
diversified  group  of  shareholders,  and  in  part  because  it  was  thought 
that  only  the  relatively  small  corporations  were  essentially  comparable 
to  the  partnership  or  proprietorship  where  the  earnings  are  taxed  to 
the  owners  rather  than  to  the  business  organization.  As  a  result, 
Congress  provided  that  corporations  making  this  election  must  be 
domestic  corporations  which  are  not  eligible  to  file  a  consolidated 
return  with  any  other  corporation.  Also,  they  must  have  not  more 
than  10  shareholders,  their  shareholders  must  all  be  individuals  (or 
estates),  no  nonresident  aliens  may  be  shareholders,  and  the  corpo¬ 
rations  may  not  have  more  than  one  class  of  stock. 

(b)  General  reasons  for  provision. — Situations  have  been  called  to 
your  committee’s  attention  where  corporations  are  denied  the  privilege 
of  electing  to  have  their  income  taxed  to  their  shareholders  (rather 
than  to  the  corporation)  merely  on  the  grounds  that  the  corporation 
owns  the  stock  of  completely  inactive  subsidiaries. 

The  establishment  of  inactive  subsidiaries  is  a  common  business 
practice  for  corporations  planning  for  future  growth.  Such  corpora¬ 
tions  often  desire  to  reserve  their  corporate  name  in  States  in  which 
they  are  not  yet  doing  business  by  establishing  subsidiaries  with  the 
same  or  a  similar  name  to  that  of  the  parent  corporation.  Your 
committee  sees  no  reason  to  penalize  the  parent  corporation  by 
denying  it  the  privilege  of  electing  to  pass  the  income  through  to  its 
shareholders  for  tax  purposes  merely  because,  for  business  reasons,  it 
has  established  these  inactive  subsidiaries  which  constitute  an  affiliated 
group  which  could  file  a  consolidated  return. 

(c)  General  explanation  of  provision. — As  a  result  of  the  considera¬ 
tions  set  forth  above,  this  provision  adds  a  new  subsection  to  section 
1371  of  the  code  providing  that  a  corporation  will  not  be  considered  a 
member  of  an  affiliated  group  for  purposes  of  this  election  (and, 
therefore,  not  be  denied  the  right  to  elect  subch.  S  status)  merely 
because  it  owns  stock  in  another  corporation  which  is  inactive.  An 
inactive  corporation,  in  this  case,  is  one  that  has  not  begun  business 
after  the  date  of  its  incorporation  and  before  the  end  of  the  parent 
corporation’s  taxable  year  in  question  and  that  does  not  have  taxable 
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income  for  this  taxable  year.  If  these  conditions  are  met  and  the 
parent  is  not  affiliated  with  any  other  corporation,  an  election  may 
be  filed  under  subchapter  S  by  the  parent  corporation  despite  the  rule 
that  a  subchapter  S  corporation  may  not  be  a  member  of  an  affiliated 
group.  However,  if  the  subsidiary  corporation  does  not  meet  the 
conditions  set  forth  above  in  a  subsequent  year,  the  parent  corpora¬ 
tion’s  subchapter  S  status  would  be  terminated  at  that  time. 

(c) (i)  Effective  date. — This  bill  is  effective  for  taxable  years  of 
corporations  beginning  after  December  31,  1962. 

( d )  Revenue  effect. — It  is  estimated  that  this  provision  will  result  in 
a  negligible  loss  of  revenue. 

48.  Small  business  corporations:  Certain  distributions  of  money  qfter 
close  of  taxable  year  (sec.  235(b)  of  the  bill  and  sec.  1375  of  the  code) 

(a)  Present  law. — As  indicated  above,  the  earnings  of  small  business 
corporations  may  be  taxed  to  the  shareholders  of  the  corporation  in  a 
manner  somewhat  similar  to  the  way  partnership  earnings  are  taxed 
to  the  partners  rather  than  to  the  partnership.  The  shareholders  are 
taxed  each  year  on  the  dividend  income  received  from  the  corporation 
plus  any  additional  earnings  of  the  corporation  which  are  retained 
by  it  rather  than  distributed.  If  in  a  particular  year  such  a  corporation 
does  not  in  fact  distribute  its  earnings,  any  distributions  in  a  later  year 
are  treated  as  dividend  distributions  to  the  extent  of  the  earnings 
and  profits  of  that  later  year.  In  addition,  if  in  that  later  year  the 
corporation  has  ceased  being  an  “electing  small  business  corporation” 
then  all  distributions  are  treated  as  being  dividends  to  the  full  extent 
of  both  current  and  accumulated  earnings  and  profits. 

(b)  General  reasons  for  provision. — -The  rule  stated  above  has 
created  a  problem  where  an  electing  small  business  corporation  sells 
a  capital  (or  depreciable)  asset,  adopts  a  resolution  to  distribute  to 
its  shareholders  all  or  part  of  the  proceeds  of  such  sale,  and  then 
actually  does  distribute  such  proceeds  in  the  year  immediately  following 
the  year  of  sale.  In  such  a  case,  even  though  the  shareholders  pay 
tax  on  the  full  capital  gains  in  the  year  of  the  sale,  the  distribution  to 
them  in  the  later  year  will  be  treated  as  an  ordinary  dividend  at  least 
to  the  extent  of  the  current  earnings  and  profits  of  the  later  year. 
The  result  will  be  even  harsher  if  in  the  later  year  the  corporation  has 
ceased  being  an  electing  small  business  corporation,  because  in  this 
case  the  distribution  will  be  a  dividend  to  the  extent  of  both  the 
current  and  the  accumulated  earnings  of  the  corporation. 

(c)  General  explanation  of  provision. — To  prevent  the  result  de¬ 
scribed  above,  your  committee’s  bill  adds  a  provision  to  the  effect 
that  in  the  case  of  an  electing  small  business  corporation  a  distribution 
of  money  to  the  shareholders  on  or  before  the  15th  day  of  the  third 
month  following  the  close  of  a  taxable  year,  may,  at  the  election  of  the 
corporation,  be  treated  as  a  distribution  of  money  made  on  the  last 
day  of  the  taxable  year  in  question.  This  election  is  available 
whether  or  not  the  corporation  involved  is  an  electing  small  business 
corporation  in  the  second  year. 

(c) (i)  Effective  date. — This  amendment  applies  to  taxable  years 
beginning  after  December  31,  1957. 

(d)  Revenue  effect. — It  is  anticipated  that  this  provision  will  result 
in  a  negligible  loss  of  revenue. 
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44.  Repeal  of  additional  2-percent  tax  for  corporations  filing  consolidated 
returns  (sec.  236  of  the  bill  and  sec.  1503  of  the  code) 

(a)  Present  law. — Under  present  law  a  consolidated  income  tax 
return  may  be  filed  by  a  group  of  parent  and  subsidiary  corporations 
where  there  is  80  percent  control  of  each  level  of  the  chain  of  corpora¬ 
tions,  and  there  is  a  common  parent  corporation;  80  percent  control, 
in  this  case,  means  80  percent  of  the  voting  power  of  all  classes  of  stock 
and  at  least  80  percent  of  each  class  of  nonvoting  stock.  In  the  con¬ 
solidated  return,  intercompany  transactions  are  washed  out,  and  it  is 
possible  to  offset  losses  of  one  corporation  against  the  gains  of  other 
members  of  the  group.  These  intercompany  transactions  which  are 
washed  out  also  include  intercompany  dividends.  As  a  result,  divi¬ 
dends  may  be  paid  from  one  company  in  a  consolidated  group  to  an¬ 
other  of  the  same  group  without  the  second  member  including  in  its 
income  15  percent  of  this  dividend  income. 

Under  present  law,  where  the  election  to  file  a  consolidated  return 
is  made,  a  special  tax  is  levied  equal  to  2  percent  of  the  consolidated 
taxable  income  of  the  group.  * 

(b)  General  reasons  jor  provision. — The  bill  removes  the  special 
2-percent  penalty  tax  on  the  privilege  of  filing  a  consolidated  return, 
in  part  because  the  return  of  commonly  controlled  corporations  as 
a  single  economic  unit  for  tax  purposes  is  in  accord  with  the  reality 
of  the  situation.  Moreover,  there  appears  to  be  no  reason  why, 
where  a  group  of  commonly  controlled  corporations  are  willing  to 
have  their  operations  consolidated  for  tax  purposes,  the  mere  pres¬ 
ence  of  more  than  one  corporate  organization  in  the  group  should 
result  in  any  penalty  tax.  No  such  penalty,  for  example,  is  exacted 
in  the  case  of  other  corporate  organizations  operating  through  divisions 
rather  than  separate  corporations. 

In  addition,  the  removal  of  this  2-percent  penalty  tax  should  en¬ 
courage  the  filing  of  consolidated  returns  and  serve  as  a  brake  on 
the  expansion  of  the  use  of  multiple  surtax  exemptions  to  gain  tax 
advantages. 

(c)  General  explanation  of  provision. — In  view  of  the  considerations 
set  forth  above,  both  the  House  and  your  committee’s  version  of  the 
bill  repeals  the  special  2-percent  tax  on  consolidated  returns,  effective 
with  respect  to  taxable  years  beginning  after  December  31,  1963. 
This  2-percent  tax  presently  applies  to  the  consolidated  taxable 
income  of  the  affiliated  group  of  includible  corporations. 

(d)  Revenue  effect. — The  repeal  of  the  2-percent  tax  on  consolidated 
corporate  returns  is  expected  to  decrease  revenues  by  $50  million  a  year. 

J+5.  Reduction  of  surtax  exemption  in  case  of  certain  controlled  corpora¬ 
tions  (sec.  237  of  the  bill  and  secs.  1561-1563  of  the  code) 

(a)  Present  law. — Under  present  law,  corporations  are  taxed  at  a 
30-percent  rate  on  the  first  $25,000  of  their  taxable  income  and  at  a 
52-percent  rate  on  all  income  over  that  amount.  This  tax  rate  differ¬ 
ential  results  from  the  fact  that  the  first  $25,000  of  income  of  a  corpo¬ 
ration  is  subject  to  the  30-percent  normal  tax  but  is  exempt  from  the 
22-percent  surtax,  while  income  in  excess  of  $25,000  is  subject  to  both 
the  30-percent  normal  tax  and  the  22-percent  surtax.  This  tax  struc¬ 
ture  was  intended  to  encourage  small  businesses  which  operate  in 
corporate  form.  However,  medium  and  large  enterprises  have  in  some 
cases  taken  advantage  of  the  lower  rates  afforded  small  business  by 
organizing  their  corporate  structure  in  multiple  corporate  form. 


2650 


149 


REVENUE  ACT  OF  1964 

As  a  result,  the  Internal  Revenue  Code  contains  several  provisions 
designed  to  prevent  taxpayers  from  using  the  multiple  form  of  cor¬ 
porate  organization,  to  avoid  taxes.  For  example,  present  law  pro¬ 
vides  (sec.  269)  that  where  an  individual  or  corporation  acquires 
control  of  a  corporation  and  the  principal  purpose  of  the  acquisition 
is  the  evasion  or  avoidance  of  Federal  income  tax  by  securing  the 
benefit  of  a  deduction,  credit,  or  other  allowance,  this  deduction, 
credit,  or  allowance  is  not  to  be  allowed.  Also,  elsewhere  (sec.  1551) 
present  law  provides  that  if  a  corporation  transfers  part  or  all  of 
its  property  (other  than  money)  to  another  corporation  created  to 
acquire  the  property,  or  not  actively  engaged  in  business  at  the  time 
of  the  transfer,  and  if  there  is  common  control  of  the  two  corporations, 
then  the  transferee  corporation  is  not  to  be  allowed  the  $25,000  surtax 
exemption  or  the  $100,000  accumulated  earnings  credit  unless  it 
establishes  by  the  clear  preponderance  of  the  evidence  that  the  secur¬ 
ing  of  the  exemption  or  credit  is  not  a  major  purpose  of  the  transfer. 
In  addition,  present  law  (sec.  482)  provides  that  where  two  or  more 
corporations  are  owned  or  controlled  directly  or  indirectly  by  the 
same  interest,  the  Secretary  of  the  Treasury  or  his  delegate  may  allo¬ 
cate  deductions,  credits,  or  allowances  between  or  among  these  corpo¬ 
rations,  if  he  determines  that  this  is  necessary  to  prevent  evasion  of 
taxes  or  clearly  to  reflect  the  income  of  the  corporations. 

(6)  General  reasons  jor  provision. — This  bill  reduces  the  tax  appli¬ 
cable  to  the  first  $25,000  of  taxable  income  from  30  to  22  percent 
and  decreases  the  tax  applicable  to  income  above  $25,000  from  52 
to  50  percent  in  1964  and  to  48  percent  in  subsequent  years.  One 
of  the  effects  of  this  change  is  to  increase  the  value  of  a  surtax  exemp¬ 
tion  from  $5,500  (22  percent  tax  applicable  only  above  $25,000, 
multiplied  by  the  first  $25,000  of  income)  per  corporation  under 
present  law  to  $6,500  (26  percent  tax  applicable  only  above  $25,000, 
multiplied  by  the  first  $25,000  of  income)  per  corporation  for  1965 
and  subsequent  years. 

While  the  importance  to  small  business  of  reducing  the  tax  on  the 
first  $25,000  of  income  from  30  to  22  percent  is  recognized,  it  is  believed 
that  this  substantial  tax  reduction  should  not  provide  added  induce¬ 
ment  to  existing  medium  and  large  corporations  to  split  up  into 
multiple  corporations.  Therefore,  the  bill  limits  the  benefits  of  the 
tax  reduction  in  cases  where  a  parent  corporation  owns  or  controls 
one  or  more  other  corporations,  or  where  a  single  individual,  trust,  or 
estate  owns  or  controls  two  or  more  corporations. 

By  limiting  the  benefits  of  the  tax  rate  reductions  in  the  case  of 
groups  of  multiple  corporations,  it  is  possible  to  grant  a  substantial 
tax  reduction  to  small  business  in  reducing  the  normal  tax  rate  to 
22  percent,  as  was  recommended  by  the  President,  without  granting 
the  same  benefits  to  medium  and  large  enterprises  which  use,  or 
might  choose  to  use,  the  multiple  corporate  form  of  organization. 
The  method  of  taxing  controlled  corporations  contained  in  the  bill 
will,  in  the  opinion  of  the  House  and  your  committee,  when  coupled 
with  repeal  of  the  2-percent  additional  tax  on  consolidated  returns, 
encourage  some  controlled  groups  to  file  consolidated  returns,  while 
leaving  groups  which  do  not  choose  to  file  consolidated  returns  in 
approximately  the  same  relative  position  they  are  in  under  present 
law. 

While  the  House  and  your  committee  recognize  the  advantages  of 
use  of  multiple  corporations,  it  is  believed,  as  it  has  been  in  the  past, 
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that,  where  corporations  owned  and  controlled  by  the  same  interests 
engage  in  different  businesses  in  the  same  area  or  conduct  the  same 
type  business  in  different  geographical  locales,  there  are  legitimate 
business  reasons  for  use  of  separate  corporations  and,  therefore,  the 
separate  corporations  should  generally  be  recognized  as  separate 
taxpayers,  retaining  the  benefit  of  use  of  multiple  surtax  exemptions. 
However,  the  House  and  your  committee  do  not  intend  to  encourage 
the  formation  of  these  multiple  corporations  and  therefore  propose  to 
apply  higher  tax  rates  to  corporations  which  are  members  of  an 
affiliated  group  of  corporations.  Of  course,  nothing  in  this  bill  is 
intended  as  changing  the  application  of  sections  269,  1551,  or  482  if 
the  multiple  corporation  form  of  organization  is  adopted  to  avoid 
taxes. 

(c)  General  explanation  oj  provision. — If  a  controlled  group  exists, 
three  basic  alternatives  are  available  to  corporations  which  are 
members  of  the  group: 

(1)  The  corporations  in  the  group  may  forego  the  use  of 
multiple  surtax  exemptions,  i.e.,  they  each  file  separate  income  tax 
returns  and  allocate  one  $25,000  surtax  exemption  among  the 
members  of  the  group  (and  either  elect  or  not  elect  the  100-percent 
dividends  received  deduction  provided  by  sec.  215  of  this  bill). 

(2)  Corporations  in  the  group  may  elect  to  pay  a  penalty  tax 
and  file  a  multiple  surtax  exemption  return.  Under  this  election 
each  member  of  the  group  (subject  to  the  tax  avoidance  pro¬ 
vision)  may  claim  a  separate  $25,000  surtax  exemption,  but  each 
must  also  agree  to  pay  an  additional  tax  of  6  percent  on  the  first 
$25,000  of  its  taxable  income.  With  the  generally  applicable 
rates  of  22  percent  on  the  first  $25,000  of  taxable  income  and  50 
percent  or  48  percent  on  income  over  $25,000,  this  means  a  total 
tax  for  such  companies  of  28  percent  on  the  first  $25,000  of  income 
and  50  percent  m  1^64  and  48  percent  in  1965  and  subsequent 
years  on  income  over  $25,000. 

(3)  A  controlled  group  which  also  qualifies  as  an  “affiliated 
group”  of  corporations  may,  as  under  present  law,  file  a  con¬ 
solidated  income  tax  return. 

This  third  alternative  is  similar  to  the  first  alternative  in  that  only 
one  $25,000  surtax  exemption  is  available  to  the  corporations  filing 
the  consolidated  return.  However,  there  are  additional  benefits  in 
filing  a  consolidated  return  arising  from  the  ability  to  declare  and 
receive  dividends  between  members  of  the  group  without  tax,  and  to 
offset  losses  of  one  company  against  another. 

The  bill  does  not  attempt  to  achieve  complete  symmetry  between 
the  definition  of  a  controlled  group  of  corporations  for  purposes  of 
foregoing  multiple  surtax  exemptions  and  the  definition  of  a  group 
eligible  to  file  a  consolidated  return.  Several  differences  arise.  How¬ 
ever,  many  complicated  problems  are  involved  in  equating  the  two, 
and  many  avoidan'ce  possibilities  might  be  created  if  they  were 
equated.  Thus,  for  example,  a  foreign  corporation  doing  business  in 
the  United  States  is  included  in  the  controlled  group  definition.  How¬ 
ever,  if  the  foreign  corporation  is  also  doing  business  abroad  and  was 
permitted  to  join  in  a  consolidated  return,  it  could  pass  a  dividend, 
out  of  its  foreign  earnings,  tax  free  to  the  domestic  parent,  and  thus 
escape  all  U.S.  taxes.  Moreover,  neither  the  House  nor  your  com¬ 
mittee  is  aware  of  any  situations  in  which  the  discrepancies  in  the  two 
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definitions  would  create  a  hardship  (especially  with  the  100  percent 
dividends  received  deduction  provided  by  this  bill).  If  it  develops, 
however,  that  the  differing  definitions  create  a  substantial  hardship 
for  certain  groups  subject  to  the  penalty  tax  which  cannot  file  con¬ 
solidated  returns  (or  obtain  a  100-percent  deduction  for  dividends 
received),  the  decision  would  have  to  be  reconsidered  and  adjustments 
made  to  the  extent  possible. 

(c)(i)  Test  of  control. — In  determining  whether  a  controlled  group 
of  corporations  exists,  the  bill  draws  a  distinction  between  a  parent- 
subsidiary  controlled  group  and  a  brother-sister  controlled  group. 
In  a  parent-subsidiary  controlled  group  one  corporation,  called  a 
parent  corporation,  owns  at  least  80  percent  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote,  or  at  least  80 
percent  of  the  total  value  of  all  classes  of  stock,  of  one  or  more  corpo¬ 
rations  called  subsidiary  corporations.  The  parent^subsidiary  con¬ 
trolled  group  also  includes  corporations  below  the  first  tier  subsidiary 
level  which  are  80-percent  owned  by  the  other  corporations  in  the 
group.  For  example,  if  corporation  A  owns  80-percent  of  the  stock  of 
corporation  B,  and  corporation  B  owns  80  percent  of  the  stock  of 
corporation  C,  corporations  A,  B,  and  C  constitute  a  parent-subsidiary 
controlled  group. 

A  brother-sister  controlled  group  exists  where  a  single  individual, 
trust,  or  estate  owns  at  least  80  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote,  or  at  least  80  percent  of 
the  total  value  of  all  classes  of  stock,  of  each  of  two  or  more  corpo¬ 
rations. 

In  determining  whether  a  corporation,  or  a  single  individual,  trust, 
or  estate,  owns  80  percent  of  the  value  or  voting  power  of  the  stock  of 
a  corporation,  the  stock  of  the  corporation  is  considered  not  to  include 
nonvoting  preferred  stock,  which  more  closely  approximates  a  debt 
obligation  than  an  equity  interest,  and  treasury  stock,  which,  from 
the  standpoint  of  ownership,  constitutes  unissued  stock.  Moreover, 
certain  outstanding  stock,  although  owned  by  separate  persons,  could, 
unless  neutralized  for  purposes  of  determining  control,  be  used  by 
some  owners  as  a  means  of  divesting  themselves  of  sufficient  stock  to 
avoid  the  application  of  this  section  without,  as  a  practical  matter, 
divesting  themselves  of  the  benefits  of  ownership  of  a  corporation. 
Therefore,  in  determining  whether  a  parent-subsidiary  controlled 
group  exists,  stock  of  a  subsidiary  corporation  owned  by  (1)  individuals 
who  are  5-percent  shareholders  of  the  parent  corporation,  (2)  officers 
of  the  parent  corporation,  (3)  employees  of  the  subsidiary  if  the  stock 
is  subject  to  restrictions  which  favor  the  parent  or  subsidiary  corpora¬ 
tion,  and  (4)  trusts  which  are  part  of  a  plan  of  deferred  compensation 
for  the  benefit  of  the  employees  of  the  parent  or  subsidiary  corporation, 
will  not  be  treated  as  outstanding  stock  if  the  parent  corporation  owns 
50  percent  or  more  of  the  value  or  voting  power  of  the  stock  of  the  sub¬ 
sidiary.  In  addition,  in  determining  whether  a  brother-sister  con¬ 
trolled  group  exists,  stock  of  a  corporation  owned  by  (1)  a  trust  form¬ 
ing  a  part  of  a  stock  bonus,  pension,  or  profit-sharing  plan  for  the 
benefit  of  the  employees  of  the  corporation,  and  (2)  employees  of  the 
corporation  if  the  stock  is  subject  to  conditions  which  run  in  favor  of 
sucn  corporation  or  the  common  owner  and  which  substantially  re¬ 
strict  or  limit  the  employee's  right  to  dispose  of  stock  will  not  be 
treated  as  outstanding  stock  if  the  individual,  estate,  or  trust  owns 
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50  percent  or  more  of  the  value  or  voting  power  of  the  stock  of  the 
corporation. 

In  determining  whether  a  single  individual,  trust,  or  estate  owns  80 
percent  of  the  value  or  voting  power  of  the  stock  of  a  corporation,  such 
individual,  trust,  or  estate  is,  in  addition  to  the  stock  owned  directly, 
considered  to  own  stock  by  virtue  of  certain  relatively  limited  attribu¬ 
tion  rules.  The  first  rule  provides  that  an  individual  is  considered 
to  own  stock  owned  by  his  spouse.  However,  it  is  recognized  that 
in  many  cases  a  husband  and  wife  may  each  own  and  operate  their 
separate  businesses.  In  order  to  prevent  attribution  in  such  cases, 
which  may  have  the  effect  of  denying  separate  surtax  exemptions  to 
each  corporation,  an  individual  is  not  considered  to  own  stock  owned 
by  or  for  his  spouse  if  (1)  the  individual  does  not  directly  own  stock 
in  the  corporation  in  which  his  spouse  owns  stock,  (2)  the  individual 
is  not  a  director  or  employee  of  such  corporation  and  does  not  take 
part  in  the  management  of  such  corporation,  (3)  not  more  than  50 
percent  of  the  gross  income  of  the  corporation  is  derived  from  rents, 
royalties,  dividends,  interest,  and  annuities,  and  (4)  the  stock  of  the 
corporation  owned  by  the  spouse  is  not  at  any  time  during  the  tax¬ 
able  year  subject  to  conditions  which  substantially  restrict  or  limit 
the  spouse’s  right  to  dispose  of  such  stock  if  such  right  runs  in  favor 
of  the  individual  or  his  children  who  have  not  attained  age  21  years. 

The  bill  also  provides  limited  attribution  rules  in  cases  involving 
other  family  relationships.  Thus,  an  individual  is  always  considered 
to  own  the  stock  owned  by  his  children  who  have  not  attained  age  21. 
However,  an  individual  is  considered  to  own  the  stock  owned  bv  his 
children  who  have  attained  age  21  and  grandchildren  only  if  such 
individual  owns,  directly  or  indirectly,  more  than  50  percent  of  the 
value  or  voting  power  of  the  stock  in  the  corporation.  Similarly, 
children  who  have  not  attained  age  21  are  considered  to  own  the  stock 
held  by  their  parents,  but  children  who  have  attained  age  21  and 
grandchildren  are  considered  to  own  the  stock  held  by  their  parents  or 
grandparents,  respectively,  only  if  the  child  or  grandchild  owns, 
directly  or  indirectly,  more  than  50  percent  of  the  stock  of  the  corpora¬ 
tion.  There  is  no  attribution  between  brothers  and  sisters.  Limited 
attribution  rules  are  also  provided  in  cases  involving  stock  held  by 
trusts,  estates,  and  partnerships.  Stock  owned  by  a  corporation, 
directly  or  indirectly,  is  considered  to  be  owned  proportionately  by 
any  shareholder  owning  a  5-percent  or  greater  interest  in  the  corpora¬ 
tion.  If  an  individual,  estate,  trust,  or  corporation  owns  an  option 
to  buy  stock  in  a  corporation,  for  purposes  of  ascertaining  a  controlled 
group,  such  “person”  is  deemed  to  own  the  stock  covered  by  the 
option. 

(c)  ( ii )  Method  for  determining  existence  of  a  controlled  group  of  corpo¬ 
rations. — Determination  of  whether  a  controlled  group  of  corporations 
exists  is  made  once  each  year  on  December  31  by  taking  into  account 
the  stockownership  of  each  person  who  owns  stock  in  the  corporation 
for  the  taxable  year  including  such  December  31.  Although  the 
determination  of  the  corporations  included  within  a  parent-subsidiary 
controlled  group,  or  a  brother-sister  controlled  group,  is  made  without 
regard  to  the  type  of  corporation  involved,  provision  is  made  to  limit 
the  reduction  in  the  surtax  exemption  (or  payment  of  the  additional 
tax)  to  those  corporations,  referred  to  in  the  bill  as  component  men- 
bers,  whose  income  tax  is  determined  in  whole  or  in  part  by  reference 
to  the  normal  and  surtax  rates.  Thus,  exempt  organizations  which  do 
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not  have  unrelated  business  income,  and  foreign  corporations  which 
are  subject  to  a  flat  rate  tax  on  their  income  from  sources  within  the 
United  States,  are  not  considered  to  be  component  members. 

In  order  to  limit  reduction  of  surtax  exemptions  (or  payment  of 
the  additional  tax)  to  cases  in  which  the  common  owner  of  the  con¬ 
trolled  group  would  otherwise  derive  the  principal  benefit  from  the 
allowance  of  the  exemption,  the  bill  excepts  from  the  definition  of 
component  member  those  corporations  which  are  members  of  the 
controlled  group  for  less  than  one-half  of  the  days  in  their  taxable 
year  which  precede  the  applicable  December  31  determination  date. 

In  addition  to  corporations  which  meet  the  ownership  tests  described 
above  on  the  applicable  December  31  determination  date,  the  term 
“component  member”  also  includes  a  corporation  whose  stock  is  not 
owned  by  the  parent  corporation  or  common  owner  on  such  Decem¬ 
ber  31  but  was  so  owned  onedialf  or  more  of  the  number  of  days  in  the 
corporation’s  taxable  year  which  includes  the  applicable  December  31. 
The  inclusion  of  such  “additional  members”  as  component  members 
prevents  corporations  whose  stock  is  sold  before  the  end  of  the  year 
from  obtaining  the  benefits  of  an  extra  surtax  exemption  in  the  year 
in  which  they  leave  the  controlled  group. 

The  bill  also  provides  for  cases  where  certain  manufacturing  cor¬ 
porations,  in  an  effort  to  facilitate  the  retail  distribution  of  products 
which  they  produce,  enter  into  agreements  with  individuals  whereby 
the  manufacturer  and  the  individual  each  contribute  capital  to  a 
distributing  corporation  under  a  plan  by  which  a  portion  of  the  com¬ 
pensation  of  the  individual  from  the  distributing  corporation  is 
applied  toward  the  retirement  of  the  stock  held  by  the  manufacturer. 
In  most  cases,  franchised  corporations  of  this  type  are,  by  definition, 
excluded  from  a  controlled  group  due  to  the  fact  that  the  manufacturer 
owns  less  than  80  percent  of  the  value  and  voting  power  of  the  stock 
of  the  distributing  corporation.  However,  in  some  cases  the  corporate 
structures  of  these  corporations  are  arranged  in  a  manner  which 
results  in  the  parent  corporation,  or  common  owner,  owning  more  than 
80  percent  of  the  vote,  but  not  more  than  80  percent  of  the  value,  of 
the  stock  of  the  distributing  corporation. 

Your  committee  agrees  with  the  House  that  it  would  serve  no  useful 
purpose  to  cause  these  corporations  to  reorganize  their  corporate 
structures  and  has,  therefore,  excluded  them  from  the  definition  of 
the  term  “component  member”  of  a  controlled  group. 

Finally,  due  to  the  nature  of  the  business  conducted  by  life  insurance 
companies,  and  the  fact  that  a  life  insurance  company  is  not  permitted 
to  file  a  consolidated  return  other  than  with  another  life  insurance 
company,  a  life  insurance  company  is  excluded  from  the  definition  of 
a  “component  member”  of  a  controlled  group  unless  the  controlled 
group  contains  two  or  more  life  insurance  companies,  in  which  case 
the  life  insurance  corporations  are  treated  as  component  members 
with  respect  to  each  other  since  they  may  then  elect  to  file  a  consoli¬ 
dated  return  with  each  other.  A  mutual  insurance  company,  other 
than  a  life  insurance  company  and  other  than  a  fire,  flood,  or  marine 
insurance  company  subject  to  the  tax  imposed  by  section  821,  which 
is  included  in  a  controlled  group  is  also  excluded  from  the  definition 
of  a  “component  member.”  . 

(c)(m)  Privilege  of  groups  to  elect  multiple  surtax  exemptions. — The 
bill  provides  that  tne  component  members  of  a  controlled  group  of 
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corporations  may  elect  to  have  each  component  member  of  the  con¬ 
trolled  group  claim  a  separate  surtax  exemption  in  lieu  of  having  one 
surtax  exemption  apportioned  among  such  members.  However,  if 
the  component  members  of  a  controlled  group  so  elect,  the  income 
tax  on  each  member  is  increased  by  6  percent  on  so  much  of  its  taxable 
income  which  does  not  exceed  $25,000.  For  example,  assume  indi¬ 
vidual  A  is  a  common  owner  of  a  brother-sister  controlled  group  of 
corporations  consisting  of  corporations  X  and  Y.  Further  assume 
that  corporations  X  and  Y  each  have  taxable  income  of  $35,000  and 
that  they  elect  to  have  each  member  claim  a  separate  surtax  exemp¬ 
tion  and  pay  the  additional  6  percent.  By  taking  separate  surtax 
exemptions,  each  corporation  would  pay  a  total  tax  of  $7,000  on  the 
first  $25,000  of  income  (28  percent,  consisting  of  a  22-percent  normal 
tax  and  a  6-percent  additional  tax),  and  a  tax  of  $4,800  on  the  re¬ 
maining  $10,000  of  income  (48  percent,  consisting  of  a  22-percent 
normal  tax  and  a  26-percent  surtax),  for  a  total  tax  on  each  corpora¬ 
tion  of  $11,800.  On  the  $70,000  combined  income  of  the  controlled 
group  this  would  be  a  tax  of  $23,600.  Alternatively,  if  the  group  did 
not  make  the  election,  the  total  tax  on  the  controlled  group  would 
be  $27,100  (22  percent  of  the  first  $25,000  of  income  and  48  percent 
on  the  remaining  $45,000  of  income).  Under  these  circumstances, 
corporations  X  and  Y  presumably  would  choose  separate  surtax 
exemptions  with  the  penalty  tax,  rather  than  apportioning  a  single 
surtax  exemption  between  the  component  members  of  the  controlled 
group. 

For  the  component  members  of  a  controlled  group  to  elect  to  claim 
multiple  surtax  exemptions,  all  component  members  of  the  group  must 
join  in  the  election.  Such  an  election  must  be  made  within  3  years 
after  the  date  when  the  income  tax  return  is  required  to  be  filed  for 
the  taxable  year  of  the  component  member  of  the  controlled  group 
whose  taxable  year  ends  first  on  or  after  the  December  31  for  which 
the  election  applies.  An  election  once  made  may  be  terminated  by  the 
consent  of  the  members,  by  the  refusal  of  a  new  member  of  the  con¬ 
trolled  group  to  consent,  by  the  filing  of  a  consolidated  return  by  any 
component  members  of  the  group,  or  by  the  termination  of  the  group. 
Once  an  election  is  terminated,  the  bill  provides  that  the  group  may 
not  again  elect  multiple  surtax  exemptions  until  the  expiration  of 
5  years.  In  the  case  of  reorganizations  involving  groups  of  corpora¬ 
tions  some  of  which,  for  example,  are,  and  some  of  which  are  not, 
prevented  from  filing  new  elections  under  the  5-year  period,  the 
Secretary  of  the  Treasury  is  required  to  issue  regulations  which  pro¬ 
vide  which  group  is  to  be  treated  as  the  predominant  (or  successor 
group)  and  hence  which  group’s  characteristics  are  to  carry  over. 

( c)(iv )  Disallowance  of  surtax  exemption  and  accumulated  earnings 
credit. — The  bill  makes  two  basic  changes  to  present  section  1551. 
The  first  change  provides  that  if  a  corporation  transfers  property 
(other  than  money)  directly  or  indirectly  to  a  corporation  which  it 
controls,  and  such  transferee  corporation  was  created  for  the  purpose 
of  acquiring  such  property,  or  was  not  actively  engaged  in  business 
at  the  time  of  such  acquisition,  the  Secretary  of  the  Treasury  or  his 
delegate  may  disallow  the  $25,000  exemption  from  surtax,  or  the 
$100,000  accumulated  earnings  credit,  unless  the  transferee  corpora¬ 
tion  establishes  by  the  clear  preponderance  of  the  evidence  that  the 
securing  of  the  exemption  or  credit  was  not  a  major  purpose  of  the 
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transfer.  As  presently  interpreted,  existing  law  applies  only  to  direct 
transfers  of  property  other  than  money.  The  bill  does  not  affect  the 
transfer  of  money  to  a  new  corporation  if  the  money  is  not  used  to 
indirectly  acquire  property  from  the  shareholder  making  the  transfer. 
Therefore,  the  amendment  does  not  in  any  way  inhibit  the  organization 
of  new  corporations  with  money  transfers  even  though  the  corporation 
is  organized  for  the  purpose  of  acquiring  a  surtax  exemption  or  ac¬ 
cumulated  earnings  credit.  However,  the  new  corporation  may  be  a 
component  member  of  a  controlled  group  in  which  case  a  single  surtax 
exemption  is  allocated  among  the  members  of  the  group  unless  the 
group  elects  to  file  a  multiple  surtax  exemption  return. 

The  second  change  from  present  law  extends  the  application  of 
section  1551  to  transfers  of  property  (other  than  money)  by  an  indi¬ 
vidual  to  a  corporation  which  he  and  not  more  than  four  other  indi¬ 
viduals  control.  For  purposes  of  determining  whether  the  transferor 
is  considered  to  be  in  control  of  the  transferee  corporation,  the  indi¬ 
vidual  who  makes  the  transfer,  together  with  no  more  than  four  other 
individuals,  must  own  at  least  80  percent  of  the  value  or  voting  power 
of  the  stock  in  two  or  more  corporations,  one  of  which  is  the  transferee 
corporation,  and  the  same  individuals  must  own  more  than  50  percent 
of  the  value  or  voting  power  of  the  stock  in  each  corporation  (only 
taking  into  account  identical  stock  holdings)  after  the  transfer.  In 
determining  ownership  of  stock,  the  constructive  ownership  rules  for 
determining  if  a  controlled  group  exists  are  applicable. 

(c)  ( v )  Effective  date. — The  amendment  with  respect  to  the  limitation 
of  the  number  of  surtax  exemptions  allowable  to  component  members 
of  a  controlled  group  and  authority  for  component  members  to  elect 
to  file  multiple  surtax  exemption  returns  is  effective  with  respect  to 
taxable  years  of  corporations  ending  after  December  31,  1963.  The 
amendment  made  to  section  1551  is  effective  with  respect  to  transfers 
made  after  June  12,  1963. 

(< d )  Revenue  effect. — It  is  expected  that  this  provision  will  increase 
revenues  by  about  $35  million  in  a  full  year  of  operation. 

46.  Validity  of  tax  liens  against  mortgagees ,  pledgees ,  and  purchasers  of 
motor  vehicles  (sec.  238  of  the  bill  and  secs.  6323(c)  and  6324  °f 
the  code) 

(a)  Present  law. — An  assessed  tax — income,  estate  or  gift,  excise,  or 
withheld  income  or  social  security  tax — if  not  paid  within  10  days  after 
notice  and  demand,  constitutes  a  lien  upon  all  of  the  property  of  the 
taxpayer,  both  real  and  personal.  This  lien  follows  the  taxpayer’s 
possessions,  but  it  is  valid  as  against  a  purchaser,  mortgagee,  or  judg¬ 
ment  creditor  only  if  the  notice  of  the  tax  lien  has  been  filed  prior  to 
the  sale  or  mortgage  in  the  place  designated  by  the  State  for  the  filing 
of  such  notices — usually  the  county  recorder’s  office. 

(b)  General  reasons  for  provision. — A  prospective  purchaser  or 
mortgage  lender  with  respect  to  real  estate  will  check  with  the  county 
recording  office  to  ascertain  whether  there  are  any  outstanding  liens  on 
the  property.  Ordinarily,  liens  against  automobiles  and  trucks  are 
not  recorded  in  the  county  recorder’s  office.  In  many  States  any  lien 
upon  the  automobile  or  truck  is  stated  on  the  title.  The  one  who 
wants  to  record  a  chattel  mortgage,  for  example,  upon  an  automobile 
must  present  his  chattel  mortgage  and  the  certificate  of  title  to  the 
motor  vehicle  department  of  the  State.  Dealers  in  used  automobiles, 
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therefore,  rely  upon  these  title  certificates  to  determine  whether  or  not 
there  is  any  adverse  lien  on  the  automobile  which  they  intend  to  pur¬ 
chase.  However,  the  certificate  of  title  does  not  show  any  Govern¬ 
ment  tax  lien.  Thus,  a  dealer  having  unknowingly  bought  a  car  from 
a  delinquent  taxpayer  may  find  that  the  car  is  seized  by  the  Internal 
Revenue  Service  to  satisfy  the  lien. 

An  automobile  or  truck  dealer  buying  hundreds  of  used  cars  or 
trucks  each  year  finds  it  difficult  to  follow  the  normal  procedures — 
search  of  the  records  in  the  county  recording  office — with  respect  to 
each  car  which  he  wishes  to  buy.  A  similar  situation  exists  with  re¬ 
spect  to  the  sale  of  stocks  and  bonds,  which  are  ordinarily  sold  on  the 
stock  exchanges  or  over  the  counter  without  knowledge  of  any  Fed¬ 
eral  tax  lien  which  might  exist  with  respect  to  such  securities.  For 
this  reason,  the  law  has  long  provided  in  the  case  of  securities  (sec. 
6323(c))  that  even  though  the  Federal  tax  lien  has  been  filed  in  the 
appropriate  recorder’s  office,  the  lien  will  not  be  effective  as  against 
any  mortgagee,  pledgee,  or  purchaser  of  a  security  if  at  the  time  of 
the  mortgage,  pledge,  or  purchase  the  mortgagee,  pledgee,  or  purchaser 
is  without  notice  or  knowledge  of  the  existence  of  such  lien.  Your 
committee  believes  that  a  similar  procedure  with  respect  to  autos  and 
trucks  would  be  appropriate. 

(c)  General  explanation  of  prolusion. — This  section  of  your  commit¬ 
tee’s  bill  provides  a  similar  protection  for  dealers  and  other  persons 
purchasing  or  making  loans  upon  motor  vehicles  as  is  now  provided 
in  the  case  of  securities,  so  that  the  lien  of  the  Federal  Government 
will  not  be  effective  against  a  purchaser,  mortgage  lender  or  pledgee 
unless  the  purchaser,  mortgage  lender  or  pledgee  has  actual  notice  or 
knowledge  of  the  existence  of  the  Government’s  lien. 

The  definition  of  the  motor  vehicle  to  which  this  provision  will 
apply  is  a  vehicle  (except  a  house  trailer)  registered  for  highway  use 
under  the  laws  of  any  State  or  foreign  country. 

(c) (i)  Effective  date. — The  amendments  made  by  this  section  apply 
only  with  respect  to  mortgages,  pledges,  and  purchases  made  after 
the  date  of  enactment  of  this  bill. 

(d)  Revenue  effect. — This  provision  is  expected  to  result  in  a  negli¬ 
gible  loss  of  revenue. 

C.  HOUSE  PROVISIONS  DELETED  BY  YOUR  COMMITTEE 

l.  Reimbursement  of  medical  expenses  in  excess  of  such  expenses  (sec. 

204  of  the  House  bill) 

(a)  Present  law. — Present  law  provides  that  gross  income  is  not  to 
include  amounts  received  through  accident  or  health  insurance  for 
medical  expenses  for  personal  injuries  or  sickness  (secs.  104(a)(3)  and 
105(b)  of  the  code).1  At  the  same  time  medical  expense  deductions 
may  be  claimed  (if  they  exceed  the  3-percent  floor)  for  accident  or 
health  insurance  premium  payments. 

(b)  Reasons  for  deleting  the  House  provision. — Cases  were  called  to 
the  attention  of  the  House  Committee  on  Ways  and  Means  where 
individuals  have  been  covered  by  more  than  one  accident  or  health 
insurance  program.  This  occurs  on  occasion  when  the  individual 
himself  carries  more  than  one  policy,  and  occurs  in  other  cases  when 

1  An  exception  to  this  rule  provides  that  amounts  received  under  accident  or  health  insurance  policies 
are  to  be  included  in  gross  income  to  the  extent  they  represent  medical  expense  deductions  allowed  in  pre¬ 
vious  years. 
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the  individual  may  carry  a  policy  and  also  his  employer  may  provide 
for  the  payment  of  medical  care  either  through  an  insurance  policy 
or  through  self-insurance.  In  these  cases,  the  employee  may  receive 
double  payments  with  respect  to  the  same  expenses  incurred  with 
respect  to  a  given  injury  or  sickness.  In  these  cases,  the  House  pro¬ 
vision  would  have  treated  the  excess  of  the  amounts  received  over 
the  actual  expenses  incurred  as  income  received  by  the  individual. 

Your  committee  is  in  agreement  with  the  objective  of  the  House 
provision.  However,  it  has  been  called  to  the  attention  of  your 
committee  that  the  National  Association  of  Insurance  Commissioners 
this  last  December  adopted  a  report  on  overinsurance  recommending 
the  enactment  of  legislation  at  the  State  level  pertaining  to  this 
subject.  The  legislation  recommended  in  effect  would  provide 
amendments  to  the  uniform  individual  accident  and  sickness  policy 
provisions  of  State  law  providing  that  health  insurance  benefits  are  to 
be  prorated  in  the  event  of  overinsurance  among  the  carriers  on  the 
risk.  This  recommendation  of  NAIC  is  likely  to  lead  to  changes  in 
State  law  within  the  next  year  or  two  in  many,  if  not  most,  of  the 
States.  This  in  effect  would  eliminate  the  overinsurance  with  which 
the  House  bill  provision  is  concerned.  In  view  of  this,  your  com¬ 
mittee  concluded  that  it  would  be  better  to  remove  the  House  pro¬ 
vision  from  the  bill  and  see  if  the  problem  of  overinsurance  is  not  met 
in  the  relatively  near  future  by  action  by  the  various  States.  Your 
committee  will  review  this  matter  within  the  next  year  or  two  and 
should  implementing  legislation  not  be  acted  upon  by  most  of  the 
States,  it  will  then  reconsider  this  provision.  Your  committee  has 
concluded,  however,  that  the  problem  is  broader  than  merely  the  tax 
aspect  and,  therefore,  that  it  would  be  more  appropriately  handled  by 
the  States  than  by  amendment  to  the  Internal  Revenue  Code. 

2.  Carrying  charges  (sec.  215(c)  of  the  House  bill ) 

(a)  Present  law. — Among  the  itemized  deductions .  allowed  tax¬ 
payers  under  present  law  is  the  deduction  for  interest  payments. 
Administrative  practice  has  long  allowed  as  an  interest  deduction 
the  portion  of  any  carrying  charges  on  installment  purchases  to  the 
extent  the  interest  element  is  stated  separately.  In  1954,  Congress 
also  provided  that  an  interest  deduction  was  to  be  available  in  the 
case  of  carrying  charges  stated  separately  even  where  the  interest 
charged  could  not  be  ascertained  directly.  In  such  cases,  the  law 
provides  that  so  much  of  the  carrying  charges  as  equal  a  6-percent 
interest  charge  on  the  average  unpaid  balance  under  the  contract  is 
to  be  allowable  as  an  interest  deduction.  This  provision  applies, 
however,  only  in  the  case  of  “personal  property”  purchased  under  an 
installment  contract. 

(b)  Reasons  for  deleting  the  House  provision. — Cases  were  called 
to  the  attention  of  the  House  Committee  on  Ways  and  Means  where 
carrying  charges  are  imposed  with  respect  to  tuition  payments  to 
various  educational  institutions.  On  the  basis  of  this,  the  House 
bill  would  have  extended  the  deduction  for  part  of  the  carrying  charge 
as  interest  in  the  case  of  carrying  charges  for  services  as  well  as  personal 
property.  Your  committee  would  have  no  objection  to  extending 
this  provision  to  cover  service  charges  which  are  in  the  form  of 
tuition  payments;  however,  before  this  is  extended  to  service  charges, 
generally,  your  committee  believes  that  there  should  be  a  further 
investigation  of  what  might  be  covered  under  such  a  provision. 
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3.  Increase  in  basis  with  respect  to  certain  foreign  personal  holding 
company  holdings  (sec,  216(j)  oj  the  House  bill) 

(a)  Present  law. — Under  present  law  the  undistributed  income  of  a 
foreign  personal  holding  company  is  included  in  the  income  of  the 
U.S.  shareholders  of  the  company  and  taxed  to  them.  This  treatment 
applies  only  where  50  percent  or  more  in  value  of  the  outstanding 
stock  of  the  corporation  is  owned  directly  or  indirectly  by  five  or 
fewer  individuals  who  are  citizens  or  residents  of  the  United  States. 
In  addition,  in  the  first  year,  60  percent,  and  in  subsequent  years  50 
percent,  of  the  corporation’s  gross  income  must  be  “foreign  personal 
holding  company  income.”  In  general  terms,  this  income  consists  of 
passive  or  investment  forms  of  income,  such  as  dividends,  interest,  etc. 
To  a  substantial  degree,  the  same  type  of  income  is  classified  as  foreign 
personal  holding  company  income  as  is  classified  as  personal  holding 
company  income  in  tne  case  of  domestic  companies. 

Stock  in  a  foreign  personal  holding  company  differs  from  most  other 
property  in  that,  at  the  time  of  the  death  of  the  U.S.  shareholder,  it 
generally  does  not  receive  a  new  basis  equal  to  its  fair  market  value. 
Actually,  the  applicable  rule  in  this  case  is  that  the  basis  of  the  stock 
at  the  time  of  the  death  of  the  decedent  is  to  be  the  fair  market  value 
at  that  time  or  the  basis  of  the  stock  in  the  hands  of  the  decedent, 
whichever  is  lower. 

For  foreign  corporations,  including  foreign  personal  holding  com¬ 
panies,  to  participate  in  a  tax-free  reorganization  it  must  be  determined 
to  the  satisfaction  of  the  Secretary  of  the  Treasury  that  the  exchange 
was  not  in  the  pursuance  of  a  plan  having  as  one  of  its  principal  pur¬ 
poses  the  avoidance  of  Federal  income  tax.  Of  the  two  basic  tax 
provisions  on  corporate  liquidations,  sections  331  and  333,  foreign 
companies  can  use  only  section  331.  Section  331  provides  for  the 
imposition  of  the  regular  capital  gains  tax  on  appreciation  in  the  value 
of  the  stock.  Section  333,  which  foreign  corporations  cannot  use, 
provides  that  the  accumulated  earnings  and  profits  of  the  corpora¬ 
tion  are  to  be  taxed  to  the  noncorporate  shareholders  as  dividends 
and  that  capital  gains  are  to  be  recognized  on  other  appreciation  in 
the  stock  only  to  the  extent  of  the  money  and  stock  or  securities 
acquired  by  the  corporation  after  December  31,  1953,  exceed  the 
earnings  and  profits  received  as  dividends.  However,  this  provision 
also  provides,  in  the  case  of  assets  acquired  by  the  corporation  before 
January  1,  1954,  that  no  gain  is  to  be  recognized  to  the  shareholder 
but  that  instead  the  shareholder  is  to  receive  the  same  basis  for  the 
assets  received  which  he  had  for  the  stock  (increased  for  gain  recog¬ 
nized  and  decreased  for  money  received). 

(b)  Reasons  jor  deleting  the  House  provision. — The  House  Com¬ 
mittee  on  Ways  and  Means  noted  that  the  stock  of  a  foreign  personal 
holding  company,  when  the  shareholder  dies,  received  much  harsher 
treatment  than  is  true  of  practically  all  other  property  included  in 
the  decedent’s  estate.  Generally,  property  receives  a  new  basis  at  a 
decedent’s  death  equal  to  its  fair  market  value,  either  at  the  time  of 
the  decedent’s  death  or  at  the  alternate  valuation  date  1  year  later. 
Moreover,  in  the  case  of  gifts  where  the  donee  carries  over  the  basis 
of  the  donor,  an  increase  in  the  basis  (up  to  fair  market  value)  is 
allowed  to  the  donee  with  respect  to  any  gift  taxes  paid  on  the 
property. 
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The  House  recognized  that  a  relatively  harsher  treatment  for  the 
basis  of  the  stock  of  these  foreign  personal  holding  companies  is 
justified  in  order  to  discourage  their  use  generally.  However  it  was 
believed  that  it  was  appropriate  to  permit  the  same  general  type  of 
adjustment  to  the  basis  as  is  presently  permitted  in  the  case  of  gifts; 
namely,  to  permit  an  increase  in  the  basis  of  the  stock  of  the  foreign 
personal  holding  company  equal  to  the  death  transfer  tax  imposed 
with  respect  to  the  appreciation  in  the  value  of  the  stock. 

In  view  of  the  fact  that  the  issue  of  a  carryover  of  basis  at  date  of 
death  has  not  been  dealt  with  by  your  committee  in  this  bill,  it  con¬ 
cluded  that  it  would  be  more  appropriate  to  postpone  consideration 
of  this  amendment  until  that  broader  topic  was  under  consideration. 

In  addition,  the  House  bill  provided  that  these  foreign  personal 
holding  companies  were  to  be  treated  the  same  as  domestic  corpora¬ 
tions  for  purposes  of  section  333  if  the  liquidation  is  completed  shortly 
after  the  date  of  enactment  of  this  bill.  Since  such  companies  are 
likely  to  have  little  if  any  accumulated  earnings  and  profits,  this  in 
effect  means  that  the  shareholders  would  pay  a  capital  gains  tax 
on  the  appreciation  of  their  stock  in  the  corporation  only  to  the  extent 
they  receive  money,  or  stock  or  securities  acquired  after  December 
31,  1953,  and  that  the  basis  of  assets  received  in  the  liquidation  is 
the  basis  of  their  stock  in  the  corporation  increased  by  the  gain 
recognized.  In  such  cases  this  property  was  to  receive  the  same 
basis  as  it  would  if  the  shareholder  died  still  holding  the  stock  in  the 
foreign  personal  holding  company  until  this  property  had  passed 
through  one  estate — the  shareholder’s  or  any  transferee’s. 

Your  committee  has  also  decided  not  to  include  this  aspect  of  the 
House  provision  in  your  committee’s  amendments.  The  same  issue 
of  the  basis  at  date  of  death  is  involved  here  as  where  the  stock¬ 
holder  dies  still  holding  the  stock  of  such  a  company. 

If..  Capital  gains  and  losses  (sec.  219  of  the  House  bill) 

(a)  Present  law. — Under  present  law,  capital  gains  and  losses  are 
divided  into  two  general  classifications:  short-term  capital  gains 
and  losses  and  long-term  capital  gains  and  losses.  The  former 
are  gains  and  losses  on  assets  neld  for  not  more  than  6  months  and 
the  latter  are  gains  or  losses  on  assets  held  for  longer  periods  of  time. 

Gains  and  losses  in  each  category  are  first  offset  against  other  gains 
or  losses  in  the  same  category.  Thus,  there  is  determined  “net,” 
short-term  gains  or  losses  and  “net”  long-term  gains  or  losses.  Next, 
any  net  short-term  gains  are  offset  by  net  long-term  losses  or  vice 
versa. 

Net  short-term  gains  in  excess  of  net  long-term  losses  are  taxed 
to  individuals  or  to  corporations  as  ordinary  income.  In  the  case 
of  net  long-term  gains  in  excess  of  net  short-term  losses,  however, 
the  tax  treatment  applicable  to  individuals  and  corporations  differs 
somewhat.  In  the  case  of  individuals,  such  a  gain  is  included  in  the 
taxpayer’s  ordinary  income  and  then  reduced  by  a  50-percent  de¬ 
duction,  or  alternatively,  the  entire  gain  is  omitted  from  the  tax¬ 
payer’s  ordinary  income  base  and  a  flat  25-percent  tax  paid  with 
respect  to  this  gain.  In  the  case  of  corporations,  there  is  no  special 
50-percent  deduction.  Instead,  the  corporation  either  includes  the 
entire  gain  in  its  ordinary  income,  or  alternatively,  pays  a  tax  of  25 
percent  on  these  capital  gains. 
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The  tax  treatment  of  capital  losses  also  differs  somewhat  between 
individuals  and  corporations.  As  previously  indicated,  any  net  short¬ 
term  loss  is  first  offset  against  any  net  long-term  capital  gain  and  vice 
versa.  If  there  still  remains  an  excess  of  capital  losses  (either  short 
term  or  long  term) ,  these  losses  may  be  offset  against  ordinary  income 
in  the  case  of  individuals  but  only  to  the  extent  of  $1,000.  If  any  net 
loss  still  remains,  it  may  be  carried  forward  for  a  period  of  up  to  5  years 
as  a  short-term  capital  loss  (whether  such  loss  was  in  reality  a  long- 
or  short-term  loss)  and  as  such  in  each  of  the  years  in  succession  first 
offset  against  net  short-term  capital  gains,  then  against  net  long-term 
capital  gains  and  finally  against  ordinary  income  to  the  extent  of 
$1,000. 

In  the  case  of  corporations,  capital  losses  as  in  the  case  of  individuals 
are  first  offset  against  gains  in  their  own  category  (short  term  or  long 
term)  and  then  against  gains  in  the  other  category.  However,  any 
remaining  loss  may  not  be  offset  against  ordinary  income  to  any 
extent,  but  it  may  be  carried  forward  as  a  short-term  loss  and  offset 
against  short-term  and  long-term  capital  gains  in  each  of  the  5  succeed¬ 
ing  taxable  years. 

The  capital  gain  and  loss  treatment  described  above  applies  in  the 
case  of  the  sale  or  exchange  of  capital  assets.  In  addition,  certain 
other  items  are  taxed  in  the  same  manner  as  capital  gains.  The  princi¬ 
pal  category  of  assets  treated  in  this  manner  are  depreciable  assets. 
Such  assets,  if  the  gains  exceed  the  losses,  are  treated  as  capital  gains; 
but,  if  the  losses  are  in  excess  of  the  gains,  they  are  treated  as  ordinary 
losses.  Included  with  depreciable  property  for  this  purpose  also  are 
gains  or  losses  from — 

1.  the  sale  of  timber; 

2.  coal  royalties; 

3.  livestock  held  by  the  taxpayer  for  draft,  breeding,  or  dairy 
purposes  if  held  by  him  for  12  months  or  more; 

4.  the  sale  of  an  unharvested  crop  sold  in  connection  with  the 
sale  of  the  land. 

Other  types  of  items  which  are  eligible  for  capital  gain  treatment 
are  patent  royalties  received  by  the  creator  of  the  patent,  certain 
lump-sum  pension  payments,  and  certain  termination  payments 
received  by  employees  with  more  than  20  years  employment.  Income 
arising  from  the  sale  of  stock  acquired  under  a  restricted  stock  option 
represents  still  another  form  of  income  accorded  capital  gains  treat¬ 
ment  under  present  law.  In  addition,  this  bill  (sec.  228)  provides 
capital  gain  treatment  for  iron  ore  royalties. 

( b )  Reasons  for  deleting  the  House  provision. — The  House  bill  would 
make  three  basic  changes  in  the  tax  treatment  of  capital  gains  and 
losses.  First,  it  would  decrease  from  50  to  40  percent,  in  the  case  of 
individuals,  the  proportion  of  the  capital  gain  included  in  the  tax  base 
where  the  asset  involved  has  been  held  for  more  than  2  years,  and 
it  would  provide  in  such  a  case  a  maximum  tax  rate  of  21  percent  in 
lieu  of  the  25  percent;  second,  it  would  limit  the  more  favorable 
capital  gains  treatment  described  above  so  that  this  treatment  would 
not  be  made  available  with  respect  to  transactions  where  the  capital 
gains  treatment  under  present  law  is  made  applicable  to  certain 
types  of  assets  which  are  not  capital  assets;  and,  third,  it  would 
provide  an  indefinite  carryover  of  unused  losses  in  the  case  of 
individuals  in  lieu  of  the  present  5-year  limitation. 
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The  Secretary  of  the  Treasury  in  his  testimony  before  your  com¬ 
mittee  requested  that  the  first  two  of  the  changes  listed  above  not 
be  made.  He  based  this  primarily  on  the  fact  that  the  administration 
in  recommending  lower  capital  gains  tax  rates  had  done  so  only  as  a 
part  of  a  recommendation  providing  additional  taxation  on  un¬ 
realized  gains  at  death.  Subsequently,  this  recommendation  was 
modified  to  call  for  a  carryover  of  the  decedent's  basis  in  such  a  case 
to  the  one  receiving  the  property  from  the  decedent.  The  House  Com¬ 
mittee  on  Ways  and  Means  considered  this  latter  proposal  but 
rejected  it  at  least  in  part  on  the  grounds  that  there  were  technical 
problems  which  had  not  been  satisfactorily  worked  out.  In  view  of 
this,  the  Secretary  of  the  Treasury  in  his  testimony  before  your 
committee  strongly  urged  that  it  not  consider  reducing  the  capital 
gains  tax  rates  at  this  time. 

In  addition  to  the  question  raised  by  the  Secretary  of  the  Treasury 
as  to  whether  capital  gains  tax  rates  should  be  lowered  at  the  present 
time  in  view  of  the  fact  that  other  related  structural  changes  are  not 
now  being  made,  questions  arise  as  to  the  desirability  of  dividing  the 
long-term  capital  gains  group  into  two  parts.  Information  submitted 
to  your  committee  made  it  quite  clear  that  this  would  substantially 
further  complicate  an  already  complex  capital  gains  tax  schedule. 
If  the  House  provision  had  been  adopted,  not  only  would  it  be  neces¬ 
sary  to  report  separately  three  instead  of  two  general  categories  of 
capital  gains,  but  it  would  also  be  necessary  to  subdivide  the  proposed 
class  A  and  class  B  gains  between  those  coming  under  section  1231 
and  those  which  do  not.  Although  gains  from  the  sale  of  such  assets 
result  in  capital  gains  where  there  is  a  gain  from  all  such  assets  taken 
together,  nevertheless,  if  there  is  a  loss  from  the  aggregate  of  these 
transactions  with  respect  to  these  assets,  they  give  rise  to  ordinary 
gain  or  loss.  In  addition,  it  is  necessary  on  this  schedule  to  account 
for  the  “recapture”  of  ordinary  income  provided  generally  for  tangible 
personal  property  in  the  Revenue  Act  of  1962  and  the  somewhat 
different  “recapture”  rule  provided  in  this  bill  with  respect  to  real 
estate.  As  a  result  of  the  interrelationship  of  these  factors,  your 
committee  concluded  that  it  would  be  better  not  to  further  complicate 
this  schedule  at  the  present  time  by  this  further  breakdown  of  what  are 
presently  long-term  capital  gains  or  losses  for  individuals. 

Your  committee  also  was  concerned  about  the  capital  gains  pro¬ 
vision  of  the  House  bill  because  the  benefit  from  this  provision  would 
have  been  largely  concentrated  in  the  very  highest  income  brackets. 
The  concentration  of  capital  gains  in  the  higher  income  levels  in  fact  is 
a  major  factor  accounting  for  the  effective  rates  in  the  highest  brackets 
being  substantially  below  the  rates  shown  in  the  tax  rate  schedule. 
Table  11  shows,  for  example,  that,  although  those  with  incomes  over 
$200,000  represent  a  small  fraction  of  1  percent  of  all  the  taxpayers, 
nevertheless  they  receive  16  percent  of  all  capital  gains.  This  is  about 
the  same  percentage  of  capital  gains  received  by  the  58  percent  of  all 
taxpayers  having  incomes  below  $5,000.  Those  with  incomes  of 
$100,000  or  over,  although  representing  only  0.04  of  1  percent  of  all 
taxpayers,  nevertheless  receive  24  percent  of  all  capital  gains. 

The  effect  of  reducing  the  capital  gains  inclusion  factor,  or  alterna¬ 
tive  rate,  because  of  this  concentration  of  these  gains  in  the  higher 
income  classes  would,  of  necessity,  have  meant  that  most  of  this 
relief  would  have  gone  to  those  with  the  highest  income  levels,  i  his 
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is  shown  in  table  12,  which  presents  the  overall  distributional  effects 
of  the  House  and  your  committee’s  bill  in  detail  for  incomes  over 
$50,000.  This  table  indicates  that,  although  the  capital  gains  reduc¬ 
tion  in  the  House  bill  as  a  percentage  of  the  present  total  tax  amounted 
to  only  0.7  of  1  percent,  nevertheless  the  tax  reduction  which  this 
would  have  accorded  those  with  incomes  between  $100,000  and 
$200,000  would  have  been  3.4  percent;  and  this  percentage  would 
have  risen  to  7.4  percent  for  those  with  incomes  of  $1  million  or  over. 
This  can  be  compared  with  the  capital  gains  tax  reduction  accorded 
those  with  incomes  of  $3,000  and  under  of  0.3  of  1  percent.  Your 
committee  did  not  believe  that  a  reduction  of  this  type  was  justified 
in  view  of  the  overall  distribution  of  reductions  in  this  bill. 


Table  11. — Capital  gains ,  by  income  levels 


Returns  with  adjusted  gross  income  of— 

Comprise  this  percentage  of  all  taxpayers— 

But  receive 
this  per¬ 
centage  of 
all  capital 
gains 

$200,000  and  over  . . . 

0.0096  of  1  percent . . . 

16 

$100,000  and  over  . . - . 

0.04  of  1  percent  . 

24 

$50,000  and  over . . . 

0.2  of  1  percent . 

35 

$10,000  and  over  . . . 

8.7  percent . . . . 

69 

Less  than  $5,000 . 

57.8  percent . . -- 

17 

Source:  Treasury  Department. 


Table  12. — Overall  distributional  effects  of  the  House  bill  ( including  capital  gains 
changes)  and  the  Finance  Committee  bill  ( which  retains  present  law  capital  gains 
treatment) 


Total  tax  reduction  as 
percentage  of  present  tax 

Capital 
gains  tax 
reduction  in 

Adjusted  gross  income  class  (in  thousands  of  dollars) 

House  bill 

Finance 

Committee 

bill 

House  bill 
as  percentage 
of  total 
present  tax 

0to3 . . . . . 

38.6 

38.6 

0.3 

3  to  5 . . . 

26.5 

27.3 

.3 

5  to  10 . . . 

20. 1 

20.9 

.2 

10  to  20.... . . . 

16.9 

17.3 

.4 

20  to  50 . 

16.0 

15.8 

1.0 

.50  to  100 . 

13.5 

12.3 

2.0 

100  to  200 . 

12.2 

9.7 

3.4 

200  to  500 . . . . . 

12.4 

8. 1 

5.0 

.500  to  1,000. . . . 

12.  1 

5.7 

7.2 

1,000  and  over . . . . 

12.0 

5.6 

7.4 

Total . 

18.9 

19. 1 

.  7 

Source:  Treasury  Department. 


It  should  be  noted  that  the  great  bulk  of  capital  gains  is  accounted 
for  by  taxpayers  by  including  50  percent  of  the  gain  in  income  rather 
than  by  subjecting  these  gains  to  a  separate  flat  25  percent  tax.  It 
has  been  estimated  that  most  of  the  capital  gains  fall  in  the  former 
category  where  50  percent  is  included  in  the  ordinary  income  tax 
base.  As  a  result,  the  regular  rate  reductions  provided  in  this  bill, 
which  range  from  30  percent  for  those  in  the  bottom  brackets  to  23 
percent  for  those  at  the  top,  will  also  be  applicable  in  the  case  of  these 
capital  gains.  Thus,  even  without  any  special  tax  treatment  for 
capital  gains,  a  substantial  reduction  in  tax  is  provided  by  your  com¬ 
mittee’s  bill  with  respect  to  these  gains. 
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Good  Features  of  the  Bill 

There  are  many  good  features  in  the  present  tax  bill,  H.R.  8363. 
Among  these  are  (1)  the  fact  of  tax  reduction  itself  which  will  stimu¬ 
late  demand,  production,  and  employment;  (2)  the  minimum  standard 
deduction  of  $300  per  taxpayer  plus  $100  for  each  family  dependent 
(this  with  the  per  capita  exemption  of  $600  means  that  families  of 
four  whose  yearly  incomes  are  less  than  $3,000  will  be  exempted  from 
taxation — as  they  should  be — instead  of  those  under  $2,666  as  is  now 
the  case,  i.e.,  $2,400  plus  the  10  percent  standard  deduction);  (3)  the 
shifting  of  the  corporation  tax  collection  period  from  the  present 
delayed  system  to  roughly  the  same  basis  as  taxes  are  now  collected 
from  individuals;  (4)  the  repeal  of  the  4  percent  dividend  credit  against 
taxes  actually  owed,  and  certain  other  features  as  well;  and  (5)  the 
elimination  by  the  Finance  Committee  of  the  reduction  in  the  capital 
gains  tax. 

The  capital  gains  loophole  is  already  the  largest  loophole  in  our  tax 
system.  Between  $5  and  $6  billion  a  year  are  lost  because  of  this 
provision.  The  bill  as  it  came  from  tne  House  of  Representatives 
would  have  widened  and  deepened  this  hugh  loophole  by  reducing 
the  rate  on  long-term  capital  gains  from  50  to  40  percent,  subject  to 
a  maximum  of  21  percent  instead  of  the  present  inadequate  rate  of 
25  percent.  This  was  eliminated  by  a  narrow  margin  in  the  com¬ 
mittee.  There  is  grave  danger  that  this  reduction  will  be  restored 
in  the  conference  committee.  This  danger  will  be  reduced  if  the 
Senate  itself,  by  a  decisive  vote,  approves  the  action  of  the  Finance 
Committee  in  eliminating  this  section  from  the  House  bill.  This, 
in  my  judgment,  should  occur  early  in  the  Senate  proceedings. 

There  are  some  grave  defects  in  the  bill  as  presented  which  I 
believe  the  Senate  should  correct.  The  bill  also  fails  to  effect  much 
needed  reforms  in  our  tax  system  which  are  long  overdue  and  for 
which  there  will  not  be  another  opportunity  for  some  years. 

Generally  speaking,  our  present  tax  structure  is  riddled  with  in¬ 
justices  and  inequities.  There  are  so  many  loopholes  that  20  people 
with  incomes  over  $500,000  in  1959  paid  absolutely  no  taxes  at  all 
while  the  average  amount  of  taxes  actually  paid  by  all  those  with  in¬ 
comes  of  $5  million  or  more  came  to  slightly  less  than  25  percent  in¬ 
stead  of  the  90  percent  they  would  theoretically  be  expected  to  pay. 
This  is  less  than  the  amount  which  a  typical  American  family  with  a 
taxable  income  of  $12,000  derived  from  wages  and  salaries  would  be 
expected  to  pay  or,  because  of  collection  at  the  source,  would  actually 
pay. 

If  we  could  close  the  various  loopholes  and  “truckholes”  in  the 
Revenue  Act,  we  could  reduce  the  individual  income  tax  rate  from  the 
present  scale  of  20  to  91  percent  to  a  range  of  from  10  percent  as  the 
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minimum  to  a  maximum  of  50  percent.  In  doing  so  we  would  raise 
as  much  revenue  as  we  do  with  our  apparently  high  rates  which,  as  a 
matter  of  fact,  are  not  paid  by  the  vast  majority  of  those  in  the  upper 
income  tax  brackets.  In  this  connection  it  is  appropriate  to  quote  a 
salient  passage  from  Philip  M.  Stern’s  forthcoming  book  entitled 
“The  Great  Treasury  Raid”  in  which  that  keen  student  of  our  tax 
system,  comments  as  follows: 

For  a  raid  of  its  magnitude,  the  time  (high  noon)  and 
setting  (the  U.S.  Treasury,  a  stone’s  throw  from  the  White 
House)  showed  a  breathtaking  boldness  of  design  and  plan¬ 
ning.  From  out  of  nowhere,  it  seemed,  they  appeared — old 
people  and  young,  rich  and  poor,  an  oil  millionaire  here,  a 
factory  worker  there,  a  real  estate  tycoon,  a  working  mother, 
several  well-known  movie  stars,  some  corporation  presidents, 
even  the  chairman  of  a  powerful  congressional  committee. 

It  was  a  mixed  lot,  all  right,  that  converged  on  the  Treasury 
Building  that  high  noon.  Into  the  building  they  strolled, 
gloriously  nonchalant.  No  one  stopped  them;  not  a  guard 
looked  up  to  question  them.  Quickly  and  quietly  they 
found  their  way  to  the  vaults;  opened  them  noiselessly  with 
the  special  passkeys  each  had  brought  with  him.  Like 
clockwork,  with  split-second  timing,  each  went  to  his 
appointed  spot,  picked  up  a  bag  and  walked  out  as  calmly 
as  he  had  entered.  At  the  exits  the  guards  sat  motionless. 

At  precisely  12:04  it  was  all  over.  Each  of  the  “visitors” 
had  vanished  into  thin  air. 

So  had  $40  billion  from  the  U.S.  Treasury. 

The  administration  initially  made  a  partial  but  somewhat  ineffectual 
effort  at  tax  reform.  But  when  most  of  its  proposals  were  rejected 
by  the  House  Ways  and  Means  Committee,  they  ceased  to  fight  with 
any  vigor  except  on  two  matters,  namely  (a)  the  abolition  of  the 
unjust  4  percent  dividend  credit  inserted  under  the  Eisenhower 
administration  in  1954,  and  (6)  the  removal  of  the  reduction  in  the 
capital  gains  tax.  Neither  of  these  features  is  in  the  present  bill, 
and  I  hope  we  can  hold  these  gains. 

In  other  words,  the  great  mass  of  citizens,  primarily  in  the  lower 
income  brackets,  have  to  pay  high  taxes  because  the  laws  have  been 
so  shaped  that  a  minority  are  able,  by  avoidance  and  evasion  and 
counseled  by  highly  paid  and  able  tax  attorneys,  to  take  advantage 
of  every  twisting  and  turning  of  the  laws.  I  repeat,  if  we  could  plug 
the  loopholes  and  “truckholes,”  we  could  collect  the  same  total 
amount  of  revenue  with  half  of  the  present  tax  rates.  Our  failure  to 
do  so  means  that  the  present  unfair  and  unjust  system  continues. 
As  a  consequence,  the  present  bill,  except  for  the  unjustifiable  pro¬ 
vision  with  respect  to  utilities,  remains  neutral  with  respect  to  rem¬ 
edying  the  great  injustices  in  the  tax  system.  Its  failures  are  not,  for 
the  most  part,  acts  of  commission,  but  rather  acts  of  omission.  Be¬ 
cause  of  the  stimulus  which  the  tax  cut  itself  should  bring  to  the 
economy,  there  are  many  like  myself  who  can  therefore  support  the 
bill  because  its  stimulating  features  are  good,  but  in  the  meantime 
express  dissatisfaction  over  the  failure  of  the  House  and  the  Senate 
committees  to  remedy  many  of  the  well-known  and  major  loopholes  in 
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the  tax  system.  To  us,  tax  reform  is  as  important  as  tax  reduction. 
But  this  bill  has  a  great  deal  of  reduction  but  very  little  reform. 

The  major  loopholes  in  the  system  are  (1)  the  present  provisions  for 
capital  gains — the  biggest  loophole  of  them  all.  Huge  amounts  of 
ordinary  income  are  taxed  at  a  special  lower  rate,  and  other  gains  are 
not  taxed  at  all,  as  in  the  case  of  the  failure  to  tax  capital  gains  at 
death. 

The  abuses  involved  in  the  oil  depletion  allowance,  the  writeoff  of 
intangible  drilling  and  development  costs  in  the  first  year,  and  the 
ability  of  the  oil  industry  to  count  royalties  abroad  as  a  tax  payment 
instead  of  a  deduction  of  expenses,  is  another  area  of  grave  abuse. 

There  are  additional  areas  such  as  the  unlimited  charitable  deduc¬ 
tion,  which  is  responsible  for  people  with  millions  of  dollars  of  income 
escaping  any  Federal  taxation  at  all,  and  such  other  well-known  loop¬ 
holes  as  stock  options,  collapsible  corporations,  and  corporate  spin¬ 
offs,  which  mean  that  the  favored  few  pay  a  smaller  proportion  of 
their  income  in  taxes  than  the  many  with  modest  incomes. 

Furthermore,  State  and  local  systems  of  taxation  are  highly  regres¬ 
sive.  That  is  to  say,  those  with  low  incomes  pay  a  higher  proportion 
of  their  incomes  in  taxes  than  do  those  with  high  incomes.  The  pro¬ 
gressive  features  of  the  Federal  system  should  offset  this  so  that  the 
overall  tax  system  of  the  country — Federal,  State,  and  local — is  at 
least  proportional.  But  the  fact  that  the  Federal  system  is  riddled 
with  loopholes  which  favor  high  income  groups,  plus  the  fact  that 
about  $13  billion  a  year  is  collected  in  excise  or  sales  taxes  at  the  Federal 
level,  means  that  even  the  Federal  system  has  very  little,  if  any, 
progression  in  it,  and  the  total  tax  system  is  probably  somewhat 
regressive  in  nature.  The  present  bill  fails  to  correct  this  situation. 
The  repeal  of  some  of  the  most  onerous  and  least  justifiable  of  the 
excise  taxes  could  help  to  make  our  tax  system  more  fair. 

I  therefore  hope  that  we  may  take  the  following  action  to  improve 
this  bill: 

First.  We  should  try  to  get  the  Senate,  by  an  overwhelming  vote, 
to  uphold  the  Finance  Committee’s  action  in  knocking  out  the  new 
capital  gains  loophole.  This  would  strengthen  the  Senate’s  position 
in  the  conference  committee.  Otherwise,  the  capital  gains  provision  in 
the  tax  law  may  end  up  worse  than  under  present  law.  This  should 
be  a  minimum  position  and  it  would  certainly  help  if  the  Senate  would 
also  try  to  do  something  in  the  area  of  capital  gains  at  death. 

Second.  The  Senate  should  eliminate  that  feature  of  the  tax  bill 
which  has  no  rightful  place  in  a  tax  bill,  namely,  section  202(e)  which 
states  that  the  Federal  regulatory  commissions  need  not  pass  through 
the  tax  savings  from  the  investment  credit  to  the  consumer.  Apart 
from  its  lack  of  merit,  this  is  basically  a  regulatory  rather  than  a  tax 
matter  and  really  has  no  place  in  this  bill. 

Third.  We  should  retain  in  the  law  the  Long  amendment  of  1962 
with  respect  to  the  investment  credit.  Corporations  which  invest 
$100  in  investment  reduce  their  taxes  by  $7.  This  is  the  equivalent  of 
a  $14  before-tax  deduction.  The  Long  amendment  in  1962  said  that  a 
corporation  could  not  depreciate  more  than  $93  worth  of  investment, 
but  the  bill  before  us  will  allow  the  full  depreciation  of  the  asset  even 
though  its  actual  cost  was  less  because  of  the  investment  credit.  The 
elimination  of  the  Long  amendment  will  ultimately  cost  about  $600 
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million  a  year  and  hence  raise  the  investment  credit  to  about  11 
percent. 

Fourth.  The  present  provisions  in  the  law  with  respect  to  stock 
options  should  be  greatly  modified  and  the  provision  in  the  bill  with 
respect  to  the  amount  of  term  insurance  which  a  corporation  can 
purchase  for  its  employees  should  be  reduced  at  least  to  the  House 
figure. 

Fifth.  We  should  try  to  repeal  some  of  the  retail  excise  taxes,  such 
as  those  on  leather  goods,  women’s  handbags,  inexpensive  jewelry, 
cosmetics,  and  furs,  but  we  should  place  a  limit  of  $100  on  the  amount 
which  is  free  of  tax  so  that  we  do  not  reduce  the  tax  on  luxury  expendi¬ 
tures. 

Sixth.  Furthermore,  we  should  certainly  try  to  do  much  more  than 
is  done  in  the  bill  with  respect  to  the  oil  depletion  allowance.  As  a 
minimum,  we  should  prohibit  excess  depletion  from  being  used  to 
offset  income  from  sources  other  than  direct  oil  production.  This 
was  proposed  by  Senator  Williams  in  the  committee,  accepted  twice, 
but  finally  considerably  watered  down  at  the  last  moment. 

We  should  also  consider  an  amendment  to  the  depletion  allowance 
which,  while  retaining  depletion  for  the  small  producer  who  does  take 
considerable  risks,  reduces  the  depletion  allowance  for  those  whose 
income  from  gas  and  oil  is  between  $1  and  $5  million  to  21  percent, 
and  for  those  with  incomes  from  gas  and  oil  in  excess  of  $5  million  to 
15  percent.  This  would  save  $400  million  a  year. 

Seventh.  We  should  also  not  undo  the  minor  progress  made  with 
respect  to  travel  and  entertainment  allowance  loopholes  in  1962.  We 
should  not  finally  adopt  some  of  the  provisions  either  in  the  bill  or 
which  have  been  proposed  to  the  bill. 

Eighth  and  finally.  We  should  consider  the  equity  of  the  rate 
structure  itself.  The  present  bill  grants  about  $2%  billion  in  tax 
reductions  to  corporations  and  over  $9  billion  to  individuals.  The 
latter  is  done  by  reducing  the  rates;  namely,  from  the  present  20  to 
91  percent  to  a  figure  of  14  to  70  percent. 

In  addition,  the  bill  splits  the  rates  for  the  first  bracket  and  gives 
a  new  minimum  standard  deduction.  These  last  two  features  redeem 
the  inequities  in  the  nature  of  the  personal  tax  reduction  so  that  there 
is  some  degree  of  equity.  However,  there  is  neither  a  strong  case 
nor  any  equity  considerations  involved  in  reducing  corporate  taxes 
by  $2%  billion.  Since  1954,  corporations  have  had  tax  reductions  of 
almost  $5  billion  through  the  1954  fast  tax  writeoff  and  depreciation 
provisions,  and  the  1962  investment  credit,  and  revision  of  Bulletin  F. 
This  bill  grants  another  $2}£  billion  to  corporations  while  individuals 
receive  some  reduction  for  the  first  time. 

Because  of  this,  it  would  be  well  to  use  some  of  the  corporate 
reduction  to  increase  the  minimum  standard  deduction  or  to  increase 
the  $600  exemption.  Personally,  I  would  propose  taking  at  least  $1 
billion  from  the  corporate  reduction  and  using  the  funds  to  increase 
the  personal  income  tax  reduction.  This  would  be  more  equitable, 
would  make  the  tax  system  more  just,  and,  in  my  judgment,  would 
give  a  much  stronger  stimulus  to  the  economy  than  the  present 
method. 

Moreover,  the  Senate  and  the  Congress  should  give  serious  consider¬ 
ation  to  simplifying  the  tax  structure  and  making  it  more  equitable 
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by  the  simple  process  of  repealing  most  of  the  existing  loopholes  and 
truckholes  in  the  tax  laws  and  then  using  the  gain  in  revenue  to 
bring  a  drastic  reduction  in  income  tax  rates.  By  closing  most  of 
the  present  loopholes,  the  tax  rates  could  be  reduced  from  the  present 
level  of  20  to  91  percent  to  a  new  level  of  about  half  that  amount,  or 
from  10  to  50  percent.  This  would  simplify  the  tax  structure,  make 
it  more  just  and  equitable,  and  improve  its  enforcement,  while  bene¬ 
fiting  the  great  mass  of  Americans  who  pay  their  taxes  and  who  do 
not  either  avoid  or  evade  them.  The  longer  we  put  off  tax  reforms 
the  more  unjust  our  system  becomes.  The  time  to  act  is  now. 

Paul  H.  Douglas. 
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This  tax  bill  will  have  my  vote,  but  not  my  unqualified  approval. 

Many  unwise  provisions  have  been  included,  some  desirable  pro¬ 
visions  have  been  omitted,  and  the  bill  as  a  whole  will  not  achieve  all 
of  the  results  that  have  been  claimed  for  it. 

Rate  reduction  and  reform  are  the  principal  needs  to  which  this  bill 
should  be  directed.  It  achieves  rate  reduction.  It  does  not  achieve 
reform. 

Unfortunately,  the  public  has  been  largely  unaware  that  the  issues 
in  this  bill  included  anything  more  than  simple  rate  reduction.  To 
judge  from  the  general  reaction  to  the  bill,  one  would  think  it  con¬ 
tained  a  single  provision  saying,  “Taxes  shall  be  reduced  by  $11 
billion.”  The  fact  is  the  bill  containes  more  than  300  pages  of  de¬ 
tailed  provisions,  making  a  great  number  of  changes  in  37  separate 
areas  of  the  Internal  Revenue  Code,  in  addition  to  the  provisions 
making  reductions  in  tax  rates.  In  a  few  instances,  these  so-called 
structural  changes  do  make  modest  reforms.  But  many  needed  re¬ 
forms  have  not  been  made,  and  many  of  the  changes  in  the  bill  are  the 
opposite  of  reform:  they  are  special  preferences  for  a  few  taxpayers. 

I  do  not  agree  that  we  should  benefit — 

utility  companies  by  prohibiting  the  “flowthrough”  of  the 
investment  credit  to  consumers; 

department  stores  by  allowing  special  tax  treatment  of  revolv¬ 
ing  credit  sales; 

iron  ore  companies  by  providing  capital  gain  treatment  for 
certain  royalty  payments ; 

companies  with  foreign  subsidiaries  by  permitting  a  10-year 
carryforward  for  expropriation  losses; 

insurance  companies  by  giving  them  capital  gain  treatment  of 
bond  discounts  in  certain  situations;  and 

purchasers  of  new  equipment  by  doubling  the  benefit  of  the 
investment  credit. 

These  provisions  are  all  included  in  the  bill.  The  revenue  loss  for 
1964  is  estimated  at  $305  million. 

Left  out  of  the  bill  are  provisions  to  reduce  depletion  allowances, 
end  the  immediate  writeoff  of  intangible  drilling  and  development 
costs  for  oil  and  gas,  and  abolish  the  preferential  treatment  of  stock 
options.  These  provisions  would  have  prevented  a  revenue  loss  in 
1964  of  $1,150  million. 

These  sums  of  money  would  more  than  pay  for  two  other  provisions 
which  I  believe  should  be  included  in  this  bill.  These  provisions  would 
benefit  the  national  interest  and  help  millions  of  individuals.  I  will 
offer  them  as  amendments  on  the  Senate  floor. 

My  principal  amendment  provides  an  income  tax  credit  for  college 
costs.  The  amendment  provides  a  credit  based  on  the  first  $1,500 
of  tuition,  fees,  books,  and  supplies  at  an  institution  of  higher  edu¬ 
cation.  The  credit  is  available  to  anyone  who  pays  these  costs 
parents,  students,  or  any  other  person  who  wants  to  pay  for  the 
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education  of  a  deserving  boy  or  girl.  The  credit  is  75  percent  of 
the  first  $200,  25  percent  of  the  next  $300,  and  10  percent  of  the 
next  $1,000.  The  credit  is  reduced  by  1  percent  of  the  amount  by 
which  the  taxpayer’s  adjusted  gross  income  exceeds  $25,000 — in  other 
words,  reduced  $50  for  each  $5,000  of  income  above  $25,000. 

The  financial  burdens  of  high  college  costs  are  just  as  entitled  to 
be  eased  through  tax  relief  as  medical  expenses  and  casualty  losses. 
These  college  costs  hit  middle  income  and  lower  middle  income  fami¬ 
lies  with  a  serious  impact.  The  man  earning  $8,000,  $10,000,  or 
$15,000  is  generally  not  eligible  for  scholarship  or  loan  funds  for  his 
son  or  daughter,  and  he  faces  a  heavy  burden  in  paying  $2,000,  $1,000, 
or  even  $500  for  college  costs. 

One  of  the  premises  of  this  bill  is  that  incentives  should  be  given 
to  capital  investment.  Yet  there  is  no  better  form  of  capital  invest¬ 
ment  we  can  make  than  investment  in  education.  The  investment 
credit  in  the  1962  tax  bill  and  the  revised  depreciation  guidelines 
provide  over  $2  billion  in  tax  relief  for  investment  in  machinery. 
The  pending  bill  provides  millions  more  for  this  purpose.  I  believe 
we  should  invest  in  the  education  of  our  youth.  In  the  last  analysis, 
trained  minds,  not  just  new  machines,  will  insure  the  success  of  this 
Nation. 

Four  main  objections  have  been  raised  against  this  proposal: 

1 .  It  is  claimed  the  amendment  helps  the  wealthy.  The  fact  is  the 
credit  benefits  the  $30,000  man  less  than  the  $5,000  man,  and  does 
not  benefit  the  $60,000  man  at  all.  Under  this  amendment,  91 
percent  of  the  dollar  benefit  goes  to  families  with  incomes  below 
$20,000,  63  percent  to  families  with  incomes  below  $10,000. 

2.  It  is  claimed  the  amendment  discriminates  against  the  poor. 
The  fact  is  the  credit  operates  exactly  like  all  other  tax  relief  provisions 
of  the  Internal  Revenue  Code:  it  is  available  only  to  those  who  pay 
a  tax.  The  medical  deduction  is  not  used  by  nontaxpayers,  yet  few 
would  oppose  it  on  this  ground. 

Those  in  the  very  low  income  groups  who  pay  no  taxes  need  a  sound 
program  of  student  aid  including  scholarships.  I  am  for  such  a 
program.  It  is  needed  in  addition  to  tax  relief  for  the  middle-ircome 
families.  These  are  not  alterntives.  They  are  both  necessities. 

3.  It  is  claimed  the  amendment  favors  the  high  tuition  colleges, 
most  of  which  are  private  colleges.  The  fact  is  the  amendment  favors 
the  low  tuition  colleges,  most  of  which  are  public  colleges.  The  credit 
on  a  $200  expense  is  $150.  That’s  75  percent.  The  credit  on  a 
$1,000  expense  is  $275.  That’s  only  27  percent.  Even  where  a 
college  charges  no  tuition,  the  expense  of  fees,  books,  and  supplies 
invariably  totals  $200  or  more. 

4.  It  is  claimed  all  the  tax  benefit  will  be  absorbed  in  tuition 
increases.  The  fact  is  that  tuitions  go  up  whether  tax  relief  is  granted 
or  not.  Furthermore,  any  colleges  that  want  to  raise  tuition  because 
they  know  parents  have  some  extra  money  will  take  advantage  of  the 
rate  reductions  in  this  bill.  They  can  absorb  the  tax  dollars  that  come 
from  rate  reductions,  whether  or  not  my  amendment  is  added  to  the 
bill.  Finally,  the  amendment  provides  only  a  10-percent  credit  on 
expenses  over  $500,  so  every  added  $100  of  tuition  over  $500  results 
in  only  a  $10  saving  to  the  parent — scarcely  an  incentive  to  the  college. 

For  years  proposals  similar  to  this  one  have  regularly  been  intro¬ 
duced  by  many  Members  of  the  Senate.  I  believe  there  should  be  an 
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opportunity  for  every  Senator  to  vote  on  this  proposal.  I  intend 
to  see  that  this  opportunity  is  provided. 

My  second  amendment  permits  accelerated  deductions  of  expenses 
for  air  and  water  pollution  control  equipment.  If  we  are  ever  to 
make  substantial  progress  in  combating  air  and  water  pollution,  we 
must  recognize  that  private  industry  has  a  major  part  to  play.  But 
playing  that  part  costs  money.  Since  these  expenditures  are  for  a 
public  purpose,  the  public  should  assume  part  of  the  burden  through 
tax  relief. 

Industry  needs  financial  encouragement  to  speed  the  acquisition 
of  this  equipment.  This  equipment  produces  no  revenue  to  the  com¬ 
pany  that  installs  it.  Yet  the  Internal  Revenue  Code  and  many  new 
amendments  provided  in  this  bill  provide  billions  in  tax  relief  for 
expenditures  that  are  revenue  producing.  In  fact,  the  Treasury 
Department  last  year  proposed  that  fast  tax  writeoffs  be  provided 
for  all  equipment  purchased  for  research  and  development  expendi¬ 
tures  which  are  clearly  revenue  producing. 

When  we  are  providing  hundreds  of  millions  to  establish  air  and 
water  pollution  control  programs,  we  should  not  overlook  the  need 
to  help  industry  make  the  purchases  of  pollution  control  equipment 
which  can  make  the  difference  between  success  or  failure  in  cleaning 
up  our  environment. 

Finally,  I  must  express  a  word  of  caution  concerning  the  claims 
that  have  been  made  for  this  bill  as  a  whole.  It  can  legitimately  be 
called  a  needed  stimulant  to  an  economy  that  is  not  operating  at  full 
capacity.  But  it  cannot  and  should  not  be  expected,  in  and  of  itself, 
to  spur  that  economy  to  full  capacity  or  to  solve  many  of  the  difficult 
problems  that  have  been  preventing  our  economy  from  reaching  full 
capacity.  Chief  among  these  is  unemployment  and  while  this  bill 
will  help  create  new  jobs,  I  do  not  believe  it  will  solve  the  basic  problem 
of  structural  unemployment.  Economists  with  views  as  divergent  as 
Leon  Keyserling  and  Roger  Freeman  agreed  on  this  point  in  testimony 
before  the  committee. 

“I  doubt  that  tax  reduction  can  make  a  major  impact  on  our  present 
type  of  unemployment/’  said  Freeman.  “Even  well-designed  tax 
reduction  cannot  cope  with  a  large  portion  of  the  unemployment 
problem,”  said  Keyserling. 

This  joint  warning  should  be  well  heeded.  As  we  enact  this  tax 
cut  bill,  let  us  not  delude  ourselves  or  the  country  into  thinking  that 
it  is  a  cure-all  for  our  problems,  especially  for  our  unemployment 
problem. 

We  should  pass  this  bill  despite  its  imperfections.  Taxes  are  too 
high  and  do  act  as  a  deterrent  to  individual  initiative.  This  bill  will 
be  of  benefit  to  all  segments  of  our  society  and  will  be  helpful  to  the 
economy.  But  we  must  continually  strive  toward  the  goals  that 
remain:  tax  reform,  a  meaningful  reduction  in  unemployment,  and  a 
fully  productive  economy. 

Abraham  Ribicoff. 
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Position  in  Brief 

On  balance,  in  the  light  of  its  design  and  consequences,  and  in  view 
of  its  scope  and  magnitude,  this  is  one  of  the  most  important  and  most 
ill-advised  bills  ever  to  come  before  the  Congress  for  serious  considera¬ 
tion. 

Born  of  ineptitude  in  economic  forecasting,  sired  by  political  con¬ 
siderations,  and  nurtured  by  the  greed  of  special  interests,  it  creates 
more  inequity  in  many  respects  and  bears  no  resemblance  to  true  tax 
reform.  Favoritism  in  tax  law,  furthered  by  H.R.  8363,  threatens  to 
erode  our  economic,  political,  and  social  structure. 

Specifically,  this  bill — 

(1)  Is  the  embodiment  of  fiscal  folly.  While  it  is  generally 
recognized,  and  I  am  no  exception,  that  a  balnced  budget  is  not 
necessary  or  even  desirable  in  every  year,  and  in  all  circumstances, 
debt  and  deficit  cannot  be  ignored  indefinitely.  After  3  years  of 
unprecedented  prosperity,  expansion,  and  growth,  and  with  nearly 
all  the  important  economic  indicators  pointing  upward,  we  cer¬ 
tainly  should  not  seek  deliberately  further  to  increase  debt  and 
deficit  and  to  impair,  for  all  foreseeable  time  our  capacity  to  meet 
pressing  public  problems  by  a  drastic  reduction  of  governmental 
revenue. 

(2)  Provides  no  solution  to  our  economic  or  social  problems. 
The  vast,  unfulfilled  economic  needs  of  our  society  lie  in  the 
public  sector — better  housing  for  low-income  groups,  better  mass 
transit  systems,  better  educational  facilities  at  all  levels,  better 
highways,  more  and  better  hospitals  and  nursing  homes,  more 
clean  drinking  and  industrial  water.  The  private  sector  of  our 
economy  is  the  wellspring  of  our  continued  prosperity,  but  this 
sector  is  fat  with  unused  productive  capacity.  The  unemployed 
and  those  burdened  by  poverty  need  specialized  assistance  in 
overcoming  specific  problems.  Those  who  are  so  enamored  of 
aggregates  and  macroeconomics  fail  to  recognize  that  specific 
solutions  are  needed  for  very  specific  and  pointed  problems.  The 
war  on  poverty  is  thus  far  but  a  skirmish  of  words — we  need  a 
pitched  battle,  with  live  and  heavy  ammunition,  aimed  at  specific 
targets.  Necessary  programs  require  more,  not  less,  revenue. 

(3)  Would  provide  the  wrong  type  of  tax  cut,  even  if  a  large 
reduction  in  revenues  were  justified  at  this  time.  The  tax  reduc¬ 
tion  provided  by  this  bill  for  the  already  very  rich,  through  both 
a  drastic  reduction  in  high  bracket  personal  income  rates  and  a 
cut  in  corporate  rates  is  unconscionable.  Equity  aside,  sound 
economic  theory  is  violated.  If  any  shortage  exists  in  our  econ¬ 
omy  in  the  private  sector,  it  is  to  be  found  in  an  absence  of 
broadly  based  purchasing  power.  An  equitable  solution  by  way 
of  revenue  reduction  would  dictate  a  tax  cut  which  would  restore 
some  of  the  prewar  purchasing  power  which  has,  ever  since  that 

173 


2675 


174 


REVENUE  ACT  OF  1964 


time,  been  withheld.  An  increase  in  the  personal  exemption, 
with  possible  consideration  being  given  to  the  restoration  of  some 
preferential  treatment  for  earned  income  would  be  not  only  more 
equitable  but  more  defensible  from  a  purely  economic  standpoint. 
The  reconcentration  of  wealth  directly  attributable  to  the  tax 
cuts  as  well  as  indirectly  realized  from  increased  interest  pay¬ 
ments — acting  as  transfer  payments — which  will  be  stepped  up 
by  virtue  of  the  built-in  deficits  created  or  increased  by  this  bill, 
poses  grave  dangers.  Political  democracy  can  hardly  survive 
without  economic  democracy. 

Rate  Reduction 

GENERAL 

The  subject  bill  represents  one  of  the  most  flagrant,  obvious,  and 
dangerous  attacks  of  the  past  35  years  on  the  ideals,  purposes,  and 
underlying  machinery  of  our  economic  democracy.  Economic  democ¬ 
racy  is  one  of  the  hallmarks  of  our  society,  without  which  political  de¬ 
mocracy,  social  progress,  and  national  purpose  would  soon  cease  to  be. 

In  the  name  of  equity  this  frontal  attack  is  being  made  on  the  grad¬ 
uated  income  tax.  The  result  will  be  a  reconcentration  of  income  and 
wealth  in  the  1929  pattern — an  increased  inequity. 

In  the  name  of  economic  expansion  and  employment  opportunities, 
this  bill  would  increase  the  already  high  liquidity  of  corporations, 
resulting  not  in  increased  jobs,  but  in  increased  automation,  increased 
outflow  of  investment  funds  and  jobs  to  Europe,  and  increased  divi¬ 
dends  to  line  the  pockets  of  the  rich  and  very  rich. 

In  the  name  of  social  justice — the  war  on  poverty,  ignorance,  dis¬ 
ease,  the  hopelessness  of  those  who  dwell  in  city  slums  or  in  areas  of 
worked  out  agricultural  and  mineral  production — this  bill  would  put 
the  Federal  Government  in  a  fiscal  strait  jacket,  denying  to  the 
Government  the  revenues  required  for  any  successful  assault  on 
poverty  and  its  ugly  bulwarks. 

In  the  name  of  tax  reform,  this  bill  would,  for  at  least  a  generation, 
dull  the  spur  for  real  reform.  Professed  liberals  will  fain  surprise  in 
future  wars  for  reform  when  they  find  themselves  deserted  by  some  of 
their  current  allies,  even  as  the  armies  of  David  withdrew  from 
Bathsheba’s  husband,  leaving  him  naked  and  alone  before  the  walls. 

If  the  pattern  of  this  bill  is  followed,  we  will  likely  witness,  within 
the  next  few  years,  a  worsening  of  our  economy.  We  may  well  find 
ourselves  repeating  the  1954-57  pattern  of  nonsustainable  productive 
capacity  and  increased  unemployment. 

Government — society  organized  for  political  purposes — does  not 
exist  for  economic  reasons  alone,  and  I  would  never  equate  economic 
prosperity  with  the  good  life.  But  a  society  does  not  long  live  when  it 
supports  a  politicoeconomic  system  which  gives  to  the  man  who  has 
one  loaf  two,  while  withholding  from  the  man  who  has  half  a  loaf 
or  none. 

Ideals  and  attitudes  are  as  important  as  economics.  The  cynicism 
of  some  of  the  backers  of  this  bill  will  be  long  remembered  by  those 
who  are  now  without  effective  representation  in  Washington.  Propa¬ 
ganda,  like  morphine,  soon  wears  off.  It  will  not  be  long  before  the 
majority  of  our  citizenry  awake  to  the  realization  of  reality  and  know 
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that  their  bag  is  still  empty  and  there  never  really  was  a  snipe  in  the 
woods  at  all. 

We  decry  and  deplore  waste  and  inefficiency  in  Government 
spending — and  rightly  so.  But  those  who  are  so  enamored  of  aggre¬ 
gates  and  mesmerized  by  macroeconomic  manipulation  in  the  private 
sector  seem  to  assume  that  they  have  discovered  in  a  tax  cut  economic 
perpetual  motion — without  waste,  without  inefficiency,  without 
friction.  All  we  need  to  do,  we  are  told,  is  to  release  the  “brake”  of 
taxation  on  the  economy  and  the  private  sector  will  expand  in  exactly 
the  rig;ht  ways  to  cure  unemployment,  without  inflation  of  course, 
and  will  with  perfect  equity  insure  the  good  life  for  all,  without 
Government  interference  or  activity. 

And  all  this  without  error  in  decisionmaking.  Where  was  Adam 
Smith’s  “unseen  hand”  when  -the  Edsel  automobile  was  stillborn? 

The  theory  behind  a  tax  cut  of  this  type  and  magnitude,  under 
conditions  existing  today,  will  not  stand  close  examination.  Indeed, 
it  is  difficult  to  pin  down  the  theory  upon  which  some  base  their 
support  for  this  bill. 

Regardless  of  theory,  the  practical  results  of  a  tax  cut  of  the  type 
proposed  will  be  diametrically  opposed  to  the  ostensible  goals  of  many 
of  its  proponents.  The  implementation  of  this  fiscal  folly  is  a  reckless 
gamble  with  our  entire  national  economy. 

In  theory,  assuming  we  are  all  Keynesians,  and  assuming  further 
that  conditions  today  fit  the  situation  envisioned  by  Lord  Keynes  when 
he  tried  to  adapt  economic  theory  to  fit  the  world  stagnation  of  the 
late  1920’s  and  early  1930’s,  a  deficit  will  inflate  the  economy.  This 
deficit  can  be  achieved  by  increased  spending  or  decreased  revenues. 
But  conditions  are  far  different  in  these  days  of  dynamic  expansion. 

The  result  of  this  bill  will  be  to  transfer  yet  another  large  slice  of 
national  production  and  wealth  from  those  who  produce  wealth  to 
those  who  parasitically  participate  in  its  enjoyment. 

II.  THE  ADMINISTRATION  POSITION 

From  the  early  and  recurring  rumors  of  a  tax  cut  which  gained  wide 
circulation  in  the  early  fall  of  1962  to  the  present  time,  it  has  been 
difficult  to  understand  from  statements  issued  by  spokesmen  for  the 
administration  the  specific  purposes  of  this  proposed  tax  reduction. 

At  times  this  bill  seems  to  have  been  regarded  as  a  vehicle  for  long- 
range  tax  reform. 

At  other  times  it  appers  to  have  been  sold  as  a  hedge  against  more 
or  less  imminent  recession. 

At  still  other  items,  it  appears  to  be  straight  Keynesian  deficit 
financing  for  the  avoidance  of  low-level  equilibrium  in  the  economy. 

Under  current  conditions,  and  in  the  form  in  which  this  bill  now 
exists.  This  legislation  makes  a  mockery  of  any  and  all  these  pur¬ 
ported  positions. 

The  late  President  Kennedy  in  his  tax  message  of  January  24,  1963, 
stated: 

My  recommendation  for  early  revision  of  our  tax  struc¬ 
ture  is  not  motivated  by  any  threat  of<  imminent  reces¬ 
sion  *  *  *. 
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But  by  March,  when  some  of  the  indicators  seemed  to  hang  a  bit, 
he  seemed  to  have  something  else  in  mind,  telling  us: 

If  we  don’t  have  the  tax  cut,  it  substantially,  in  my 
opinion,  increases  th'e  chance  of  a  recession  *  *  *. 

By  May  it  became  apparent  that  1963  would  be  a  good  business 
year,  and  Secretary  Dillon  came  back  to  the  original  theme.  On  May 
7,  1963,  the  Secretary  of  the  Treasury — a  consistent  follower  of  Re¬ 
publican  theory  and  doctrine — told  the  Chamber  of  Commerce  of 
New  York: 

Above  all,  it  must  be  borne  in  mind  that  the  President’s 
program  is  not  intended — and  is  not  designed — merely  as  a 
quick  and  temporary  shelter  against  recession.  It  was  de¬ 
signed — and  has  always  been  intended — as  a  permanent  pro¬ 
gram  to  raise  our  long  term  rate  of  overall  economic  growth. 

But  again,  the  late  President  Kennedy  on  September  9  expressed 
concern  that  without  a  tax  cut  in  1963  “we  may  move  into  a  period  of 
economic  downturn.” 

Meanwhile,  Dr.  Heller  was  working  the  Keynesian  theme.  I  must 
say  he  has  stuck  pretty  closely  to  this  line,  which  he  set  out  most  ex¬ 
plicitly  in  an  article  which  appeared  in  November  1962  in  Nation’s 
Business: 

HOW  CUT  WOULD  SPUR  GROWTH 

The  U.S.  economy  has  consistently  fallen  short  of  its  em¬ 
ployment,  production,  income,  and  profits  goals  in  the  past 
5  years.  A  sizable  cut  in  tax  liabilities  both  of  households 
and  businesses  throughout  the  Nation  would  push  the  econ¬ 
omy  toward  more  robust  activity  in  three  main  ways — ways 
which  would  bring  business  stronger  markets,  expanded  in¬ 
vestment  opportunities  and  healthier  profits: 

1.  Tax  reduction  would  increase  the  disposable  income — 
the  take-home  pay  of  consumers.  Careful  analysis  of  past 
experience  indicates  that  consumers  consistently  spend  from 
92  to  94  percent  of  their  disposable  income.  History  also 
shows  that  when  this  income  is  increased,  a  high  proportion 
of  the  increase  is  promptly  spent. 

When  consumers  spend  this  income,  markets  strengthen, 
production  rises,  new  jobs  are  created,  and  income  and  profits 
rise  accordingly.  This  creates  added  cycles  of  private  spend¬ 
ing.  Boosted  spending  and  income  results  in  what  econo¬ 
mists  call  the  “multiplier  effect.”  It  produces  an  increase 
in  gross  national  product  of  perhaps  two  or  three  times  the 
original  reduction  in  taxes.  Gross  national  product,  the  total 
output  of  goods  and  services,  is,  of  course,  a  major  indicator 
of  growth. 

2.  By  strengthening  sales  and  pushing  output  closer  to 
capacity,  tax  reduction  spurs  investment  in  inventories  and  in 
new  equipment  and  new  plants.  This  impact  on  investment 
in  productive  capacity  is  called  the  “accelerator  effect.”  The 
increased  production  of  capital  goods  expands  gross  national 
product,  stimulates  further  consumption  and  increases 
profits.  It  reduces  the  deterrent  effect  of  excess  capacity, 
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which  has  tended  to  discourage  investment  in  productive 
facilities  during  the  past  5  years  or  so. 

3.  Reducing  personal  and  corporate  taxes  raises  profit 
margins  for  businessmen  and  enlarges  the  supply  of  in¬ 
ternal  business  funds  available  for  investment.  Tax  reduc¬ 
tion  thus  strengthens  the  incentive  to  invest  in  two  ways: 
Businessmen  have  money  available  to  undertake  the  risks 
of  new  investment.  And  there  is  the  prospect  of  larger  after¬ 
tax  returns  to  be  earned  on  new  productive  facilities. 

So,  tax  reduction  would  help  business  directly  by  reducing 
the  tax  load  on  business  enterprise  and  indirectly  by  stimulat¬ 
ing  demand  for  both  consumer  goods  and  capital  goods,  there¬ 
by  boosting  the  volume  of  sales  and  output.  Indeed,  tax 
cuts  achieve  their  stimulating  effect  mainly  by  inducing  busi¬ 
ness  to  employ,  produce,  and  innovate. 

President  Johnson  stated  in  his  Economic  Report,  “The  tax  cut 
will  give  a  sustained  lift,  year  in  and  year  out  to  the  American 
economy.”  This  would  seem  to  indicate  that  this  action  is  in  the 
nature  of  some  sort  of  permanent  reform. 

Its  proponents  claim  this  bill  will: 

1.  Stimulate  economic  growth. 

2.  Balance  the  budget. 

3.  Relieve  unemployment. 

4.  Solve  the  balance-of-payments  problem. 

5.  Avoid  inflation. 

6.  Promote  tax  equity. 

This  is  just  what  the  doctor  ordered,  and  it  all  comes  in  one  little 
pill  which  causes  the  happy  patient  no  pain  whatsoever. 

III.  ECONOMIC  EXPANSION 

It  is  claimed  that  this  bill  would  stimulate  the  economy  in  two  ways. 
First,  consumers,  having  more  money  to  spend  by  virtue  of  a  tax  cut, 
will  spend  more  and  thus  create  additional  demand.  Second,  investors 
will  have  more  money  to  invest  by  virtue  of  being  able  to  show  a 
better  rate  of  return. 

But  these  are  only  the  first  steps.  At  that  point  the  “multiplier” 
and  the  “accelerator”  take  over  and  we  bootstrap  ourselves  up  to  the 
point  where — within  a  relatively  short  time,  of  course — we  increase 
our  gross  national  product  by  at  least  three  times  the  amount  of  the 
tax  cut. 

If  there  were  a  shortage  of  funds  for  investment,  a  tax  cut  for 
corporations  might  induce  more  investment.  If  there  were  a  shortage 
of  spendable  personal  income,  a  tax  cut  for  consumers  might  create 
increased  consumer  demand. 

But  do  these  conditions  prevail?  Not  at  all.  Corporations  are 
highly  liquid  and  rarely  need  to  go  to  the  capital  markets  for  outside 
money.  Corporations  sold  only  about  $1  billion  of  new  common 
stock  last  year.  Personal  income,  although  poorly  distributed,  con¬ 
tinues  to  rise.  The  irony  of  the  tax  cut  is  that  it  would  give  increased 
spending  and  purchasing  power  to  those  who  need  it  least  and  who 
would  use  it  sparingly.  The  man  on  the  bottom  of  the  poverty  pile 
pays  no  income  taxes  now.  He  needs  income,  not  a  tax  cut. 
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Now,  what  is  the  likelihood  of  complete,  or  nearly  complete,  and 
prompt,  spending  of  increased  personal  income?  The  prospects  are 
not  good. 

Already  personal  savings  are  high.  Increased  take-home  pay  by 
way  of  a  tax  cut  is  apt  to  increase  savings,  at  least  for  several  months. 
Of  course,  the  man  who  is  out  of  a  job,  or  the  man  who  is  trying  to  get 
by  on  such  a  small  income  that  he  has  no  tax  to  pay,  would  spend  more 
money  if  he  could  get  it,  but  this  bill  does  nothing  for  him. 

Savings  are  up  25  percent  in  the  past  3  years.  Secretary  Dillon, 
himself,  in  an  interview  reported  in  Banking  for  May  1963,  said,  “At 
present  when  our  economy  is  not  operating  at  full  speed,  it  is  charac¬ 
terized  by  what  one  might  call  an  excess  of  savings.” 

If  there  is  now  an  “excess  of  savings,”  why  would  it  be  thought 
that  marginal  income  would  be  largely  spent  rather  than  saved? 

I  am  not  the  only  one  who  questions  this  aspect  of  this  bill.  As 
long  ago  as  February  26,  1963,  an  article  appeared  in  the  Wall  Street 
Journal  emphasizing  this  point.  Here  are  two  paragraphs  from  that 
article: 

To  many  economists,  the  savings  rise  suggests  that  a 
tax  cut  to  spur  consumer  spending — as  proposed  by  the 
Kennedy  administration — may  not  be  particularly  effective, 
at  least  in  the  middle  and  upper  income  brackets.  If  con¬ 
sumer  demand  continues  to  lag,  they  argue,  a  considerable 
part  of  extra  income  from  reduced  taxes  would  go  into 
savings,  rather  than  be  spent. 

“The  theory  behind  the  tax  cut  idea  is  that  it  will  stimu¬ 
late  demand,”  says  J.  Walter  Thompson's  Mr.  Johnson. 
“But  the  savings  accumulation  suggests  this  may  not 
happen.”  John  R.  Bunting,  vice  president  of  the  Phila¬ 
delphia  Federal  Reserve  Bank,  expresses  “concern”  that 
income  consumers  may  receive  through  lower  taxes  “will 
be  siphoned  out  of  the  spending  stream”  into  more  savings. 

There  is  now  no  shortage  of  investment  funds  in  the  corporate 
structure.  On  the  other  hand,  corporations  are  highly  liquid. 
Profits  are  rising,  and  cash  flows  are  rising  even  faster. 

I  do  not  see  how  hard  statistics  can  be  overlooked.  In  1963, 
corporate  cash  flows,  after  allowing  for  taxes,  amounted  to  about  $60 
billion.  After  record  dividend  payments,  this  left  well  over  $40 
billion  in  the  hands  of  corporate  management.  Investment  in  plant 
and  equipment  amounted  to  only  about  $39  billion.  Would  anyone 
logically  think  that  increasing  cash  flows  by  way  of  a  tax  cut  would 
materially  increase  investment  in  plant  and  equipment — given  these 
conditions? 

We  now  have  further  statistical  proof  that  a  tax  cut  will  induce 
little  in  the  way  of  increased  plant  and  equipment  expenditures. 

According  to  Dr.  Heller,  in  addressing  the  Printing  Industries  of 
Metropolitan  New  York  on  May  20,  1963,  a  McGraw-Hill  investment 
survey  reported  that  business  executives  attributed  $1.2  billion  of 
the  planned  increase  in  plant  and  equipment  expenditures  for  1963 
over  actual  expenditures  for  1962  to  the  investment  credit  passed  in 
1962  by  Congress  and  to  the  depreciation  revisions  instituted  the  same 
year  by  the  Treasury  Department.  When  one  considers  that  the 
tax  reduction  given  business  as  a  result  of  these  two  changes  in 
taxation  amounted  to  about  $2.25  billion,  and  this  reduction  in 
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revenues  induced  a  50-cent  investment  of  each  tax  dollar  lost,  can 
we  expect  any  better  results  from  an  across-the-board  tax  cut? 

1  can  see  no  way  by  which  this  tax  cut  can  increase  the  GNP  by 
$30  to  $40  billion— not  without  inflation — even  if  we  accept  Keynesian 
theory  as  valid  and  apply  it  to  existing  conditions. 

The  principal  results  of  a  tax  cut  for  corporations  will  be  increased 
dividends  and  increased  foreign  investment  which  adds  to  balance- 
of-payments  difficulties.  A  side  effect  is  further  to  entrench  the  Big 
Three’s  and  make  it  more  nearly  impossible  for  new  enterprises  to 
grow  up  and  challenge  them.  Competition  will  be  increasingly  a 
thing  of  the  past. 

Certainly  a  tax  cut  will  have  some  effect  on  economic  growth. 
But  that  effect,  under  current  conditions,  will  be  much  smaller,  and 
slower  in  developing,  than  we  have  been  led  to  believe.  A  tax  cut, 
especially  one  weighted  largely  in  favor  of  those  who  need  it  least,  is 
the  most  expensive  and  least  efficient  way  imaginable  to  get  an 
economic  boost. 

IV.  BUDGET  BALANCING 

It  is  a  bit  difficult  to  understand  how  this  proposed  tax  cut  is  to 
balance  the  budget. 

Dr.  Heller  and  other  more  or  less  straight  Keynesians  have  reasoned 
that  through  the  magic  of  the  “multiplier”  and  “accelerator”  a  tax 
cut  of  about  $11  billion  will  cause  an  increase  in  the  GNP  of  $40 
billion  or  so  and  this  increased  economic  activity  will,  in  turn,  bring 
in  enough  taxes  at  the  new,  lower  rates  to  balance  or  nearly  balance 
the  budget. 

President  Kennedy  seemed  to  start  out  on  this  tack  in  his  tax 
message  to  Congress  last  January.  He  stated,  as  I  have  already 
pointed  out,  “It  would  be  a  grave  mistake  to  require  that  any  tax 
reduction  today  be  offset  by  a  corresponding  cut  in  expenditures.” 
This  is  genuine  Keynesian  theory.  A  deficit-creating  tax  cut  will 
spur  the  economy,  but  this  stimulating  action  would  be  offset  and 
negated  by  a  corresponding  cut  in  Government  expenditures.  If 
these  two  actions  were  taken  at  the  same  time,  they  would  pretty 
well  cancel  each  other  out. 

There  was,  last  January,  no  evidence  that  the  late  beloved  President 
Kennedy  wanted  to  cut  back  on  worthwhile  programs.  Indeed,  his 
budgets  emphasized  positive  programs  of  development  and  were 
partially  responsible  for  our  economic  expansion  since  1961. 

Mr.  Ford’s  group  issued  a  pronouncement  during  last  year’s  “mil¬ 
lionaire’s  march  on  Washington”  which  stated: 

We,  therefore,  believe  it  possible  to  hold  Federal  expendi¬ 
tures  in  fiscal  1964  below  the  level  set  forth  in  the  budget 
this  January.  We  believe  this  would  have  been  impossible 
without  the  current  pressures  for  economics  generated  by  a 
proposed  tax  reduction.  We  urge  the  Congress  and  the 
administration  to  work  jointly  to  achieve  this  goal. 

This  rationale  is  interesting.  We  are  urged  to  cut  taxes,  reduce 
revenues,  run  up  larger  deficits,  and  it  is  argued  that  this  will  put 
additional  pressure  on  the  President  and  the  Congress  to  cut  spending. 
Of  course,  the  spending  which  some  want  to  cut  is  in  the  fields  devoted 
to  the  social  advancement  of  the  whole  country,  to  the  attack  on 
poverty,  ignorance,  disease,  and  hopelessness. 
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If  we  adopt  the  wrong  kinds  of  expenditure  reductions,  we  will 
certainly  do  untold  harm  to  the  Nation  and  to  the  economy.  For 
we  must  continue  to  pursue  worthwhile  programs.  Highways,  educa¬ 
tion,  health,  etc.,  must  not  suffer  if  the  Nation  is  to  make  any  worth¬ 
while  progress.  But  these  are  the  programs  which  will  suffer  under 
the  kind  of  philosophy  embraced  by  Mr.  Ford. 

V.  THE  “BRAKE”  THEORY 

We  are  told  that  our  high  tax  structure  acts  as  a  “brake”  on  the 
economy,  stifling  both  investment  and  consumer  purchasing.  Re¬ 
leasing  this  “brake”  will,  according  to  the  argument,  promote  invest¬ 
ment  and  increase  final  demand. 

A  favorite  propaganda  trick  is  to  state  a  conclusion  as  the  basis  for 
a  second  conclusion,  hoping  that  the  first  conclusion  will  be  uncritically 
accepted  as  a  proven  fact.  Those  who  try  to  sell  this  “brake” 
theory  are  indulging  in  just  such  sleight  of  hand. 

We  have  heard  the  European  countries  praised  for  their  swift  post¬ 
war  recovery,  and  for  their  wise  fiscal  policies  which  have  reportedly 
promoted  high  rates  of  growth.  How  does  the  tax  take  of  these 
countries  compare  with  our  own? 

Secretary  Dillon  has  testified  that  total  taxes  collected  by  all  levels 
of  government  in  the  United  States  in  1961  amounted  to  28  percent  of 
gross  national  product.  No  major  European  country  collected  a 
smaller  percentage — France,  35  percent;  Germany,  35  percent; 
United  Kingdom,  29  percent;  Italy,  28  percent. 

One  might  legitimately  discuss  the  incidence  of  certain  taxes,  and 
argue  that  our  tax  structure  needs  to  be  reformed.  But  this  is  no 
argument  for  a  reduction  in  total  revenues.  It  is  this  latter  situation 
which  we  face  in  this  bill.  Will  those  who  now  advocate  tax  cuts  for 
the  rich  soon  come  before  the  Congress  to  propose  replacing  the 
revenue  loss  by  a  general  excise  tax,  further  to  oppress  the  poor? 

What  about  this  “brake”  theory  so  far  as  high  bracket  individual 
taxpayers  in  this  country  are  concerned? 

The  regrettable  fact  is  that  the  rich  and  the  very  rich  do  not  now 
pay  their  fair  share  of  the  tax  burden.  And  thus  bill  makes  the 
situation  more,  not  less,  inequitable. 

The  very  rich  now  pay  a  low  percentage  of  their  realized  income  in 
taxes.  From  table  I  below,  furnished  by  the  Treasury  Department, 
I  have  developed  table  II  which  shows  just  how  light  is  the  taxload 
at  the  upper  end  of  the  income  scale. 

The  “brake”  theory  simply  does  not  appear  plausible  unless  one 
examines  the  lower  end  of  the  tax  and  income  scale.  It  is  here  that 
we  may  need  to  restore  the  broad  base  of  purchasing  power  which 
existed  prior  to  World  War  II. 
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Table  I. —  Tax  savings  and  increase  in  after-tax  income  under  House  bill 

(Married  couple  with  2  dependents,  with  typical  dividends,  capital  gains  and  other  income,1  and  typical 

itemized  deductions] 


Present  law 

House  bill 

Tax  cut  or  increase  in  after-tax  income 

Adjusted  gross 
income  1 

Tax 

After-tax 
income  2 

Tax 

After-tax 
income  2 

Amount 

Percentage 
tax  cut 

Percentage 
increase  in 
after-tax 
income 

$3,000 . . 

0 

$3, 131 
3, 987 

0 

$3,131 

4,027 

$4,000 . . 

$143 

$103 

$40 

28 

1 

$5,000 . . 

299 

4,827 

219 

4,907 

80 

27 

2 

$6,000 . . 

455 

5,671 

339 

5,787 

116 

26 

2 

$7,500 _ 

719 

6, 971 

569 

7, 067 

150 

21 

2 

$10,000 _ 

1,193 

8,993 

972 

9,214 

221 

19 

2 

$12,500 _ 

1,657 

11,079 

1,373 

11,363 

284 

17 

3 

$15,000 _ _ 

2,196 

13, 189 

1,830 

13,  555 

366 

17 

3 

$17,500 _ 

2,745 

15,288 

2,296 

15,  737 

449 

16 

3 

$20,000 . . 

3, 369 

17,344 

2, 820 

17,  893 

549 

16 

3 

$25,000 _ 

4,755 

21, 271 

3,983 

22,043 

772 

16 

4 

$30,000 . . 

6,322 

25, 139 

5,  297 

26, 164 

1,025 

16 

4 

$40,000. . 

10, 026 

32,305 

8,  392 

33,939 

1,634 

16 

5 

$50,000. . . 

14,254 

38,947 

12, 217 

40,984 

2, 037 

14 

5 

$75,000 . . 

23,  799 

57,421 

20, 672 

60,  548 

3, 127 

13 

5 

$100,000 _ 

33,965 

79, 247 

29, 670 

83,  542 

4,  295 

13 

5 

$200,000 _ 

63,318 

184,262 

56,  675 

190,  905 

6, 643 

11 

4 

$500,000... . 

154, 249 

567, 116 

138,216 

583, 149 

16, 033 

10 

3 

$1,000,000 _ 

261, 929 

1,239,659 

238,037 

1, 263, 551 

23, 892 

9 

2 

•  Includes  such  income  as  wages  and  salaries,  interest,  rents,  business  and  partnership  income,  royalties, 
and  typical  dividends  and  capital  gains.  Estimates  of  typical  dividends  and  realized  capital  gains  and 
itemized  deductions  are  based  on  1960  tax  return  data. 

2  After-tax  income  exceeds  adjusted  gross  income  for  very -high-income-tax  payers  because  50  percent  of  the 
long-term  capital  gains,  which  constitute  a  high  proportion  of  income  for  such  taxpayers,  is  included  in 
adjusted  gross  income  under  present  law  and  40  percent  is  included  under  the  House  bill. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax  Analysis,  Oct.  11, 1963. 

Table  II. — Effective  tax  rates  under  H.R.  8363 

(Married  couple  with  2  dependents,  with  typical  dividends,  capital  gains,  and  other  income,1  and  typical 

itemized  deductions] 


Adjusted 
gross 
income  1 

Realized 
income  2 

Tax  under 
H.R.  8363 

Tax  as 
percentage 
of  realized 
income 

$3,000 . 

$3, 131 

0 

0 

$4,000. . 

4, 130 

$103 

2.5 

$5,000 _ 

5, 126 

219 

4.3 

$6,000 _ 

6, 126 

339 

5.5 

$7.500.' . 

7.  636 

569 

7.4 

$10,000 . 

10. 186 

972 

9.5 

$12,500 _ 

12, 736 

1.373 

10.8 

$15,000 . 

15,  385 

1,830 

11.9 

$17,500 . 

18,033 

2,  296 

12.7 

$20,000 . 

20,  713 

2,820 

13.6 

Adjusted 
gross 
income  1 

Realized 
income  2 

Tax  under 
H.R.  8363 

Tax  as 
percentage 
of  realized 
income 

$25,000 _ 

$26, 026 

$3,983 

15.3 

$30,000 _ 

31,  461 

5,297 

16.8 

$40,000 . 

42,331 

53,201 

8, 392 

19.8 

$50,000 _ 

12.  217 

23.0 

$75,000. . 

81,220 

20,  672 

‘  25.5 

$100,000 _ 

113;  212 
247,580 
721,365 
1,  501,  588 

29,  670 

26.2 

$200,000 . . 

56,  675 

22.9 

$500.000 _ 

138,  216 

19.2 

$1,000.000. .. 

238, 037 

15.9 

*  Includes  such  income  as  wages  and  salaries,  interest,  rents,  business  and  partnership  income,  royalties, 
and  typical  dividends  and  capital  gains.  Estimates  of  typical  dividends  and  realized  capital  gains  and 
itemized  deductions  are  based  on  1960  tax  return  data. 

2  Realized  income  exceeds  adjusted  gross  income  largely  because  adjusted  gross  income  includes  only 
40  percent  of  capital  gains  under  H.R.  8363  (50  percent  under  existing  law). 

Note. — Several  items,  such  as  tax-exempt  interest,  H  of  long-term  capital  gains,  including  so-called  statu¬ 
tory  gains  which  often  have  no  logical  relationship  to  capital  transactions,  depletion,  and  intangible  drilling 
costs,  are  omitted  from  adjusted  gross  income  and  from  realized  income. 

8ource  of  basic  data:  Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax  Analysis.  See  table  on  p.  709 
of  Finance  Committee  hearings. 


The  proponents  of  this  legislation  also  err  when  they  attempt  to 
apply  the  “brake”  theory  to  corporate  taxation.  Although  stated 
corporate  rates  have  not  been  reduced  in  recent  years,  the  actual  tax 
burden  has  been  considerably  lightened  by  changes  in  laws  and  regu¬ 
lations  applicable  to  depreciation,  and  to  the  investment  credit.  Such 
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positive  Government  programs  as  stepped  up  research  and  develop¬ 
ment  expenditures,  most  of  which  go  to  and  through  industry,  have 
relieved  corporations  of  the  necessity  for  spending  their  own  funds  for 
activities  they  would  otherwise  have  to  budget  for  and  undertake. 

But  let  us  look  at  corporation  taxes  as  they  are  assessed  against  cor¬ 
porate  gross  income,  not  as  they  appear  to  be  levied  as  a  percentage  of 
certain  bookkeeping  figures. 

Just  as  it  is  necessary  to  go  behind  the  stated  rates  and  look  at  total 
income  in  order  to  know  just  what  effective  tax  rate  any  individual 
pays,  so  is  it  necessary  to  look  behind  the  stated  52  percent  rate  for 
corporations  to  determine  just  what  the  true  tax  and  profit  figures  are. 

Effective  tax  rates  for  corporations  have  been  reduced  quite  steadily 
and  regularly  during  the  past  few  years.  There  were  rapid  amortiza¬ 
tion  procedures  during  the  Korean  war,  accelerated  depreciation 
enacted  in  1954,  administrative  changes  in  depreciation  approved  by 
the  Treasury  last  year,  the  investment  credit  enacted  last  year,  and 
the  further  liberalizing  of  this  credit  contained  in  the  subject  bill. 
Of  course,  we  have  retained  the  same  stated  rates,  but  the  effect  of 
these  rates  has  been  drastically  altered,  thus  materially  reducing  the 
effective  rate. 

It  seems  difficult  for  some,  economists  and  laymen  alike,  to  under¬ 
stand  that  these  actions  have  the  effect  of  reducing  the  burden  of 
income  taxation  on  corporations.  But  the  effect  is  just  as  real  as  is 
the  effect  on  individuals  when  a  new  deduction,  or  an  increase  in  an 
exemption,  is  enacted. 

As  proof  of  this,  one  has  merely  to  look  at  the  profits  curve  on  page 
7  of  the  Economic  Indicators.  Due  to  the  fact  that  depreciation 
guidelines  were  revised  so  drastically  last  year,  a  new  curve  had  to 
be  started.  The  corporate  profit  figures  are  not  now  comparable  to 
the  figures  prior  to  1962. 

Some  facts  relative  to  corporate  profits,  taxes,  and  cash  flows  are 
shown  on  table  III  below. 

Table  III 

[In  billions  of  dollars] 


Gross 

national 

product 

Divi¬ 

dends 

paid 

Cor  i>o- 
ate 

profits 
after  tax 

Corporate 
profits 
after  tax 
plus 
capital 
consump¬ 
tion 

allowances 

Dividends 
as  a  per¬ 
cent  of 
gross 
national 
product 

Dividends 
as  a  per¬ 
cent  of 
corporate 
profits 
after  tax 

Corporate 
profits 
after  tax 
plus  CCA 
as  a  per¬ 
cent  of 
gross 
national 
product 

Dividends 
as  a  per¬ 
cent  of 
corporate 
profits 
after  tax 
plus  CCA 

1946 _ 

210.7 

5.8 

13.4 

18.6 

2.8 

43.3 

8.8 

31.2 

1947 . 

234.3 

6.5 

18.2 

24.6 

2.8 

36.7 

10.6 

26.5 

1948 _ 

259.4 

7.2 

20.5 

28.2 

2.8 

35.1 

10.9 

25.5 

1949. . 

268.1 

7.6 

16.0 

24.5 

2  9 

46.9 

9.5 

30.6 

1960 _ 

284.6 

9.2 

22.8 

32.2 

3.2 

40.4 

11.3 

28.6 

1961 _ 

329.0 

9.0 

19.7 

30.7 

2.7 

45.7 

9.3 

29.3 

1962 _ 

347.0 

9.0 

17.2 

29.6 

2.6 

62.3 

8.5 

30.4 

1963 _ 

365.4 

9.2 

18.1 

32.2 

2.6 

60.8 

8.8 

28.6 

1964.  . . 

363.1 

9.8 

16.8 

32.7 

2.7 

68.3 

9.0 

30.0 

1966 _ 

397.5 

11.2 

23.0 

41.4 

2.8 

48.7 

10.4 

27.0 

1966 . 

419.2 

12.  1 

23.5 

43.5 

2.9 

51.6 

10.4 

27.8 

1967 . 

442.8 

12.6 

22.3 

44.  1 

2.8 

56.5 

10.0 

28.6 

1958 . 

444.5 

12.4 

18.8 

41.4 

2.8 

66.0 

9.3 

30.0 

1959 _ 

482.7 

13.7 

24.5 

48.7 

2.8 

55.9 

10.  1 

28. 1 

1960 _ 

602.6 

14.5 

22.0 

47.6 

2.9 

65.9 

9.5 

30.5 

1961 _ 

618.2 

15.3 

21.8 

48.6 

3.0 

70.2 

9.4 

31.5 

1962. . . 

564.9 

16.6 

24.6 

66.4 

3.0 

67.6 

10.0 

30.0 

1963 . 

576.7 

17.4 

26. 1 

58.0 

3.0 

66.7 

10.1 

30.0 

Source:  Staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation. 
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This  table  shows  that  corporate  profits  after  taxes  just  barely 
doubled  between  1946  and  1963,  while  GNP  almost  tripled.  This 
has  led  many  to  believe,  and  to  state,  that  corporate  profits  have  not 
kept  pace  with  GNP.  This  has  been  cited  as  one  of  the  reasons  for 
our  alleged  slow  rate  of  growth  in  recent  years.  It  has  been  said  that 
this  is  one  reason  for  the  lack  of  sufficient  investment  in  new  plant 
and  equipment,  and  that  this  has,  in  turn,  been  one  of  the  main  causes 
of  unemployment.  Thus,  the  need  for  a  tax  cut  for  corporations. 

But  corporate  profits  after  taxes  plus  capital  consumption  allow¬ 
ances  have  kept  pace  with  GNP,  running  at  a  pretty  steady  10 
percent.  Furthermore,  dividends  have  kept  pace  with  GNP,  running 
about  3  percent. 

If  one  claims  that  only  the  profit  figures  are  to  be  considered,  then 
he  must  of  necessity  condemn  corporate  management  for  paying  out 
too  much  in  dividends.  Dividends  being  paid  out  today  amount  to 
about  two-thirds  of  corporate  profit  after  taxes.  As  a  percentage  of 
corporate  profit  after  taxes,  dividends  have  gone  up  50  percent  since 
1946.  If  bookkeeping  profit  is  in  reality  the  key  figure,  then  dividend 
payments  are,  without  question,  too  high  and  more  earnings  ought  to 
be  retained. 

The  fact  is  that  corporations  are  highty  liquid,  and  cash  flows  have 
in  recent  years  exceeded  investment  in  new  plant  and  equipment. 

As  for  effective  taxation,  corporations  got  about  $2.4  billion  in  tax 
reduction  under  the  1954  Internal  Revenue  Code.  Last  year  they 
got  another  $2.25  billion  as  a  result  of  changes  in  depreciation  and 
enactment  of  the  investment  credit.  What  is  the  effective  corporate 
tax  rate?  In  1946,  corporate  taxes  amounted  to  about  33  percent  of 
profits  plus  capital  consumption  allowances.  Today,  the  comparable 
figure  is  about  29  percent.  This  is  an  effective  tax  reduction  of  about 
12  percent. 

Not  only  have  we  been  cutting  tax  rates  in  a  disguised  form,  but 
these  cuts  have  not  really  been  effective — or  they  have  been 
inefficient — in  promoting  investment  in  plant  and  equipment.  We 
have  concrete  proof  of  this. 

The  most  optimistic  statements  I  have  seen  about  the  effects  of  the 
$2.25  billion  tax  reduction  given  corporations  last  year  have  been  to 
the  effect  that  this  cut  has  induced  $1.2  billion  of  increased  spending 
for  plant  and  equipment.  This  is  an  efficiency  of  about  50  percent. 
Can  we  expect  any  better  performance  from  this  year’s  proposed  cuts? 
I  think  not. 

We  give  corporations  a  tax  cut  of  $2  to  induce  them  to  spend  $1  for 
plant  and  equipment.  Hopefully  this  kind  of  expenditure,  costly  as 
it  is  to  the  Government,  will  create  jobs.  Actually  it  has  not,  and 
likely  will  not,  at  least  not  in  manufacturing.  We  have  lost  about 
1  million  production  jobs  in  manufacturing  during  the  past  6  or  7 
years,  despite  increased  production. 

Equity  does  not  dictate  a  reduction  in  corporate  tax  rates,  because 
dividends  are  maintaining  pace  with  the  economy  as  a  whole,  and  the 
high  income  individuals,  who  own  the  large  blocks  of  stock,  are  being 
given  a  drastic  reduction  in  their  own  rates  under  the  bill,  H.R.  8363. 

Economic  reasons  also  fail  to  convince.  A  tax  cut  is  a  most 
inefficient  way  to  induce  expenditures  by  corporations.  And  plant 
and  equipment  expenditures  in  industry  are  not  likely  to  create  many 
jobs.  Indeed,  industry  is  daily  accelerating  the  trend  toward  auto- 
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mation,  thereby  not  only  failing  to  create  jobs,  but  even  failing  to 
maintain  current  job  levels. 

VI.  UNEMPLOYMENT  AND  POVERTY 

One  of  the  more  appealing  arguments  in  favor  of  a  mammoth  tax 
cut  is  that  this  action  will  result  in  a  drastic  decrease  in  unemployment. 
It  is  a  sad  commentary  on  our  economic  and  social  system  that  so  many 
who  want  and  need  jobs  are  unable  to  find  them.  Even  worse,  in  some 
respects,  is  the  fact  that  in  many  cases  when  jobs  are  available  those 
who  need  those  jobs  are  not  qualified  to  fill  them. 

This  is  an  appealing  argument,  because  we  want  to  insure,  insofar  as 
we  are  able,  the  right  and  the  opportunity  for  each  of  our  citizens  who 
wants  and  needs  a  job  to  have  one.  We  want  our  people  to  be  self- 
supporting,  self-reliant,  prosperous,  and  secure. 

But  it  is  far  from  certain  that  the  tax  cut  will  reduce  our  excessive 
unemployment.  Indeed,  in  my  view,  it  is  more  likely,  after  about  18 
months,  to  cause  increased  unemployment.  A  tax  cut  is  not  the~place 
to  start — or  to  stop  a  war  on  poverty  and  unemployment. 

We  need  to  look  squarely  at  our  unemployment  and  see  just  what  it 
consists  of  and  what  has  caused  it.  In  what  geographical,  age,  health, 
and  ethnic  areas  is  it  concentrated?  Can  increased  general  demand 
cure  it  without  causing  inflation? 

To  begin  with,  we  are  not  suffering  unemployment  because  of  a 
recession  or  depression.  On  the  contrary,  the  economic  indicators  are, 
by  and  large,  at  alltime  highs.  We  are  not  in  that  desperate  condition 
we  faced  during  the  great  depression  when  almost  any  gamble  seemed 
in  order — no  matter  how  inefficient,  or  how  dangerous. 

We  are  not  suffering  unemployment  because  of  lack  of  capital  or 
productive  capacity.  The  corporate  sector  is  highly  liquid;  and 
about  12  to  15  percent  of  plant  capacity  is  idle.  Certainly  our  basic 
productive  structure  is  sound,  and  we  would  have  no  trouble  increasing 
production  in  almost  any  area  where  demand  is  spurred.  But  would 
this  put  many  of  the  presently  unemployed  to  work?  Some  confuse 
poverty  and  unemployment,  and  the  two  are  closely  linked.  But  we 
should  always  keep  in  mind  that  we  do  not  have  poverty  for  lack  of 
production.  Our  situation  economically  is  almost  unique  in  recorded 
history.  Characteristically  and  historically,  there  has  been,  in  every 
society,  a  problem  of  sufficient  total  production.  This  is  not  our 
problem.  We  have  an  almost  unlimited  capacity  to  produce.  Our 
basic  problem  is  distribution,  and  the  understanding  of  this  fact  is  a 
necessary  prerequisite  to  formulating  any  workable  plan  for  an  attack 
on  unemployment  and  poverty.  There  must  be  a  proper  distribution 
of  the  fruits  of  national  production,  and  this  is  best  achieved  in  our 
society  by  a  proper  distribution  of  jobs  which  pay  a  decent  wage. 

There  are  two  general  ways  of  attacking  unemployment.  Such  an 
attack  can  be  directed  toward  increasing  production  and  creating 
additional  jobs.  A  slightly  different  type  of  attack  focuses  on  a  more 
equitable  distribution  of  jobs  without  materially  increasing  total 
national  production.  We  need  to  launch  this  two-pronged  attack. 

A  tax  cut  does  not  fit  into  this  picture.  I  am  sorry  to  say  that  it 
will  likely  make  matters  worse.  This  is  particularly  true  of  the  type 
of  tax  cut  contained  in  the  subject  bill. 
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The  first  type  of  attack  must  be  concentrated  on  increased  produc¬ 
tion  in  the  public  sector,  for  this  is  where  our  unfulfilled  demands  now 
largely  lie — for  better  rapid  transit  systems,  better  housing  for  low 
income  groups,  better  educational  facilities  at  all  levels,  better  high¬ 
ways,  more  and  better  hospitals  and  nursing  homes,  more  clean 
drinking  and  industrial  water.  It  is  here  that  jobs  could  readily, 
directly,  and  with  profit  to  society,  be  created.  But  this  takes  public 
funds,  which  will  be  less  available  after  passage  of  the  tax  bill. 

Furthermore,  to  the  extent  this  tax  cut  is  effective  in  spurring 
increased  investment,  we  are  likely  to  build  up  a  capacity  which 
cannot  be  sustained  by  demand  in  the  private  sector,  just  as  was  the 
case  in  1956-57.  This  may  worsen  unemployment  in  the  not  distant 
future,  and  especially  so  when  accompanied  by  policies  of  economic 
retrenchment  and  monetary  squeeze. 

Those  who  would  fight  unemployment  and  poverty  only  by  trying  to 
increase  overall  demand  do  not  understand  the  nature  of  the  problem 
or  the  composition  of  the  unemployed  segment  of  our  labor  force,  and 
the  poverty-stricken  in  the  midst  of  our  affluence. 

Present  unemployment  is  largely  structural.  It  is  concentrated  in 
certain  geographical  localities,  certain  age  groups,  certain  social  and 
ethnic  categories.  Unemployment  is  daily  being  worsened,  or  at  least 
made  more  difficult  to  cure,  by  technological  advances — automation, 
if  one  uses  the  term  loosely. 

From  1953  to  1962  investment  in  scientific  research  and  develop¬ 
ment  tripled.  As  a  result,  partially,  of  this  effort,  we  are  now  losing 
2  million  jobs  each  year  because  of  the  laborsaving  effects  of  increas¬ 
ing  productivity.  Manufacturing  employs  about  1  million  fewer  pro¬ 
duction  workers  than  was  the  case  just  6  or  7  years  ago,  despite  vastly 
increased  production. 

This  may  be  all  to  the  good,  and  I  know  of  no  latter-day  Luddites, 
but  we  must  recognize  the  fact  that  no  longer  does  increased  produc¬ 
tion  through  increased  overall  demand  create  jobs  in  large  numbers 
for  the  unskilled.  The  seeds  of  inflation  would  be  sown  by  a  shortage 
of  skilled  labor  long  before  profitable  work  could  be  found  for  the 
bulk  of  presently  unemployed.  Altogether  too  large  a  proportion  of 
our  unemployed  are  not  qualified  to  hold  down  productive  positions 
in  our  highly  mechanized  and  automated  economy,  even  if  those  jobs 
could,  somehow,  be  created. 

Unemployment,  and  poverty,  sprouting  from  such  roots,  cannot  be 
cured  by  a  tax  cut.  The  type  of  unemployment  problem  we  have 
requires  more  specific  treatment.  We  must  concentrate  more  on  the 
public  sector  as  well  as  upon  encouraging  and  assisting  private  enter¬ 
prise  to  play  its  part  as  the  mainstay  of  our  economy. 

The  other  half  of  our  two-pronged  attack  centers  around  encourag¬ 
ing  certain  types  of  persons  to  delay  or  refrain  from  entering  the  labor 
market — some  temporarily,  some  permanently.  After  all,  unemploy¬ 
ment  is  a  product  of  the  participation  rate — the  numbers  of  people 
who  say  they  want  a  job — as  well  as  of  the  total  number  of  jobs 
available. 

One  obvious  place  to  begin  here — and  with  profit  to  society  is  to 
set  up  programs  designed  to  delay  the  entry  of  young  people  into  the 
labor  market  until  they  are  better  qualified.  This  would  not  only 
make  for  a  more  stable  labor  force,  but  it  would  also  assist  these 
young  people  individually  to  achieve  a  more  well-rounded  life,  as  well 
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as  specifically  to  fit  them  for  more  productive  jobs  when  they  do 
enter  the  labor  force.  We  have  been  altogether  too  timid  about 
moving  into  this  area.  Education  is  the  key  here,  not  a  tax  cut. 
This  kind  of  realistic  and  highly  beneficial  attack  on  unemployment 
will  cost  money,  thus  indicating  the  need  for  more,  not  less,  Govern¬ 
ment  revenue. 

Another  approach  of  this  sort  is  to  assist  those  wives  and  mothers 
who  wish  to  devote  more  time  to  their  homes  and  children  and  who 
really  do  not  want  to  work,  but  who  feel  they  must,  to  stay  out  of 
the  active  labor  force.  We  could  help  them  in  their  home  life,  and 
society  as  a  whole,  if  we  took  steps  to  insure  that  the  head  of  the  house¬ 
hold  earned  a  proper  wage  so  the  family  could  maintain  a  decent 
standard  of  living  without  the  mother  having  to  leave  the  home  every 
day  to  seek  employment. 

It  is  not  generally  realized,  perhaps,  just  to  what  extent  women 
have  increasingly  come  into  the  labor  force  since  World  War  II.  At 
the  same  time,  relatively  more  men  have  been  dropping  out  of  the 
labor  force.  This  may  not  be  socially  desirable. 

In  1947,  the  participation  rate  for  women  was  31.0  percent.  This 
figure  rose  in  1962  to  36.7  percent.  During  the  same  period  of  time,, 
the  participation  rate  for  men  went  down  from  84.5  percent  in  1947 
to  79.3  percent  in  1962. 

Let  me  make  it  very,  very  plain  that  I  favor  full  employment  op¬ 
portunities  for  men  and  women  alike — the  opportunity  for  a  decent 
job  for  any  man  or  woman  who  is  able  and  willing  to  work.  But  I  am 
opposed  to  a  social  and  economic  structure  which  forces  wives  and 
mothers  to  leave  their  homes  and  children  daily  to  seek  work  because 
the  head  of  the  household  is  not  paid  a  wage  or  salary  which  will 
keep  the  family  in  decent  comfort.  I  am  opposed,  too,  to  a  tax 
system  that  penalizes  the  parent  as  a  taxpayer. 

A  tax  cut  for  corporations  and  the  high  income  brackets  hardly  fits 
in  here.  If  a  tax  cut  must  be  had,  then  tax  relief  for  parents  of  the 
largest  numbers  of  children  would  be  fairest  and  of  greatest  benefit. 

In  this  connection,  also,  we  need  to  look  more  closely  into  the  area 
of  the  minimum  wage,  overtime  pay,  and  the  length  of  the  workweek. 

Unemployment  can  be  partially  cured,  of  course,  by  increasing 
production.  But,  as  I  have  pointed  out,  the  increased  production 
that  is  needed  is  not  in  the  private  sector  where  there  are  neither 
shortages  nor  reasonably  full  utilization  of  capacity,  but  in  the  public 
sector.  A  tax  cut  does  not  fit  in  here  at  all.  Worse  still,  the  capacity 
of  the  Government  to  provide  for  our  pressing  public  needs  will  be 
seriously  and  permanently  impaired  by  a  drastic  reduction  in  revenue. 

We  cannot  cure  unemployment  and  poverty  by  reducing  revenues 
and  leaving  ourselves  defenseless,  bereft  of  our  most  useful  weapon, 
before  the  onslaught  of  the  next  recession. 

VII.  BALANCE-OF-PAYMENTS  CONSIDERATIONS 

Because  the  economic  royalists  who  are  now  running  the  Treasury 
Department  refuse  to  take  positive  action  to  stem  the  outflow  of 

Erivate  capital,  or  to  take  such  other  steps  as  might  be  indicated,  the 
alance-of-payments  problem  persists.  Indeed,  our  situation  can 
hardly  be  said  to  have  improved  at  all. 
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During  1962  there  was  some  apparent  improvement — more  apparent 
than  real,  because  there  were  several  special  operations,  such  as  ad¬ 
vance  repayments  well  ahead  of  schedule,  on  obligations  of  certain 
foreign  governments. 

During  the  first  half  of  1963,  capital  flows  reached  runaway  pro¬ 
portions.  The  apparent  improvement  during  the  last  half  of  the  year 
may  be  illusory,  representing  only  a  partially  balancing  of  forces  at 
work  earlier  in  the  year. 

It  is  felt  by  proponents  of  the  subject  bill  that  a  tax  cut  will  help 
materially  in  solving  our  balance-of-payments  problem.  It  will  not. 

It  is  felt,  first,  that  the  cost  of  production  will  be  lower  and  our  goods 
will  be  more  competitive  in  world  markets.  We  have  not  achieved 
lower  prices  as  a  result  of  the  investment  credit  and  depreciation 
changes,  and  both  had  the  effect  of  reducing  corporate  taxes.  We 
will  not  achieve  lower  prices  as  a  result  of  this  tax  cut. 

Even  if  we  were  to  achieve  lower  prices  through  any  mechanism 
whatsoever,  this  would  not  materially  increase  exports.  Other 
countries  use  direct  controls  to  regulate  imports  of  merchandise  and 
exports  of  capital.  Witness  the  “chicken  war.”  We  will  certainly 
not  achieve  a  sufficiently  large  favorable  balance  in  goods  and  services 
to  overcome  other  areas  of  deficiency. 

Proponents  of  this  bill  also  claim  that  the  economy  will  be  so 
booming — without  inflation,  of  course — and  domestic  investment  will 
pay  off  so  handsomely  as  a  result  of  the  enactment  of  this  bill  that  no 
longer  will  money  go  abroad  to  find  a  higher  rate  of  return. 

This  is  an  argument  which  is  so  fantastic  that  it  is  difficult  to 
answer. 

Investment  decisions  are  dictated  by  many  considerations — 
markets,  raw  materials,  costs,  taxes — and  so  long  as  out  investors  can 
earn  high  rates  of  return  abroad,  and  build  up  their  investment  with¬ 
out  the  necessity  of  paying  U.S.  taxes,  there  will  be  continued  en¬ 
couragement  to  send  funds  abroad. 

In  1962,  the  Congress  took  a  timid  step  in  the  direction  of  closing 
off  some  of  the  tax  haven  operations  abroad,  but  this  did  not  really 
reach  the  direct  investment  problem. 

In  1963,  after  it  became  apparent  that  interest  rates  could  not  be 
pushed  high  enough  to  stop  portfoilo  outflows  without  doing  untold 
damage  to  the  domestic  economy,  the  administration  proposed  the 
so-called  interest  equalization  bill.  The  threat  of  this  legislation 
appears  to  have  had  some  effect  on  portfolio  outflows,  but  this  effect 
now  appears  to  be  wearing  thin. 

It  seems  to  be  obvious  that  a  positive  program  of  regulation  of 
capital  flows  is  the  answer  to  our  direct  and  portfolio  outflow  of 
capital.  But  it  would  appear  that  no  action  along  this  line  will  be 
taken.  Barring  such  action,  the  approach  of  indirect  regulation  by 
taxation  is  the  next  best  thing.  It  is  not  sufficiently  selective. 
Methods  of  avoidance  will  be  found.  But  if  this  is  the  best  we  can 
do,  let  us  at  least  do  that. 

All  other  modern  industrial  countries  invoke  positive  controls 
whenever  it  appears  to  be  in  their  interest  to  do  so.  The  fact  that 
we  do  not  is  difficult  to  understand  or  justify. 
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The  most  likely  effects  of  the  bill  on  the  balance  of  payments  are — 

1.  Increased  imports. 

2.  No  material  change  in  exports.  The  domestic  price  level 
is,  to  the  extent  the  bill  is  at  all  effective,  likely  to  be  inflated. 
This  will  likely  make  exports  move  more  slowly. 

3.  Higher  interest  rates.  This  may  slow  down  portfolio 
outflows,  but  it  will,  in  turn,  slow  down  the  whole  domestic 
economy. 

All  in  all,  it  would  seem  that  the  bill  will  not  help  achieve  a  balance 
in  our  international  payments. 

VIII.  TAX  REDUCTION  AND  INFLATION 

If  I  understand  correctly  the  position  of  the  proponents  of  this  bill, 
it  is  not  that  it  will  help  to  curb  inflation;  rather,  it  will  boost  economic 
activity  without  causing  inflation. 

It  is  claimed  that,  because  we  now  have  high  unemployment  and 
unused  plant  capacity,  we  can  have  greatly  increased  production 
without  inflationary  pressures. 

Although  inflation  does  not  seem  to  be  a  matter  of  major  concern 
at  the  moment,  the  Consumer  Price  Index  has  crept  up  consistently, 
and  some  commodities  are  now  beginning  to  push  upward  in  price. 

But  what  will  happen  if  the  tax  cut  really  does  react  in  the  way  its 
proponents  hope  it  will? 

Can  any  really  large  dent  be  made  in  the  ranks  of  the  unemployed 
without  putting  pressure  on  certain  skills  and  categories  of  workers? 

There  are  some  relatively  scarce  categories  of  trained  personnel, 
and  pressures  will  be  felt  in  these  categories  even  though  we  still 
have  several  million  of  the  unskilled  and  uneducated  unemployed. 

But  what  really  concerns  me  more  is  the  tight  rope  which  must  be 
walked — it  is  felt — by  our  money  managers.  My  fear  is  that,  in 
attempting  to  guard  against  monetary  inflation,  the  Federal  Reserve 
Board  will  raise  interest  rates  and  restrict  the  supply  of  money  so 
that,  having  rid  our  house  of  the  supposed  evil  spirit  of  high  taxes, 
we  will  find  it  filled  with  the  even  more  malevolent  spirits  of  high 
interest  rates,  tight  money,  restrictive  debt  management,  and  reduced 
spending.  Truly  our  final  state  will  be  worse  than  our  former. 

IX.  EQUITY 

Although  economic  considerations  are  important  when  considering 
the  tax  structure,  equity  must  not  be  ignored. 

There  is  little  equity  in  this  bill. 

The  new  minimum  standard  deduction  gives  some  relief  to  the 
lowest  income  groups,  but  it  is  not  enough. 

There  is  no  better  way  to  show  the  basic  inequity  of  the  changes 
in  the  rate  structure  which  this  bill  makes — by  far  the  most  important 
part  of  the  bill — than  to  note  the  increase  in  after-tax  income  or 
take-home  pay  which  this  bill  gives  to  various  income  groups. 

The  tables  below  were  prepared  by  the  staff  of  the  Joint  Committee 
on  Internal  Revenue  Taxation,  and  show  (col.  8)  the  treatment  which 
taxpayers  in  various  income  groups  will  receive  from  the  rate 
reductions. 
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Source:  Staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation,  Oct.  4,  1963. 


Table  V. — Individual  income  tax  liability  under  present  law  tax  rates,  under  H.R.  8368  tax  rates,  and  under  uniform  percentage  increase  in 

taxable  income  after  present  law  tax;  selected  levels  of  taxable  income;  1965;  married  couple — joint  return 
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These  tables  show  some  very  disturbing  results.  Whereas  a  married 
couple  filing  a  joint  return,  having  a  taxable  income  subject  to  ordinary 
income  rates  of  $3,000  per  year,  will  gain  $150  from  the  rate  reduc¬ 
tions  in  the  bill,  the  more  affluent  couple  with  a  taxable  income  of 
$300,000  will  pick  up  an  extra  $42,660.  As  a  percentage  of  taxable 
income,  this  would  mean  an  extra  6.3  percent  to  this  $3,000  couple, 
but  an  extra  55.9  percent  to  the  $300,000  couple.  For  the  really  rich, 
the  gain  would  be  more  than  100  percent  in  take-home  pay  after  tax 
income. 

It  has  been  pointed  out,  and  I  want  this  clearly  understood,  that 
the  table  does  not  reflect  the  full  picture  insofar  as  the  rich  and  very 
rich  are  concerned.  The  typical  high  income  taxpayer  is  able  to  take 
advantage  of  many  loopholes  in  the  law.  The  affluent  do  not  pay 
taxes  in  accordance  with  the  regular,  ordinary  income  tax  rates.  But 
the  table  does  show  the  true  picture  with  respect  to  whatever  taxable 
income  any  taxpayer  has  to  which  the  published  ordinary  income 
rates  apply. 

The  majority  of  Americans  pay  their  taxes  in  accordance  with  the 
stated  rates.  This  is  not  true,  however,  of  the  “typical”  taxpayer 
with  a  very  large  income.  But  the  gain  which  would  be  realized  under 
the  tax  bill  by  those  in  the  upper  income  groups  would  be  tremendous. 
In  my  view,  it  would  be  grossly  unfair. 

A  far  more  equitable  way  of  reducing  taxes,  if  we  can  afford  a  large 
reduction  in  governmental  revenue,  would  be  to  raise  the  personal 
exemption  for  each  taxpayer  and  each  dependent.  This  would  give 
everyone  a  more  nearly  equal  and  equitable  amount  of  tax  benefit. 

Referring  again  to  the  table,  it  shows  that  a  taxpayer  with  a  small 
income  would  receive  a  very  small  percentage  increase  in  take-home 
pay.  It  would  be  a  percentage  increase  of  a  small  amount.  But 
those  who  have  large  taxable  incomes  would  receive  a  large  percentage 
increase  in  take-home  pay.  It  would  be  a  large  percentage  of  a  large 
amount. 

Instead  of  the  pending  bill  making  our  tax  system  more  progressive, 
more  equitable,  more  stimulative  primarily  of  the  consumer  element 
of  our  economy,  it  would  do  just  the  reverse.  Its  enactment  would 
bring  a  more  regressive  tax  law,  a  more  unfair  tax  law,  a  more  unjust 
tax  law,  and  would  allow  those  with  really  large  incomes,  who  now  do 
not  pay  their  fair  share  now  to  pay  less. 

X.  SUMMARY  OF  RATE  REDUCTION  ASPECTS  OF  THE  BILL 

With  3  years  of  rapidly  expanding  economy  behind  us  and  the 
prospect  of  another  good  year — perhaps  the  best  in  our  history — before 
us,  it  would  appear  that  our  economy  is  doing  quite  well. 

From  the  viewpoint  of  those  who  would  use  fiscal  policy  actively 
in  a  countercyclical  way,  this  would  appear  to  be  the  worst  possible 
time  to  initiate  and  carry  through  a  tax  cut. 

If  a  tax  cut  is  indicated,  the  nature  and  magnitude  of  the  cut  could 
hardly  coincide  with  the  one  provided  by  this  bill.  The  broad  base 
of  our  consumer  purchasing  power  has  not  been  restored  since  World 
War  II,  and  it  is  this  element  of  our  economy,  in  the  private  sector, 
which  may  possibly  need  some  stimulation.  This  kind  of  stimulation 
can  best  be  brought  about  by  raising  the  personal  exemption.  Equity, 
likewise,  would  dictate  such  a  change. 
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We  do  have  high  unemployment  and  pockets  of  poverty,  but  the 
indicated  corrective  action  must  take  into  account  specific  problems 
and  any  acceptable  solution  must  provide  specific  solutions.  In¬ 
creasing  overall  demand  artificially  through  a  tax  cut  which  is  poorly 
balanced  will  do  little  and  at  great  cost. 

Positive  programs  of  education,  and  increased  production  in  the 
public  sector,  will  accomplish  much,  and  at  less  cost  in  money.  More¬ 
over  the  benefits  to  society  would  be  immeasurable  in  the  long  run. 

Structural  Changes 

I.  GENERAL 

This  bill  makes  a  mockery  of  tax  reform.  There  has  been  a  tre¬ 
mendous  slippage  in  reform  from  the  general  tenor  of  the  remarks  of 
administration  spokesmen  in  1962,  to  the  actual  proposals  advanced 
by  President  Kennedy  in  January  1963,  to  the  bill  as  approved  by  the 
Ways  and  Means  Committee,  and  finally  to  the  bill  now  reported  from 
the  Finance  Committee. 

I  think  it  is  not  too  extreme  to  say  that  this  bill,  providing  as  it  does 
for  enormous  tax  benefits  for  the  rich  and  very  rich  through  rate  re¬ 
duction  in  the  upper  brackets  has  rung  the  death  knell  for  tax  reform. 
What  little  reform  there  is  in  the  bill,  and  it  is  miniscule  when  meas¬ 
ured  by  obvious  needs,  will  mark  the  last  serious  effort  at  reform  for  a 
generation. 

Given  a  decent  amount  of  time,  the  Senate  might  possibly  be  pre¬ 
vailed  upon  to  make  some  significant  moves  toward  reform.  But  the 
drumfire  of  propaganda  and  pressure  for  passage  of  this  bill  without 
quite  taking  the  time  to  read  it  has  made  any  serious  discussion  difficult 
if  not  impossible. 

Under  the  circumstances,  it  is  necessary  to  concentrate  on  a  very 
few  structural  changes.  My  efforts  shall  be  directed  toward  defend¬ 
ing  the  public  interest  against  special  interest  raids.  There  is  so  little 
hope  of  positive  reform.  There  is  such  great  fear  of  further  damage. 

II.  THE  INVESTMENT  CREDIT 

As  is  so  often  the  case,  a  tax  loophole  once  opened  is  quickly 
widened.  The  crevice  deepens  and  an  apparently  slight  erosion  of 
the  tax  base  soon  becomes  a  great  gully.  Often  this  is  a  process 
which  takes  a  few  years.  In  the  case  of  the  investment  credit,  how¬ 
ever,  the  ink  was  hardly  dry  when  the  beneficiaries  of  this  tax  re¬ 
fund — a  refund  which  must  come  out  of  the  pockets  of  average 
taxpayers — began  efforts  to  fatten  themselves  further. 

I  will  not  here  repeat  what  was  stated  in  minority  views  signed  by 
Senator  Paul  Douglas  and  me  when  the  investment  credit  was  first 
adopted  in  1962.  For  anyone  who  might  be  interested,  I  would  cite 
the  Report  of  the  Committee  on  Finance  on  the  Revenue  Act  of  1962, 
page  396. 

Section  203  of  the  subject  bill  as  reported  by  the  Finance  Com¬ 
mittee  simply  makes  the  investment  credit  twice  as  bad  as  it  was 
when  it  was  enacted.  The  credit  now  becomes  an  outright  gift,  with 
not  even  the  pretense  of  partial  recovery  through  slightly  decreased 
depreciation  allowances. 
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There  is  one  additional  provision  in  this  section,  however,  which 
does  not  even  relate  to  revenues,  and  therefore  has  no  place  in  this 
bill,  but  which  is  conducive  of  untold  mischief.  I  refer  to  section 
203(e),  which  would  direct  the  Federal  regulatory  agencies  not  to 
order  any  of  the  benefits  of  the  investment  credit  “flowed  through” 
to  consumers. 

Regulatory  agencies  have  two  basic  choices  in  handling  the  treat¬ 
ment  of  the  tax  refunds  represented  by  the  investment  credit. 

One  method  is  to  “flow  through”  the  tax  cut,  that  is,  put  the  tax 
savings  into  the  net  profit  figure,  where  it  would,  of  course,  operate 
to  raise  the  utility's  rate  of  return.  It  does  so  operate,  even  if  the 
company  and  the  regulatory  agency  agree  to  allow  it  to  be  hidden 
somewhere  else  in  the  books — or  to  pretend  it  does  not  exist,  that  all 
apparent  taxes  were  actually  paid.  But  if  logic,  equity,  and  decency 
prevail,  this  tax  savings  will  be  shown  as  a  reduction  of  costs,  or  an 
increase  in  profits,  and  the  consumer,  the  customer  of  the  utility,  will 
eventually  benefit  through  reduced  rates. 

The  other  choice,  and  the  one  which  would  in  effect  be  ordered  by 
this  bill,  is  to  “normalize”  the  tax  savings,  that  is,  to  permit  the  utility 
to  use  this  tax  refund  as  it  sees  fit,  while  continuing  to  charge  its 
customers  the  full  price  it  would  be  allowed  to  charge  if  these  taxes 
were,  in  fact,  actually  paid. 

I  think  it  is  not  putting  the  matter  too  strongly  to  say  that  the 
Congress  is,  with  the  passage  of  this  bill  with  this  section  intact, 
ordering  the  regulatory  agencies  to  participate  in  the  perpetration  of 
a  fraud  on  the  consumers  of  electricity,  gas,  and  other  goods  and 
services  which  come  to  them  from  these  favored  companies  which 
have  been  given  monopolies,  and  against  whom  the  consumer  has 
no  recourse — there  is  no  competitive  choice  available  to  him. 

On  January  23,  1964,  the  Federal  Power  Commission  announced 
its  decision  in  favor  of  “flow  through.”  Other  Federal  regulatory 
agencies  are  reluctant  and  indecisive,  and  are  dawdling  in  the  hope  the 
Congress  will  prohibit  them  from  performing  their  duty.  They  have 
been  standing  by  since  the  investment  credit  was  enacted  in  1962. 

But  even  industry  spokesmen  have,  in  some  instances,  spoken  out 
against  this  unconscionable  theft  from  their  customers. 

Mr.  Donald  C.  Cook,  president  of  American  Electric  Power  Co., 
Inc.,  in  a  letter  to  the  chairman  of  the  Finance  Committee,  a  copy  of 
which  was  very  kindly  sent  to  me,  and  I  am  sure  to  all  members  of  the 
committee,  by  Mr.  Cook,  has  set  out  his  views  on  this  subject. 

Here  is  a  paragraph  from  Mr.  Cook's  letter: 

It  is  my  view  that  the  investment  credit  does  in  fact  repre¬ 
sent  a  reduction  in  current  Federal  income  tax  expense,  and 
therefore  a  reduction  in  current  operating  expenses;  that 
the  investment  credit  will  stimulate  capital  expenditures  by 
utilities  even  if  all  or  part  of  the  tax  saving  is  passed  on  to 
customers,  or  if  the  tax  saving  forestalls  or  reduces  an  other¬ 
wise  necessary  increase  in  rates;  and,  indeed,  that  the  use  of 
this  tax  saving  to  reduce  or  avoid  an  increase  in  the  price  of 
the  taxpayer's  product  is  best  calculated  to  increase  de¬ 
mand  and  in  turn  to  stimulate  plant  investment,  and  thus  to 
carry  out  the  basic  objectives  underlying  the  adoption  of  the 
credit. 
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Mr.  Cook  went  on  to  say  that  he  understood  that  his  views  were 
shared  by  many  other  utility  companies  and  regulatory  agencies. 

The  question  of  equity  and  forced,  if  not  false,  bookkeeping  aside, 
there  are  tremendous  sums  of  money  involved.  By  the  passage  of 
this  section,  the  Congress  is  taking  away  from  consumers  some  $300 
million  per  year  by  forcing  higher  rates  on  the  customers  of  natural 
gas  pipelines  and  electric  utilities  under  the  jurisdiction  of  the  Federal 
Power  Commission  alone,  considering  both  their  interstate  and  intra¬ 
state  business.  And  this  is  just  one  segment  of  regulated  activities. 

If  the  matter  would  stop  with  the  handling  of  the  investment  credit, 
the  situation  would  be  bad  enough.  But  already  proposals  have  been 
advanced  to  have  the  Congress  order  the  Federal  regulatory  agencies 
to  allow  regulated  monopolies  to  “normalize”  with  respect  to  other 
funds. 

During  the  Korean  war,  rapid  amortization  certificates  were  issued 
to  many  companies.  In  the  1954  Code,  accelerated  depreciation  was 
approved.  As  a  consequence,  the  sums  of  money  collected  from 
consumers  by  the  monopolies  operating  in  the  utility  field — supposedly 
regulated — are  truly  astronomical. 

Amendment  No.  350  to  this  bill  has  already  been  offered  and  may 
well  be  brought  up  during  floor  debate.  This  amendment  would  order 
the  Federal  regulatory  agencies  to  give  the  same  treatment  this  bill 
accords  the  investment  credit  to  amounts  set  aside  under  liberalized 
depreciation  provisions. 

Accumulated  deferred  taxes  of  companies  under  the  jurisdistion  of 
the  Federal  Power  Commission  amounted  to  some  $2  billion  at  the 
end  of  1962. 

These  amounts,  set  aside  under  provisions  of  section  167  and  168 
of  the  code,  have  given  rise  to  sizable  tax-free  dividends.  With  the 
enactment  of  the  principle  enunciated  in  this  bill,  section  203(e), 
consumers  will  be  denied  the  benefit  of  past  rate  reductions.  They 
will  continue  to  pay  rates  based  on  phantom,  nonexistent  taxes  which 
show  on  the  books,  but  which  are  never,  in  actuality,  paid. 

III.  CAPITAL  GAINS  TREATMENT 

In  one  major  respect,  the  Finance  Committee  has  improved  the  bill. 
The  committee  decided  to  delete  the  provision  in  the  House-passed 
version  of  this  measure  which  provided  for  an  inclusion  factor  of  only 
40  percent  (50  percent  under  present  law)  and  a  maximum  rate  of  21 
percent  (25  percent  under  present  law)  for  capital  gains  on  assets- 
held  for  2  years  or  longer. 

It  is  in  the  capital  gains  area  that  muchof  the  tax  dodging  takes 
place,  and  this  action  on  the  part  of  the  committee  is  highly  com¬ 
mendable.  At  least,  it  is  commendable  in  that  the  committee  did 
not  make  a  sorry  situation  sadder.  The  committee  did  not,  of  course, 
go  so  far  as  to  make  any  real  improvement  in  existing  law.  Holding 
the  line,  however,  is  a  noteworthy  accomplishment. 

It  has  become  customary  to  reduce  effective  tax  rates  by  allowing 
many  transactions  which  are  not  logically  capital  transactions  to  be  so 
classified.  One  often  hears  of  a  highly  compensated  executive 
“running  his  money  through”  oil  or  timber  or  cattle.  Hopefully 
the  time  will  come  when  some  real  progress  can  be  made  toward 
correcting  the  many  abuses  associated  with  capital  gains.  In  the 
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meantime,  it  is  important  that  things  not  be  made  even  more  un¬ 
wholesome  by  reducing  capital  gains  rates. 

It  is  through  the  capital  gains  route  that  the  rich  and  very  rich 
are  often  able  to  reduce  their  effective  tax  rates.  In  this  connection, 
l he  table  prepared  by  the  Treasury  and  which  appears  on  page  2606 
of  the  Finance  Committee  hearings,  is  most  revealing. 

This  table  shows  that,  under  existing  law,  a  taxpayer  with  adjusted 
gross  income  of  $700,000  may  pay  an  effective  tax  rate  which  will 
vary  from  20.1  percent  to  47.6  percent,  according  to  whether  he  has 
a  high  or  low  proportion  of  capital  gains  in  his  income.  Under  the 
House  bill,  of  course,  the  situation  is  worse,  his  rates  varying  from 
18.1  to  39.9  percent. 

What  ever  happened  to  the  91  percent,  so-called  “confiscatory” 
tax  rate? 

This  table  also  shows  that  the  taxpayer  with  adjusted  gross  income 
of  $2  million  might  pay  a  rate  as  high  as  46  percent  if  he  has  little 
capital  gains,  or  as  low  as  18.5  percent  if  he  has  a  lot  of  capital  gains, 
under  terms  of  the  bill. 

Incidentally,  although  the  Treasury  elsewhere  has  tried  to  show 
that  the  rich  and  very  rich  gain  little  from  the  bill's  rate  reductions 
for  ordinary  income,  this  table  shows  that  this  $2  million  man  with 
little  capital  gains  keeps  a  full  10  percentage  points  more  after  taxes 
under  the  bill,  and  would  have  his  effective  rate  cut  from  56.7  percent 
under  existing  law  to  46  percent  under  the  House  bill.  This  is  a 
pretty  good  measure  of  the  benefits  he  receives  from  the  rate  reduc¬ 
tion  part  of  this  bill — upward  of  $200,000. 

IV.  STOCK  OPTIONS 

So  much  has  been  said  by  me  and  others  on  the  evils  bf  the  restricted 
stock  option  that  it  woula  serve  no  useful  purpose  to  repeat  it  here. 
I  would  call  attention,  for  those  who  might  be  interested,  to  remarks 
which  I  made  on  the  Senate  floor  during  1961,  specifically  on  April  14, 
April  24,  April  27,  May  4,  June  8,  and  August  8.  The  hearings  held 
by  the  Finance  Committee  on  this  subject  on  July  20  and  21,  1961, 
also  contain  useful  information,  as  do  the.  hearings  on  the  subject  bill. 

There  are  some  basic  objections  to  the  restricted  stock  option. 

First,  it  is  a  device  which  enables  corporate  insiders  to  take  money 
from  the  corporation  which  rightfully  belongs  to  the  stockholders. 

Second,  it  is  another  of  the  many  gimmicks  associated  with  capital 
gains  by  which  ordinary  income,  in  this  case  compensation,  is  treated 
as  a  capital  gain  for  income  tax  purposes. 

Third,  it  encourages  manipulation  on  the  part  of  corporate  insiders 
which  will  work  harm,  in  varying  degrees,  to  the  whole  economy,  and 
specifically  to  the  securities  markets. 

The  recently  publicized  Chrysler  Corp.  incident  involving  options 
is  a  good  case  in  point,  and  I  commend  to  my  colleagues  as  interesting 
reading  the  report  prepared  by  the  Treasury  for  the  Finance  Com¬ 
mittee  on  this  maneuver. 

The  subject  bill  makes  some  improvement  in  the  option  area.  It 
will,  if  enacted  into  law,  cure  some  abuses.  It  will  not  cure  all  abuses, 
however,  and  I  shall  renew  my  efforts  to  remove  from  the  bill  the  new 
“qualified”  stock  option  which  replaces  the  old  section  421  type  of 
“restricted”  stock  option. 

Albert  Gore. 
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88th  Congress  ) 

SENATE 

{  Rept.  830 

2d  Session  j 

(  Part  2 

REVENUE  ACT  OF  1964 


January  31,  1964. — Ordered  to  be  printed 


Mr.  Long  of  Louisiana,  from  the  Committee  on  Finance,  submitted 

the  following 

SUPPLEMENTAL  REPORT 

[To  accompany  H.R.  8363] 

TECHNICAL  EXPLANATION  OF  THE  BILL 

SECTION  1.  SHORT  TITLE,  ETC. 

(a)  Short  title. — Subsection  (a)  of  section  1  of  the  bill  (sec.  2  of  the 
bill  as  passed  by  the  House)  provides  that  the  bill  may  be  cited  as  the 
“Revenue  Act  of  1964. ” 

(b)  Amendment  oj  1954  Code. — Subsection  (b)  of  section  1  of  the 
bill  provides  that  whenever  in  the  bill  an  amendment  or  repeal  is 
expressed  in  terms  of  an  amendment  to  or  repeal  of  a  section  or  other 
provision,  the  reference  is  considered  to  be  made  to  a  section  or  other 
provision  of  the  Internal  Revenue  Code  of  1954. 

TITLE  I— REDUCTION  OF  INCOME  TAX  RATES  AND 

RELATED  AMENDMENTS 

Part  I — Individuals 

SECTION  111.  REDUCTION  OF  TAX  ON  INDIVIDUALS 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-9 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill 
(H.  Rept.  749,  88th  Cong.,  1st  sess.).  * 
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SECTION  112.  MINIMUM  STANDARD  DEDUCTION 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-10 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  113.  RELATED  AMENDMENTS 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A- 12 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  114.  CROSS  REFERENCES  TO  TAX  TABLES,  ETC. 

Section  114  of  the  bill  contains  cross  references  to  the  provisions  of 
the  bill  relating  to  optional  tax  if  adjusted  gross  income  is  less  than 
$5,000  (sec.  301)  and  income  tax  collected  at  source  (sec.  302). 

Part  II — Corporations 

SECTION  121.  REDUCTION  OF  TAX  ON  CORPORATIONS 

Your  committee  has  approved  this  section  except  for  a  technical 
clarifying  change  discussed  below. 

Section  121  of  the  bill  amends  section  11  of  the  code  (relating  to  tax 
on  corporations).  Under  the  bill  as  passed  by  the  House,  subsection 
(d)  of  section  11  of  the  code  provided  that  for  purposes  of  subtitle  A 
of  the  code  (relating  to  income  tax)  the  surtax  exemption  for  any 
taxable  year  was  to  be  $25,000  or  the  amount  determined  under  sec¬ 
tion  1561  of  the  code  (relating  to  surtax  exemptions  in  case  of  certain 
controlled  corporations),  as  added  by  section  237  of  the  bill  (section 
223  of  the  bill  as  passed  by  the  House) .  Your  committee  has  made  a 
clarifying  amendment,  and  as  amended  subsection  (d)  of  section  11 
provides  that  for  purposes  of  subtitle  A  the  surtax  exemption  for  any 
taxable  year  is  $25,000,  except  that,  with  respect  to  a  corporation  to 
which  section  1561  applies,  the  surtax  exemption  is  the  amount  de¬ 
termined  under  such  section. 

For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-12 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  122.  CURRENT  TAX  PAYMENTS  BY 

CORPORATIONS 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-13 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  123.  RELATED  AMENDMENTS 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-16 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 
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Part  III — Effective  Dates 

SECTION  131.  GENERAL  RULE 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-17 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  132.  FISCAL  YEAR  TAXPAYERS 

Except  for  conforming  changes  referring  to  the  “Revenue  Act 
of  1964”  (instead  of  the  “Revenue  Act  of  1963”),  this  section  has 
been  approved  by  your  committee  without  change.  For  the  technical 
explanation  of  this  section  of  the  bill,  see  page  A-17  of  the  report 
of  the  Committee  on  Ways  and  Means  on  the  bill. 

TITLE  II— STRUCTURAL  CHANGES 

SECTION  201.  DIVIDENDS  RECEIVED  BY  INDIVIDUALS 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-20 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  202.  LIMITATION  ON  RETIREMENT  INCOME 

Section  202  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  amends  section  37  of  the  code  by  inserting  a 
new  subsection  (i)  therein.  Section  37  relates  to  the  retirement 
income  credit. 

Under  existing  law  eligible  taxpayers  65  or  over  who  receive  taxable 
pensions  or  annuities,  interest,  rents,  dividends,  etc.,  and  eligible 
taxpayers,  regardless  of  age,  who  receive  taxable  pensions  or  annuities 
under  public  retirement  systems  (as  defined  in  section  37(f)),  are 
allowed  a  retirement  income  credit.  To  be  eligible  for  the  retirement 
income  credit,  a  taxpayer  must  have  received  in  each  of  any  10 
calendar  years  before  the  taxable  year  earned  income  (as  defined  in 
section  37(g))  in  excess  of  $600.  The  amendments  made  by  section 
202  of  the  bill  make  no  change  in  existing  law  with  respect  to  the 
foregoing. 

Under  existing  law,  the  retirement  income  credit  is  computed  by 
multiplying  the  amount  of  retirement  income,  limited  to  a  maximum 
of  $1,524,  by  the  rate  of  tax  on  the  first  $2,000  of  taxable  income.  The 
amendments  made  by  your  committee  increase  the  limitation  on  retire¬ 
ment  income  under  certain  circumstances  and  are  discussed  below. 
Also  under  subsection  (a)  of  section  113  of  the  bill,  the  rate  against 
which  retirement  income  (as  defined  in  subsection  (c)  and  as  limited  by 
subsection  (d)  of  section  37)  is  to  be  multiplied  for  purposes  of  com¬ 
puting  the  retirement  income  credit  is  established  as  15  percent. 

Under  existing  law,  the  maximum  retirement  income  of  an  indi¬ 
vidual  on  which  the  credit  may  be  based  ($1,524)  is  reduced  by 
amounts  received  as  a  pension  or  annuity  either  under  title  II  of  the 
Social  Security  Act  or  under  the  Railroad  Retirement  Act  of  1935  or 
1937,  and  by  amounts  received  from  other  pensions  or  annuities  which 
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are  exempt  from  tax.  In  the  case  of  an  individual  who  has  attained 
the  age  of  62  but  who  has  not  attained  the  age  of  72  before  the  close 
of  the  taxable  year,  the  maximum  retirement  income  on  which  credit 
may  be  based  is  also  reduced  by  the  sum  of  one-half  the  amount  of 
earned  income  received  during  the  taxable  year  in  excess  of  $1,200  but 
not  in  excess  of  $1,700  and  the  amount  of  earned  income  in  excess  of 
$1,700.  In  the  case  of  an  individual  who  has  not  attained  the  age  of 
62  before  the  close  of  the  taxable  year,  the  maximum  retirement 
income  is  reduced  by  the  amount  of  earned  income  received  during  the 
taxable  year  in  excess  of  $900. 

Under  existing  law,  the  retirement  income  credit  is  computed 
separately  for  each  spouse  and  each  spouse  is  required  to  meet  the 
earned  income  test  in  section  37(b)  ($600  of  earned  income  in  each  of 
any  10  prior  years);  except  that  in  the  case  of  a  widow  or  widower 
whose  spouse  had  received  such  earned  income,  such  widow  or  widower 
is  considered  to  have  received  earned  income. 

Subsection  (a)  of  section  202  of  the  bill  adds  a  new  subsection  (i)  -to 
section  37  of  the  code.  The  new  subsection  (i)  provides  for  an  increase, 
in  certain  cases,  in  the  limitation  on  retirement  income  in  the  case  of 
married  taxpayers  both  of  whom  have  attained  the  age  of  65  before  the 
close  of  the  taxable  year  and  who  file  a  joint  return  for  the  taxable  year. 

Paragraph  (1)  of  new  section  37  (i)  provides  that  if  both  spouses 
meet  the  earned  income  test  in  subsection  (b)  of  section  37  and  if  the 
sum  of  the  retirement  income  and  the  amounts  described  in  para¬ 
graphs  (1)  and  (2)  of  subsection  (d)  of  such  section  received  by  either 
spouse  during  the  taxable  year  is  less  than  $762,  the  $1,524  amount 
referred  to  in  subsection  (d)  shall,  with  respect  to  the  other  spouse,  be 
increased  by  an  amount  equal  to  the  amount  by  which  such  sum  is 
less  than  $762.  If  such  sum  is  equal  to  or  greater  than  $762,  no  such 
adjustment  shall  be  made.  The  application  of  the  provisions  of 
paragraph  (1)  of  new  section  37 (i)  may  be  illustrated  by  the  following 
example: 

Example  1. — H  and  W,  each  of  whom  are  66  years  of  age  and  each 
of  whom  meets  the  earned  income  test  in  section  37(b),  file  a  joint 
return  for  the  calendar  year  1964.  During  1964,  H  receives  as  his 
only  income  $8,000  of  retirement  income  and  no  social  security  bene¬ 
fits  or  other  amounts  described  in  paragraph  (1)  of  section  37(d). 
During  1964,  W  receives  as  her  only  income  $100  of  retirement  income 
and  $500  under  title  II  of  the  Social  Security  Act. 

Under  existing  law,  H  is  entitled  to  a  retirement  income  credit  com¬ 
puted  on  the  maximum  retirement  income  of  $1,524.  W  is  entitled 
to  a  retirement  income  credit  computed  on  $100  of  retirement  income. 

Under  the  new  section  (i),  the  $1,524  limitation  on  the  retirement 
income  of  II  would  be  increased  by  $162.  The  $162  increase  is  com¬ 
puted  under  paragraph  (1)  of  new  subsection  (i)  by  subtracting  from 
$762  the  sum  of  the  retirement  income  received  by  W  ($100)  and  the 
social  security  benefits  received  by  W  ($500).  The  retirement  income 
credit  of  W  is  not  affected. 

Paragraph  (2)  of  new  section  37  (i)  provides  that  if  either  spouse 
does  not  meet  the  earned  income  test  in  subsection  (b)  of  section  37, 
the  $1,524  amount  referred  to  in  subsection  (d)  of  such  section  shall, 
with  respect  to  the  other  spouse,  be  increased  by  $762  minus  the  sum 
of  the  amounts  described  in  paragraphs  (1)  and  (2)  of  subsection  (d) 
received  by  the  spouse  who  did  not  meet  the  earned  income  test. 
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The  application  of  the  provisions  of  paragraph  (2)  of  new  section  (i) 
may  be  illustrated  by  the  following  example: 

Example  2. — Assume  the  same  facts  as  in  example  1  above  except 
that  W  does  not  meet  the  earned  income  test  in  section  37(b).  Under 
existing  law,  H  is  entitled  to  a  retirement  income  credit  computed 
on  the  maximum  retirement  income  of  $1,524.  (W  is  not  entitled 
to  any  retirement  income  credit.) 

Under  the  new  section  37  (i),  the  $1,524  limitation  on  the  retire¬ 
ment  income  of  H  would  be  increased  by  $262.  The  $262  increase 
is  computed  under  paragraph  (2)  of  new  subsection  (i)  by  subtracting 
from  $762  the  social  security  benefits  received  by  W  ($500). 

Subsection  (b)  of  section  202  of  the  bill  provides  that  the  amend¬ 
ments  made  by  section  202  of  the  bill  apply  to  taxable  years  beginning 
after  December  31,  1963. 

SECTION  203.  REPEAL  OF  REQUIREMENT  THAT  BASIS 
OF  SECTION  38  PROPERTY  BE  REDUCED  BY  7  PERCENT; 
OTHER  PROVISIONS  RELATING  TO  INVESTMENT 
CREDIT 

Your  committee  has  approved  subsection  (a)  of  section  203  of  the 
bill  (section  202(a)  of  the  bill  as  passed  by  the  House)  with  changes 
in  the  effective  dates  (discussed  below) ;  and  has  approved  subsections 
(b)  through  (f)  without  change.  For  the  technical  explanation  of 
subsections  (b)  through  (f)  of  section  203  (sec.  202  of  the  bill  as  passed 
by  the  House)  of  the  bill,  see  page  A-25  of  the  report  of  the  Com¬ 
mittee  on  Ways  and  Means  on  the  bill. 

(a)  Repeal  of  requirement  that  basis  be  reduced . — Subsection  (a)  of 
section  203  of  the  bill  repeals  section  48(g)  of  the  code,  which  relates 
to  adjustments  to  basis  of  section  38  property  (that  is,  property  with 
respect  to  which  an  investment  credit  is  allowable),  with  respect  to 
such  property  placed  in  service  after  December  31,  1963.  In  the  case 
of  property  placed  in  service  before  January  1,  1964,  subsection  (a) 
of  section  203  of  the  bill  repeals  section  48(g)  with  respect  to  taxable 
years  beginning  after  December  31,  1963,  and  provides  for  an  increase 
in  basis  as  of  the  first  day  of  the  taxpayer’s  first  taxable  year  which 
begins  after  December  31,  1963.  Subsection  (a)  of  section  203  also 
makes  certain  related  amendments  to  the  code. 

Repeal  of  reduction  in  basis  under  section  48(g)(1) 

Paragraph  (1)  of  section  203(a)  of  the  bill  repeals  paragraph  (1) 
of  section  48(g)  of  the  code.  (See  below  for  discussion  of  repeal  of 
paragraph  (2)  of  sec.  48(g).)  Under  paragraph  (1)  of  section  48(g), 
the  basis  of  any  section  38  property  is  reduced  by  an  amount  equal 
to  7  percent  of  the  qualified  investment  (as  determined  under  sec. 
46(c))  with  respect  to  such  property.  This  reduction  in  basis  is 
taken  info  account  for  purposes  of  subtitle  A  of  the  code,  relating  to 
income  tax,  except  for  purposes  of  computing,  or  recomputing,  the 
investment  credit.  Thus,  the  reduction  in  basis  is  taken  into  account 
for  purposes  of  computing  depreciation  deductions  and  for  purposes 
of  computing  gain  or  loss  on  the  sale  or  other  disposition  of  the 

Tphis  repeal  is  effective  (under  par.  (4)  of  sec.  203(a)  of  the  bill),  in 
the  case  of  section  38  property  placed  in  service  after  December  31, 
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1963,  with  respect  to  taxable  years  ending  after  December  31,  1963; 
and  in  the  case  of  property  placed  in  service  before  January  1,  1964, 
with  respect  to  taxable  years  beginning  after  December  31,  1963. 
Thus,  a  taxpayer  who  makes  his  return  on  the  basis  of  a  fiscal  year 
ending  March  31,  must  reduce  the  basis  of  any  section  38  property 
placed  in  service  before  January  1,  1964,  but  is  not  required  to  reduce 
the  basis  of  any  section  38  property  placed  in  service  after  December 
31,  1963.  No  reduction  in  basis  is  to  be  made  in  the  case  of  section  38 
property  the  construction,  reconstruction,  or  erection  of  which  is 
completed,  or  which  is  acquired,  before  January  1,  1964,  but  which  is 
placed  in  service  after  December  31,  1963. 

Repeal  oj  increase  in  basis  under  section  J+8 (g)  (#) 

Paragraph  (1)  of  section  203(a)  of  the  bill  also  repeals  paragraph  (2) 
of  section  48(g)  of  the  code.  Under  paragraph  (2)  of  section  48(g), 
if  the  tax  under  chapter  1  of  the  code  is  increased  for  any  taxable  year 
under  paragraph  (1)  or  (2)  of  section  47(a)  of  the  code  (relating  to 
certain  dispositions,  etc.,  of  sec.  38  property)  or  an  adjustment  in 
carrybacks  or  carryovers  is  made  under  paragraph  (3)  of  such  section, 
the  basis  of  the  property  described  in  such  paragraph  (1)  or  (2)  of 
section  47(a)  is  increased  by  an  amount  equal  to  the  portion  of  such 
increase  in  tax,  or  the  portion  of  such  adjustment  to  carrybacks  or 
carryovers,  attributable  to  such  property.  The  increase  in  basis  is 
made  immediately  before  the  event  which  causes  paragraph  (1)  or 
(2)  of  section  47  (a)  to  apply.  Thus,  the  increase  in  basis  is  taken  into 
account  for  purposes  of  determining  gain  or  loss  on  a  disposition  of 
the  property. 

This  repeal  is  effective  (under  par.  (4)  of  sec.  203(a)  of  the  bill),  in 
the  case  of  section  38  property  placed  in  service  after  December  31, 
1963,  with  respect  to  taxable  years  ending  after  December  31,  1963; 
and  in  the  case  of  property  placed  in  service  before  January  1,  1964, 
with  respect  to  taxable  years  beginning  after  December  31,  1963. 
Thus  if,  in  February  1964,  section  47(a)  (1)  or  (2)  applies  to  increase 
the  tax  of  a  taxpayer  who  makes  his  return  on  the  basis  of  a  fiscal 
year  ending  March  31,  under  chapter  1  of  the  code  with  respect  to 
property  placed  in  service  in  1962,  the  basis  of  such  property  is  in¬ 
creased  under  section  48(g)(2)  by  the  amount  of  such  increase  in  tax. 

Increase  in  basis  oj  property  on  account  oj  prior  reduction 

Paragraph  (2)  (A)  of  section  203(a)  of  the  bill  provides,  in  general, 
that  the  basis  of  any  section  38  property  (as  defined  in  sec.  48(a)  of 
the  code)  placed  in  service  before  January  1,  1964,  is  to  be  increased, 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  by  an  amount  equal  to  7  percent  of  the  qualified  investment 
with  respect  to  such  property.  In  determining  the  amount  of  such 
increase  in  basis,  any  prior  increase  in  basis  with  respect  to  the 
property  under  section  48(g)(2)  (in  taxable  years  beginning  before 
Jan.  1,  1964)  is  to  be  taken  into  account.  Thus,  the  amount  of  the 
increase  in  basis  under  paragraph  (2)  (A)  of  section  203(a)  of  the  bill 
is  equal  to  the  amount  of  the  reduction  in  basis  under  section  48(g)  (1) 
less  any  increase  in  basis  under  section  48(g)(2)  with  respect  to  such 
property.  The  basis  of  any  section  38  property  is  not  increased  under 
paragraph  (2)  (A)  of  section  203(a)  of  the  bill  if  the  taxpayer  dies  in 
a  taxable  year  beginning  before  January  1,  1964. 


2708 


REVENUE  ACT  OF  1964 


203 


The  increase  in  basis  provided  by  paragraph  (2)  (A)  of  section  203(a) 
of  the  bill  is  to  be  made,  under  paragraph  (2)(C)  of  section  203(a), 
as  of  the  first  day  of  the  first  taxable  year  of  the  taxpayer  which  begins 
after  December  31,  1963.  Generally,  such  increase  in  basis  is  to  be 
taken  into  account  by  the  person  whose  basis  of  the  property  was 
reduced  under  sectiop  48(g)(1)-  Thus,  in  the  case  of  partnership 
section  38  property,  the  increase  in  basis  is  to  be  taken  into  account 
by  the  partnership  as  of  the  first  day  of  its  first  taxable  year  which 
begins  after  December  31,  1963.  If  a  transaction  to  which  section 
381(a)  of  the  code  applies  or  a  mere  change  in  the  form  of  conducting 
a  trade  or  business  (within  the  meaning  of  sec.  47(b)  of  the  code) 
occurs  before  the  increase  in  basis  has  been  taken  into  account  by  the 
transferor,  the  increase  in  basis  is  taken  into  account  by  the  transferee. 
For  example,  if  calendar-year  individual  A,  who  placed  section  38 
property  in  service  before  January  1,  1964,  transfers  the  section  38 
property  to  calendar-year  corporation  X  on  September  1,  1963,  in  a 
transaction  to  which  section  47  (a)  does  not  apply  because  such  trans¬ 
action  constitutes  a  mere  change  in  the  form  of  conducting  the  trade 
or  business,  the  increase  in  basis  is  to  be  taken  into  account  by  corpo¬ 
ration  X  as  of  January  1,  1964. 

The  increase  in  basis  is  to  be  taken  into  account  for  purposes  of 
computing  depreciation  deductions  for  the  taxpayer’s  first  taxable 
year  which  begins  after  December  31,  1963,  and  for  all  subsequent 
periods,  and  for  purposes  of  computing  gain  or  loss  on  the  sale  or 
other  disposition  of  the  property. 

The  provisions  of  paragraph  (2)(A)  of  section  203  (a)  of  the  bill  are 
illustrated  by  the  following  example: 

Example. — X  corporation,  which  makes  its  returns  on  the  basis 
of  the  calendar  year,  acquires  and  places  in  service  on  January  1, 

1962,  an  item  of  new  section  38  property  with  a  basis  of  $10,000  and  an 
estimated  useful  life  of  10  years.  For  the  taxable  year  1962,  X  is 
allowed  a  credit  of  $700  (7  percent  of  $10,000).  Under  section  48(g)(1) 
of  the  code,  the  basis  of  the  property  is  reduced  by  $700.  Under 
paragraph  (2)  (A)  of  section  203(a)  of  the  bill,  the  basis  of  the  property 
is  increased  on  January  1,  1964,  by  $700  (7  percent  of  $10,000,  the 
qualified  investment).  However,  if  such  property  had  been  sold  by 
X  on  December  1,  1963,  on  such  date  the  basis  of  such  property  is 
increased  under  section  48(g)(2)  by  $700,  and  there  would  be  no 
further  increase  on  January  1,  1964.  If  X  was  a  partnership  and  il  a 
partner  had  disposed  of  his  partnership  interest  on  December  1, 

1963,  and  on  such  date  the  basis  of  such  property  had  been  increased 
under  section  48(g)(2)  by  $500,  the  basis  of  the  property  would  be 
increased  on  January  1,  1964,  by  only  $200  ($700  minus  $500).  If  X 
was  an  individual  who  died  on  December  1,  1963,  there  would  be  no 
increase  under  section  203(a)(2)(A)  of  the  bill  in  the  basis  of  such 
property. 

Increase  in  rental  deductions 

Paragraph  (2)(B)  of  section  203(a)  of  the  bill  provides  that  if, 
with  respect  to  any  section  38  property  placed  in  service  before 
January  1,  1964,  a  lessor  made  the  election  (provided  by  sec.  48(d) 
of  the  code)  to  treat  the  lessee  as  having  purchased  such  property 
for  purposes  of  the  investment  credit,  the  basis  of  such  property 
is  not  to  be  increased  under  paragraph  (2)  (A)  of  section  203(a)  of  the 
bill.  However,  under  regulations  prescribed  by  the  Secretary  of 
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the  Treasury  or  his  delegate,  the  deductions  otherwise  allowable 
under  section  162  of  the  code  to  the  lessee  with  respect  to  such  prop¬ 
erty  for  amounts  paid  to  the  lessor  under  the  lease  (hereinafter 
referred  to  as  rental  deductions)  are  to  be  adjusted  in  a  manner 
consistent  with  paragraph  (2) (A).  The  amount  of  the  increase  in 
rental  deductions  with  respect  to  a  leased  property  placed  in  service 
before  January  1,  1964,  may  not  exceed  the  sum  of  the  actual  de¬ 
creases  made  (under  the  last  sentence  of  sec.  48(d))  in  the  rental 
deductions  with  respect  to  such  property.  In  determining  the  amount 
of  the  increase  in  such  rental  deductions,  any  prior  increase  in  such 
deductions  under  the  last  sentence  of  section  48(d)  because  of  the 
application  of  section  47(a)  (in  taxable  years  beginning  before  Jan. 
1,  1964)  is  to  be  taken  into  account.  The  rental  deductions  with 
respect  to  any  section  38  property  are  not  to  be  increased  under 
paragraph  (2)(B)  of  section  203  (a)  of  the  bill  if  the  lessee  dies  in 
a  taxable  year  beginning  before  January  1,  1964. 

The  amount  of  the  increase  in  rental  deductions  with  respect  to  a 
leased  property  is  to  be  taken  into  account,  commencing  with  the  first 
taxable  year  beginning  after  December  31,  1963,  over  the  remaining 
portion  of  the  useful  life  used  in  making  the  decreases  in  rental  deduc¬ 
tions  with  respect  to  such  property.  Generally,  if  the  lessee  termi¬ 
nates  the  lease  during  this  period,  the  portion  of  the  increase  which 
has  not  yet  been  taken  into  account  is  allowed  as  a  deduction  in  the 
taxable  year  in  which  such  termination  occurs.  If  the  lessee  actually 
purchases  the  leased  property  during  this  period,  the  portion  of  the 
increase  which  has  not  yet  been  taken  into  account  is  added  to  the 
basis  of  the  property  at  the  date  of  purchase. 

If  a  lessor  of  property  makes  the  election  under  section  48(d)  to 
treat  the  lessee  as  having  purchased  section  38  property  for  purposes 
of  the  investment  credit  and  if  such  lessee  in  a  taxable  year  beginning 
before  January  1,  1964,  actually  purchases  such  property,  the  basis  of 
such  property  is  increased  by  7  percent  of  the  qualified  investment 
with  respect  to  such  property  (in  a  manner  consistent  with  par.  (2)  (A) 
of  sec.  203(a)  of  the  bill)  as  of  the  first  day  of  the  first  taxable  year 
beginning  after  December  31,  1963. 

The  provisions  of  paragraph  (2)(B)  of  section  203(a)  of  the  bill  are 
illustrated  by  the  following  example: 

Example. — X  corporation  constructs  a  machine  after  December  31, 
1961,  and  on  February  1,  1962,  leases  the  machine  to  Y,  a  calendar 
year  taxpayer,  who  places  it  in  service.  The  fair  market  value  of 
the  machine  on  the  date  on  which  possession  is  transferred  to  Y  is 
$25,200  and  the  machine  has  an  estimated  useful  life  to  X  of  12 
years.  X  elects  to  treat  Y  as  the  purchaser  of  the  property  for 
purposes  of  the  investment  credit.  For  purposes  of  computing . 
qualified  investment  under  section  46(c)  of  the  code,  the  basis  of 
the  property  to  Y  is  $25,200  and  Y’s  credit  earned  for  1962  with  re¬ 
spect  to  such  machine  is  $1,764  (7  percent  of  $25,200).  Y’s  rental 
deductions  with  respect  to  such  machine  are  decreased  by  $12.25 
each  month  ($1,764  divided  by  144  months).  Under  paragraph 
(2)(B)  of  section  203(a)  of  the  bill,  Y’s  rental  deductions  are  in¬ 
creased  by  $281.75  ($12.25  multiplied  by  23  months).  Such  increase 
is  taken  into  account  over  the  remaining  121  months  of  the  useful 
life  of  the  machine  commencing  with  the  taxable  year  1964.  If  Y 
had  actually  purchased  the  machine  from  X  on  January  1,  1963, 
and  had  reduced  the  basis  of  the  machine  on  such  date  by  $1,629.25 
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($1,764  minus  $134.75),  the  basis  of  such  machine  in  Y’s  hands 
would  be  increased,  on  January  1,  1964,  by  $1,764  (7  percent  of  the 
qualified  investment). 

Certain  leased  property 

Paragraph  (3)  (A)  of  section  203(a)  of  the  bill  repeals  the  last  sen¬ 
tence  of  section  48(d)  of  the  code.  Under  the  last  sentence  of  section 
48(d),  if  a  lessor  makes  an  election  to  treat  the  lessee  of  section  38 
property  as  having  acquired  such  property  for  purposes  of  the  invest¬ 
ment  credit,  section  48(g)  (relating  to  adjustments  to  basis)  does  not 
apply  with  respect  to  such  property  and  the  deductions  otherwise 
allowable  to  the  lessee  under  section  162  of  the  code  for  amounts  paid 
to  the  lessor  under  the  lease  must  be  adjusted  in  a  manner  consistent 
with  the  provisions  of  section  48(g). 

This  repeal  is  effective  (under  par.  (4)  of  sec.  203(a)  of  the  bill), 
in  the  case  of  section  38  property  placed  in  service  after  December 
31,  1963,  with  respect  to  taxable  years  ending  after  December  31, 
1963;  and  in  the  case  of  property  placed  in  service  before  January  1, 
1964,  with  respect  to  taxable  years  beginning  after  December  31, 
1963.  Thus,  if  lessor  X  elects  to  treat  calendar  year  lessee  Y,  who 
placed  section  38  property  in  service  in  July  1962,  as  the  purchaser 
of  the  property  for  purposes  of  the  investment  credit,  Y  reduces  his 
deductions  for  rental  payments  under  section  162  of  the  code  for  his 
1962  and  1963  taxable  years,  but  does  not  reduce  his  rental  deductions 
for  any  subsequent  taxable  year.  If  in  December  1963  section 
47(a)  (1)  or  (2)  of  the  code  applies  to  increase  Y’s  tax  with  respect  to 
such  property,  Y’s  rental  deductions  with  respect  thereto  are  adjusted, 
under  the  last  sentence  of  section  48(d),  in  a  manner  consistent  with 
section  48(g)(2).  However,  if  Y  had  placed  the  property  in  service 
on  January  1,  1964,  Y  would  not  reduce  or  otherwise  adjust  his 
deductions  for  rental  payments  for  any  taxable  year. 

Deduction  for  certain  unused  investment  credit 

Paragraph  (3)(B)  of  section  203(a)  of  the  bill  repeals  section  181  of 
the  code.  Under  section  181,  if  the  amount  of  the  credit  earned  for 
any  taxable  year  exceeds  the  limitation  provided  by  section  46(a)(2) 
(relating  to  limitation  based  on  amount  of  tax)  for  such  year  and  if  any 
portion  of  such  excess  is  not  allowed  as  a  credit  after  the  application 
of  the  3-year  carryback  and  the  5-year  carryover  provisions,  then  the 
portion  of  such  excess  not  so  allowed  as  a  credit  in  any  of  such  taxable 
years  is  allowed  to  the  taxpayer  as  a  deduction  in  the  sixth  taxable 
year  following  the  taxable  year  in  which  the  credit  was  earned.  Sec¬ 
tion  181  further  provides  that  if  a  taxpayer  dies  or  ceases  to  exist  prior 
to  such  sixth  taxable  year,  such  taxpayer  is  allowed  as  a  deduction, 
for  the  taxable  year  of  such  death  or  cessation,  an  amount  equal  to 
the  proper  portion  of  such  excess. 

This  repeal  is  effective  (under  par.  (4)  of  sec.  203(a)  of  the  bill),  in 
the  case  of  section  38  property  placed  in  service  after  December  31, 
1963,  with  respect  to  taxable  years  ending  after  December  31,  1963; 
and  in  the  case  of  property  placed  in  service  before  January  1,  1964, 
with  respect  to  taxable  years  beginning  after  December  31,  1963. 

Adjustments  to  basis  under  section  1016 

Paragraph  (3)(C)  of  section  203(a)  of  the  bill  makes  a  technical 
amendment  to  section  1016(a) (19)  of  the  code  (relating  to  adjustments 
to  basis). 
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Clerical  amendment 

Paragraph  (3)(D)  of  section  203(a)  of  the  bill  amends  the  table  of 
sections  for  part  VI  of  subchapter  B  of  chapter  1  of  the  code. 

Effective  date 

Paragraph  (4)  of  section  203(a)  of  the  bill  provides  effective  dates 
for  the  amendments  made  by  paragraphs  (1)  and  (3)  of  section 
203(a).  Paragraph  (4)  (A)  provides  that  if  the  property  involved  is 
placed  in  service  after  December  31,  1963,  then  the  amendments  made 
by  paragraphs  (1)  and  (3)  apply  with  respect  to  taxable  years  ending 
after  December  31,  1963.  Paragraph  (4)(B)  provides  that  if  the 
property  is  placed  in  service  before  January  1,  1964,  then  the  amend¬ 
ments  made  by  paragraphs  (1)  and  (3)  apply  with  respect  to  taxable 
years  beginning  after  December  31,  1963. 

SECTION  204.  GROUP-TERM  LIFE  INSURANCE 
PURCHASED  FOR  EMPLOYEES 

i 

(a)  Inclusion  in  income. — Subsection  (a)(1)  of  section  204  of  the 
bill  (sec.  203  of  the  bill  as  passed  by  the  House)  adds  a  new  section 
79  to  part  II  of  subchapter  B  of  chapter  1  of  the  code  (relating  to 
items  specifically  included  in  gross  income) . 

SECTION  79.  GROUP-TERM  LIFE  INSURANCE  PURCHASED  FOR 

EMPLOYEES 

(a)  General  rule. — The  new  section  79(a)  has  been  approved  by 
your  committee  with  one  change.  In  the  bill  as  passed  by  the  House, 
an  exclusion  was  provided  for  the  cost  of  the  first  $30,000  of  group-term 
life  insurance  provided  for  an  employee.  Your  committee  has  in¬ 
creased  such  exclusion  to  the  cost  of  the  first  $70,000  of  such  insurance. 
For  the  technical  explanation  of  the  new  section  79(a)  of  the  code 
(other  than  the  amendment  made  by  your  committee),  see  page  A-29 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

(b)  Exceptions. — The  new  section  79(b)  has  been  approved  by  your 
committee  without  change.  For  a  technical  explanation  of  this  sec¬ 
tion,  see  page  A-31  of  the  report  of  the  Committee  on  Ways  and  Means 
on  the  bill. 

(c)  Determination  oj  cost  of  insurance. — The  new  section  79(c)  as 
passed  by  the  House  provides  rules  for  determining  the  cost  of  group- 
term  life  insurance  protection  with  respect  to  an  employee.  Your 
committee  has  modified  this  section  to  eliminate  one  of  the  two  alter¬ 
native  methods  of  determining  cost.  As  passed  by  the  House,  sec¬ 
tion  79(c)  contains  three  paragraphs,  paragraph  (1),  (2),  and  (3). 
Your  committee  has  deleted  paragraph  (2)  and  has  combined  without 
substantive  change  the  provisions  contained  in  paragraphs  (1)  and 
(3)  into  section  79(c). 

Uniform  premium  table  method 

Under  the  bill  as  passed  by  the  House,  paragraph  (1)  of  section  79(c) 
provides  that  the  cost  of  group-term  life  insurance  protection  on  the 
life  of  an  employee  provided  during  any  period  is  determined  on  the 
basis  of  uniform  premiums  (computed,  on  the  basis  of  5-year  age 
brackets)  to  be  set  forth  in  a  table  prescribed  in  regulations  by  the 
Secretary  of  the  Treasury  or  his  delegate.  Your  committee  has  made 
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this  method  the  sole  method  of  determining  the  cost  of  group-term 
life  insurance  with  respect  to  any  employee.  Under  the  bill  as  amended 
by  your  committee,  this  method  of  determining  cost  is  now  set  forth 
in  the  first  sentence  of  the  new  section  79(c). 

Policy  cost  method 

Under  the  bill  as  passed  by  the  House,  paragraph  (2)  of  section 
79(c)  provides  that,  in  lieu  of  using  the  uniform  premium  table,  the 
employer  may  elect,  with  respect  to  any  employee,  to  determine  the 
cost  of  such  employee’s  group-term  life  insurance  on  the  basis  of  the 
average  premium  cost  under  the  policy  for  the  ages  included  within 
the  age  bracket  which  is  applicable  to  the  employee  under  the  pro¬ 
visions  of  paragraph  (1).  Your  committee  has  deleted  this  provision 
from  the  bill. 

Employed  individuals  over  age  64 

Under  the  bill  as  passed  by  the  House,  paragraph  (3)  of  section 
79(c)  provides  that  in  the  case  of  an  employee  who  has  attained  age 
64,  the  prescribed  cost  cannot  exceed  the  cost  with  respect  to  the  indi¬ 
vidual  if  he  were  age  63.  Under  the  bill  as  amended  by  your  commit¬ 
tee  this  provision  is  incorporated  in  the  second  sentence  of  the  new 
section  79(c). 

Example. — The  operation  of  the  new  section  79  as  amended  by  your 
committee  may  be  illustrated  by  the  following  example.  Assume  that 
for  a  full  taxable  year  an  employee,  age  52,  is  provided  (under  a  policy 
carried  by  his  employer)  with  $110,000  of  group-term  life  insurance 
on  his  life  and  that  his  spouse  is  the  beneficiary.  Assume  further  that 
the  uniform  premium  applicable  at  his  age  is  $10.87  per  $1,000  of 
protection  and  that  the  employee  contributes  $1  per  $1,000  of  pro¬ 
tection.  Based  on  these  facts,  the  amount  includible  in  the  employee’s 


income  is  computed  as  follows: 

Total  group-term  life  insurance  protection _  $110,  000 

Less  $70,000  exclusion _  70,  000 

40,  000 

Cost  of  $40,000  of  insurance  (40X  $10.87) _  434.  80 

Less  employee’s  contributions  (110X$1) _  110.  00 

Amount  includible  in  employee’s  gross  income -  324.  80 


SECTION  204.  GROUP-TERM  LIFE  INSURANCE 
PURCHASED  FOR  EMPLOYEES— Continued 

Full-time  life  insurance  salesmen 

Subsection  (a)  (3)  of  section  204  of  the  bill  amends  section 
7701  (a)  (20)  of  the  code  to  provide  that  a  full-time  life  insurance 
salesman  who  is  considered  an  employee  for  purposes  of  chapter  21 
of  the  code  shall  also  be  considered  an  employee  for  purposes  of  the 
new  section  79.  This  subsection  has  been  approved  by  your  com¬ 
mittee  with  a  clerical  change. 

Certain  contributions  by  employees  for  group-term  life  insurance 
Subsection  (b)  of  section  203  of  the  bill  as  passed  by  the  House 
added  a  new  section  218  to  part  VII  of  subchapter  B  of  chapter  1 
of  the  code  (Mating  to  additional  itemized  deductions  for  individuals) . 
Your  committee  has  deleted  this  subsection  from  the  bill. 
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(b)  Withholding. — Subsection  (b)  of  section  204  of  the  bill  (subsecv. 
(c)  of  sec.  203  of  the  bill  as  passed  by  the  House)  amends  section 
3401(a)  of  the  code  (relating  to  definition  of  wages)  by  adding  a  new 
paragraph  (14)  at  the  end  thereof.  Under  this  new  paragraph  (14), 
as  passed  by  the  House,  the  term  “wages”  (for  purposes  of  withholding 
of  income  tax  at  source  on  wages)  includes  remuneration  paid  in  the 
form  of  group-term  life  insurance  on  the  life  of  an  employee,  but  only 
to  the  extent  that  the  cost  of  such  insurance  is  includible  in  the 
employee's  gross  income  under  the  provisions  of  section  79(a)  of  the 
code  (added  to  the  code  by  this  section  of  the  bill) .  Your  committee 
has  amended  the  new  paragraph  (14)  to  provide  that  the  term  “wages” 
(for  purposes  of  withholding  of  income  tax  at  source  on  wages)  does 
not  include  remuneration  paid  in  the  form  of  group-term  life  insurance 
on  the  life  of  an  employee.  In  lieu  of  the  deleted  withholding 
provision,  your  committee  has  provided  an  information  reporting 
requirement. 

(c)  Information  reporting. — Subsection  (c)(1)  of  section  204  of  the 
bill  adds  a  new  section  6052  to  subpart  C  of  part  III  of  subchapter  A 
of  chapter  61  of  the  code  (relating  to  information  concerning  trans¬ 
actions  with  other  persons). 

The  new  section  6052(a)  provides  that  every  employer  who,  during 
any  calendar  year,  provides  group-term  life  insurance  on  the  life  of  an 
employee  during  part  or  all  of  such  calendar  year  under  a  policy  (or 
policies)  carried  directly  or  indirectly  by  such  employer  shall  make  a 
return  according  to  the  forms  or  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate  setting  forth  the  cost  of  such 
insurance  and  the  name  and  address  of  the  employee  on  whose  life 
such  insurance  is  provided,  but  only  to  the  extent  that  the  cost  of  such 
insurance  is  includible  in  the  employee's  gross  income  under  section 
79(a).  For  purposes  of  the  new  section  6052 (a),  the  cost  of  group-term 
life  insurance  is  determined  with  reference  to  the  cost  of  the  life  insur¬ 
ance  (computed  as  provided  in  sec.  79(c))  provided  to  the  employee, 
without  regard  to  the  time  when  the  premium  is  paid  by  the  employer. 
Under  the  provisions  of  the  new  section  6052(a),  each  employer  paying 
remuneration  to  an  employee  in  the  form  of  group-term  life  insurance 
determines  the  amount  includible  in  such  employee's  gross  income 
under  section  79(a)  of  the  code  as  if  such  employer  were  the  only 
employer  paying  the  employee  remuneration  in  the  form  of  such 
insurance.  Thus,  an  employer  computes  the  amount  includible  in  the 
gross  income  of  an  employee  by  applying  a  full  $70,000  exclusion, 
without  regard  to  whether  another  employer  may  also  be  furnishing 
group-term  life  insurance  for  the  same  employee  during  the  same 
period. 

The  new  section  6052(b)  provides  that  every  employer  making  a 
return  under  subsection  (a)  is  to  furnish  to  each  employee  whose 
name  is  set  forth  in  such  return  a  written  statement  showing  the  cost 
of  the  group-term  life  insurance  shown  on  such  return.  The  written 
statement  required  under  the  preceding  sentence  is  to  be  furnished  to 
the  employee  on  or  before  January  31  of  the  year  following  the 
calendar  year  for  which  the  return  under  subsection  (a)  was  made. 

Your  committee  has  also  provided  that  the  penalties  imposed  by 
section  6652(a)  of  the  code  (relating  to  penalty  for  failure  to  file 
certain  information  returns)  and  section  6678  of  the  code  (relating  to 
penalty  for  failure  to  furnish  certain  statements)  are  to  apply  in  the 
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case  of  each  failure  to  file,  with  respect  to  an  employee,  a  return  or 
statement  required  by  the  new  section  6052.  See  paragraph  (2)  of 
section  204(c),  and  paragraph  (2)  of  section  222(b),  of  the  bill. 

( d )  Effective  dates. — Subsection  (d)  of  section  204  of  the  bill  pro¬ 
vides  that  the  amendments  made  by  subsections  (a)  and  (c)  of  this 
section  of  the  bill,  and  paragraph  (2)  of  section  222(b)  of  the  bill, 
apply  with  respect  to  group-term  life  insurance  provided  after  Decem¬ 
ber  31,  1963,  in  taxable  years  ending  after  such  date.  The  amend¬ 
ment  made  by  subsection  (b)  applies  with  respect  to  remuneration 
paid  after  December  31,  1963,  in  the  form  of  group-term  life  insurance 
provided  after  such  date. 

SECTION  205.  AMOUNTS  RECEIVED  UNDER  WAGE 

CONTINUATION  PLANS 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-35 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  206.  EXCLUSION  FROM  GROSS  INCOME  OF 
GAIN  ON  SALE  OR  EXCHANGE  OF  RESIDENCE  OF 
INDIVIDUAL  WHO  HAS  ATTAINED  AGE  65 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-36 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  207.  DENIAL  OF  DEDUCTION  FOR  CERTAIN 
STATE,  LOCAL,  AND  FOREIGN  TAXES 

Section  207  of  the  bill  as  passed  by  the  House  consisted  of  three 
subsections.  Subsection  (a)  of  such  section  207  revised  subsections 
(a),  (b),  and  (c)  of  section  164  of  the  code  (relating  to  deduction  for 
taxes).  Subsection  (b)  of  such  section  207  made  a  number  of  tech¬ 
nical  amendments  to  the  code  and  subsection  (c)  thereof  contained 
the  effective  date  provisions. 

Your  committee  has  made  changes  in  subsection  (a)  of  section  207 
of  the  bill  which  affect  subsections  (a)  and  (b)  of  section  164  of  the 
code.  Subsection  (b)  of  section  207  of  the  bill,  as  passed  by  the  House, 
has  been  approved  by  your  committee  without  change.  Your  com¬ 
mittee  has  changed  subsection  (c)  of  section  207  of  the  bill  by  adding 
a  new  paragraph  (2)  thereto. 

For  the  technical  explanation  of  section  207  of  the  bill  (other  than 
the  amendments  made  by  your  committee),  see  page  A-40  of  the  report 
of  the  Committee  on  Ways  and  Means  on  the  bill. 

Section  164(d)  as  amended 

Subsection  (a)  of  section  164  of  the  code,  as  amended  by  the  bill 
as  passed  by  the  House,  provided,  in  part,  that  the  following  taxes 
would  be  allowed  as  a  deduction  for  the  taxable  year  within  which 
paid  or  accrued: 

(1)  State  and  local,  and  foreign,  real  property  taxes. 

(2)  State  and  local  personal  property  taxes. 
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(3)  State  and  local,  and  foreign,  income,  war  profits,  and  excess 
profits  taxes. 

(4)  State  and  local  general  sales  taxes. 

Your  committee  has  added  to  the  foregoing  list  State  and  local  taxes 
on  the  sale  of  gasoline,  diesel  fuel,  and  other  motor  fuels  and  State  and 
local  taxes  on  the  registration  or  licensing  of  highway  motor  vehicles 
and  on  licenses  for  the  operation  of  highway  motor  vehicles.  As  a 
result  of  your  committee’s  amendment,  any  State  and  local  taxes 
within  the  scope  of  the  amendment  which  are  now  deductible  under 
section  164  remain  so;  any  such  taxes  which  are  not  presently  deducti¬ 
ble  are  not  made  deductible  by  such  amendment. 

Section  164(b)  as  amended 

Your  committee  has  added  a  new  paragraph  (5)  to  section  164(b) 
of  the  code,  as  amended  by  the  bill  as  passed  by  the  House,  to  provide 
a  special  rule  in  the  case  of  separately  stated  general  sales  taxes  and 
any  tax  on  the  sale  of  gasoline,  diesel  fuel,  or  other  motor  fuel.  This 
provision  corresponds  to  section  164(b)(2)(E)  as  passed  by  the  House 
except  that  its  scope  has  been  broadened  to  apply  to  taxes  on  the  sale 
of  gasoline,  diesel  fuel,  and  other  motor  fuel.  If  a  tax  to  which  this 
special  rule  has  application  is  imposed  on  the  seller,  but  the  amount 
of  such  tax  is  separately  stated,  then  (as  under  existing  law),  to  the 
extent  that  the  amount  so  stated  is  paid  by  the  consumer  (otherwise 
than  in  connection  with  the  consumer’s  trade  or  business)  to  his  seller, 
such  amount  is  treated  as  a  tax  imposed  on,  and  paid  by,  such  con¬ 
sumer. 

Subsection  (c)  of  section  207 

Under  the  bill  as  passed  by* the  House,  paragraph  (1)  of  section 
164(c)  of  the  code  denied  a  deduction  for  taxes  assessed  against  local 
benefits  of  a  kind  tending  to  increase  the  value  of  the  property  assessed, 
except  for  the  portion  of  such  taxes  properly  allocable  to  interest  or 
maintenance  charges.  Such  paragraph  (1)  retained  the  rules  of 
present  law  now  contained  in  paragraph  (5)  of  section  164(b)  of  the 
code  but  did  not  retain  the  exception  to  those  rules  now  contained  in 
section  164(b)(5)(B)  which  allow  the  deduction  of  local  benefit  taxes 
levied  by  a  special  taxing  district  if  the  taxes  meet  the  tests  specified 
therein. 

Your  committee  has  made  no  change  in  the  language  of  paragraph 
(1)  of  section  164(c)  of  the  code  as  contained  in  the  House  bill.  How¬ 
ever,  your  committee  has  added  a  new  paragraph  (2)  to  section 
207(c)  of  the  bill  which  provides  that  section  164(c)(1),  as  amended, 
shall  not  prevent  the  deduction  under  section  164,  of  taxes  levied  by 
a  special  taxing  district — 

(1)  which  is  described  in  section  164(b)(5)  of  the  code  (as  in 
effect  for  a  taxable  year  ending  on  Dec.  31,  1963),  and 

(2)  which  was  in  existence  on  December  31,  1963, 

but  only  in  the  case  of  taxes  levied  for  the  purpose  of  retiring  indebted¬ 
ness  which  existed  on  December  31,  1963. 

SECTION  208.  PERSONAL  CASUALTY  AND  THEFT  LOSSES 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill,  see  page  A-45 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 
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SECTION  209.  CHARITABLE,  ETC.,  CONTRIBUTIONS  AND 

GIFTS 

(а)  Certain  organizations  added  to  additional  10-percent  charitable 
limitation. — Subsection  (a)  of  section  209  of  the  bill  as  passed  by  the 
House  has  been  approved  by  your  committee  without  change.  For 
the  technical  explanation  of  this  subsection  of  the  bill,  see  page  A-47 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

(б)  Limitation  oj  unlimited  charitable  contribution  deduction. — Your 
committee  has  added  a  new  subsection  (b)  to  section  209  of  the  bill 
to  provide  a  limitation  on  the  existing  unlimited  charitable  contribu¬ 
tion  deduction. 

Existing  law 

An  individual  taxpayer  is  presently  allowed  an  unlimited  charitable 
contribution  deduction  if  in  the  taxable  year,  and  in  8  of  the  10 
preceding  taxable  years,  the  charitable  contributions  and  income 
taxes  paid  by  the  taxpayer  during  such  year  exceed  90  percent  of  his 
taxable  income  computed  without  deduction  for  charitable  contribu¬ 
tions,  personal  exemptions,  and  net  operating  loss  carrybacks.  Under 
existing  law,  the  charitable  contributions  which  may  be  used  to 
satisfy  the  90-percent  requirement  include  contributions  to  both 
publicly  and  privately  supported  organizations. 

Changes  made  by  your  committee 

Subsection  (b)  of  section  209  of  the  bill,  as  reported,  amends  section 
170(b)(1)  of  the  code  by  redesignating  subparagraph  (D)  as  (E)  and 
by  inserting  a  new  subparagraph  (D).  The  new  subparagraph  pro¬ 
vides  that  only  contributions  described  in  subparagraph  (A)  of  section 
170(b)(1)  (i.e.,  contributions  to  those  organizations  to  which  the  addi¬ 
tional  10-percent  limitation  is  applicable)  will  qualify  as  charitable 
contributions  for  purposes  of  the  unlimited  charitable  contribution 
deduction  provisions.  In  general,  these  organizations  include 
churches,  certain  educational  organizations,  certain  hospitals  and 
medical  research  organizations,  certain  organizations  affiliated  with 
State  colleges  and  universities,  certain  governmental  units,  and  certain 
other  publicly  supported  organizations.  Thus,  for  taxable  years 
begining  after  December  31,  1963,  only  contributions  to  such  organi¬ 
zations  shall  be  taken  into  account  in  determining  whether  the  tax¬ 
payer  has  satisfied  the  90-percent  requirement  of  section  170(b)  (1)(C) 
for  the  current  taxable  year  and  for  those  taxable  years  preceding  the 
current  taxable  year  which  begin  after  December  31,  1963.  Contribu¬ 
tions  not  described  in  section  170(b)(1)(A),  such  as  contributions  to 
private  foundations,  will  not  qualify  as  charitable  contributions  for 
purposes  of  the  unlimited  charitable  contribution  deduction  provisions. 

The  new  section  170(b)(1)(D)  also  provides  that  for  purposes  of 
section  170(b)(1)(C),  the  amount  of  charitable  contributions  shall  be 
determined  without  regard  to  new  paragraph  (5)  of  section  170(b) 
of  the  code  (added  by  sec.  209(c)  of  the  bill,  as  reported).  There¬ 
fore,  in  determining  whether  a  taxpayer  has  satisfied  the  90-percent 
requirement  of  subparagraph  (C)  for  a  current  taxable  year  which 
begins  after  December  31,  1963,  and  for  those  taxable  years  preced¬ 
ing  the  current  taxable  year  which  begin  after  December  31,  1963, 
contributions  made  ill  prior  years,  but  which  under  the  provisions  of 
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new  paragraph  (5)  are  treated  as  having  been  paid  in  subsequent 
years,  shall  not  be  taken  into  account. 

The  new  section  170(b)(1)(D)  provides  that  section  170(b)(1)(C) 
shall  apply  only  if  the  taxpayer  so  elects.  Such  election  can  only  be 
made  by  those  taxpayers  who  satisfy  the  requirements  of  section 
170(b)(1)(C),  as  modified  by  new  section  170(b)(1)(D).  The  time  and 
manner  of  such  election  shall  be  prescribed  under  regulations  promul¬ 
gated  by  the  Secretary  of  the  Treasury  or  his  delegate.  If  a  tax¬ 
payer  makes  such  election,  subsection  (a)  of  section  170  shall  apply 
only  with  respect  to  contributions  described  in  subparagraph  (A)  of 
section  170(b)(1).  Thus,  a  taxpayer  who  elects  to  apply  section 
170(b)(1)(C)  and  thus  to  deduct  contributions  to  a  publicly  sup¬ 
ported  charitable  organization  in  excess  of  the  generally  applicable 
30-percent  limitation  may  not  also  deduct  contributions  which  he 
makes  to  private  foundations.  In  addition,  the  new  section  170(b) 
(1)(D)  provides  that  if  a  taxpayer  elects  to  apply  section  170(b)(1)(C), 
contributions  made  in  the  current  taxable  year,  or  in  any  prior  tax¬ 
able  year,  may  not  be  treated  under  new  paragraph  (5)  of  section 
170(b)  of  the  code  as  having  been  made  in  the  current  taxable  year 
or  in  any  succeeding  taxable  year. 

Effective  date 

New  section  170(b)(1)(D)  shall  apply  with  respect  to  contributions 
which  are  paid  in  taxable  years  beginning  after  December  31,  1963. 

( c )  Five-year  carryover  oj  certain  charitable  contributions  made  by 
individuals. — Subsection  (c)  of  section  209  of  the  bill,  as  reported, 
adds  a  new  paragraph  (5)  to  section  170(b)  of  the  code  (relating  to 
limitations  on  charitable  contribution  deduction)  to  provide  a  carry¬ 
over  of  certain  excess  contributions  made  by  individuals. 

Subparagraph  (A)  of  new  section  170(b)(5)  provides,  in  general, 
that  in  the  case  of  an  individual,  if  the  amount  of  charitable  contri¬ 
butions  described  in  paragraph  (1)(A)  of  section  170(b)  (relating  to 
contributions  to  churches,  certain  educational  organizations,  certain 
hospitals  and  medical  research  organizations,  certain  organizations 
affiliated  with  State  colleges  or  universities,  certain  governmental 
units,  and  certain  other  publicly  supported  organizations),  payment 
of  which  is  made  within  a  taxable  year,  exceeds  30  percent  of  the 
taxpayer’s  adjusted  gross  income  for  such  year  (computed  without 
regard  to  any  net  operating  loss  carryback  to  such  year  under  section 
172),  such  excess  shall  be  treated  as  a  charitable  contribution  described 
in  paragraph  (1)(A)  paid  in  each  of  the  5  succeeding  taxable  years  in 
order  of  time.  However,  with  respect  to  any  such  succeeding  taxable 
year,  the  amount  which  is  to  be  treated  as  paid  in  such  succeeding 
taxable  year  is  limited  to  the  extent  of  the  lesser  of  two  amounts:  (%) 
the  amount  by  which  30  percent  of  the  taxpayer’s  adjusted  gross 
income  for  such  succeeding  taxable  year  (computed  without  regard  to 
any  net  operating  loss  carryback  to  such  succeeding  taxable  year  under 
section  172)  exceeds  the  sum  of  the  charitable  contributions  described 
in  paragraph  (1)(A)  payment  of  which  is  made  by  the  taxpayer  within 
such  succeeding  taxable  year  (determined  without  regard  to  new 
paragraph  (5))  and  the  charitable  contributions  described  in  paragraph 
(1)(A)  payment  of  which  was  made  in  taxable  years  before  the  contri¬ 
bution  year  which  are  treated  under  this  new  rule  as  having  been  paid 
in  such  succeeding  taxable  year;  or  (ii)  in  the  case  of  the  first  succeed¬ 
ing  taxable  year,  the  amount  of  such  excess  contribution,  and  in  the 
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case  of  the  second,  third,  fourth,  or  fifth  succeeding  taxable  year,  the 
portion  of  such  excess  not  treated  under  new  paragraph  (5)  as  a 
charitable  contribution  described  in  paragraph  (1)(A)  paid  in  any 
taxable  year  intervening  between  the  contribution  year  and  such 
succeeding  taxable  year. 

Under  the  provisions  of  new  paragraph  (5),  no  excess  contribution 
carryover  will  be  allowed  with  respect  to  contributions  to  organiza¬ 
tions  not  described  in  subparagraph  (A)  of  section  170(b)(1),  such  as 
private  foundations. 

The  new  paragraph  (5)  of  section  170(b)  does  not  apply  with 
respect  to  estates  or  trusts. 

The  application  of  new  paragraph  (5)  is  illustrated  by  the  following 
examples: 

Example  1. — Taxpayer  A  has  adjusted  gross  income  for  1964  of 
$50,000.  In  1964  A  contributes  $16,500  to  a  church  and  $1,000  to 
a  private  foundation.  Under  existing  law,  A  could  claim  a  charitable 
contribution  deduction  of  $15,000  (30  percent  of  $50,000).  Under 
the  bill,  as  approved  by  your  committee,  A  could  claim  a  charitable 
contribution  deduction  of  $15,000  in  1964  and  would  have  a  charitable 
contribution  carryover  of  $1,500  (excess  of  $16,500  contribution  to 
'the  church  over  30  percent  of  adjusted  gross  income  of  $50,000)  to 
succeeding  taxable  years.  No  carryover  would  be  allowed  with  respect 
to  the  $1,000  contribution  to  the  private  foundation. 

Example  2. — Assume  the  same  facts  as  in  example  1.  Assume 
further  that  for  1965  A  has  adjusted  gross  income  of  $40,000,  and  in 
1965  contributes  $11,000  to  a  church  and  $400  to  a  private  founda¬ 
tion.  Under  existing  law,  A  could  claim  a  charitable  contribution 
deduction  of  $1 1 ,400.  Under  the  bill,  as  approved,  by  your  committee, 
$1,000  ($40,000X30  percent=$12, 000— $11,000  contribution  paid 
to  church  in  1965)  of  the  $1,500  excess  contribution  to  the  church 
which  was  paid  in  1964  would  be  treated  as  paid  in  1965  and  therefore 
A  could  claim  a  total  charitable  contribution  deduction  of  $12,000  for 
1965.  The  remaining  $500  of  the  excess  contribution  paid  to  the 
church  in  1964  would  be  available  for  purposes  of  computing  the 
carryover  from  1964  to  1966,  1967,  1968,  and  1969.  No  carryover 
would  be  allowed  with  respect  to  the  $400  contribution  to  the  private 
foundation. 

Subparagraph  (B)  of  new  section  170(b)(5)  provides  that  in  the 
application  of  subparagraph  (A),  the  excess  determined  under  such 
subparagraph  for  the  contribution  year  shall  be  reduced  to  the  extent 
that  such  excess  reduces  taxable  income  as  computed  for  purposes 
of  the  second  sentence  of  section  172(b)(2)  (relating  to  amount  of 
net  operating  loss  carrybacks  and  carryovers)  and  increases  the  net 
operating  loss  deduction  for  a  taxable  year  succeeding  the  contribu¬ 
tion  year.  To  prevent  a  double  deduction  which  might  arise  from 
the  interrelationship  of  the  charitable  contribution  carryover  and  the 
net  operating  loss  carryover,  subparagraph  (B)  of  new  section  170(b)(5) 
provides,  in  effect,  that  an  excess  charitable  contribution  shall  reduce 
taxable  income  only  once. 

Paragraph  (2)  of  section  209(c)  of  the  bill  contains  technical  amend¬ 
ments.  Section  545(b)(2)  (relating  to  deductions  for  charitable 
contributions  by  personal  holding  companies)  and  section  556(b)(2) 
(relating  to  deductions  for  charitable  contributions  by  foreign  personal 
holding  companies)  are  each  amended,  in  effect,  to  provide  that  new 
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paragraph  (5)  of  section  170(b)  shall  not  apply  for  purposes  of  com¬ 
puting  the  deduction  for  charitable  contributions  provided  under 
section  170  with  respect  to  these  organizations. 

Effective  date 

New  paragraph  (5)  of  section  170(b)  shall  apply  with  respect  to 
charitable  contributions  which  are  paid  in  taxable  years  beginning 
after  December  31,  1963. 

{d)  Five-year  carryover  of  certain  charitable  contributions  made  by 
corporations. — Subsection  (b)  of  section  209  of  the  bill  as  passed  by 
the  House  has  been  redesignated  as  subsection  (d)  and,  with  the  ex¬ 
ception  of  a  change  made  in  the  effective  date  of  this  subsection,  has 
been  approved  by  your  committee  without  change. 

Under  the  bill  as  passed  by  the  House,  the  5-year  corporate  carry¬ 
over  applied  only  with  respect  to  contributions  which  are  paid  (or 
treated  as  paid  under  sec.  170(a)(2)  of  the  Internal  Revenue  Code 
of  1954)  in  taxable  years  beginning  after  December  31,  1963.  Under 
the  bill,  as  approved  by  your  committee,  the  5-year  corporate  carry¬ 
over  shall  apply  to  taxable  years  beginning  after  December  31,  1963, 
with  respect  to  contributions  which  are  paid  (or  treated  as  paid  under 
sec.  170(a)(2)  of  the  Internal  Revenue  Code  of  1954)  in  taxable  years 
beginning  after  December  31,  1961. 

For  the  technical  explanation  of  this  subsection  of  the  bill,  see  page 
A-48  of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

(e)  Future  interest <?  in  tangible  personal  property. — Subsection  (c) 
of  section  209  of  the  bill  as  passed  by  the  House  has  been  redesignated 
as  subsection  (e)  and  has  been  approved  by  your  committee  with  an 
amendment. 

As  passed  by  the  House,  a  new  subsection  (f)  was  added  to  section 
170  of  the  code.  Section  170(a)  of  the  code  provides  that  a  charitable 
contribution  is  allowable  as  a  deduction  for  the  taxable  year  during 
which  payment  thereof  is  made.  The  new  section  170(f)  adds  a 
special  rule  to  determine  when  a  charitable  contribution  consisting  of 
a  future  interest  in  tangible  personal  property  is  considered  to  be  paid. 
Under  the  bill  as  reported,  the  new  section  170(f)  provides,  in  effect, 
that  the  gift  of  such  an  interest  will  be  considered  to  be  incomplete  for 
so  long  as  the  contributor  (or  a  person  standing  in  a  relationship  to  the 
contributor  described  in  sec.  267(b)  of  the  code  (relating  to  losses, 
expenses,  and  interest  with  respect  to  transactions  between  related 
taxpayers))  retains  an  intervening  interest  or  right  to  the  actual  pos¬ 
session  or  enjoyment  of  the  property.  Under  this  special  rule,  a 
charitable  contribution  of  a  future  interest  in  tangible  personal  prop¬ 
erty  is  deemed  paid  only  when  (1)  all  intervening  interests  in,  and 
rights  to  the  actual  possession  or  enjoyment  of,  the  property  have 
expired,  or  (2)  all  intervening  interests  in,  and  rights  to  the  actual 
possession  or  enjoyment  of,  the  property  are  held  by  a  person  or 
persons  other  than  the  contributor  or  related  parties. 

The  bill  as  passed  by  the  House  also  contains  an  exception  which 
was  stated  in  the  last  two  sentences  of  new  subsection  (f).  Such  ex¬ 
ception  provided  that  the  special  rule  of  section  170(f)  does  not  apply 
to  a  contribution  in  which  the  sole  intervening  interest  or  right  is  a 
nontransferable  interest  reserved  by  the  donor  which  expires  upon  the 
donor’s  death,  or,  in  the  case  of  a  joint  gift  by  husband  and  wife,  the 
sole  intervening  interest  or  right  is  a  nontransferable  interest  reserved 
by  the  donors  which  expires  upon  the  death  of  whichever  of  such  donors 
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dies  later.  However,  the  right  to  transfer  the  reserved  life  interest 
to  the  donee  of  the  future  interest  (i.e.,  the  charity  which  receives  the 
future  interest  contributed)  was  not  treated  as  making  a  life  estate 
transferable. 

New  subsection  (f),  as  approved  by  your  committee,  eliminates 
this  exception. 

The  application  of  new  subsection  (f) ,  as  approved  by  your  commit¬ 
tee,  may  be  illustrated  by  the  following  example.  If  a  taxpayer  con¬ 
tributes  a  remainder  interest  in  a  painting  which  he  owns  to  a  charity, 
reserving  to  himself  the  right  to  possession  of  the  painting  during  his 
lifetime,  the  retention  of  the  right  to  possession  is  treated  as  a  post¬ 
ponement  in  the  payment  of  such  contribution  until  his  right  to 

Eossession  terminates.  Thus,  if  the  taxpayer  subsequently  transfers 
is  intervening  right  to  possession  to  the  charity,  or  to  an  unrelated 
person  (a  person  who  does  not  stand  in  a  relationship  to  the  donor 
which  is  set  forth  in  sec.  267(b)),  payment  of  the  remainder  interest  is 
thereupon  deemed  to  have  been  completed  and  the  value  of  such 
interest  (computed  as  of  the  date  the  contribution  is  deemed  to  have 
been  completed)  is  allowed  as  a  deduction,  subject  to  the  limitations 
imposed  by  subsection  (b)  of  section  170,  in  the  year  the  donor’s 
intervening  right  to  possession  is  transferred.  On  the  other  hand,  if 
the  taxpayer  retains  any  right  to  possession  of  the  painting  until  his 
death,  he  is  not  entitled  to  an  income  tax  deduction  with  respect  to  the 
remainder  interest  transferred  on  any  return  during  his  lifetime  or  on 
his  final  return.  However,  the  retention  of  the  right  to  possession 
until  death  would  result  in  the  inclusion  of  the  painting  in  the  tax¬ 
payer’s  gross  estate  and  a  deduction  for  the  included  value  would  be 
allowed  to  his  estate,  as  a  charitable  transfer,  for  estate  tax  purposes. 

Effective  date 

The  amendments  made  by  subsection  (e)  of  the  bill  shall  apply  to 
transfers  of  future  interests  made  after  December  31,  1963,  in  taxable 
years  ending  after  such  date. 

SECTION  210.  LOSSES  ARISING  FROM  EXPROPRIATION 
OF  PROPERTY  BY  GOVERNMENTS  OF  FOREIGN 
COUNTRIES 

Section  210  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  amends  section  172  of  the  code  to  provide  a 
10-year  carryover  of  certain  expropriation  losses. 

(a)  Net  operating  loss  carryover. — Under  the  existing  section 
172(b)(1)  of  the  code,  relating  to  years  to  which  a  net  operating  loss 
may  be  carried,  generally  a  net  operating  loss  for  any  taxable  year  is 
a  net  operating  loss  carryback  to  each  of  the  3  taxable  years  preceding 
the  taxable  year  of  such  loss  and  is  a  net  operating  loss  carryover  to 
each  of  the  5  taxable  years  following  the  taxable  year  of  such  loss. 

Paragraph  (1)  of  section  210(a)  of  the  bill,  as  added  by  your  com¬ 
mittee,  amends  subparagraph  (A)(i)  of  section  172(b)(1)  of  the  code, 
relating  to  years  to  which  a  net  operating  loss  may  be  carried,  to  pro¬ 
vide  that  the  3-year  carryback  rule  does  not  apply  to  the  portion  of  a 
net  operating  loss  for  a  taxable  year  attributable  to  a  foreign  expro¬ 
priation  loss. 

Paragraph  (2)  of  section  210(a)  of  the  bill,  as  added  by  your  com¬ 
mittee,  amends  subparagraph  (B)  of  section  172(b)(1)  of  the  code 
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to  provide  that  the  5-year  carryover  rule  does  not  apply  to  the  portion 
of  a  net  operating  loss  for  a  taxable  year  attributable  to  a  foreign 
expropriation  loss. 

Paragraph  (3)  of  section  210(a)  of  the  bill,  as  added  by  your  com¬ 
mittee,  amends  section  172(b)(1),  relating  to  years  to  which  a  net 
operating  loss  may  be  carried,  by  adding  to  such  section  a  new  sub- 
paragraph  (D).  The  new  subparagraph  (D)  of  section  172(b)(1) 
of  the  code  provides  that  in  the  case  of  a  taxpayer  which  has  a  foreign 
expropriation  loss  for  any  taxable  year  ending  after  December  31, 
1958,  the  portion  of  the  net  operating  loss  for  such  year  attributable 
to  such  foreign  expropriation  loss  shall  not  be  a  net  operating  loss 
carryback  to  any  taxable  year  preceding  the  taxable  year  of  such 
loss  and  shall  be  a  net  operating  loss  carryover  to  each  of  the  10 
taxable  years  following  the  taxable  year  of  such  loss.  The  term 
“foreign  expropriation  loss”  is  defined  in  a  new  subsection  (k)  added 
to  section  172  of  the  code  by  paragraph  (5)  of  section  210(a)  of  the 
bill  ,  as  added  by  your  committee. 

Paragraph  (4)  of  section  210(a)  of  the  bill,  as  added  by  your  com¬ 
mittee,  amends  section  172(b)(3),  relating  to  special  rules  for  net 
operating  loss  carrybacks  and  carryovers,  by  adding  to  such  section 
new  subparagraphs  (C)  and  (D).  Clause  (i)  of  the  new  subparagraph 
(C)  provides  that  the  new  subparagraph  (D)  of  section  172(b)(1)  of  the 
code  which  allows  the  portion  of  a  net  operating  loss  for  a  taxable  year 
attributable  to  a  foreign  expropriation  loss  to  be  carried  forward  for  10 
years  shall  apply  only  if  the  foreign  expropriation  loss  for  the  taxable 
year  equals  or  exceeds  50  percent  of  the  net  operating  loss  for  the 
taxable  year. 

Clause  (ii)  of  the  new  subparagraph  (C)  provides  that,  in  the  case  of 
a  foreign  expropriation  loss  for  *a  taxable  year  ending  after  Decem¬ 
ber  31,  1963,  the  new  10-year  carryover  provision  shall  apply  only  if 
the  taxpayer  elects  (at  such  time  and  in  such  manner  as  the  Secretary 
of  the  Treasury  or  his  delegate  by  regulations  prescribes)  to  have  such 
new  subparagraph  (D)  of  section  172(b)(1)  of  the  code  apply. 

Clause  (iii)  of  the  new  subparagraph  (C)  provides  that,  in  the  case  of 
a  foreign  expropriation  loss  for  a  taxable  year  ending  after  Decem¬ 
ber  31,  1958,  and  before  January  1,  1964,  the  new  10-year  carryover 
provision  shall  apply  only  if  the  taxpayer  elects  (in  such  manner  as 
may  be  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate)  on 
or  before  December  31,  1965,  to  have  such  new  subparagraph  (D)  of 
section  172(b)(1)  of  the  code  apply. 

The  new  subparagraph  (D)  of  section  172(b)(3)  of  the  code  provides 
that  if  a  taxpayer  makes  an  election  under  such  subparagraph  (C)  (iii) , 
then  (notwithstanding  any  law  or  rule  of  law),  with  respect  to  any 
taxable  year  ending  before  January  1,  1964,  affected  by  such  election 
(1)  the  time  for  making  or  changing  any  choice  or  election  under 
subpart  A  of  part  III  of  subchapter  N  (relating  to  foreign  tax  credit) 
shall  not  expire  before  January  1,  1966,  (2)  any  deficiency  attributable 
to  the  election  under  subparagraph  (C)  (iii)  of  section  172(b)(3)  of  the 
code  or  the  application  of  clause  (i)  of  section  172(b)(3)(D)  of  the 
code  may  be  assessed  at  any  time  before  January  1,  1969,  and  (3) 
refund  or  credit  of  any  overpayment  attributable  to  the  election 
under  subparagraph  (C)  (iii)  of  section  172(b)(3)  of  the  code  or  the 
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application  of  clause  (i)  of  section  172(b)(3)(D)  of  the  code  may  be 
made  or  allowed  if  claim  therefor  is  filed  before  January  1,  1969. 
In  the  event  that  the  period  within  which  a  deficiency  may  be  assessed 
or  a  claim  for  refund  filed  would  expire  at  a  date  subsequent  to  January 
1,  1969,  under  section  6501  or  6511  of  the  code,  then  such  later  date 
shall  apply. 

Paragraph  (5)  of  section  210(a)  of  the  bill,  as  added  by  your  com¬ 
mittee,  amends  section  172,  relating  to  net  operating  loss  deduction, 
by  redesignating  the  existing  subsection  (k)  as  subsection  (1)  and  by 
adding  to  such  section  a  new  subsection  (k) .  The  new  subsection  (k) 
provides  that  (1)  the  term  “foreign  expropriation  loss”  means,  for  any 
taxable  year,  the  sum  of  the  losses  sustained  with  respect  to  property 
by  reason  of  the  expropriation,  intervention,  seizure,  or  similar  taking 
of  such  property  by  the  government  of  any  foreign  country,  any 
political  subdivision  thereof,  or  any  agency  or  instrumentality  of  the 
foregoing,  and  (2)  the  portion  of  the  net  operating  loss  for  such  year 
attributable  to  a  foreign  expropriation  loss  is  the  amount  of  the  foreign 
expropriation  loss  for  such  year  (but  not  in  excess  of  the  net  operating 
loss  for  such  year).  The  amount  of  any  loss  sustained  is  determined 
under  section  165  of  the  code. 

(6)  Technical  amendments. — Paragraph  (1)  of  section  210(b)  of  the 
bill,  as  added  by  your  committee,  amends  subparagraph  (B)  of 
section  172(b)(2)  of  the  code,  relating  to  amount  of  carrybacks  and 
carryovers,  by  placing  the  existing  provisions  of  such  subparagraph 
(B)  in  a  new  subparagraph  (B)  (i)  and  by  adding  to  such  section  a 
new  subparagraph  (B)(ii).  Under  existing  section  172(b)(2)  of  the 
code  the  portion  of  a  net  operating  loss  which  shall  be  carried  to  each 
of  the  taxable  years  other  than  the  earliest  taxable  year  to  which 
such  loss  may  be  carried  shall  be  the  excess,  if  any,  of  the  amount  of 
such  loss  over  the  sum  of  the  taxable  income  for  each  of  the  prior 
taxable  years  to  which  such  loss  may  be  carried.  The  new  subpara¬ 
graph  (B)  (ii)  provides  that,  in  computing  taxable  income  for  any  such 
prior  taxable  year,  the  amount  of  the  net  operating  loss  deduction 
shall  be  determined  without  regard  to  that  portion,  if  any,  of  a  net 
operating  loss  for  a  taxable  year  attributable  to  a  foreign  expropriation 
loss,  if  such  portion  may  not,  under  paragraph  (1)(D)  of  section 
172(b)  of  the  code,  be  carried  back  to  such  prior  taxable  year. 

Paragraph  (2)  of  section  210(b)  of  the  bill,  as  added  by  your  com¬ 
mittee,  amends  section  172(b)(2),  relating  to  amount  of  carrybacks 
and  carryovers,  by  adding  at  the  end  of  such  section  a  new  sentence. 
The  new  sentence  provides,  in  effect,  that  the  portion  of  a  net  operating 
loss  for  a  loss  year  attributable  to  a  foreign  expropriation  loss  shall 
be  considered  to  be  a  separate  net  operating  loss  for  such  loss  year. 
Such  portion  attributable  to  a  foreign  expropriation  loss  is  to  be  ap¬ 
plied  after  the  other  portion  of  such  net  operating  loss  for  such  loss 
year,  but  prior  to  any  net  operating  losses  for  subsequent  taxable 
years. 

(c)  Effective  date. — Subsection  (c)  of  t section  210  of  the  bill,  as 
added  by  your  committee,  provides  that  the  amendments  made  by 
such  section  210  shall  apply  in  respect  of  foreign  expropriation  losses 
sustained  in  taxable  years  ending  after  December  31,  1958. 
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SECTION  211.  ONE-PERCENT  LIMITATION  ON  MEDICINE 

AND  DRUGS 

Section  211  of  the  bill  (sec.  210  of  the  bill  as  passed  by  the  House) 
has  been  approved  by  your  committee  without  change.  For  the 
technical  explanation  of  this  section  of  the  bill,  see  page  A-51  of  the 
report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  212.  CARE  OF  DEPENDENTS 

Section  212  of  the  bill  (sec.  211  of  the  bill  as  passed  by  the  House) 
amends  section  214  of  the  code  (relating  to  expenses  for  care  of  certain 
dependents).  Subsections  (a),  (c),  and  (d)  of  section  214  of  the  code 
as  amended  by  the  bill  as  passed  by  the  House  and  the  effective  date 
provision  for  this  section  of  the  bill  have  been  approved  by  your  com¬ 
mittee  without  change.  For  the  technical  explanation  of  this  section 
of  the  bill  (other  than  the  amendments  made  by  your  committee), 
see  page  A-52  of  the  report  of  the  Committee  on  Ways  and  Means  on 
the  bill. 

Subsection  (b)  of  section  214,  as  amended  by  the  bill  as  passed  by 
the  House,  prescribed  certain  limitations  on  the  allowability  of  the 
deduction  otherwise  authorized  by  subsection  (a)  of  such  section. 
The  changes  made  by  your  committee  in  respect  of  these  limitations 
are  discussed  below. 

Dollar  amount 

Under  the  bill  as  passed  by  the  House,  subsection  (b)  of  section 
214  limited  the  deduction  under  section  214(a)  to  $600  for  any  taxable 
year  except  that  such  limit  would  be  increased  (to  an  amount  not 
above  $900)  by  the  amount  of  expenses  incurred  by  a  taxpayer  for 
any  period  during  which  the  taxpayer  had  two  or  more  dependents 
(within  the  meaning  of  amended  sec.  214(d)(1)  of  the  code).  How¬ 
ever,  in  the  case  of  a  woman  who  is  married,  the  $600  limit  would  be 
increased  only  in  respect  of  expenses  incurred  during  a  period  while 
her  husband  was  incapable  of  self-support  because  mentally  or  physi¬ 
cally  defective. 

As  amended  by  your  committee,  subsection  (b)  of  section  214  limits 
the  deduction  under  section  214(a)  to  $600  for  any  taxable  year, 
except  that  such  $600  limit — 

(1)  shall  be  increased  (to  an  amount  not  above  $900)  by  the 
amount  of  expenses  incurred  by  the  taxpayer  for  any  period 
during  which  the  taxpayer  had  two  dependents  (within  the 
meaning  of  amended  sec.  214(d)(1)  of  the  code),  and 

(2)  shall  be  increased  (to  an  amount  not  above  $1,000)  by  the 
amount  of  expenses  incurred  by  the  taxpayer  for  any  period  dur¬ 
ing  which  the  taxpayer  had  three  or  more  dependents  (within 
the  meaning  of  amended  sec.  214(d)(1)  of  the  code). 

The  provision  of  the  bill  as  passed  by  the  House  dealing  with  the 
increase  in  the  $600  limit  in  the  case  of  a  married  woman  (see  the  last 
sentence  of  the  preceding  paragraph)  has  been  deleted. 

Working  wives  and  husbands  with  incapacitated  wives 

Under  the  bill  as  passed  by  the  House,  subsection  (b)  of  section 
214  further  provided,  in  the  case  of  a  woman  who  is  married  and  a 
husband  whose  wife  is  incapacitated,  that  the  deduction  otherwise 
allowable  under  section  214(a) — 


2724 


REVENUE  ACT  OF  1964  219 

(1)  would  not  be  allowed  unless  the  couple  files  a  joint  return; 
and 

(2)  would  be  reduced  dollar  for  dollar  to  the  extent  that  the 
couple’s  combined  adjusted  gross  income  exceeds  $4,500. 

These  conditions,  however,  were  made  inapplicable  in  certain  speci¬ 
fied  situations. 

The  foregoing  provisions  of  the  bill  as  passed  by  the  House  have 
been  approved  by  your  committee  and  have  been  combined  into  one 
paragraph  with  an  amendment  providing  that  the  deduction  other¬ 
wise  allowable  under  section  214(a)  is  to  be  reduced  dollar  for  dollar 
to  the  extent  that  the  couple’s  combined  adjusted  gross  income  ex¬ 
ceeds  $7,000  (rather  than  $4,500  as  provided  in  the  bill  as  passed  by 
the  House). 

SECTION  213.  MOVING  EXPENSES 

Section  213  of  the  bill  (sec.  212  of  the  bill  as  passed  by  the  House) 
has  been  approved  by  your  committee  except  for  a  change  in  the 
effective  date  provision  in  subsection  (d).  The  amendment  made 
by  subsection  (c)  of  section  213  (relating  to  the  definition  of  “wages” 
for  withholding  purposes)  applied,  under  the  bill  as  passed  by  the 
House,  with  respect  to  remuneration  paid  after  December  31,  1963. 
As  amended  by  your  committee,  such  provision  applies  with  respect 
to  remuneration  paid  after  the  seventh  day  following  the  date  of 
enactment  of  the  bill. 

For  the  technical  explanation  of  this  section  of  the  bill,  see  page 
A-57  of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  214.  DEDUCTION  FOR  POLITICAL 

CONTRIBUTIONS 

Section  214  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  relates  to  a  deduction  for  certain  political 
contributions  in  computing  taxable  income. 

(a)  Allowance  of  deduction. — Subsection  (a)  of  section  214  of  the 
bill  amends  part  VII  of  subchapter  B  of  chapter  1  (relating  to  addi¬ 
tional  itemized  deductions  for  individuals)  of  the  Internal  Revenue 
Code  of  1954  by  inserting  after  section  217  (as  added  by  sec.  213(a)(1) 
of  the  bill)  a  new  section  218. 

SECTION  218.  CONTRIBUTIONS  TO  POLITICAL  CANDIDATES  AND  POLITICAL 

COMMITTEES 

Subsection  (a)  of  section  218  allows  an  individual  a  deduction  for 
any  political  contribution  (as  defined  in  subsec.  (c)),  payment  of 
which  is  made  during  the  taxable  year.  The  deduction  will  be  allow¬ 
able  only  for  the  taxable  year  in  which  the  contribution  is  paid.  The 
method  of  accounting  employed  by  the  taxpayer  and  the  time  when 
the  contribution  is  pledged  are  immaterial. 

Subsection  (b)(1)  of  section  218  limits  the  deduction  under  sub¬ 
section  (a)  to  an  aggregate  of  $50  for  any  taxable  year  except  that  in 
the  case  of  husband  and  wife  filing  a  joint  return,  the  deduction  for 
any  year  is  limited  to  $100.  The  amount  of  the  deduction  in  the 
case  of  a  joint  return  will  not  be  affected  even  though  the  contribu¬ 
tions  are  made  by  only  one  spouse.  i 
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Subsection  (b)(2)  of  section  218  provides  that  the  deduction  under 
subsection  (a)  shall  be  allowed  only  if  the  political  contribution  is 
verified  in  accordance  with  regulations  prescribed  by  the  Secretary  of 
the  Treasury  or  his  delegate. 

The  term  “political  contribution”  is  defined  in  subsection  (c)  of 
section  218  as  a  contribution  or  gift  to  a  political  candidate  or  a 
political  committee  for  the  purpose  of  furthering  the  candidacy  of  one 
or  more  individuals  in  a  general,  special,  or  primary  election  or  in  a 
convention  of  a  political  party.  A  contribution  to  an  organization 
which  engages  in  activities  in  addition  to  influencing  the  election  of 
political  candidates,  such  as  general  political  education,  could  qualify 
if  such  contribution  is  made  to  further  the  candidacy  of  one  or  more 
individuals  in  a  general,  special,  or  primary  election  or  in  a  convention 
of  a  political  party  and  if  the  funds  received  from  such  contributions 
are  segregated  from  funds  for  such  other  activities.  The  principles 
applicable  under  section  170  of  the  code  (relating  to  charitable  con¬ 
tributions)  will  be  followed  in  determining  what  constitutes  a  contri¬ 
bution  or  gift  and  the  amount  thereof.  Thus,  only  that  portion  of  the 
cost  of  tickets  to  fund-raising  dinners  which  represents  the  excess  of  the 
price  of  the  ticket  over  the  amount  which  would  ordinarily  be  paid  for 
the  dinner  will  qualify  as  a  contribution.  In  addition,  the  value  of 
services  rendered  to  a  candidate  or  committee  will  not  qualify  as  a 
contribution. 

(b)  Technical  amendment. — Subsection  (b)  of  section  214  of  the  bill 
amends  section  642  of  the  code  (relating  to  special  rules  for  credits  and 
deductions  of  estates  and  trusts)  by  redesignating  subsection  (i)  as 
subsection  (j)  and  inserting  a  new  subsection  (i)  which  provides  that 
an  estate  or  trust  is  not  allowed  the  deduction  for  political  contribu¬ 
tions  provided  under  section  218. 

(c)  Effective  date. — Under  subsection  (c)  of  section  214  of  the  bill, 
only  contributions  or  gifts  payment  of  which  is  made  on  or  after  the 
date  of  the  enactment  of  the  bill  in  taxable  years  ending  after  such 
date  will  be  allowable  as  a  deduction  under  new  section  218  of  the  code. 

SECTION  215.  100  PERCENT  DIVIDENDS  RECEIVED  DEDUC¬ 
TION  FOR  MEMBERS  OF  ELECTING  AFFILIATED  GROUPS 

Section  215  of  the  bill,  which  is  a  new  section  added  to  the  bill 
as  passed  by  the  House,  amends  section  243  of  the  code  (relating  to 
the  deduction  for  certain  dividends  received  by  corporations),  and 
makes  conforming  technical  amendments. 

(a)  100  percent  dividends  received  deduction. — Subsection  (a)  of 
section  243,  as  amended,  in  substance  incorporates  the  provisions  of 
subsections  (a)  and  (b)  of  existing  section  243.  Paragraph  (1)  of 
subsection  (a)  corresponds  to  subsection  (a)  of  existing  section  243 
and  paragraph  (2)  of  subsection  (a)  corresponds  to  subsection  (b)  of 
existing  section  243.  Paragraph  (3)  of  subsection  (a),  which  has  no 
counterpart  in  existing  law,  provides  for  a  100  percent  deduction  in 
the  case  of  “qualifying  dividends.” 

Qualifying  dividends 

Subsection  (b)(1)  of  section  243,  as  amended,  defines  the  term 
“qualifying  dividends”  to  mean  dividends  received  by  a  corporation 
which,  at  the  close  of  the  day  the  dividends  are  received,  is  a  member 
of  the  same  affiliated  group  of  corporations  (as  defined  in  par  (5) 
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of  sec.  243(b))  as  the  corporation  distributing  the  dividends,  provided 
that  the  conditions  prescribed  in  subparagraphs  (A)  and  (B)  of 
section  243(b)(1)  are  met. 

Subparagraph  (A)  of  section  243(b)(1)  provides  that  such  affiliated 
group  which  includes  the  distributing  and  recipient  corporations  must 
have  made  an  election  (under  par.  (2)  of  sec.  243(b))  which  is  effective 
for  the  taxable  years  of  its  member  corporations  which  include  the 
day  of  receipt. 

Subparagraph  (B)  of  section  243(b)(1)  provides  that  such  dividends 
must  have  been  distributed  out  of  earnings  and  profits  of  a  taxable 
year  which  ends  after  December  31,  1963,  and  with  respect  to  which 
two  requirements  are  satisfied.  First,  under  clause  (i)  of  subpara¬ 
graph  (B),  on  each  day  of  such  taxable  year  the  distributing  corpora¬ 
tion  and  the  recipient  corporation  must  have  been  members  of  such 
affiliated  group.  Second,  under  clause  (ii)  of  subparagraph  (B),  an 
election  under  section  1562  (relating  to  election  of  multiple  surtax 
exemptions)  must  not  be  effective  for  such  taxable  year. 

The  application  of  the  provisions  of  section  243(b)(1)  may  be 
illustrated  by  the  following  examples: 

Example  (1). — On  March  1,  1964,  corporation  P,  a  publicly  owned 
corporation,  acquires  all  the  stock  of  corporations  S  and  S-l  and 
continues  to  hold  such  stock  throughout  the  remainder  of  1964  and 
all  of  1965.  Corporations  P,  S,  and  S-l  are  domestic  corporations 
which  file  separate  returns  on  the  basis  of  a  calendar  year.  An 
election  under  section  1562  was  not  effective  for  their  taxable  years 
ending  December  31,  1964,  and  December  31,  1965.  Corporation  S 
makes  a  $5,000  distribution  with  respect  to  its  stock  on  February  1, 
1965,  which  is  received  by  corporation  P  on  the  same  date.  Before 
taking  into  account  this  distribution,  corporation  S  had  earnings  and 
profits  for  its  taxable  years  ending  December  31,  1964,  and  December 
31,  1965,  of  $7,000  and  $4,000,  respectively.  An  election  under  sec¬ 
tion  243(b)(2)  is  effective  for  the  taxable  years  of  corporations  P,  S, 
and  S-l  which  include  February  1,  1965.  Accordingly,  corporation  P 
will  be  entitled  to  a  100  percent  dividends  received  deduction  under 
section  243(a)(3)  with  respect  to  $4,000  of  the  $5,000  distribution 
received  from  corporation  S  on  February  1,  1965.  Since  $1,000  of  the 
$5,000  distribution  was  made  out  of  earnings  and  profits  of  corpora¬ 
tion  S  for  its  taxable  year  ending  December  31,  1964,  and  since  corpo¬ 
rations  P  and  S  were  not  members  of  the  same  affiliated  group  of 
corporations  on  each  day  of  such  year,  $1,000  of  the  February  1,  1965, 
distribution  would  not  constitute  a  qualifying  dividend  as  defined  in 
section  243(b)(1)  (but  would  constitute  a  dividend  entitled  to  an  85 
percent  dividends  received  deduction  under  sec.  243(a)(1)). 

Example  {2). — Assume  the  same  facts  as  in  example  (1),  except  that 
corporation  P  held  all  the  stock  of  corporations  S  and  S-l  on  each  day 
of  1964  and  sold  the  stock  of  S  on  November  1,  1965.  Since  an  elec¬ 
tion  under  section*  243(b)(2)  is  effective  for  the  taxable  years  of 
corporations  P,  S,  and  S-l  which  include  February  1,  1965,  corpora¬ 
tion  P  will  be  entitled  to  a  100  percent  dividend  received  deduction 
under  section  243(a)(3)  with  respect  to  $1,000  of  the  $5,000  distribu¬ 
tion  received  from  corporation  S  on  February  1,  1965.  The  $1,000 
amount  represents  the  portion  of  the  February  1,  1965,  distribution 
which  was  made  out  of  the  earnings  and  profits  of  corporation  S  for 
its  taxable  year  ending  December  31,  1964,  a  year  for  which  the 
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requirements  of  section  243(b)(1)  are  met.  Since  $4,000  of  the 
$5,000  distribution  was  made  out  of  the  earnings  and  profits  of  cor¬ 
poration  S  for  its  taxable  year  ending  December  31,  1965,  and  since 
corporations  P  and  S  were  not  members  of  the  same  affiliated  group 
of  corporations  on  each  day  of  such  year,  $4,000  of  the  February  1, 
1965,  distribution  would  not  constitute  a  qualifying  dividend  as  de¬ 
fined  in  section  243(b)(1)  (but  would  constitute  a  dividend  entitled 
to  an  85  percent  dividends  received  deduction  under  sec.  243(a)(1)). 

Election 

Paragraph  (2)  of  section  243(b),  as  amended,  provides  that  an 
election  (referred  to  in  subpar.  (A)  of  sec.  243(b)(1))  is  to  be  made  by 
the  common  parent  corporation  for  the  affiliated  group  of  corporations. 
The  election  is  to  be  made  with  respect  to  a  particular  taxable  year  of 
the  common  parent  corporation  and  is  to  be  made  at  such  time  and 
in  such  manner  as  the  Secretary  of  the  Treasury  or  his  delegate  by 
regulations  prescribes.  An  election  may  not  be  made  for  an  affiliated 
group  for  any  taxable  year  of  the  common  parent  corporation  for 
which  an  election  under  section  1562  (relating  to  election  of  multiple 
surtax  exemptions)  is  effective.  A  consent  is  required  from  each 
corporation  which  is  a  member  of  the  affiliated  group  at  any  time 
during  its  taxable  year  which  includes  the  last  day  of  the  particular 
taxable  year  of  the  common  parent  corporation  with  respect  to  which 
the  election  is  made.  The  consent  is  to  be  made  at  such  time  and  in 
such  manner  as  the  Secretary  of  the  Treasury  or  his  delegate  by 
regulations  prescribes. 

Under  subparagraph  (A)  of  paragraph  (2),  an  election  will  be 
effective  for  the  taxable  year  of  each  member  of  the  affiliated  group 
which  includes  the  last  day  of  the  taxable  year  of  the  common  parent 
corporation  with  respect  to  which  the  election  is  made.  However, 
in  the  case  of  a  taxable  year  of  a  member  beginning  in  1963  and 
ending  in  1964,  if  an  election  is  made  with  respect  to  a  taxable  year 
of  the  common  parent  corporation  which  includes  the  last  day  of 
such  taxable  year  of  such  member,  then  the  election  will  be  effective 
with  respect  to  such  taxable  year  of  such  member  if  it  consents  to 
such  election  with  respect  to  such  taxable  year.  Under  subparagraph 
(B)  of  paragraph  (2),  an  election  will  also  be  effective  (unless  termi¬ 
nated  under  par.  (4)  of  subsec.  (b))  for  the  taxable  year  of  each 
member  which  ends  after  the  last  day  of  the  taxable  year  of  the 
common  parent  corporation  with  respect  to  which  the  election  is 
made  but  which  does  not  include  such  last  day. 

The  application  of  the  provisions  of  section  243(b)(2)  may  be 
illustrated  by  the  following  example: 

Example. — Corporation  P  is  a  common  parent  corporation  of  an 
affiliated  group  of  corporations  consisting  of  corporations  P  and  S. 
Corporation  P  files  its  income  tax  return  on  the  basis  of  a  fiscal  year 
ending  June  30  and  corporation  S  uses  a  calendar  year  as  the  basis 
for  its  tax  return.  Corporation  P  makes  an  election  under  section 
243(b)(2)  with  respect  to  its  taxable  year  ending  June  30,  1965.  If 
the  election  is  properly  consented  to  by  P  and  S,  the  election  will  be 
effective  with  respect  to  the  fiscal  year  of  corporation  P  ending  June 
30,  1965,  and  with  respect  to  the  calendar  year  of  corporation  S 
ending  December  31,  1965  (the  year  including  June  30,  1965,  the  last 
day  of  the  common  parent  corporation’s  taxable  year  with  respect  to 
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which  the  election  was  made).  Further,  if  corporation  Y,  which  has 
a  fiscal  year  ending  September  30,  becomes  a  member  of  such  affiliated 
group  on  June  15,  1966,  the  election  will  be  effective  with  respect  to 
corporation  Y’s  taxable  year  ending  September  30,  1966,  as  well  as 
P’s  taxable  year  ending  June  30,  1966,  and  S’s  calendar  year  ending 
December  31,  1966,  unless  the  election  is  terminated  under  paragraph 
(4)  of  section  243(b). 

Effect  of  election 

Paragraph  (3)  of  section  243(b),  as  amended,  provides  that  if  an 
election,  made  for  an  affiliated  group  of  corporations  under  paragraph 
(2)  of  section  243(b),  is  effective  with  respect  to  any  taxable  year  of 
the  common  parent  corporation,  then  under  regulations  prescribed  by 
the  Secretary  of  the  Treasury  or  his  delegate — 

(1)  no  member  of  such  affiliated  group  may  consent  to  an 
election  under  section  1562  for  such  taxable  year; 

(2)  the  members  of  such  group  will  be  treated  as  one  taxpayer 
for  purposes  of  making  the  elections  under  section  901(a)  (relating 
to  allowance  of  foreign  tax  credit)  and  section  904(b)(1)  (relating 
to  election  of  overall  limitation) ;  and 

(3)  the  members  of  such  affiliated  group  will  be  limited  to  (i) 
one  $100,000  mimimum  accumulated  earnings  credit  under 
section  535(c)  (2)  or  (3);  (ii)  one  $100,000  limitation  for  explora¬ 
tion  expenditures  under  section  615  (a)  and  (b);  (iii)  one  $400,000 
limitation  for  exploration  expenditures  under  section  615(c)(1); 
(iv)  one  $25,000  limitation  on  small  business  deductions  of  life 
insurance  companies  under  sections  804(a)(4)  and  809(d)  (10); 
and  (v)  one  $100,000  exemption  for  purposes  of  estimated  tax 
filing  requirements  under  section  6016  and  the  addition  to  tax 
under  section  6655  for  failure  to  pay  estimated  tax. 

Termination 

Paragraph  (4)  of  section  243(b),  as  amended,  provides  for  the 
termination  of  an  election  under  paragraph  (2).  Such  termination, 
if  made,  is  effective  with  respect  to  a  taxable  year  of  the  common 
parent  corporation  and  with  respect  to  the  taxable  years  of  the 
members  of  the  affiliated  group  which  includes  the  last  day  of  such 
taxable  year  of  the  common  parent  corporation.  Under  subparagraph 
(A)  of  paragraph  (4),  an  election  will  be  terminated  if  the  affiliated 
group  files,  with  respect  to  a  particular  taxable  year  of  the  common 
parent  corporation,  a  termination  of  such  election  (at  such  time  and 
in  such  manner  as  the  Secretary  of  the  Treasury  or  his  delegate  by 
regulations  prescribes).  Each  corporation  which  is  a  member  of  the 
affiliated  group  at  any  time  during  its  taxable  year  which  includes 
the  last  day  of  such  taxable  year  of  the  common  parent  corporation 
must  consent  to  the  termination  of  the  election. 

Under  subparagraph  (B)  of  paragraph  (4),  an  election  will  be 
terminated  with  respect  to  a  taxable  year  of  the  common  parent 
corporation  if  with  respect  to  such  year  the  affiliated  group  includes 
a  member  which  was  not  a  member  of  such  group  during  such  common 
parent  corporation’s  immediately  preceding  taxable  year,  and  if  such 
member  files  a  statement  that  it  does  not  consent  to  the  election  at 
such  time  and  in  such  manner  as  the  Secretary  of  the  Treasury  or 
his  delegate  by  regulations  prescribes. 
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Definition  of  affiliated  group 

Paragraph  (5)  of  section  243(b),  as  amended,  defines  the  term 
“affiliated  group”  for  purposes  of  subsection  (b)  of  section  243.  The 
term  is  to  have  the  same  meaning  assigned  to  it  by  section  1504(a) 
except  that  section  1504(b)(2)  and  section  1504(c)  will  not  apply. 
Thus,  for  purposes  of  section  243(b),  an  affiliated  group  includes 
those  domestic  corporations  (including  a  corporation  which  is  treated 
as  a  domestic  corporation  under  sec.  1504(d))  which  meet  the  stock- 
ownership  test  contained  in  section  1504(a),  and  which  are  “includible 
corporations”  within  the  meaning  of  section  1504(b);  however,  any 
domestic  insurance  company  subject  to  taxation  under  section  802  or 
821  will  be  treated  for  this  purpose  as  an  includible  corporation. 

Special  rules  for  insurance  companies 

Paragraph  (6)  of  section  243(b),  as  amended,  provides  special  rules 
for  certain  insurance  companies.  Subparagraph  (A)  of  paragraph  (6) 
provides  that  if  an  election  under  subsection  (b)  of  section  243  is 
effective  for  the  taxable  year  of  an  insurance  company  subject  to 
taxation  under  section  802  or  821  of  the  code,  then  part  II  of  sub¬ 
chapter  B  of  chapter  6  of  the  code  (relating  to  certain  controlled 
corporations)  will  be  applied  without  regard  to  section  1563(a)(4) 
(relating  to  certain  insurance  companies)  and  section  1563(b)(2)(D) 
(relating  to  certain  excluded  members)  with  respect  to  such  company 
and  the  other  corporations  which  are  members  of  the  controlled 
group  of  corporations  (as  determined  under  sec.  1563  without  regard 
to  subsecs,  (a)(4)  and  (b)(2)(D))  of  which  such  company  is  a  member. 
Subparagraph  (B)  of  paragraph  (6)  provides  that  if  an  insurance  com¬ 
pany  subject  to  taxation  under  section  802  or  821  distributes  a  dividend 
out  of  earnings  and  profits  of  a  taxable  year  with  respect  to  which  the 
company  would  have  been  a  component  member  of  a  controlled  group 
of  corporations  within  the  meaning  of  section  1563  except  for  sub¬ 
section  (b)(2)(D)  thereof,  such  dividend  will  not  be  treated  as  a  quali¬ 
fying  dividend  unless  an  election  under  subsection  (b)  of  section  243 
is  effective  for  such  taxable  year. 

The  application  of  the  provisions  of  paragraph  (6)  of  section  243(b) 
may  be  illustrated  by  the  following  example: 

Example. — Throughout  1965  corporation  M  owns  all  the  stock  of 
corporations  L,  X,  and  Y.  Corporation  M  is  a  domestic  mutual 
insurance  company  subject  to  tax  under  section  821  of  the  code, 
corporation  L  is  a  domestic  life  insurance  company  subject  to  tax  under 
section  802  of  the  code,  and  corporations  X  and  Y  ar‘e  subject  to  tax 
under  section  1 1  of  the  code.  Each  corporation  uses  the  calendar  year 
for  its  taxable  year.  Corporation  L  pays  a  dividend  to  corporation 
M  in  1965  which  is  out  of  the  earnings  and  profits  of  L’s  taxable  year 
ending  on  December  31,  1965.  Corporation  M  makes  an  election 
under  section  243(b)(2)  for  1965  for  the  affiliated  group  consisting  of 
corporations  M,  L,  X,  and  Y  which  is  properly  consented  to  by  such 
corporations.  The  application  of  paragraph  (6)  of  section  243(b)  re¬ 
sults  in  the  following  tax  consequences: 

(1)  As  a  result  of  applying  part  II  of  subchapter  B  of  chapter  6  in 
the  manner  described  in  subparagraph  (A)  of  section  243(b)(6),  cor¬ 
porations  M,  L,  X,  and  Y  will  be  limited  to  a  single  $25,000  surtax 
exemption  for  their  taxable  years  ending  December  31,  1965  (to  be 
apportioned  among  such  corporations  in  accordance  with  sec.  1561). 


2730 


REVENUE  ACT  OF  196  4 


225 


Although  M  and  L  are  excluded  members  of  the  controlled  group  of 
corporations  consisting  of  corporations  M,  L,  X,  and  Y,  by  reason  of 
the  application  of  the  excluded  member  rule  contained  in  subpara¬ 
graph  (D)  of  section  1563(b)(2),  subparagraph  (A)  of  section  243(b)(6) 
requires  that  part  IT  of  subchapter  B  of  chapter  6  of  the  code  be 
applied  with  respect  to  M  and  L  and  the  other  members  of  the  con¬ 
trolled  group  without  regard  to  such  rule. 

(2)  The  distribution  by  corporation  L  to  corporation  M  is  a  qualify¬ 
ing  dividend  within  the  meaning  of  paragraph  (1)  of  section  243(b). 
Since  the  distribution  is  out  of  the  earnings  and  profits  of  L  for  its 
taxable  year  ending  December  31,  1965  (a  year  in  which  L  would  have 
been  a  component  member  of  a  controlled  group  of  corporations 
within  the  meaning  of  sec.  1563  except  for  the  excluded  member  rule 
contained  in  subsec.  (b)(2)(D)),  and  an  election  under  paragraph  (2) 
of  section  243(b)  is  in  effect  for  such  taxable  year,  the  dividend  is 
not  disqualified  by  operation  of  subparagraph  (B)  of  section  243(b)(6). 

Subsection  (c)  of  section  243,  as  amended,  includes  a  new  para¬ 
graph  (4).  New  paragraph  (4)  provides  that  any  dividend  received 
which  is  described  in  section  244  (relating  to  dividends  received  on 
preferred  stock  of  a  public  utility),  as  amended  by  subsection  (b)(1) 
of  this  section  of  the  bill,  shall  not  be  treated  as  a  dividend  for  purposes 
of  section  243,  as  amended.  The  corresponding  provisions  of  existing 
.  law  appear  as  parenthetical  phrases  in  existing  subsections  (a)  and  (b) 
of  section  243. 

Subsection  (d)  of  section  243,  as  amended,  is  the  same  as  existing 
section  243(d)  except  for  a  conforming  change, 

( b )  Technical  amendments. — Subsection  (b)  of  section  215  of  the 
bill  makes  technical  amendments  to  several  sections  of  the  code  to 
conform  them  to  the  amendments  made  by  subsection  (a)  of  this 
section  of  the  bill. 

(c)  Effective  date. — Subsection  (c)  of  section  215  of  the  bill  provides 
that  the  amendments  made  by  subsections  (a)  and  (b)  of  such  section 
shall  apply  with  respect  to  dividends  received  in  taxable  years  ending 
after  December  31,  1963. 

SECTION  216.  INTEREST  ON  LOANS  INCURRED  TO  PUR¬ 
CHASE  CERTAIN  INSURANCE  AND  ANNUITY  CON¬ 
TRACTS 

Section  216  of  the  bill  (section  213  of  the  bill  as  passed  by  the  House) 
amends  section  264  of  the  code  to  provide  that,  under  certain  circum¬ 
stances,  no  deduction  is  allowed  for  interest  on  loans  incurred  or 
continued  to  purchase  or  carry  certain  life  insurance,  endowment,  or 
annuity  contracts.  For  a  technical  explanation  of  this  section  of 
the  bill  (other  than  the  amendment  made  by  your  committee),  see 
page  A-60  of  the  report  of  the  Committee  on  Ways  and  Means  on 
the  bill. 

Subsection  (a)(2)  of  this  section  of  the  bill  as  passed  by  the  House 
provided  that  new  paragraph  (3)  of  section  264(a)  of  the  code  (added 
bv  subsec.  (a)(1)  of  sec.  216  of  the  bill)  would  apply  only  in  respect 
of  contracts  purchased  after  August  6,  1963.  Under  your  com¬ 
mittee’s  amendment,  new  paragraph  (3)  of  section  264(a)  of  the 
code  applies  only  in  respect  of  contracts  purchased  after  December 
31,  1963. 
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SECTION  217.  INTEREST  ON  INDEBTEDNESS  INCURRED 
OR  CONTINUED  TO  PURCHASE  OR  CARRY  TAX- 
EXEMPT  BONDS 

Section  217  of  the  bill,  which  is  a  new  section  added  to  the  bill 
as  passed  by  the  House,  amends  section  265(2)  of  the  code  by  adding 
a  new  sentence  at  the  end  thereof. 

Section  265(2)  presently  provides  that  no  deduction  shall  be 
allowed  for  interest  on  indebtedness  incurred  or  continued  to  pur¬ 
chase  or  carry  obligations  (other  than  certain  obligations  of  the 
United  States)  the  interest  from  which  is  wholly  exempt  from  the 
taxes  imposed  by  subtitle  A  of  the  code  (relating  to  income  taxes). 

(a)  Application  with  respect  to  certain  financial  institutions. — 
Section  217(a)  limits  the  application  of  section  265(2)  in  the  case 
of  interest  expense  in  respect  of  face-amount  certificates  issued  by 
a  financial  institution  (other  than  a  bank)  which  is  subject  to  the 
banking  laws  of  the  State  in  which  such  institution  is  incorporated. 
The  amendment  does  not  affect  the  application  of  section  265(2.) 
in  the  case  of  banks. 

Under  section  265(2),  as  amended,  interest  expense  incurred  by 
such  an  institution — 

(1)  on  face-amount  certificates  (as  defined  in  sec.  2(a) (15)  of 
the  Investment  Company  Act  of  1940  (15  U.S.C.  80a-2))  issued 
by  the  institution,  and 

(2)  on  amounts  received  by  such  institution  to  be  applied 
toward  the  purchase  of  such  face-amount  certificates  to  be  issued 
by  the  institution 

is  not  to  be  considered  as  interest  on  indebtedness  incurred  or  con¬ 
tinued  to  purchase  or  carry  obligations  the  interest  on  which  is  wholly 
exempt  from  the  taxes  imposed  by  subtitle  A  of  the  code  to  the  extent 
that  the  average  amount  of  such  obligations  held  by  such  institution 
during  the  taxable  year  does  not  exceed  25  percent  of  the  average  of 
the  total  assets  of  the  institution  during  the  taxable  year. 

The  Secretary  of  the  Treasury  or  his  delegate  is  required  to  prescribe 
by  regulations  the  manner  of  computing  the  average  amount  of  tax- 
exempt  obligations  held  by  such  institution  during  the  taxable  year, 
and  the  manner  of  determining  the  average  amount  of  the  total  assets 
held  by  such  institution  during  the  taxable  year. 

The  computation  of  the  average  amount  of  tax-exempt  obligations 
and  the  average  amount  of  total  assets  is  to  be  made  not  more 
frequently  than  weekly.  Thus,  if  the  Secretary  or  his  delegate 
prescribes  that  such  averages  are  to  be  computed  as  of  the  end  of 
each  week  of  the  institution's  taxable  year,  the  percentage  which  the 
average  amount  of  tax-exempt  obligations  is  of  the  average  amount 
of  total  assets  of  the  institution  for  any  taxable  year  shall  be  computed 
by  dividing — 

(1)  the  sum  of  the  investments  of  the  institution,  as  of  the  end 
of  each  week  of  its  taxable  year,  in  obligations  the  interest  on 
which  is  wholly  tax-exempt,  by 

(2)  the  sum  of  the  total  assets  of  the  institution  as  of  the  end 
of  each  week  of  its  taxable  year. 

If  this  computation  results  in  a  percentage  figure  in  excess  of  25 
percent,  there  is  interest  on  indebtedness  which  is  subject  to  the  first 
sentence  of  section  265(2).  The  amount  thereof  is  obtained  by  multi- 
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plying  the  total  interest  expense  for  the  taxable  year  on  face-amount 
certificates  and  on  amounts  received  for  the  purchase  of  such  certifi¬ 
cates  by  the  percentage  equal  to  the  excess  of  such  percentage  figure 
over  25  percent. 

In  addition,  any  other  interest  expense  of  such  institution  is  subject 
to  the  first  sentence  of  section  265(2). 

(6)  Effective  date. — Section  217(b)  provides  that  the  amendment 
made  by  section  217(a)  shall  apply  with  respect  to  taxable  years  end¬ 
ing  after  the  date  of  enactment  of  the  bill. 

SECTION  218.  REPEAL  OF  REQUIREMENT  OF  ALLOCA¬ 
TION  OF  CERTAIN  TRAVELING  EXPENSES 

(a)  Repeal  of  section  274(c). — Subsection  (a)  of  section  218  of  the 
bill,  which  is  a  new  section  added  to  the  bill  as  passed  by  the  House, 
amends  section  274  of  the  code  by  repealing  subsection  (c)  thereof. 
Section  274(c)  provides  that  in  the  case  of  any  individual  who  is 
traveling  away  from  home  in  pursuit  of  a  trade  or  business  or  in 
pursuit  of  an  activity  described  in  section  212,  no  deduction  shall  be 
allowed  under  section  162  or  section  212  for  that  portion  of  the  ex¬ 
penses  of  such  travel  otherwise  allowable  under  such  section  which, 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  is  not  allocable  to  such  trade  or  business  or  to  such  activity. 
Such  provision,  however,  does  not  apply  to  the  expenses  of  any  travel 
away  from  home  which  does  not  exceed  1  week  or  where  the  portion 
of  the  time  away  from  home  which  is  not  attributable  to  the  pursuit 
of  the  taxpayer’s  trade  or  business  or  to  an  activity  specified  in  section 
212  is  less  than  25  percent  of  the  total  time  away  from  home  on  such 
travel. 

( b )  Effective  date. — Subsection  (b)  of  section  218  of  the  bill  provides 
that  the  repeal  made  by  this  section  shall  apply  with  respect  to  taxable 
years  ending  after  December  31,  1962,  but  only  in  respect  of  periods 
after  such  date. 

SECTION  219.  ACQUISITION  OF  STOCK  IN  EXCHANGE 
FOR  STOCK  OF  CORPORATION  WHICH  IS  IN  CONTROL 
OF  ACQUIRING  CORPORATION 

(a)  Definition  of  reorganization. — Subsection  (a)  of  section  219  of 
the  bill,  which  is  a  new  section  added  by  your  committee  to  the  bill  as 
passed  by  the  House,  amends  subparagraph  (B)  of  section  368(a)(1) 
of  the  code,  relating  to  definition  of  a  stock-for-stock  reorganization. 
Under  the  existing  section  368(a)(1)(B),  the  acquisition  by  one 
corporation,  in  exchange  solely  for  all  or  a  part  of  its  voting  stock,  of 
stock  of  another  corporation  qualifies  as  a  “reorganization”  if,  im¬ 
mediately  after  the  acquisition,  the  acquiring  corporation  has  control 
of  such  other  corporation  (whether  or  not  such  acquiring  corporation 
had  control  immediately  before  the  acquisition). 

Subparagraph  (B)  of  section  368(a)(1)  of  the  code,  as  amended  by 
this  section  of  the  bill,  allows  an  acquiring  corporation  to  exchange 
either  its  voting  stock  or  the  voting  stock  of  a  corporation  which  is  in 
control  of  the  acquiring  corporation  for  the  stock  of  another  corpora¬ 
tion. 
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(b)  Technical  amendments. — Paragraph  (1)  of  section  219(b)  of  the 
bill  ,  as  added  by  your  committee,  amends  subparagraph  (C)  of 
section  368(a)(2)  of  the  code,  relating  to  special  rules.  Under  the 
existing  section  368(a)(2)(C),  a  transaction  otherwise  qualifying  as 
a  “reorganization”  under  subparagraph  (A)  or  (C)  of  section  368(a)(1), 
which  relate  respectively  to  statutory  mergers  or  consolidations  and 
stock-for-property  reorganizations,  is  not  disqualified  by  reason  of 
the  fact  that  part  or  all  of  the  assets  which  were  acquired  in  the  trans¬ 
action  are  transferred  to  a  corporation  controlled  by  the  corporation 
acquiring  such  assets. 

Subparagraph  (C)  of  section  368(a)(2)  of  the  code,  as  amended  by 
this  section  of  the  bill,  allows  a  corporation  acquiring  stock  in  a 
transaction  otherwise  qualifying  as  a  “reorganization”  under  section 
368(a)(1)(B),  as  amended  by  this  section  of  the  bill,  to  transfer  part  or 
all  of  such  stock  to  a  corporation  controlled  by  the  corporation  acquir¬ 
ing  such  stock. 

Paragraph  (2)  of  section  219(b)  of  the  bill,  as  added  by  your  com¬ 
mittee,  amends  the  last  two  sentences  of  subsection  (b)  of  section  368, 
relating  to  definition  of  a  party  to  a  reorganization. 

The  next  to  last  sentence  of  section  368(b)  of  the  code,  as  amended 
by  this  section  of  the  bill,  provides  that  in  the  case  of  a  reorganiza¬ 
tion  qualifying  under  subparagraph  (B)  or  (C)  of  section  368(a)(1), 
if  the  stock  exchanged  for  the  stock  or  properties  is  stock  of  a  corpora¬ 
tion  which  is  in  control  of  the  acquiring  corporation,  the  term  “a 
party  to  a  reorganization”  includes  the  corporation  so  controlling 
the  acquiring  corporation.  The  last  sentence  of  the  amended  section 
368(b)  of  the  code  provides  that  in  the  case  of  a  reorganization 
qualifying  under  subparagraph  (A),  (B),  or  (C)  of  section  368(a)(1) 
by  reason  of  subparagraph  (C)  of  section  368(a)(2),  the  term  “a 
part}7  to  a  reorganization”  includes  the  corporation  controlling  the 
corporation  to  which  the  acquired  assets  or  stock  are  transferred. 

(c)  Effective  date. — Subsection  (c)  of  section  219  of  the  bill,  as 
added  by  your  committee,  provides  that  the  amendments  made  by 
such  section  shall  apply  with  respect  to  transactions  after  December 
31,  1963,  in  taxable  years  ending  after  such  date. 

SECTION  220.  RETROACTIVE  QUALIFICATION  OF  CER¬ 
TAIN  UNION-NEGOTIATED  MULTIEMPLOYER  PENSION 
PLANS 

{a)  Beginning  of  period  as  qualified  trust. — Subsection  (a)  of  section 
220  of  the  bill,  which  is  a  new  section  added  by  your  committee  to 
the  bill  as  passed  by  the  House,  amends  section  401  of  the  code  by 
redesignating  subsection  (i)  as  (j),  and  by  inserting  a  new  subsection 
(i).  Section  401  relates  to  qualified  pension,  profit-sharing,  and 
stock  bonus  plans. 

In  general,  under  existing  law,  employer  contributions  to  a  pension 
trust  are  deductible  only  under  the  provisions  of  section  404  of  the 
code.  Deductibility  under  that  section  in  effect  requires,  if  the 
employees  do  not  have  a  nonforfeitable  right  to  the  contributions 
at  the  time  they  are  made,  that  the  trust  be  part  of  a  pension  plan 
of  an  employer  which  qualifies  under  section  401(a)  of  the  code. 
One  of  the  requirements  for  qualification  included  in  the  Treasury 
Department’s  regulations  under  that  section  is  that  the  plan  be  in 
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the  form  of  “a  definite  written  program  and  arrangement  which  is 
communicated  to  the  employees. ”  However,  under  a  multiemployer 
collective  bargaining  agreement,  employer  contributions  are  often 
made  to  or  for  a  pension  trust  before  a  complete  schedule  of  benefits 
has  been  adopted,  so  that  such  contributions  are  not  made  to  a 
qualified  trust  and,  if  not  vested,  are  not  deductible. 

The  new  subsection  (i)  applies  to  a  trust  forming  part  of  a  pension 
plan  which  has  been  determined  by  the  Secretary  of  the  Treasury  or  his 
delegate  to  constitute  a  qualified  trust  under  section  401(a),  and  to  be 
exempt  from  taxation  under  section  501(a),  for  a  period  beginning 
after  contributions  were  first  made  to  or  for  such  trust.  The  new 
subsection  (i)  provides  that  where  such  a  trust  meets  certain  condi¬ 
tions,  then  it  shall  be  considered  as  having  constituted  a  qualified 
trust  under  section  401(a),  and  as  having  been  exempt  from  taxation 
under  section  501(a),  for  the  period  beginning  on  the  date  on  which 
contributions  were  first  made  to  or  for  such  trust  and  ending  on  the 
date  such  trust  first  constituted  (without  regard  to  the  new  sub¬ 
section)  a  qualified  trust. 

The  conditions  referred  to  in  the  preceding  paragraph  require  that 
it  be  shown  to  the  satisfaction  of  the  Secretary  of  the  Treasury  or  his 
delegate  that:  (1)  such  trust  was  created  pursuant  to  a  collective 
bargaining  agreement  between  employee  representatives  and  two  or 
more  employers  who  are  not  related  (determined  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate) ;  (2)  any 
disbursements  made  prior  to  the  period  for  which  the  trust  was  deter¬ 
mined  to  be  qualified  (without  regard  to  the  new  subsection)  sub¬ 
stantially  comply  with  the  terms  of  the  trust  (and  plan)  as  so  qualified; 
and  (3)  prior  to  the  period  for  which  the  trust  was  determined  to  be 
qualified  (without  regard  to  the  new  subsection)  contributions  were 
not  used  in  a  manner  which  jeopardized  the  interests  of  the 
beneficiaries. 

In  some  cases,  employer  contributions  are  held  in  escrow  until  such 
time  as  a  trust  is  created.  For  purposes  of  applying  the  new  subsec¬ 
tion  (i),  such  employer  contributions  which  are  held  in  escrow  and 
later  transferred  to  a  qualified  trust  are  ‘ ‘contributions  made  to  or  for 
such  trust.” 

( b )  Effective  date . — Subsection  (b)  of  section  220  of  the  bill  provides 
that  the  amendments  made  by  subsection  (a)  shall  apply  with  respect 
to  taxable  years  beginning  after  December  31,  1953,  and  ending  after 
August  16,  1954,  but  only  with  respect  to  contributions  made  after 
December  31,  1954.  However,  no  provision  of  this  section  extends  the 
period  of  limitations  within  which  a  claim  for  credit  or  refund  may  be 
filed  for  any  taxable  year. 

SECTION  221.  QUALIFIED  PENSION,  ETC.,  PLAN  COVERAGE 
FOR  EMPLOYEES  OF  CERTAIN  SUBSIDIARY  EMPLOYERS 

Section  221  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  relates  to  the  provision  of  qualified  pension, 
profit-sharing,  etc.,  plan  coverage  for  certain  employees  of  subsidairy 
corporations. 

(a)  Employees  of  foreign  subsidiaries  covered  by  social  security  agree¬ 
ments. — Subsection  (a)  of  section  221  of  the  bill  adds  a  new  section 
400  to  part  I  of  subchapter  D  of  chapter  1  of  the  Internal  Revenue 
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Code  of  1954  (relating  to  pension,  profit-sharing,  stock  bonus  plans, 
etc.).  The  new  section  406  relates  to  qualified  pension,  profit-sharing, 
etc.,  plan  coverage  for  certain  employees  of  foreign  subsidiaries. 

SECTION  406.  QUALIFIED  PENSION,  PROFIT  SHARING,  ETC.,  PLAN 
COVERAGE  FOR  CERTAIN  EMPLOYEES  OF  FOREIGN  SUBSIDIARIES 

(a)  Treatment  as  employees  oj  domestic  corporation. — The  new  sec¬ 
tion  406(a)  sets  forth  the  rules  relating  to  the  treatment  of  certain 
employees  of  foreign  subsidiaries  who  are  covered  under  a  social 
security  agreement  described  in  section  3121(1)  of  the  code,  entered 
into  at  the  request  of  the  domestic  corporation,  as  employees  of  such 
domestic  corporation.  The  new  section  406(a)  only  applies  in  the 
case  of  a  plan  established  and  maintained  by  a  domestic  corporation 
which  is  a  pension,  profit-sharing,  or  stock  bonus  plan  described  in 
section  401(a)  of  the  code,  an  annuity  plan  described  in  section  403(a) 
of  the  code,  or  a  bond  purchase  plan  described  in  section  405(a)  of 
the  code.  The  new  section  406(a)  provides  that  in  the  case  of  such 
a  plan  an  individual  who  is  a  citizen  of  the  United  States  and  who  is 
also  an  employee  of  a  foreign  subsidiary  (as  defined  in  section 
3121(1)  (8)  of  the  code)  of  the  domestic  corporation  shall  be  treated 
as  an  employee  of  such  domestic  corporation  if  certain  requirements 
are  satisfied.  Under  the  new  section  406(a),  the  deemed  employer- 
employee  relationship  can  only  exist  if  the  plan  of  the  domestic 
employer  is  qualified.  However,  if  the  plan  of  the  domestic  employer 
is  qualified,  then  the  fact  that  the  trust  which  forms  a  part  of  such 
plan  is  not  exempt  from  tax  under  section  501(a)  of  the  code  does  not 
affect  such  employer-employee  relationship. 

The  first  of  the  requirements  of  the  new  section  406(a)  is  that  the 
domestic  corporation  has  entered  into  an  agreement  described  in 
section  3121(1)  of  the  code,  relating  to  agreements  entered  into  by 
domestic  corporations  with  respect  to  foreign  subsidiaries,  and  such 
agreement  covers  the  foreign  subsidiary  of  the  domestic  corporation 
in  which  the  individual  is  employed.  Therefore,  there  is  brought 
into  play,  as  a  condition  precedent  to  obtaining  the  benefits  of  section 
406,  the  rules  set  forth  in  section  3121(1)  which  relate  to  the  circum¬ 
stances  under  which  a  domestic  corporation  may  enter  into  an  agree¬ 
ment  for  the  purpose  of  extending  the  benefits  provided  by  title  II 
of  the  Social  Security  Act  to  certain  services  performed  outside  the 
United  States,  and  to  the  obligations  of  the  domestic  corporation 
which  enters  into  such  an  agreement. 

The  second  requirement  is  that  the  qualified  plan  of  the  domestic 
employer  must  expressly  provide  coverage  for  the  U.S.  citizen  em¬ 
ployees  of  all  foreign  subsidiaries  which  are  covered  under  the  agree- . 
ment  described  in  section  3121(1)  of  the  code  which  has  been  entered 
into  by  the  domestic  corporation.  However,  such  requirement  does 
not  modify  the  requirements  for  qualification  set  forth  in  section  401  (a) 
of  the  code  which  are  applicable  to  such  plan.  Thus,  such  plan  must 
satisfy  the  requirements  of  section  401(a)  after  such  plan  is  amended 
to  cover  individuals  who  are  employees  within  the  meaning  of  section 
406(a).  The  plan  need  not  provide  actual  benefits  for  all  citizen 
employees  of  all  such  foreign  subsidiaries;  for  example,  some  such 
employees  may  not  receive  benefits  if  they  are  excluded  by  reason  of 
a  nondiscriminatory  classification  or  other  provision  of  the  plan. 
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The  third  requirement  for  qualification  of  an  individual  as  an 
employee  is  that  contributions  under  a  funded  plan  of  deferred  com¬ 
pensation  are  not  provided  by  any  other  person  with  respect  to  the 
remuneration  paid  to  such  individual  by  the  foreign  subsidiary. 
Contributions  are  provided  under  a  funded  plan  of  deferred  com¬ 
pensation;  for  example,  if  contributions  are  provided  for  such  indi¬ 
vidual  under  a  plan  described  in  section  401(a)  of  the  code,  section 
403(a)  of  the  code,  or  section  405(a)  of  the  code.  If  any  portion  of 
such  remuneration  is  covered  under  another  plan  by  a  person  other 
than  the  domestic  parent,  such  employee  cannot  be  treated  as  the 
employee  of  the  domestic  corporation. 

(6)  Special  rules  for  application  oj  section  401(a). — The  new  section 
406(b)  provides  certain  special  rules  for  the  application  of  section 
401  (a)  of  the  code  in  the  case  of  a  plan  which  covers  an  individual  who 
is  treated  as  an  employee  of  a  domestic  corporation  under  the  new 
section  406(a). 

Paragraph  (1)  of  such  section  406(b)  provides  certain  rules  regarding 
the  application  of  section  401(a)  (3)(B)  and  (4)  of  the  code  in  the  case 
of  a  plan  which  covers  such  an  individual.  Paragraph  (1)(A)  of  sec¬ 
tion  406(b)  provides  that  if  such  an  individual  is  an  officer,  shareholder, 
or  person  whose  principal  duties  consist  in  supervising  the  work  of 
other  employees  of  a  foreign  subsidiary  of  such  domestic  corporation, 
he  shall  be  treated  as  having  such  capacity  with  respect  to  the 
domestic  corporation.  Thus,  for  example,  if  an  individual  who  is  an 
employee  within  the  meaning  of  section  406(a)  is  an  officer  of  a  foreign 
subsidiary  ,  he  is  considered  to  be  an  officer  of  the  domestic  corporation 
treated  as  his  employer  for  the  purpose  of  determining  whether  the 
plan  of  such  domestic  employer  satisfies  the  nondiscrimination 
requirements  of  section  401(a)  (3)(B)  and  (4). 

Paragraph  (1)(B)  of  section  406(b)  provides  that  the  determination 
of  whether  an  individual  who  is  treated  as  an  employee  under  the  new 
section  406(a)  is  a  highly  compensated  employee  for  purposes  of  sec¬ 
tion  401(a)  (3)(B)  and  (4)  of  the  code  is  made  by  treating  such  indi¬ 
vidual’s  total  compensation  (as  computed  in  accordance  with  the 
provisions  of  par.  (2)  of  sec.  406(b))  as  compensation  paid  by  the 
domestic  corporation  and  by  determining  such  individual’s  status  as 
a  highly  compensated  employee  with  regard  to  such  domestic 
corporation. 

Paragraph  (2)  of  the  new  section  406(b)  sets  forth  the  rules  regard¬ 
ing  determination  of  the  compensation  of  an  individual  who  is  treated 
as  an  employee  of  a  domestic  corporation  under  section  406(a)  of  the 
code.  Such  rules  are  applicable  whenever  the  compensation  of  such 
an  individual  is  to  be  determined  for  the  purpose  of  determining 
whether  the  plan  satisfies  the  requirements  for  qualification  set  forth 
in  section  401(a).  Paragraph  (2)  (A)  of  section  406(b)  provides  that, 
for  the  purpose  of  applying  section  401(a)(5)  with  respect  to  such  an 
individual,  his  total  compensation  is  the  remuneration  paid  to  him 
by  the  foreign  subsidiary  which  would  constitute  his  total  compensa¬ 
tion  if  his  services  had  been  performed  for  the  domestic  corporation 
treated  as  his  employer.  In  addition,  such  paragraph  (2)  (A)  provides 
that  the  portion  of  the  individual’s  total  compensation  which  con¬ 
stitutes  his  basic  or  regular  rate  of  compensation  shall  be  determined 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate. 
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Paragraph  (2)(B)  of  section  406(b)  provides  that  an  individual 
who  is  treated  as  an  employee,  under  section  406(a)  shall  be  treated 
as  having  paid  the  amount  paid  by  such  domestic  corporation  which 
is  equivalent  to  the  tax  imposed  by  section  3101  of  the  code  (relating 
to  the  tax  imposed  on  employees)  with  respect  to  such  individual. 
Thus,  the  administrative  rules  relating  to  the  determination  of  the 
contributions  or  benefits  provided  by  the  employer  under  the  Social 
Security  Act  apply  for  purposes  of  determining  whether  the  plan 
meets  the  requirements  of  section  401. 

(c)  Termination  oj  status  as  deemed  employee  not  to  be  treated  as 
separation  from  service  for  purposes  of  capital  gams  provisions. — The 
new  section  406(c)  provides  that  the  termination  of  status  as  an 
employee  within  the  meaning  of  section  406(a)  shall  not  be  treated 
as  separation  from  service  for  purposes  of  sections  402(a)(2)  and 
403(a)(2)  of  the  code  which  provide  capital  gains  treatment  for 
certain  distributions  which  take  place  after  an  employee’s  separation 
from  the  service.  Section  406(c)  provides  that  for  purposes  of 
applying  section  402(a)(2)  and  section  403(a)(2)  with  respect  to  the 
distribution  of  the  total  amounts  payable  to  an  individual  who  is 
treated  as  an  employee  of  a  domestic  corporation  under  section  406 (a), 
such  individual  is  not  treated  as  separated  from  the  service  of  the 
domestic  corporation  solely  by  reason  of  the  occurrence  of  certain 
events. 

The  provisions  of  section  406(c)  are  in  addition  to  the  rules  of 
existing  law  regarding  the  determination  as  to  whether  an  employee 
is  separated  from  service.  In  general,  these  provisions  take  into 
account  the  deemed  employer-employee  relationship  which  is  estab¬ 
lished  under  the  new  section  406  of  the  code  and  provide  that  the 
termination  of  such  deemed  relationship  does  not  result  in  a  separa¬ 
tion  from  service. 

Section  406(c)  provides  that  for  purposes  of  applying  section 
402(a)(2)  and  section  403(a)(2)  of  the  code  with  respect  to  an  individ¬ 
ual  who  is  treated  as  an  employee  of  a  domestic  corporation  under 
section  406(a),  such  individual  shall  not  be  treated  as  separated  from 
the  service  solely  by  reason  of  the  fact  that — 

(1)  The  agreement  entered  into  by  such  domestic  corporation 
under  section  3121(1)  which  covers  the  employment  of  such 
individual  is  terminated  under  the  provisions  of  such  section; 

(2)  Such  individual  becomes  an  employee  of  a  foreign  subsid¬ 
iary  (as  defined  in  sec.  3121(1) (8))  with  respect  to  which  an 
agreement  described  in  section  3121(1)  does  not  apply; 

(3)  Such  individual  ceases  to  be  an  employee  within  the 
meaning  of  section  406(a)  and  becomes  an  employee  of  another 
corporation  controlled  by  the  domestic  corporation;  or 

(4)  The  provision  of  the  plan  described  in  section  406(a)(2)  is 
terminated. 

For  purposes  of  paragraph  (3),  above,  a  corporation  is  considered  to  be 
controlled  by  a  domestic  corporation  if  such  domestic  corporation 
owns  directly  or  indirectly  more  than  50  percent  of  the  voting  stock  of 
the  corporation. 

(d)  Deductibility  of  contributions. — The  new  section  406(d)  relates  to 
the  deductibility  of  contributions  made  on  behalf  of  an  individual  who 
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is  treated  as  an  employee  of  a  domestic  corporation  by  reason  of  the 
provisions  of  section  406(a).  The  new  section  406(d)  provides  that 
for  purposes  of  applying  sections  404  and  405(c)  with  respect  to  con¬ 
tributions  made  to  a  qualified  plan  on  behalf  of  an  individual  who  is 
treated  as  an  employee  of  a  domestic  corporation  under  section 
406(a),  no  domestic  corporation  is  allowed  a  deduction.  The  amount 
which  would  be  deductible  under  section  404  or  405(c)  by  the  domestic 
corporation  if  the  individual  who  is  an  employee  within  the  meaning  of 
section  406(a)  were  its  own  employee  is  allowed  as  a  deduction  to  the 
foreign  subsidiary.  Thus,  the  foreign  subsidiary  is  allowed  the 
deduction  under  section.  404(a)  or  405(c),  but  such  deduction  is  avail¬ 
able  to  the  foreign  corporation  only  to  the  extent  otherwise  allowed 
under  chapter  1  (see,  for  example,  sec.  863  of  the  code). 

Whether  contributions  on  behalf  of  an  individual  who  is  treated 
as  an  employee  under  section  406(a),  or  forfeitures  with  regard  to  such 
employee,  will  result  in  an  inclusion  in  the  income  of  the  domestic 
corporation,  or  an  adjustment  in  the  basis  of  such  corporation’s 
stock  in  the  foreign  corporation,  will  depend  upon  the  rules  of  existing 
law.  For  example,  an  unreimbursed  contribution  by  the  domestic 
parent  corporation  to  a  plan  under  which  each  employee’s  rights  to 
the  contributions  are  nonforfeitable,  will  be  treated  as  a  contribution 
of  capital  to  the  foreign  subsidiary  to  the  extent  that  such  contribu¬ 
tions  are  made  on  behalf  of  such  subsidiary’s  employees. 

Paragraph  (3)  of  the  new  section  406(d)  provides  that  for  the 
purpose  of  computing  the  amount  deductible  under  section  404  or 
405(c)  any  reference  to  compensation  shall  be  considered  to  be  a 
reference  to  the  total  compensation  of  such  individual  determined 
with  the  application  of  the  rules  set  forth  in  the  new  section  406(b)  (2). 

The  new  section  406(d)  also  provides  that  any  amount  deductible 
by  a  foreign  subsidiary  under  this  section  shall  be  deductible  for  its 
taxable  year  with  or  within  which  the  taxable  year  of  the  domestic 
corporation  ends. 

(e)  Treatment  as  employee  under  related  provisions. — The  new  section 
406(e)  provides  that,  for  purposes  of  applying  certain  related  provisions 
of  the  code,  an  individual  who  is  treated  as  an  employee  of  a  domestic 
corporation  under  the  new  section  406(a)  is  also  to  be  treated  as  an 
employee  of  the  domestic  corporation  with  respect  to  certain  related 
provisions  dealing  with  the  tax  treatment  of  qualified  plans.  This 
section  permits  employees  of  subsidiaries  covered  under  the  qualified 
plan  of  the  domestic  corporation  and  their  beneficiaries  to  receive  the 
same  tax  treatment  afforded  other  employees  of  such  corporation  and 
their  beneficiaries  with  respect  to  the  taxation  of  annuities,  the  death 
benefit  exclusion,  the  exemption  from  gross  estate  of  annuities  under 
certain  trusts  and  plans,  and  the  exclusion  from  gift  tax  in  the  case  of 
certain  annuities  under  qualified  plans.  The  provisions  specifically 
designed  under  subsection  (e)  are:  (1)  Section  72(d),  relating  to  em¬ 
ployees’  annuities;  (2)  section  72(f),  relating  to  special  rules  for  com¬ 
puting  employees’  contributions;  (3)  section  101(b),  relating  to 
employees’  benefits;  (4)  section  2039,  relating  to  annuities;  and  (5) 
section  2517,  relating  to  certain  annuities  under  qualified  plans. 
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SECTION  221.  QUALIFIED  PENSION,  ETC.,  PLAN  COVER¬ 
AGE  FOR  EMPLOYEES  OF  CERTAIN  SUBSIDIARY  EM¬ 
PLOYERS— Continued 

(6)  Employees  of  domestic  subsidiaries  engaged  in  business  outside 
the  United  States. — Subsection  (b)  of  section  221  of  the  bill  amends 
part  I  of  subchapter  D  of  chapter  1  of  the  code  (relating  to  pension, 
profit-sharing,  stock  bonus  plans,  etc.)  by  adding  after  section  406 
of  the  code  a  new  section  407.  The  new  section  407  relates  to  certain 
employees  of  domestic  subsidaries  engaged  in  business  outside  the 
United  States. 

SECTION  407.  CERTAIN  EMPLOYEES  OF  DOMESTIC  SUBSIDIARIES  ENGAGED 
IN  BUSINESS  OUTSIDE  THE  UNITED  STATES 

(a)  Treatment  as  employees  of  domestic  parent  corporation. — The  new 
section  407  (a)  sets  forth  the  requirements  which  must  be  satisfied  for 
a  U.S.  citizen  who  is  employed  by  a  domestic  subsidiary  engaged  in 
business  outside  the  United  States  to  be  treated  as  an  employee  of  the 
domestic  parent  corporation.  Paragraph  (1)  of  section  407(a)  pro¬ 
vides  that  for  purposes  of  applying  this  part,  with  respect  to  a  qualified 
plan  described  in  either  section  401(a),  403(a),  or  405(a),  of  a  domestic 
parent  corporation,  an  individual  who  is  a  citizen  of  the  United  States 
and  an  employee  of  a  domestic  subsidiary  (as  defined  in  paragraph  (2) 
of  section  407(a))  of  a  domestic  parent  corporation  shall  be  treated  as 
an  employee  of  the  domestic  parent  corporation  if  two  requirements 
are  satisfied. 

The  first  of  these  requirements  is  that  the  plan  of  the  domestic 
parent  corporation  must  expressly  provide  coverage  for  U.S.  citizen 
employees  of  every  domestic  subsidiary  (as  defined  in  paragraph  (2) 
of  section  407(a)).  The  second  requirement  is  that  contributions 
must  not  be  provided  for  the  employee  by  any  other  person  under  a 
funded  plan  of  deferred  compensation  (whether  or  not  such  plan  is  a 
qualified  plan).  Contributions  are  not  provided  under  a  funded  plan, 
for  example,  merely  because  the  domestic  subsidiary  employer  pays 
the  tax  imposed  by  section  3111  with  respect  to  an  employee. 

Paragraph  (2). of  the  new  section  407(a)  provides  certain  definitions 
for  purposes  of  section  407.  Paragraph  (2) (A)  of  section  407(a) 
defines  the  term  “domestic  subsidiary’ ’  for  purposes  of  section  407. 
Such  paragraph  (2) (A)  sets  forth  three  requirements  which  must  be 
satisfied  in  order  for  a  domestic  corporation  to  be  classified  as  a 
“domestic  subsidiary.”  First,  the  domestic  parent  corporation  must 
own  80  percent  or  more  of  the  outstanding  voting  stock  of  the  sub¬ 
sidiary  corporation.  Second,  95  percent  or  more  of  the  subsidiary 
corporation’s  gross  income  for  the  3  taxable  years  of  such  subsidiary 
immediately  preceding  the  close  of  the  taxable  year  of  the  domestic 
parent  corporation  (or  for  such  part  of  such  period  during  which  the 
corporation  was  in  existence)  must  be  derived  from  sources  without 
the  United  States.  The  third  requirement  is  that  90  percent  or  more 
of  the  subsidiary  corporation’s  gross  income  for  such  period  (or  such 
part)  must  be  derived  from  the  active  conduct  of  a  trade  or  business. 

Paragraph  (2)(B)  of  section  407(a)  defines  the  term  “domestic 
parent  corporation”  for  purposes  of  section  407.  A  domestic  parent 
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corporation  for  purposes  of  such  section  is  the  domestic  corporation 
which  owns  80  percent  or  more  of  the  outstanding  voting  stock  of  a 
domestic  subsidiary  (as  defined  in  paragraph  (2)  (A)). 

(b)  Special  rules  jor  application  oj  section  401(a). — The  new  section 
407(b)  provides  special  rules  for  the  application  of  section  401(a). 
The  rules  are  substantially  the  same  as  those  prescribed  in  the  new 
section  406(b)  (1)  and  (2) (A),  except  that  the  provisions  of  section 
407(b)  relate  to  individuals  who  are  employees  within  the  meaning 
of  section  407(a),  and  the  technical  explanation  of  the  provisions  of 
section  406(b)  (1)  and  (2) (A)  is  applicable  to  the  provisions  of  section 
407(b). 

(c)  Termination  oj  status  as  deemed  employee  not  to  be  treated  as 
separation  jrom  service  jor  purposes  oj  capital  gains  provisions. — 
The  new  section  407(c)  relates  to  certain  occasions  when  the  termi¬ 
nation  of  the  status  as  an  employee  within  the  meaning  of  section 
407  shall  not  be  treated  as  separation  from  service  for  purposes  of 
sections  402(a)(2)  and  403(a)(2)  of  the  code.  The  new  section 
407(c)  provides  that  an  individual  who  is  an  employee  of  a  domestic 
subsidiary  but  who  is  treated  as  an  employee  of  a  domestic  parent 
corporation  under  the  new  section  407(a)  shall  not  be  considered  as- 
separated  from  the  service  of  the  domestic  parent  corporation  solely 
by  reason  of  the  fact  that  the  domestic  subsidiary  ceases,  for  any 
taxable  year,  to  be  a  subsidiary  within  the  meaning  of  section  407  (a) 
(2) (A).  Thus,  for  example,  even  though  an  individual  who  is  an 
employee  of  a  domestic  subsidiary  could  not  be  covered  under  the 
plan  of  the  domestic  parent  corporation  for  any  taxable  year  in 
which  the  domestic  parent  corporation  owned  only  72  percent  of  the 

utstanding  voting  stock  of  such  domestic  subsidiary,  such  individual 
would  not  be  treated  as  separated  from  service  of  the  domestic  cor¬ 
poration  for  purposes  of  sections  402(a)(2)  and  403(a)(2)  of  the  code. 

Section  407(c)  also  provides  that  an  individual  shall  not  be  treated 
as  separated  from  the  service  by  reason  of  the  fact  that — 

(1)  such  individual  ceases  to  be  an  employee  of  a  domestic 
subsidiary  corporation  and  becomes  an  employee  of  another 
corporation  controlled  by  the  domestic  parent  corporation;  or 

(2)  the  plan  no  longer  contains  the  provision  described  in 
section  407(a)(1)(A). 

For  purposes  of  paragraph  (1),  above,  a  corporation  is  considered  to 
be  controlled  by  a  domestic  parent  corporation  if  such  domestic 
parent  corporation  owns  directly  or  indirectly  more  than  50  percent 
of  the  voting  stock  of  the  corporation. 

(d)  Deductibility  of  contributions. — The  new  section  407  (d)  provides 
rules  relating  to  the  deductibility  of  contributions  made  on  behalf  of 
an  individual  who  is  an  employee  within  the  meaning  of  section 
407(a).  These  rules  are  substantially  the  same  as  the  rules  in  the 
new  section  406(d),  except  that  the  provisions  of  section  407  relate  to 
contributions  on  behalf  of  employees  of  domestic  subsidiaries. 

(e)  Treatment  as  employee  under  related  provisions. — The  substantive 
provisions  of  the  new  section  407(e)  are  the  same  as  the  new  section 
406(e),  except  that  the  provisions  of  section  407  relate  to  the  tax 
treatment  of  employees  of  domestic  subsidiaries. 
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SECTION  221.  QUALIFIED  PENSION,  ETC.,  PLAN  COVER¬ 
AGE  FOR  EMPLOYEES  OF  CERTAIN  SUBSIDIARY  EM¬ 
PLOYERS — Continued 

(c)  Technical  amendments. — Subsection  (c)  of  section  221  of  the 
bill  sets  forth  certain  technical  amendments.  Paragraph  (1)  of 
section  221(c)  amends  the  table  of  sections  for  part  I  of  subchapter 
D  of  chapter  1  of  the  Internal  Revenue  Code  of  1954  to  reflect  the 
addition  of  new  sections  406  and  407  of  the  code.  Paragraph  (2)  of 
section  221(c)  amends  section  3121(a)(5)  of  the  code,  relating  to 
definition  of  wages,  to  conform  such  definition  to  the  provisions 
relating  to  the  qualification  of  plans  of  deferred  compensation  which 
are  contained  in  part  I  of  subchapter  D  of  chapter  1.  Paragraph  (3) 
of  section  221(c)  amends  section  209(e)  of  the  Social  Security  Act, 
relating  to  the  definition  of  wages,  in  order  to  conform  the  provisions 
of  this  section  to  the  provisions  of  section  3121(a)(5)  of  the  code,  as 
amended  by  paragraph  (2)  of  section  221(c)  of  the  bill. 

(d)  Effective  date. — Subsection  (d)  of  section  221  of  the  bill  provides 
that  the  amendments  made  by  subsections  (a),  (b),  and  (c)(1)  of 
section  221  will  be  applicable  to  taxable  years  ending  after  December 
31,  1963,  and  that  the  amendments  made  by  subsections  (c)  (2)  and 
(3)  of  section  221  shall  apply  to  remuneration  paid  after  December 
31,  1962. 

SECTION  222.  EMPLOYEE  STOCK  OPTIONS  AND  PURCHASE 

PLANS 

Section  222  of  the  bill  (sec.  214  of  the  bill  as  passed  by  the  Hous^ 
has  been  approved  by  your  committee  with  the  amendments  explained 
hereinafter.  For  the  technical  explanation  of  this  section  of  the  bill 
(other  than  the  amendments  made  by  your  committee),  see  page  A-63 
of  the  report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

(a)  In  general. — Subsection  (a)  of  this  section  of  the  bill  as  passed 
by  the  House  has  been  amended  by  your  committee  as  follows: 

SECTION  422.  QUALIFIED  STOCK  OPTIONS 

(a)  Qualified  stock  option. — Under  the  bill  as  passed  by  the  House, 
section  422(b)  of  the  code  defined  the  term  “qualified  stock  option’ ’ 
as  an  option  granted  to  an  individual  after  June  11,  1963  (other  than 
a  restricted  stock  option  granted  pursuant  to  a  contract  described 
in  sec.  424(c)(4)(A)  (sec.  424(c)(3)(A)  of  the  code  under  the  bill  as 
amended  by  your  committee)),  for  any  reason  connected  with  his 
employment  by  the  corporation,  if  granted  by  the  employer  corpora¬ 
tion  or  its  parent  or  subsidiary  corporation,  to  purchase  stock  oi  any 
of  such  corporations,  but  only  if  the  requirements  of  paragraphs  (1) 
through  (7)  of  section  422(b)  are  met. 

Your  committee  has  amended  this  provision  by  changing  the  date 
contained  therein  from  June  11,  1963,  to  December  31,  1963. 

(5)  Special  rules. — 

Certain  options  treated  as  outstanding 

Under  the  bill  as  passed  by  the  House,  section  422(c)(2)  of  the 
code  provided  that,  for  purposes  of  section  422(b)(5)  (relating  to 
prior  outstanding  options) — 
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(A)  any  restricted  stock  option  which  is  not  terminated  before 
January  1,  1965,  and 

(B)  any  qualified  stock  option  granted  after  June  11,  1963, 

shall  be  treated  as  outstanding  until  such  option  is  exercised  in  full 
or  expires  by  reason  of  the  lapse  of  time.  The  bill  as  passed  by  the 
House  further  provided  that  for  purposes  of  the  preceding  sentence, 
a  restricted  stock  option  granted  before  June  12,  1963,  shall  not  be 
treated  as  outstanding  for  any  period  before  the  first  day  on  which 
(under  the  terms  of  the  option)  it  may  be  exercised. 

Your  committee  has  amended  this  provision  by  changing  the  dates 
June  11,  1963,  and  June  12,  1963,  contained  therein  to  December  31, 
1963,  and  January  1,  1964,  respectively. 

Certain  disqualifying  dispositions  where  amount  realized  is  less  than 
value  at  exercise 

Under  the  bill  as  passed  by  the  House,  section  422(c)(4)  of  the  code 
provided  that  if  an  individual  who  has  acquired  a  share  of  stock  by 
the  exercise  of  a  qualified  stock  option  disposes  of  such  share  within 
3  years  of  the  transfer  of  such  share  to  him  and  if  such  disposition  is  a 
sale  or  exchange  with  respect  to  which  a  loss  (if  sustained)  would  be 
recognized  to  the  individual,  then  the  amount  includible  in  the  gross 
income  of  such  individual,  and  deductible  from  the  income  of  his 
employer  corporation,  as  compensation  attributable  to  the  exercise  of 
such  option  cannot  exceed  the  excess,  if  any,  of  the  amount  realized  on 
such  sale  or  exchange  over  the  amount  paid  for  such  share. 

Your  committee  has  amended  this  provision  in  order  to  provide 
that  the  amount  of  compensation  recognized  to  the  individual,  or 
deductible  from  the  income  of  his  employer  corporation,  is  to  be  limited 
to  the  excess,  if  any,  of  the  amount  realized  on  such  sale  or  exchange 
over  the  adjusted  basis  of  such  share.  Thus,  your  committee’s 
amendment  changes  the  effect  of  this  provision  as  passed  by  the 
House  only  if  the  adjusted  basis  of  the  share  differs  from  the  amount 
paid  for  the  share,  as  might  result  in  the  case  of  the  exercise  of  an 
option  to  which  section  422(c)(1)  (relating  to  exercise  of  option  when 
price  is  less  than  value  of  stock)  applies. 

Exception  to  application  of  subsection  (6)  (5) 

Under  the  bill  as  passed  by  the  House,  paragraphs  (1)  through  (5) 
of  section  422(c)  of  the  code  contained  five  special  rules  relating  to 
qualified  stock  options.  Y7our  committee  has  amended  section  422(c) 
by  adding  a  new  paragraph  (6)  at  the  end  thereof.  The  new  section 
422(c)(6)  (relating  to  exception  to  application  of  subsec.  (b)(5)) 
provides,  in  effect,  that  a  new  qualified  stock  option  being  granted  to 
an  individual  need  not  contain  the  limitation  on  exercise  otherwise 
required  by  section  422(b)(5),  if  the  new  option  and  all  the  outstand¬ 
ing  qualified  (or  restricted)  stock  options  previously  granted  to  the 
individual,  are  options  to  purchase  stock  of  the  same  class  in  the 
same  corporation,  and  if  the  price  payable  under  each  such  outstand¬ 
ing  option  (determined  as  of  the  date  of  grant  of  the  new  qualified 
stock  option  being  granted  to  the  individual)  is  not  more  than  the 
option  price  of  the  option  being  granted. 

The  operation  of  the  new  paragraph  (6)  of  section  422(c)  is  illus¬ 
trated  by  the  following  examples: 

Example  ( 1 ). — Assume  that  on  January  2,  1964,  A,  an  employee  of 
M  corporation,  is  granted  a  qualified  stock  option  entitling  him  to 
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purchase  100  shares  of  M  stock  at  a  price  of  $5  per  share  (the  fair 
market  value  of  M  stock  on  such  date).  On  June  2,  1964,  M  grants  A 
another  qualified  stock  option  with  respect  to  the  same  class  of  stock 
as  the  January  option,  entitling  him  to  buy  100  shares  of  such  stock 
at  a  price  of  $6  per  share  (the  fair  market  value  of  such  stock  on 
such  date). 

Under  the  bill  as  passed  by  the  House,  the  option  granted  A  in  June 
must  contain  a  provision  that  such  option  is  not  exercisable  until  the 
option  granted  in  January  has  either  been  exercised  in  full,  or  has 
lapsed.  Under  the  bill  as  amended  by  your  committee,  the  June  op¬ 
tion  may  be  exercisable  before  the  January  option  since  both  options 
are  to  purchase  the  same  class  of  stock  in  the  same  corporation  and  the 
option  price  of  the  January  option  ($5)  is  not  greater  than  the  option 
price  oi  the  June  option  ($6), 

Example  (2). — Tne  facts  are  the  same  as  in  example  (1)  except  that 
the  option  price  of  the  June  option  is  $4,  the  fair  market  value  of  the 
stock  on  June  2,  1964.  The  new  rule  of  section  422(c)(6)  (relating  to 
exception  to  the  application  of  sec.  422(b)(5))  is  not  applicable  in  this 
case  since  the  price  payable  for  the  stock  under  the  January  option 
($5)  is  greater  than  the  option  price  of  the  June  option  ($4).  Sim¬ 
ilarly,  the  exception  to  the  application  of  section  422(b)(5)  provided  by 
the  new  section  422  (c)  (6)  would  not  be  applicable  if  the  June  option 
were  granted  with  respect  to  a  different  class  of  M  stock,  or  with 
respect  to  the  stock  of  a  parent  or  subsidiary  of  M  corporation.  In 
such  a  situation,  the  provisions  of  section  422(b)(5)  remain  applicable 
and  the  outstanding  option  must  either  be  exercised  in  full  or  lapse 
before  the  more  recently  granted  option  may  become  exercisable. 

SECTION  423.  EMPLOYEE  STOCK  PURCHASE  PLANS 

(a)  General  rule. — Under  the  bill  as  passed  by  the  House,  section 
423(a)  of  the  code  provided  that  the  special  tax  treatment  of  the  new 
section  421(a)  shall  apply  to  a  transfer  of  a  share  of  stock  to  an  indi¬ 
vidual  pursuant  to  his  exercise  of  an  option,  if  the  option  is  granted 
after  June  11,  1963  (other  than  a  restricted  stock  option  granted 
pursuant  to  a  plan  described  in  sec.  424(c)(4)(B)  (sec.  424(c)(3)(B)  of 
the  code  under  the  bill  as  amended  by  your  committee)),  under  an 
employee  stock  purchase  plan  (as  defined  in  sec.  423(b)),  and  if  the 
holding  period  and  employment  requirements  set  forth  in  paragraphs 
(1)  and  (2)  of  section  423(a)  are  met. 

Your  committee  has  amended  this  provision  by  changing  the  date 
contained  therein  from  June  11,  1963,  to  December  31,  1963. 

SECTION  424.  RESTRICTED  STOCK  OPTIONS 

(a)  Restricted  stock  option. — Under  the  bill  as  passed  by  the  House, 
section  424(b)  of  the  code  continued  the  definition  of  the  term 
“restricted  stock  option”  presently  contained  in  section  421(d)(1) 
for  options  granted  before  June  12,  1963  (or  after  June  11,  1963,  if 
granted  in  accordance  with  sec.  424(c)(4)  (sec.  424(c)(3)  of  the  code 
under  the  bill  as  amended  by  your  committee)). 

Your  committee  has  amended  this  provision  by  changing  the  dates 
contained  therein  from  June  12,  1963,  to  January  1,  1964,  and  from 
June  11,  1963,  to  December  31,  1963. 
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( b )  Special  rules. — Under  the  bill  as  passed  by  the  House,  section 
424(c)  of  the  code  provided  three  special  rules  relating  to  restricted 
stock  options,  all  of  which  are  identical  to  provisions  of  existing  sec¬ 
tion  421,  and  a  fourth  special  rule  relating  to  certain  options  granted 
after  June  1 1,  1963.  Your  committee  has  amended  these  special  rules 
in  the  following  respects: 

Stockholder  approval 

Under  the  bill  as  passed  by  the  House,  the  applicability  of  section 
424(c)(2)  of  the  code  (relating  to  stockholder  approval)  was  limited 
to  restricted  stock  options.  Your  committee  has  extended  the  rule 
contained  in  section  424(c)(2)  to  qualified  stock  options  and  options 
granted  under  employee  stock  purchase  plans  by  striking  paragraph 
(2)  of  section  424(c),  and  by  inserting  a  comparable  provision  as  sub¬ 
section  (i)  under  section  425  (relating  to  definitions  and  special  rules). 
A  technical  explanation  of  the  new  section  425 (i)  may  be  found,  in 
place,  below. 

Certain  options  granted  after  December  31 ,  1963 
Under  the  bill  as  passed  by  the  House,  paragraph  (4)  of  section 
424(c)  of  the  code  (sec.  424(c)(3)  of  the  code  under  the  bill  as 
amended  by  your  committee)  provided  the  additional  requirements 
that  must  be  met  by  options  granted  after  June  11,  1963,  in  order 
for  such  options  to  be  treated  as  restricted  stock  options.  In  general, 
under  the  bill  as  passed  by  the  House,  an  option  granted  after  June  11, 
1963,  that  otherwise  meets  the  requirements  of  the  new  section  424(b) 
of  the  code  is  treated  as  a  restricted  stock  option  for  purposes  of  the 
revised  part  II  of  subchapter  D  if  it  was  granted  pursuant  to — 

(A)  a  binding  written  contract  entered  into  before  June  12, 
1963,  or 

(B)  a  written  plan  adopted  and  approved  before  June  12, 
1963,  which  (as  of  June  12,  1963,  and  as  of  the  date  of  the  granting 
of  the  option)  either  met  the  requirements  of  paragraphs  (4) 
and  (5)  of  section  423(b)  or  was  being  administered  in  a  way  that 
did  not  discriminate  in  favor  of  officers,  persons  whose  principal 
duties  consist  of  supervising  the  work  of  other  employees,  or 
highly  compensated  employees. 

Your  committee  has  amended  this  provision  by  changing  the  dates 
contained  therein  from  June  11,  1963,  to  December  31,  1963,  and 
from  June  12,  1963,  to  January  1,  1964.  In  determining  whether 
an  option  is  granted  pursuant  to  a  plan  described  in  subparagraph 
(B)  of  the  provision,  the  terms  of  any  written  offering  that  was  made 
on  or  before  January  1,  1964,  will  be  treated  as  a  part  of  the  plan. 

SECTION  425.  DEFINITIONS  AND  SPECIAL  RULES 

(a)  Modification ,  extension ,  or  renewal  of  option. — 

Special  rules  jor  sections  1+23  and  1+21+  options 

Under  the  bill  as  passed  by  the  House,  subparagraph  (B)  of  section 
425(h)  (2)  of  the  code  continues  the  rule  of  the  existing  section  421  (e)  (1) 
that  provides  an  exception  to  the  rule  of  section  425(h)(2)(A)  if  the 
average  fair  market  value  of  the  stock  for  the  12  months  prior  to  the 
modification,  extension,  or  renewal  is  less  than  80  percent  of  the  fair 
market  value  at  the  date  of  the  original  granting  or  any  intervening 
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modification,  extension,  or  renewal,  whichever  is  higher.  Under  the 
bill  as  passed  by  the  House,  this  exception  only  applies  to  modifica¬ 
tions,  extensions,  or  renewals  of  restricted  stock  options  made  before 
June  12,  1963  (or  made  pursuant  to  a  binding  written  contract  entered 
into  before  June  12,  1963). 

Your  committee  has  amended  this  provision  by  changing  the  date 
contained  therein  from  June  12,  1963,  to  January  1,  1964. 

Definition  oj  modification 

Under  the  bill  as  passed  by  the  House,  paragraph  (3)  of  section 
425(h)  of  the  code  defined  the  term  1  ‘modification’ ’  in  the  same  manner 
as  existing  section  421(e).  Thus,  under  the  bill  as  passed  by  the 
House,  the  term  ‘ ‘modification’ ’  was  defined  as  any  change  in  the 
terms  of  the  option  which  gives  the  employee  additional  benefits; 
but  such  term  does  not  include  a  change  in  the  terms  of  the  option 
which  is  attributable  to  the  issuance  or  assumption  of  an  option 
under  section  425(a),  or  to  permit  the  option  to  qualify  under  section 
422(b)(6),  423(b)(9),  or  424(b)(2)  if,  in  the  case  of  a  restricted  stock 
option,  the  period  during  which  the  option  may  be  exercised  is  re¬ 
stricted  to  10  years  from  the  date  of  the  grant  of  the  option. 

Your  committee  has  amended  this  provision  by  adding  a  new  sub- 
paragraph  (C)  to  section  425(h)(3)  as  set  forth  in  the  bill  as  passed 
by  the  House.  The  new  subparagraph  (C)  added  by  your  com¬ 
mittee  provides  an  additional  exception  to  the  definition  of  the  term 
“modification.”  This  new  exception  provides  that  a  change  in  the 
terms  of  an  option  which  is  not  immediately  exercisable  in  full  to 
accelerate  the  time  at  which  the  option  may  be  exercised  is  not  a 
modification  for  purposes  of  section  425(h).  Thus,  your  committee^ 
amendment  allows  an  option  which  is  exercisable  only  in  insta^ 
ments,  or  after  the  expiration  of  a  fixed  period  of  time,  or  on  the 
happening  of  an  event,  to  be  amended  to  permit  acceleration  of  the 
time  for  exercising  any  (or  all)  of  the  installments,  or  to  permit  an 
acceleration  in  the  time  for  exercising  all  or  any  portion  of  the  option, 
without  treating  such  amendment  as  a  modification  of  the  option. 

(6)  Stockholder  approval. — Under  the  bill  as  passed  by  the  House, 
paragraph  (2)  of  section  424(c)  of  the  code  provided  that  for  purposes 
of  section  424  (relating  to  restricted  stock  options),  if  the  grant  of  an 
option  is  subject  to  approval  by  stockholders,  the  date  of  grant  of 
the  option  shall  be  determined  as  if  the  option  had  not  been  subject  to 
such  approval.  Thus,  under  the  bill  as  passed  by  the  House,  the 
applicability  of  section  424(c)(2)  was  limited  to  restricted  stock 
options. 

Your  committee  has  extended  the  rule  of  section  424(c)(2)  to 
qualified  stock  options  and  options  granted  under  employee  stock 
purchase  plans  by  striking  paragraph  (2)  of  section  424(c)  as  set  forth 
in  the  bill  as  passed  by  the  House,  by  redesignating  section  425  (i) 
(relating  to  cross  references)  as  section  425  (j)  and  by  inserting  a  new 
section  425  (i).  The  new  section  425  (i)  provides  that  for  purposes  of 
part  II  of  subchapter  D  of  chapter  1  of  the  code  (relating  to  certain 
stock  options),  if  the  grant  of  an  option  is  subject  to  approval  by 
stockholders,  the  date  of  grant  of  the  option  shall  be  determined  as  if 
the  option  had  not  been  subject  to  such  approval. 
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SECTION  222.  EMPLOYEE  STOCK  OPTIONS  AND 
PURCHASE  PLANS— Continued 

(6)  Administrative  provisions. — Subsection  (b)  of  this  section  of  the 
bill  as  passed  by  the  House  has  been  amended  by  your  committee  as 
follows: 

Penalties  jor  failure  to  file  information  returns 

Subsection  (b)  (2)  of  this  section  of  the  bill  as  passed  by  the  House 
amends  section  6652(a)  of  the  code  (relating  to  failure  to  file  certain 
information  returns)  to  provide  a  penalty  for  the  failure  to  file  the 
return  required  by  section  6039(a).  Your  committee  has  revised 
section  6652  as  amended  by  the  bill  as  passed  by  the  House  in  order 
to  make  clear  that  the  penalty  provided  under  section  6652(a)  is 
imposed  for  each  failure  to  file  the  statement  referred  to  in  section 
6652(a)(1),  and  for  each  failure  to  file  a  return  with  respect  to  a 
transfer  referred  to  in  section  6652(a)(2).  Thus  a  penalty  is  incurred 
under  section  6652(a)(2)  with  respect  to  each  transfer  described  in 
the  new  section  6039  which  the  taxpayer  fails  to  report  on  the  return 
required  by  such  section.  The  penalty  is  $10  for  each  such  failure, 
not  to  exceed  $25,000  for  all  failures  described  in  section  6652(a)  in 
any  one  calendar  year. 

Your  committee  has  also  amended  section  6652(a)  of  the  code  to 
provide  that  the  penalty  provided  by  such  section  shall  be  imposed 
in  the  case  of  each  failure  to  make  a  return  required  by  section  6052(a) 
(relating  to  reporting  payment  of  wages  in  the  form  of  group-term 
life  insurance)  with  respect  to  group-term  life  insurance  on  the  life  of 
an  employee.  (The  new  sec.  6052  is  added  to  the  code  by  sec.  204  of 
the  bill  as  reported  by  your  committee.) 

(c)  Effective  date. — Subsection  (e)  of  this  section  of  the  bill  as  passed 
by  the  House  provided  that  the  amendments  made  by  this  section 
apply  to  taxable  years  ending  after  June  11,  1963;  except  that  the  new 
section  6039  of  the  code  added  by  subsection  (b)  of  tnis  section  (re¬ 
lating  to  administrative  provisions),  and  paragraph  (2)  of  section 
6652(a)  of  the  code  as  amended  by  such  subsection,  apply  only  to 
stock  transferred  pursuant  to  options  exercised  on  or  after  January  1, 

1964. 

Your  committee  has  amended  subsection  (e)  of  this  section  of  the 
bill  as  passed  by  the  House  by  changing  the  general  effective  date 
of  the  provisions  relating  to  employee  stock  options  and  purchase 
plans  as  passed  by  the  House  from  June  11,  1963,  to  December  31, 
1963,  and  by  adding  a  special  rule  for  certain  options  granted  after 
December  31,  1963,  and  before  January  1,  1965.  The  special  rule  is 
contained  in  a  new  paragraph  (3)  added  to  subsection  (e)  of  this  sec¬ 
tion  of  the  bill  as  passed  by  the  House.  The  new  paragraph  provides 
that  paragraphs  (1)  and  (2)  of  section  422(b)  of  the  code  shall  not 
apply  to  an  option  granted  after  December  31,  1963,  and  before  Janu¬ 
ary  1,  1965,  and  that  paragraph  (1)  of  section  425(h)  shall  not  apply 
to  any  change  in  the  terms  of  such  an  option  made  before  January  1, 

1965,  to  permit  the  option  to  qualify  under  paragraphs  (3),  (4),  and 
(5)  of  section  422(b). 

Subparagraph  (A)  of  the  new  paragraph  (3)  permits  the  transfer  of  a 
share  of  stock  pursuant  to  an  individual’s  exercise  of  a  stock  option 
granted  after  December  31,  1963,  and  before  January  1,  1965,  to 
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qualify  for  the  special  tax  treatment  provided  by  the  revised  section 
421  of  the  code  without  regard  to  whether  the  option  is  granted 
pursuant  to  a  plan,  as  required  by  section  422(b)(1),  or  whether  the 
plan  was  approved  by  the  shareholders.  In  addition,  since  the  option 
need  not  be  granted  pursuant  to  a  plan  at  all,  the  option  need  not  be 
granted  within  10  years  from  the  date  such  plan  is  adopted  or  ap¬ 
proved,  whichever  is  earlier,  as  provided  under  section  422(b)(2). 

Subparagraph  (B)  of  paragraph  (3)  allows  options  granted  after 
December  31,  1963,  and  before  January  1,  1965,  to  be  amended  at  any 
time  before  January  1, 1965,  to  meet  the  requirements  of  paragraphs 
(3),  (4),  and  (5)  of  section  422(b),  without  Such  amendments  being 
treated  as  a  modification  under  section  425(h).  Amendments  to 
options  under  subparagraph  (B)  of  paragraph  (3)  are  to  be  retroactive 
to  the  date  of  grant  of  the  option. 

SECTION  223.  INSTALLMENT  SALES  BY  DEALERS  IN 

PERSONAL  PROPERTY 

Section  223  of  the  bill,  which  was  added  by  your  committee  to  the 
bill  as  passed  by  the  House,  amends  section  453(a)  of  the  code  (re¬ 
lating  to  the  reporting  of  income  by  dealers  in  personal  property  from 
sales  on  the  installment  plan) . 

(а)  Installment  plans. — Subsection  (a)  of  section  223  amends  sec¬ 
tion  453(a)  of  the  code  by  placing  the  existing  provisions  thereof  in 
a  new  paragraph  (1)  of  such  subsection  and  by  adding  new  para¬ 
graphs  (2)  and  (3).  The  new  paragraph  (2)  provides  that  for  pur¬ 
poses  of  determining  whether  a  dealer  in  personal  property  is  selling 
such  property  on  the  installment  plan  so  that  he  may  return  on  the 
installment  method  (as  described  in  par.  (1))  the  income  from  such 
sales,  the  term  “installment  plan”  includes  any  plan  which  provides 
that  the  purchaser  is  to  pay  for  such  sales  in  a  series  of  periodic  in¬ 
stallments  of  the  debt  due  such  dealer. 

Paragraph  (3)  of  revised  section  453(a)  provides  that  for  purposes 
of  computing  the  income  from  sales  of  personal  property  to  be  re¬ 
ported  on  the  installment  method  by  a  dealer  in  personal  property 
under  paragraph  (1),  the  term  “total  contract  price”  includes  all 
charges  relative  to  such  sales  including  the  time  price  differential 
which  represents  the  amount  paid  or  payable  by  the  purchaser  for 
the  privilege  of  paying  for  such  property  in  installments.  Charges 
relative  to  the  sale  of  personal  property  do  not  include  charges  for 
service  contracts  or  warranties,  or  other  charges  for  services  unless 
such  services  are  incidental  to  and  rendered  contemporaneously  with 
the  sale  of  the  personal  property. 

(б)  Effective  date. — Subsection  (b)  of  section  223  provides  that  the 
amendment  made  by  subsection  (a)  of  such  section  shall  apply  to 
taxable  years  beginning  after  December  31,  1963. 

SECTION  224.  TIMING  OF  DEDUCTIONS  AND  CREDITS 
IN  CERTAIN  CASES  WHERE  ASSERTED  LIABILITIES 
ARE  CONTESTED 

Section  224  of  the  bill,  which  was  added  by  your  committee  to  the 
bill  as  passed  by  the  House,  amends  section  461  of  the  1954  Code 
(relating  to  general  rule  for  taxable  year  of  deduction)  and  section  43 
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of  the  1939  Code  (relating  to  period  for  which  deductions  and  credits, 
taken),  and  provides  certain  transitional  rules.  No  provision  of  this 
section  of  the  bill  extends  the  period  of  limitations  within  which  a 
claim  for  credit  or  refund  may  be  filed  for  any  taxable  year. 

(a)  Taxable  year  of  deduction  or  credit. — Paragraph  (1)  of  section 
224(a)  of  the  bill,  which  was  added  by  your  committee  to  the  bill  as 
passed  by  the  House,  amends  section  461  of  the  1954  Code,  relating 
to  general  rule  for  taxable  year  of  deduction,  by  adding  to  such  section 
a  new  subsection  (f).  In  G.C.M.  25298,  1947-2  C.B.  39,  the  Internal 
Revenue  Service  took  the  position  that  a  taxpayer  may  deduct  the 
amount  of  taxes  paid  to  local  authorities  not  later  than  for  the  year  of 
payment  even  though  he  contests  liability  for  such  taxes.  In  1961, 
the  U.S.  Supreme  Court  held  that,  where  an  accrual  basis  taxpayer 
contested  taxes  paid  to  local  authorities,  the  contested  amount  was 
deductible  for  the  taxable  year  in  which  the  contest  was  settled  rather 
than  for  the  taxable  year  in  which  such  amount  was  paid  (U.S.  v. 
Consolidated  Edison  Co.  (1961)  366  U.S.  380).  The  new  subsection 
(f),  in  the  case  of  contested  taxes,  provides  that  the  contested  amount 
is  deductible  for  the  year  of  payment. 

The  new  subsection  (f)  provides  in  effect  that  if  (1)  a  taxpayer  con¬ 
tests  an  asserted  liability  (such  as  a  tax  assessment) ;  (2)  such  taxpayer 
transfers  money  or  other  property  to  provide  for  the  satisfaction  of  the 
asserted  liability;  (3)  the  contest  with  respect  to  the  asserted  liability 
.exists  after  the  time  of  the  transfer ;  and  (4)  but  for  the  fact  that  the 
asserted  liability  is  contested,  a  deduction  or  credit  would  be  allowed 
for  the  taxable  year  of  the  transfer  (or,  in  the  case  of  an  accrual  method 
taxpayer,  for  an  earlier  taxable  year  for  which  such  amount  would  be 
accruable),  then  the  deduction  or  credit  shall  be  allowed  for  the  tax¬ 
able  year  of  the  transfer. 

The  new  subsection  (f)  is  not  limited  to  an  asserted  liability  for  taxes, 
but  applies  to  any  asserted  liability  where  the  requirements  of  the 
new  subsection  (f)  are  met.  A  taxpayer  may  provide  for  the  satis¬ 
faction  of  an  asserted  liability  by  transferring  money  or  other  property 
to  the  person  who  is  asserting  the  liability,  or  by  a  transfer  to  an 
escrow  agent  provided  that  the  money  or  other  property  is  beyond 
the  control  of  the  taxpayer.  However,  purchasing  a  bond  to  guarantee 
payment  of  the  asserted  liability,  an  entry  on  the  taxpayer’s  books  of 
account,  or  a  transfer  to  an  account  which  is  within  the  control  of  the 
taxpayer  is  not  a  transfer  to  provide  for  the  satisfaction  of  an  asserted 
liability. 

The  new  subsection  (f)  applies  only  if  the  contest  with  respect  to 
the  asserted  liability  exists  after  the  time  of  payment.  Thus,  the 
new  subsection  (f)  does  not  apply  to  Z  corporation  in  the  following 
example : 

Example. — Z  corporation  uses  the  accrual  method  of  accounting. 
In  1964  a  $100  liability  is  asserted  against  Z.  Z  contests  the  asserted 
liability.  In  1967  the  contested  liability  is  settled  as  being  $80 
which  Z  accrues  and  deducts  for  such  year.  In  1968  Z  pays  the  $80. 

If  any  portion  of  the  contested  amount,  which  is  deducted  in  the 
year  of  payment,  is  refunded  when  the  contest  is  settled,  such  portion 
is  includible  in  gross  income  except  as  provided  in  section  111  of  the 
1954  Code,  relating  to  recovery  of  bad  debts,  prior  taxes,  and  delin¬ 
quency  amounts. 
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The  new  subsection  (f)  may  be  illustrated  by  the  following  examples: 

Example  ( 1 ). — X  corporation,  which  uses  the  cash  method  of 
accounting,  in  1964  contests  $20  of  a  $100  asserted  real  property 
tax  liability  but  pays  the  entire  $100  to  the  taxing  authority.  In 
1968,  the  contest  is  settled  and  X  receives  a  refund  of  $5.  Under  the 
new  subsection  (f)  of  section  461  of  the  1954  Code,  for  the  taxable 
year  1964  X  deducts  $100  and  for  the  taxable  year  1968  X  includes 
$5  in  gross  income  (assuming  sec.  Ill  of  the  1954  Code  does  not 
apply  to  such  amount). 

Example  (2). — Y  corporation,  which  uses  the  accrual  method  of 
accounting,  in  1964  contests  $20  of  a  $100  asserted  real  property  tax 
liability  but  pays  the  entire  $100  to  the  taxing  authority.  In  1968, 
the  contest  is  settled  and  Y  receives  a  refund  of  $5.  Under  the  new 
subsection  (f)  of  section  461  of  the  1954  Code,  for  the  taxable  year 
1964  Y  deducts  $100  and  for  the  taxable  year  1968  Y  includes  $5  in 
gross  income  (assuming  sec.  Ill  of  the  1954  Code  does  not  apply 
to  such  amount). 

Paragraph  (2)  of  section  224(a)  of  the  bill,  as  added  by  your  com¬ 
mittee,  amends  section  43  of  the  1939  Code,  relating  to  period  for 
which  deductions  and  credits  taken,  by  adding  at  the  end  of  such 
section  a  new  sentence.  The  new  sentence  is  the  same  as  the  new 
subsection  (f)  added  to  section  461  of  the  1954  Code  by  paragraph  (1) 
of  section  224(a)  of  the  bill. 

(6)  Effective  dates. — Subsection  (b)  of  section  224  of  the  bill,  as 
added  by  your  committee,  provides  that  except  as  provided  in  sub¬ 
sections  (c)  and  (d)  of  section  224  of  the  bill — 

(1)  the  new  subsection  (f)  of  section  461  of  the  1954  Code, 
as  added  by  paragraph  (1)  of  section  224(a)  of  the  bill,  shall  apply 
to  transfers  of  money  or  other  property  in  taxable  years  beginning 
after  December  31,  1953,  and  ending  after  August  16,  1954,  and 

(2)  the  new  sentence  added  to  seetion  43  of  the  1939  Code  by 
paragraph  (2)  of  section  224(a)  of  the  bill  shall  apply  to  transfers 
of  money  or  other  property  in  taxable  years  to  which  the  Internal 
Revenue  Code  of  1939  applies. 

(c)  Election  as  to  transfers  in  taxable  years  beginning  before  January  1 , 
1964. — Paragraph  (1)  of  section  224(c)  of  the  bill,  as  added  by  your 
committee,  provides  that  the  amendments  made  to  section  461  of 
the  1954  Code-  and  section  43  of  the  1939  Code  by  paragraphs  (1) 
and  (2),  respectively,  of  section  224(a)  of  the  bill  shall  not  apply  to 
any  transfer  of  money  or  other  property  described  in  such  section 
224(a)  made  in  a  taxable  year  beginning  before  January  1,  1964,  if 
the  taxpayer  elects,  in  the  manner  provided  by  regulations  prescribed 
by  the  Secretary  of  the  Treasury  or  his  delegate,  to  have  such  para¬ 
graph  (1)  apply.  Such  an  election  (1)  must  be  made  within  1  year 
after  the  date  of  enactment  of  the  bill,  (2)  may  not  be  revoked  after  the 
expiration  of  such  1-year  period,  and  (3)  shall  apply  to  all  transfers 
of  money  or  other  property  described  in  section  224(a)  of  the  bill 
made  in  a  taxable  year  beginning  before  January  1,  1964  (other  than 
transfers  described  in  par.  (2)  of  sec.  224(c)  of  the  bill).  In  the  case 
of  any  transfer  to  which  paragraph  (1)  of  section  224(c)  of  the  bill 
applies,  the  deduction  or  credit  shall  be  allowed  only  for  the  taxable 
year  in  which  the  contest  with  respect  to  such  transfer  is  settled. 

Paragraph  (2)  of  section  224(c)  of  the  bill,  as  added  by  your  com¬ 
mittee,  provides  that  paragraph  (1)  of  such  section  224(c)  shall  not 
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apply  to  any  transfer  if  the  assessment  of  any  deficiency  which  would 
result  from  the  application  of  the  election  in  respect  of  such  transfer 
is,  on  the  date  of  the  election  under  such  paragraph  (1),  prevented  by 
the  operation  of  any  law  or  rule  of  law. 

Paragraph  (3)  of  section  224(c)  of  the  bill,  as  added  by  your  com¬ 
mittee,  provides  that  if  the  taxpayer  makes  an  election  under  para¬ 
graph  (1)  of  section  224(c)  of  the  bill,  and  if,  on  the  date  of  such  election, 
the  assessment  of  any  deficiency  which  results  from  the  application 
of  the  election  in  respect  of  any  transfer  is  not  prevented  by  the 
operation  of  any  law  or  rule  of  law,  the  period  within  which  assessment 
of  such  deficiency  may  be  made  shall  not  expire  earlier  than  2  years 
after  the  date  of  enactment  of  this  bill. 

{d)  Certain  other  transfers  in  taxable  years  beginning  before  January  1 , 
1964 . — Subsection  (d)  of  section  224  of  the  bill,  as  added  by  your 
committee,  provides  that  the  amendments  made  to  section  461  of  the 
1954  Code  and  section  43  of  the  1939  Code  by  paragraphs  (1)  and  (2), 
respectively,  of  section  224(a)  of  the  bill  shall  not  apply  to  any  transfer 
of  money  or  other  property  described  in  such  section  224(a)  made  in 
a  taxable  year  beginning  before  January  1,  1964,  if  (1)  no  deduction 
or  credit  has  been  allowed  in  respect  of  such  transfer  for  any  taxable 
year  before  the  taxable  year  in  which  the  contest  with  respect  to  such 
transfer  is  settled,  and  (2)  refund  or  credit  of  any  overpayment  which 
would  result  from  the  application  of  such  amendments  to  such  transfer 
is  prevented  by  the  operation  of  any  law  or  rule  of  law.  In  the  case 
of  any  transfer  to  which  subsection  (d)  of  section  224  of  the  bill  applies, 
the  deduction  or  credit  shall  be  allowed  only  for  the  taxable  year  in 
which  the  contest  with  respect  to  such  transfer  is  settled.  Thus,  if, 
at  any  time  when  a  refund  or  credit  of  any  overpayment,  which  would 
result  from  the  application  of  the  new  subsection  (f)  of  section  461  of 
the  1954  Code  to  a  transfer  of  money  or  other  property  described  in 
such  new  subsection  (f)  made  in  a  taxable  year  beginning  before 
January  1,  1964,  is  prevented  by  the  operation  of  any  law  or  rule  of 
law,  no  deduction  has  been  allowed  in  respect  of  such  transfer  for  any 
taxable  year  before  the  taxable  year  in  which  the  contest,  with  respect 
to  such  transfer  is  settled,  then  a  deduction  shall  be  allowed  to  the 
taxpayer  for  the  taxable  year  in  which  such  contest  is  settled. 

SECTION  225.  INTEREST  ON  CERTAIN  DEFERRED 

PAYMENTS 

Section  225  of  the  bill  (sec.  215  of  the  bill  as  passed  by  the  House) 
has  been  approved  by  your  committee  with  two  modifications.  For 
the  technical  explanation  of  this  section  of  the  bill  (other  than  the 
amendments  made  by  your  committee),  see  the  report  of  the  Com¬ 
mittee  on  Ways  and  Means  starting  at  page  A-84. 

Your  committee  has  deleted  subsection  (c)  of  this  section  of  the 
bill  as  passed  by  the  House,  which  related  to  deduction  as  interest  of 
certain  carrying  charges  on  certain  sales  of  services. 

Under  subsection  (c)  of  this  section  (subsec.  (d)  of  the  bill  as  passed 
by  the  House)  relating  to  effective  dates,  the  amendments  made  by 
subsections  (a)  and  (b)  of  section  225  apply  to  payments  made  after 
December  31,  1963,  on  account  of  sales  or  exchanges  of  property 
occurring  after  June  30,  1963.  Your  committee’s  amendment  pro¬ 
vides  that  the  amendments  made  by  subsections  (a)  and  (b)  will  not 
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be  applicable  to  payments  made  on  account  of  a  sale  or  exchange 
made  pursuant  to  a  binding  written  contract  (including  an  irrevocable 
written  option)  entered  into  before  July  1,  1963.  Thus,  if  before  such 
date  a  taxpayer  has  committed  himself  to  a  sale  or  exchange  of  prop¬ 
erty  either  by  entering  into  a  binding  written  sales  contract  or  by 
granting  an  irrevocable  written  option  entitling  another  person  to 
purchase  the  property,  any  sale  or  exchange  made  pursuant  to  such 
contract  or  option  will  not  be  affected  by  the  rules  of  new  section  483. 

SECTION  226.  PERSONAL  HOLDING  COMPANIES 

Section  226  of  the  bill  (sec.  216  of  the  bill  as  passed  by  the  House) 
deals  with  the  treatment  of  personal  holding  companies  and  share¬ 
holders  of  such  companies.  This  section  of  the  bill  as  passed  by  the 
House  consisted  of  12  subsections,  designated  (a)  through  (1).  Your 
committee  has  adopted  the  following  subsections  of  this  section 
without  change:  (a)  relating  to  the  personal  holding  company  tax 
rate,  (b)  relating  to  the  definition  of  a  personal  holding  company, 
(e)  relating  to  foreign  personal  holding  company  income  and  stock 
ownership,  (f)  relating  to  the  dividends-paid  deduction,  and  (h) 
relating  to  an  exception  for  certain  liquidated  corporations.  Your 
committee  has  rejected  in  its  entirety  subsection  (j),  relating  to  an 
increase  in  basis  with  respect  to  certain  foreign  personal  holding 
company  holdings,  of  the  bill  as  passed  by  the  House,  has  redesig¬ 
nated  subsections  (k)  and  (1),  respectively,  as  subsection  (j)  relating 
to  technical  amendments,  and  subsection  (k)  relating  to  effective 
dates,  and  has  made  some  technical  amendments  in  redesignated 
subsection  (k)  to  reflect  this  elimination.  * 

The  changes  made  by  your  committee  in  remaining  subsections  (c), 
(d),  (g),  and  (i)  of  this  section  are  discussed  below.  For  the  technical 
explanation  of  this  section  (other  than  the  amendments  made  by 
your  committee),  see  page  A-88  of  the  report  on  the  bill  by  the  Com¬ 
mittee  on  Ways  and  Means. 

Section  226(c) ,  relating  to  excluded  corporations 

Subsection  (c)  of  section  226  of  the  bill  has  been  approved  by  your 
committee  with  four  modifications.  For  the  technical  explanation  of 
subsection  (c)  of  the  bill  (except  for  the  amendments  explained 
below),  see  page  A-89  of  the  report  on  the  bill  by  the  Committee  on 
Ways  and  Means. 

Under  the  bill  as  passed  by  the  House,  a  lending  or  finance  com¬ 
pany  is  excluded  from  the  definition  of  a  personal  holding  company 
if  it  meets  four  requirements:  (1)  At  least  60  percent  of  its  ordinary 
gross  income  must  be  derived  directly  from  the  active  and  regular 
conduct  of  a  lending  or  finance  business;  (2)  its  personal  holding 
company  income  (computed  (a)  without  regard  to  income  qualifying 
under  the  60-percent  test,  (b)  by  including  as  personal  holding 
company  income  the  entire  amount  of  the  gross  income  from  rents, 
royalties,  produced  film  rents,  and  compensation  for  the  use  of 
corporate  property  by  shareholders,  and  (c)  without  regard  to  certain 
income  from  domestic  subsidiaries  described  in  sec.  542(d)(3)  of  the 
code),  plus  the  interest  described  in  section  543(b)(2)(C)  of  the  code, 
must  not  exceed  20  percent  of  ordinary  gross  income;  (3)  business 
deductions  directly  allocable  to  the  active  and  regular  conduct  of  its 
lending  or  finance  business  must  equal  or  exceed  the  sum  of  (i)  15 
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percent  of  its  ordinary  gross  income  up  to  $500,000,  plus  (ii)  5  per¬ 
cent  of  its  ordinary  gross  income  between  $500,000  and  $1,000,000; 
and  (4)  loans  to  substantial  shareholders  must  not  exceed  $5,000  in 
principal  amount. 

In  applying  the  20-percent-of-ordinary-gToss-income  test  of  section 
542(c)(6)(B),  your  committee  has  deleted  the  provision  that  interest 
described  in  section  543(b)(2)(C)  be  included  with  the  corporation’s 
personal  holding  company  income.  This  change  conforms  the  treat¬ 
ment  of  such  interest  under  section  542(c)(6)(B)  to  the  treatment 
thereof  for  all  other  personal  holding  company  tax  purposes. 

Under  the  bill  as  passed  by  the  House,  section  542(d)(3)  of  the  code 
provides  that  the  lawful  income  received  by  a  lending  company  which 
is  in  the  small  loan  business  (consumer  finance  business)  from  domestic 
subsidiary  corporations  which  are  themselves  excepted  from  the 
definition  of  a  personal  holding  company  under  section  542(c)(6), 
is  not  included  for  purposes  of  the  20-percent-of-ordinary-gross- 
income  test  of  section  542(c)(6)(B).  Your  committee  has  amended 
this  provision  in  two  respects.  First,  the  corporation  receiving  such 
income  may  be  any  lending  or  finance  company  which  meets  the  60- 
percent  requirement  of  section  542(c)(6)(A).  It  does  not  have  to 
meet  the  more  restrictive  requirement  of  being  in  the  small  loan 
(consumer  finance)  business.  Second,  the  payor  corporation  may  be 
any  member  of  the  same  affiliated  group  (as  defined  in  sec.  1504)  as 
the  corporation  receiving  such  income.  Thus  the  corporation  re¬ 
ceiving  such  income  is  not  required  to  be  the  parent  corporation  of  the 
payor  corporation.  The  payor  corporation  must  still  meet  the  re¬ 
quirements  of  section  542(c)(6). 

Under  the  bill  as  passed  by  the  House,  section  542(d)(1)(A)  of  the 
code  defines  a  lending  or  finance  business,  generally,  as  a  business  of 
making  loans,  or  purchasing  or  discounting  accounts  receivable,  notes, 
or  installment  obligations. 

Your  committee  has  amended  the  definition  of  a  lending  or  finance 
business  in  section  542(d)(1)  to  include  therein  the  business  of  render¬ 
ing  services  or  making  facilities  available  to  another  member  of  the 
same  affiliated  group  (as  defined  in  sec.  1504)  that  is  also  in  the  lending 
or  finance  business. 

Under  the  60-percent-of-ordinary-gross-income  test  provided  in 
section  542(c)(6)(A)  of  the  code  the  corporation’s  income  must  be 
derived  “directly”  from  the  active  and  regular  conduct  of  a  lending 
or  finance  business.  In  addition,  a  reference  to  this  provision  is  made 
in  section  542(c)(6)(B).  The  use  of  the  term  “directly”  is  intended 
to  emphasize  that  the  60-percent  test  is  limited  to  income  “derived 
from  the  active  and  regular  conduct”  of  a  lending  or  finance  business, 
and  excludes  income  that  is  unrelated  to  the  conduct  of  the  lending 
or  finance  business  itself.  Thus,  for  example,  mider  section 
542(c)(6)(A)  as  approved  by  your  committee,  interest  income  earned 
by  the  lending  or  finance  company  from  loans  to  customers  would 
•qualify  under  the  60-percent  test,  but  interest  earned  from  the 
investment  of  its  idle  funds  in  short-term  securities  would  not  qualify 
under  the  60-percent  test. 

The  phrase  “directly  allocable  to  the  active  and  regular  conduct  of 
its  lending  or  finance  business”  is  used  in  section  542(c)  (6)  (C)  (business 
expense  test)  and,  with  a  minor  difference  in  language,  in  section 
542(d)  (2)  (B)  (relating  to  deductions  for  depreciation  and  real  property 
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taxes).  As  used  in  these  provisions,  the  term  “directly”  is  intended 
to  exclude  expenses  unrelated  to  the  conduct  of  the  finance  or  lending 
business.  It  is  not  intended  to  exclude  completely  deductions 
allocable  only  in  part  to  such  business.  Thus,  for  example,  to  the 
extent  that  general  overhead  expenses  of  a  corporation  are  properly 
allocable  to  the  lending  and  finance  business,  they  qualify  as  business 
deductions  under  section  542(d)(2). 

Section  226(d),  relating  to  personal  holding  company  income 

Subsection  (d)  of  section  226  of  the  bill  amends  section  543(a)  of 
the  code  (relating  to  personal  holding  company  income).  It  also 
amends  section  543(b)  to  provide  definitions  of  the  new  terms 
“ordinary  gross  income,”  “adjusted  ordinary  gross  income,”  “ad¬ 
justed  income  from  rents,”  and  “adjusted  income  from  mineral,  oil, 
and  gas  royalties.” 

The  amended  section  543(a)  provides  that  for  purposes  of  subtitle 
A,  the  term  “personal  holding  company  income”  means  the  portion 
of  the  adjusted  ordinary  gross  income  (as  defined  in  sec.  543(b)(2)) 
which  consists  of  the  items  described  in  paragraphs  (1)  through  (8) 
of  such  section. 

Your  committee  has  approved  subsection  (d)  of  section  226  of  the 
bill  except  for  changes  in  paragraph  (2)  of  section  543(a)  as  amended 
(relating  to  rents),  in  subparagraph  (A)  of  section  543(b)(2)  as 
amended  (relating  to  required  adjustments  in  the  amount  of  gross 
income  from  rents  includible  in  adjusted  ordinary  gross  income), 
and  in  paragraph  (4)  of  section  543(b)  as  amended  (defining  “ad¬ 
justed  income  from  mineral,  oil,  and  gas  royalties”). 

Bents 

Section  543(a)(7)  of  existing  law  provides  that  rents  are  personal 
holding  company  income  unless  such  rents  constitute  50  percent  or 
more  of  gross  income. 

The  bill  as  passed  by  the  House  provides  in  paragraph  (2)  of 
section  543(a)  as  amended,  which  corresponds  to  the  existing  section 
543(a)(7),  that  only  so  much  of  the  gross  income  from  rents  as  is 
equal  to  the  adjusted  income  from  rents  (as  defined  in  sec.  543(b)(3)) 
is  personal  holding  company  income  and  that  the  adjusted  income 
from  rents  shall  not  be  treated  as  personal  holding  company  income 
if  (A)  it  constitutes  50  percent  or  more  of  the  corporation's  adjusted 
ordinary  gross  income  (as  defined  in  sec.  543(b)(2)),  and  (B)  the 
corporation's  personal  holding  company  income  for  the  taxable  year, 
computed  without  regard  to  such  rents  and  compensation  for  the  use 
of  the  corporation’s  property  by  its  shareholders,  and  computed  by 
treating  copyright  royalties  and  adjusted  income  from  mineral,  oil, 
and  gas  royalties  as  personal  holding  company  income,  is  not  more 
than  10  percent  of  the  ordinary  gross  income  as  defined  in  section 
543(b)(1).  Thus,  under  the  bill  as  passed  by  the  House,  even  though 
adjusted  income  from  rents  constitutes  more  than  50  percent  of  a 
corporation’s  adjusted  ordinary  gross  income,  this  income  will  still  be 
treated  as  personal  holding  company  income  if  the  corporation's  other 
income  which  is  classified  as  personal  holding  company  income  exceeds 
10  percent  of  its  total  ordinary  gross  income.  For  examples  and  the 
technical  explanation  of  these  tests  in  the  bill  (except  for  the  amend¬ 
ment  made  by  your  committee),  see  page  A-93  of  the  report  on  the 
bill  by  the  Committee  on  Ways  and  Means. 
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Your  committee  has  modified  the  10-percent  test  in  subparagraph 
(B)  of  section  543(a)(2)  in  the  bill  passed  by  the  House  to  provide 
that  adjusted  income  from  rents  which  meets  the  50-percent  require¬ 
ment  of  subparagraph  (A)  thereof  shall  not  be  treated  as  personal 
holding  company  income  if  the  sum  of  the  consent  dividends  (deter- 
minded  under  sec.  565)  and  the  dividends  paid  or  considered  as  paid 
(determined  under  secs.  562  and  563)  during  the  taxable  year  by  the 
corporation  to  its  shareholders  equals  or  exceeds  the  amount,  if  any, 
by  which  the  corporation's  personal  holding  company  income  for  the 
taxable  year,  computed  without  regard  to  such  rents  and  compensation 
for  the  use  of  the  corporation’s  property  by  its  shareholders,  and 
computed  by  treating  copyright  royalties  and  adjusted  income  from 
mineral,  oil,  and  gas  royalties  as  personal  holding  company  income, 
exceeds  10  percent  of  the  ordinary  gross  income  as  defined  in  section 
543(b)(1). 

The  effect  of  this  modification  in  the  10-percent  test  applicable  to 
rents  is  that  this  test  shall  be  deemed  to  be  met  if  the  corporation  pays 
dividends  to  its  shareholders  in  an  amount  which  is  at  least  equal 
to  its  other  personal  holding  company  income  which  is  in  excess  of  10 
percent  of  total  ordinary  gross  income.  The  difference  in  this  test  in 
the  bill  as  passed  by  the  House  and  as  modified  by  your  committee 
may  be  illustrated  by  the  following  example: 

Example. — Corporation  F  receives  $40  in  dividends  and  $150  of  gross 
income  from  rents.  Corporation  F  also  realizes  $10  in  capital  gain  on 
the  sale  of  securities.  Corporation  F’s  deductions  for  depreciation, 
interest,  and  real  property  taxes  allocable  to  the  rents  equal  $100. 
Under  existing  law  the  rents  are  not  personal  holding  company  income 
and  corporation  F  is  not  a  personal  holding  company,  since  its  gross 
income  from  rents  ($150)  constitutes  50  percent  or  more  of  its  gross 
income  ($200).  Under  the  50-percent  requirement  of  the  new  pro¬ 
visions,  the  adjusted  income  from  rents,  $50  ($150  less  $100),  is  55.5 
percent  of  adjusted  ordinary  gross  income  of  $90  ($200  less  the  sum  of 
$100  of  adjustments  and  $10  of  capital  gains).  Accordingly  the 
adjusted  income  from  rents  meets  the  new  50-percent  requirement. 
However,  other  personal  holding  company  income  (the  dividend 
income  of  $40)  is  $21  in  excess  of  the  allowable  10  percent  of  ordinary 
gross  income  ($190:  $200  less  $10).  Under  the  bill  as  passed  by  the 
House,  the  adjusted  income  from  rents  is  personal  holding  company 
income  and,  therefore,  all  of  corporation  F’s  adjusted  ordinary  gross 
income  is  personal  holding  company  income.  However,  with  the 
modification  in  the  10-percent  test  made  by  your  committee,  the 
adjusted  income  from  rents  would  not  be  treated  as  personal  holding 
company  income  if  corporation  F  pays  a  dividend  of  $21  to  its  share¬ 
holders  during  the  taxable  year.  On  the  other  hand,  if  the  amount  of 
the  dividend  paid  by  corporation  F  is  less  than  $21,  the  adjusted 
income  from  rents  would  be  personal  holding  company  income  as 
under  the  bill  as  passed  by  the  House. 

Adjustments  to  rents  included  in  adjusted  ordinary  gross  income 

The  bill  as  passed  by  the  House  defines  in  paragraph  (2)  of  section 
543(b)  of  the  code,  as  amended,  the  term  “adjusted  ordinary  gross 
income”  as  the  ordinary  gross  income  adjusted  as  provided  in  sub- 
paragraphs  (A),  (B),  and  (C)  of  such  paragraph.  Adjusted  ordinary 
gross  income  as  so  defined  replaces  the  concept  of  gross  income  of 
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existing  law  as  the  denominator  in  the  fraction  used  in  computing 
certain  percentages  involved  in  determining  a  corporation’s  status  as 
a  personal  holding  company.  With  one  exception  relating  to  the 
adjustments  required  for  gross  income  from  rents,  your  committee 
has  approved  proposed  section  543(b)(2).  For  the  technical  explana¬ 
tion  of  these  provisions  of  the  bill  (except  the  amendment  explained 
below),  see  page  A- 100  of  the  report  on  the  bill  by  the  Committee  on 
Ways  and  Means. 

Subparagraph  (A)  of  section  543  (b)  (2)  provides  that  from  the  gross 
income  from  rents  (as  defined  in  the  second  sentence  of  sec.  543(b)(3)) 
there  is  to  be  subtracted  the  amounts  allowable  as  deductions  for  ex¬ 
haustion,  wear  and  tear,  obsolescence,  and  amortization  as  well  as 
deductions  for  property  taxes,  interest,  and  rent  to  the  extent  that 
such  deductions  are  allocable,  under  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  to  the  gross  income  from 
rents.  In  no  case  may  the  amounts  subtracted  under  subparagraph 
(A)  exceed  the  gross  income  from  rents. 

Your  committee  has  amended  subparagraph  (A)  (i)  of  section 
543(b)(2)  to  provide  that  the  gross  income  from  rents  derived  from 
leases  of  tangible  personal  property  which  is  not  customarily  retained 
by  any  one  lessee  for  a  period  of  more  than  3  years  shall  not  be  re¬ 
duced  by  allowable  deductions  for  exhaustion,  wear  and  tear,  obso¬ 
lescence,  and  amortization  of  such  property.  It  is  the  period  of 
customary  retention  or  use  by  lessees,  rather  than  the  term  of  the 
lease  of  the  property  in  any  one  case,  which  is  determinative  of 
whether  the  adjustment  shall  be  required. 

Adjusted  income  from  mineral ,  oil,  and  gas  royalties 

The  bill  as  passed  by  the  House  provides  in  paragraph  (3)  of  section 
543(a)  of  the  code  as  amended,  which  corresponds  to  section  543(a)(8) 
of  existing  law,  tests  for  determining  whether  the  “adjusted  income 
from  mineral,  oil,  and  gas  royalties”,  as  defined  in  paragraph  (4)  of 
section  543  (b) ,  is  personal  holding  company  income.  For  the  technical 
explanation  of  these  provisions  (except  the  amendment  explained 
below),  see  page  A-95  of  the  report  on  the  bill  by  the  Committee  on 
Ways  and  Means.  These  provisions  have  been  approved  by  your 
committee  but  an  amendment  has  been  added  to  section  543(b)(4)  to 
specifically  include  production  payments  and  overriding  royalties 
as  mineral,  oil,  and  gas  royalties  for  purposes  of  classification  as 
personal  holding  company  income  under  section  543(a). 

The  Treasury  regulations  interpreting  section  543(a)(8)  of  existing 
law  currently  define  the  term  “mineral,  oil,  or  gas  royalties”  as  in¬ 
cluding  production  payments  and  overriding  royalties.  (See  Reg. 
§  1.543-1  (b)  (11)  (ii) .)  However,  it  has  been  brought  to  the  attention 
of  your  committee  that  this  interpretation  of  existing  section  543(a)(8) 
is  disputed  by  some  taxpayers.  Your  committee’s  amendment  would 
make  it  clear  that  production  payments  and  overriding  royalties  are 
to  be  treated  as  mineral,  oil,  and  gas  royalties  under  proposed  section 
543(b)(4).  This  amendment  is  not  intended  to  affect  any  case  in¬ 
volving  interpretations  of  section  543(a)(8)  of  existing  law. 

Section  226(g),  relating  to  1 -month  liquidations 

Subsection  (g)  of  section  226  of  the  bill  adds  a  new  subsection  (g) 
to  section  333  of  the  code.  The  existing  section  333  provides  that  in 
certain  corporate  liquidations  gain  is  recognized  to  qualified  electing 
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shareholders  only  to  the  extent  of  earnings  and  profits  accumulated 
by  the  corporation  after  February  28,  1913,  and  cash,  stock,  and  securi¬ 
ties  acquired  by  the  corporation  after  December  31,  1953,  and,  with 
respect  to  accumulated  earnings  and  profits,  is  taxable  as  a  dividend 
to  noncorporate  shareholders. 

Subsection  333(g)  as  added  by  the  bill  as  passed  by  the  House 
consists  of  three  paragraphs.  Paragraph  (1)  provides  that  if  a  cor¬ 
poration  which  is  referred  to  in  paragraph  (3)  of  the  new  subsection 
is  liquidated  before  January  1,  1966,  no  gain  will  be  recognized  to  a 
qualifying  electing  shareholder  with  respect  to  the  distribution  of 
stock  and  securities  acquired  by  the  liquidating  corporation  before 
January  1,  1963,  and  gain  realized  by  a  noncorporate  shareholder  with 
respect  to  the  corporation’s  accumulated  earnings  and  profits  generally 
is  to  be  treated  as  “class  B  capital  gain”  rather  than  as  a  dividend. 
Paragraph  (2)  of  subsection  (g)  provides  special  rules  for  liquidations 
after  December  31,  1965,  of  corporations  referred  to  in  paragraph  (3) 
of  the  new  subsection  which  owe  qualified  indebtedness  (as  defined  in 
sec.  545(c)(3))  on  August  1,  1963.  Paragraph  (3)  of  subsection  (g) 
describes  the  corporations  to  which  paragraphs  (1)  and  (2)  of  section 
333(g)  may  apply.  Such  a  corporation  in  the  bill  as  passed  by  the 
House  is  one  which  was  not  a  personal  holding  company  under  section 
542  of  existing  law  for  at  least  one  of  its  two  most  recent  taxable 
years  ending  before  the  date  of  enactment  of  section  333(g),  but  which 
would  have  been  a  personal  holding  company  under  section  542  for 
such  taxable  year  if  the  law  applicable  for  the  first  taxable  year 
beginning  after  December  31,  1963,  had  been  applicable  to  such 
preceding  taxable  year. 

Your  nmittee  has  approved  in  substance  the  provisions  of  para¬ 
graphs  (lj,  (2),  and  (3)  of  section  333(g)  as  added  by  the  bill  as  passed 
by  the  House  but  has  modified  some  of  the  applicable  dates  therein 
and  has  added  a  new  paragraph  (4)  to  new  section  333(g)  of  the  code. 
These  modifications  and  new  paragraph  (4)  of  section  333(g)  are 
discussed  below.  For  the  technical  explanation  of  section  226(g)  of 
the  bill  (except  for  the  amendments  made  by  your  committee),  see 
page  A-107  of  the  report  on  the  bill  by  the  Committee*  on  Ways  and 
Means. 

Your  committee  has  amended  paragraph  (1)  of  section  333(g)  to 
provide  that  it  shall  be  applicable  to  corporate  liquidations  occurring 
before  January  1,  1967  (instead  of  January  1,  1966)  and  has  amended 
paragraph  (2)  of  section  333(g)  to  provide  that  it  shall  be  applicable 
to  liquidations  occurring  after  December  31,  1966  (instead  of  Dec. 
31,  1965)  of  corporations  which  owe  qualified  indebtedness  (as  defined 
in  sec.  545(c))  on  January  1,  1964  (instead  of  Aug.  1,  1963).  Your 
committee  has  made  conforming  amendments  in  these  two  paragraphs 
of  section  333(g)  to  reflect  these  changes  and  also  changes  made  in 
other  parts  of  the  bill  as  approved  by  your  committee. 

Your  committee  has  amended  paragraph  (3)  of  section  333(g),  which 
describes  the  corporations  to  which  paragraphs  (1)  and  (2)  of  the  new 
subsection  may  apply,  to  provide  that  such  a  corporation  is  one  which 
was  not  a  personal  holding  company  under  section  542  of  existing  law 
for  at  least  one  of  its  two  most  recent  taxable  years  ending  before 
December  31,  1963  (instead  of  the  date  of  enactment  of  new  subsec. 
(g))  but  which  would  have  been  a  personal  holding  company  under 
section  542  for  such  taxable  year  if  the  law  applicable  for  the  first 
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taxable  year  beginning  after  December  31,  1963,  had  been  applicable 
to  such  preceding  taxable  year. 

Your  committee  has  added  a  new  paragraph  (4)  to  subsection  (g) 
of  section  333  which  provides  that  if  an  election  is  made  under  such 
section  by  a  qualified  electing  shareholder  (as  defined  in  sec.  333(c)) 
of  a  corporation  and  the  shareholder  states  in  such  election  that  it  is 
made  on  the  assumption  that  the  corporation  is  a  corporation  referred 
to  in  paragraph  (3)  of  subsection  (g),  the  election  under  section  333 
shall  have  no  force  or  effect  if  it  is  determined  that  the  corporation  is 
not  a  corporation  referred  to  in  section  333(g)  (3).  A  qualified  electing 
shareholder  who  does  not  include  such  a  statement  in  an  election  made 
and  filed  under  section  333  will  be  considered  to  have  made  an  election 
under  the  general  rule  of  subsection  (a)  of  such  section  with  respect  to 
recognition  of  gain  on  the  shares  owned  by  him  in  the  liquidating  cor¬ 
poration  in  the  event  that  the  special  rule  of  subsection  (g)  is  inappli¬ 
cable  because  the  corporation  is  not  a  corporation  referred  to  in 
paragraph  (3)  thereof. 

Section  226 (i),  relating  to  deduction  j or  amortization  oj  indebtedness 

Subsection  (i)  of  section  226  of  the  bill  adds  a  new  subsection  (c) 
to  section  545  of  the  code  which  provides  a  new  deduction  from  taxable 
income  for  purposes  of  determining  undistributed  personal  holding 
company  income  (as  defined  in  sec.  545(a)). 

Section  545(c)  of  the  code  as  added  by  subsection  (i)  consists  of  six 
paragraphs.  Paragraph  (1)  of  the  new  section  545(c)  provides  the 
general  rule  that,  except  as  otherwise  provided  in  such  section,  there 
shall  be  allowed  as  a  deduction  (in  computing  undistributed  personal 
holding  company  income)  amounts  used,  or  amounts  irrevocably  set 
aside  (to  the  extent  reasonable  with  reference  to  the  size  and  terms  of 
the  indebtedness),  to  pay  or  retire  qualified  indebtedness  (as  defined 
in  sec.  545(c)(3)).  Paragraph  (2)  describes  the  corporations  which 
may  qualify  for  the  deduction  provided  in  paragraph  (1)  of  section 
545(c).  Paragraph  (3)  defines  the  term  ‘‘qualified  indebtedness/ ’ 
subject  to  certain  exceptions,  as  the  outstanding  indebtedness  incurred 
by  the  taxpayer  after  December  31,  1933,  and  before  August  1,  1963, 
and  the  outstanding  indebtedness  (if  not  otherwise  deducted)  incurred 
after  July  31,  1963,  for  the  purpose  of  making  a  payment  or  set-aside 
referred  to  in  section  545(c)(1)  in  the  same  taxable  year.  Paragraph 
(4)  provides  that  a  corporation  may  elect  to  treat  as  nondeductible 
an  amount  otherwise  deductible  under  paragraph  (1)  of  section  545(c). 
Paragraph  (5)  provides  certain  limitations  oil  the  amount  of  the 
deduction  otherwise  allowed  by  section  545(c)(1).  Paragraph  (6) 
provides  that  the  total  amounts  of  the  taxpayer’s  qualified  indebted¬ 
ness  (as  defined  in  sec.  545(c)(3)(A))  are  reduced  if  property  (of 
a  character  which  is  subject  to  the  allowance  for  exhaustion,  wear  and 
tear,  obsolescence,  or  amortization)  is  disposed  of  after  July  31,  1963. 

Your  committee  has  approved  in  substance  the  provisions  of 
subsection  (i)  of  the  bill  as  passed  by  the  House.  For  the  technical 
explanation  of  subsection  (i)  of  the  bill,  other  than  the  amendments 
explained  below,  see  page  A-113  of  the  report  on  the  bill  by  the  Com¬ 
mittee  on  Ways  and  Means.  However,  your  committee  has  amended 
paragraph  (3)  of  proposed  section  545(c)  to  provide  that  the  term 
“qualified  indebtedness”  shall  include  the  outstanding  indebtedness 
incurred  by  the  taxpayer  before  January  1,  1964,  and  has  made  con¬ 
forming  amendments  in  the  other  paragraphs  of  section  545(c). 
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Your  committee  has  also  amended  paragraphs  (5)  and  (6)  of  section 
545(c)  to  provide  that  allowable  deductions  for  depletion  shall  be 
taken  into  account  to  reduce  the  deduction  allowed  by  section  545(c) 
and  qualified  indebtedness  under  certain  circumstances.  Your  com¬ 
mittee  has  also  amended  paragraph  (2)  (A)  of  section  545(c),  which 
describes  a  category  of  corporations  to  which  paragraph  (1)  of  the 
new  subsection  may  apply,  to  provide  that  such  a  corporation  is 
one  which  was  not  a  personal  holding  company  under  section  542 
of  existing  law  for  at  least  one  of  its  two  most  recent  taxable  years 
ending  before  December  31,  1963  (instead  of  the  date  of  enactment 
of  this  subsection)  but  which  would  have  been  a  personal  holding 
company  under  section  542  for  such  taxable  year  if  the  law  applicable 
for  the  first  taxable  year  beginning  after  December  31,  1963,  had 
been  applicable  to  such  preceding  taxable  year. 

SECTION  227.  TREATMENT  OF  PROPERTY  IN  CASE  OF 

OIL  AND  GAS  WELLS 

Section  227  of  the  bill  (sec.  217  of  the  bill  as  passed  by  the  House) 
has  been  approved  by  your  committee  without  change.  For  the 
technical  explanation  of  this  section  of  the  bill,  see  page  A-122  of  the 
report  of  the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  228.  TREATMENT  OF  CERTAIN  IRON  ORE 

ROYALTIES 

(а)  In  general. — Subsection  (a)  of  section  228  of  the  bill  (sec.  218 
of  the  bill  as  passed  by  the  House)  has  been  approved  by  your  com¬ 
mittee  except  that  your  committee  has  (1)  restricted  its  application 
to  iron  ore  mined  in  the  United  States,  and  (2)  provided  that  the 
treatment  provided  by  the  bill  shall  not  apply  to  any  disposal  of  iron 
ore  to  certain  related  persons.  For  the  technical  explanation  of  sec¬ 
tion  228(a)  of  the  bill  (other  than  the  amendments  made  by  your 
committee),  see  page  a  133  of  the  report  of  the  Committee  on  Ways 
and  Means  on  the  bill. 

Under  your  committee’s  amendments  two  types  of  dispositions 
of  iron  ore  to  related  persons  will  not  qualify  for  treatment  under 
section  631(c)  of  the  code.  The  first  type  of  such  disposition  occurs 
in  any  disposal  to  a  person  whose  relationship  to  the  party  disposing 
of  such  iron  ore  is  such  that  a  loss  would  be  disallowed  under  section 
267  (relating  to  losses,  etc.,  with  respect  to  transactions  between 
related  taxpayers)  or  section  707(b)  (relating  to  certain  sales  or 
exchanges  of  property  with  respect  to  controlled  partnerships). 
Thus,  iron  ore  royalty  payments  made  under  a  lease  between  a  father 
and  his  son  would  not  qualify  for  treatment  under  section  631(c). 
The  second  type  of  such  disposition  occurs  in  any  disposal  to  a  person 
owned  or  controlled  directly  or  indirectly  by  the  same  interests  which 
own  or  control  the  person  disposing  of  such  iron  ore.  The  test  for 
determining  the  presence  or  absence  of  control  is  the  same  test  as  is 
presently  applied  in  section  482  of  the  code  (relating  to  the  allocation 
of  income  and  deductions  between  taxpayers). 

(б)  Clerical  amendments. — Subsection  (b)  of  section  228  of  the  bill 
contains  the  various  clerical  and  conforming  amendments  to  the 
code  and  to  the  Social  Security  Act  which  are  required  as  a  result 
of  the  amendments  made  by  subsection  (a)  of  such  section. 
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(c)  Effective  date. — Subsection  (c)  of  this  section  as  passed  by  the 
House  provided  that  the  amendments  made  by  such  section  shall 
apply  to  iron  ore  mined  in  taxable  years  beginning  after  December 
31,  1963.  Your  committee  has  amended  this  subsection  to  provide 
that  such  amendments  shall  apply  to  amounts  received  or  accrued 
in  taxable  years  beginning  after  December  31,  1963,  attributable 
to  iron  ore  mined  in  such  taxable  years. 

SECTION  229.  INSURANCE  COMPANIES 

Section  229  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  contains  amendments  to  subchapter  L  of 
chapter  1  of  the  code  (relating  to  insurance  companies). 

(а)  Certain  mutualization  distributions  made  in  1962. — Subsection 
(a)  of  section  229  of  the  bill  relates  to  stock  life  insurance  companies 
which  adopted  a  plan  of  mutualization  before  January  1,  1958. 

Allowance  of  deduction 

Paragraph  (1)  of  section  229(a)  of  the  bill  amends  section  809(d)  (11) 
of  the  code  (relating  to  certain  mutualization  distributions)  to  allow 
as  a  deduction  in  the  computation  of  gain  from  operations,  distribu¬ 
tions  made  in  1962  to  shareholders,  in  acquisition  of  stock,  pursuant 
to  a  plan  of  mutualizaton  adopted  by  the  company  before  January  1, 
1958. 

Thus,  your  committee’s  amendment  allows  life  insurance  companies 
which  adopted  a  plan  of  mutualization  before  January  1,  1958,  an 
additional  year  (1962)  to  complete  their  plan  of  mutualization  by 
acquiring  their  stock  out  of  annual  earnings,  and  to  receive  a  deduc¬ 
tion  for  amounts  paid  for  that  purpose.  The  amount  deductible  is 
limited  to  amounts  actually  paid  to  shareholders  in  1962,  and  does 
not  include  accruals  paid  in  subsequent  years.  In  addition,  the  de¬ 
duction  allowed  by  the  revised  section  809(d)  (11)  is  subject  to  the 
limitations  of  section  809(g)  of  the  code  (relating  to  limitations  on 
deductions  for  certain  mutualization  distributions). 

Application  of  section  815 

Paragraph  (2)  of  section  229(a)  of  the  bill  amends  section  809(g)(3) 
of  the  code  (relating  to  application  of  sec.  815)  to  extend  the  special 
rules  of  section  815(e)  to  include  mutualization  distributions  deduct¬ 
ible  under  the  revised  section  809(d)  (11). 

(б)  Accrual  of  bond  discount. — Subsection  (b)  of  section  229  of  the 
bill  relates  to  the  accrual  of  bond  discount  by  insurance  companies 
subject  to  tax  under  parts  I  and  II  of  subchapter  L  of  chapter  1  of 
the  code  (relating  to  life  insurance  companies,  and  mutual  insurace 
companies  (other  than  life,  marine,  and  certain  fire  or  flood  insurance 
companies)  etc.,  respectively). 

Life  insurance  companies 

Paragraph  (1)  of  section  229(b)  of  the  bill  amends  section  818(b) 
of  the  code  (relating  to  amortization  of  premium  and  accrual  of 
discount)  by  adding  a  new  paragraph  (3)  at  the  end  thereof.  The 
new  section  818(b)(3)  provides  that  for  taxable  years  beginning  after 
December  31,  1962,  no  accrual  of  discount  shall  be  required  under 
section  818(b)(1)  on  any  bond  (as  defined  in  section  171(d))  except 
as  otherwise  provided  under  subparagraphs  (A)  and  (B)  of  section 
818(b)(3). 
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Subparagraph  (A)  of  the  new  section  818(b)(3)  relates  solely  to 
discount  on  tax-exempt  obligations  and  provides  that  discount 
which  is  interest  described  in  section  103  (relating  to  interest  on  cer¬ 
tain  governmental  obligations)  must  still  be  accrued.  Thus,  your 
committee's  amendment  makes  no  change  in  existing  law  with  respect 
to  issue  discount  (the  difference  between  issue  price  and  the  stated 
redemption  price  at  maturity)  on  tax-exempt  obligations.  Such  dis¬ 
count  must  still  be  accrued  under  section  818(b)(1)  of  the  code. 
On  the  other  hand,  your  committee's  amendment  changes  existing 
law  with  respect  to  discount  on  tax-exempt  obligations  which  is  not 
“issue  discount."  The  accrual  of  such  discount  will  no  longer  be 
required. 

Subparagraph  (B)  of  the  new  section  818(b)(3)  relates  solely  to 
bonds  which  are  not  tax-exempt  obligations  within  the  meaning  of 
section  103,  and  provides  that  orginal  issue  discount  (as  defined  in  sec. 
1232(b))  must  be  accrued  under  section  818(b)(1). 

Under  existing  law,  section  818(b)(1)  requires  life  insurance  com¬ 
panies  to  accrue  all  discount,  regardless  of  whether  it  is  “issue  dis¬ 
count,"  original  issue  discount,  or  “market  discount."  The  new 
paragraph  (3)  of  section  818(b)  of  the  code  changes  existing  law  only 
with  respect  to  “market  discount."  Such  discount  is  no  longer 
required  to  be  accrued.  Thus,  the  recognition  of  gain  attributable  to 
market  discount  is  postponed  until  the  disposition  of  the  bond. 
Upon  the  disposition  of  the  bond,  gain  attributable  to  market  dis¬ 
count  will  ordinarily  be  taxable  as  capital  gain.  The  adjustment  to 
basis  for  the  accrual  of  market  discount  will  no  longer  be  allowed 
to  the  extent  such  discount  is  not  accrued  by  reason  of  the  new  section 
818(b)(3). 

The  new  section  818(b)(3)  also  provides  that  for  purposes  of 
section  805(b)(3)(A),  the  current  earnings  rate  for  any  taxable  year 
beginning  before  January  1,  1963,  shall  be  determined  as  if  the  first 
sentence  of  the  new  section  818(b)(3)  applied  to  such  taxable  year. 

Mutual  insurance  companies 

Paragraph  (2)  of  section  229(b)  of  the  bill  amends  section  822(d)(2) 
of  the  code  (relating  to  amortization  of  premium  and  accrual  of 
discount)  by  adding  a  new  sentence  at  the  end  thereof.  This  sentence 
provides  that  for  taxable  years  beginning  after  December  31,  1962, 
no  accrual  of  discount  shall  be  required  under  section  822(d)(2)  of 
the  code  on  any  bond  (as  defined  in  sec.  171(d)).  Under  the  new 
sentence  neither  “issue  discount,"  original  issue  discount,  nor  “market 
discount,"  is  required  to  be  accrued  under  section  822(d)(2).  This 
provision  has  the  effect  of  postponing  until  disposition  of  the  bond 
any  recognition  of  income  attributable  to  bond  discount,  at  which 
time  the  provisions  of  section  1232  may  be  applicable.  No  adjust¬ 
ment  in  the  basis  of  any  bond  attributable  to  discount  shall  be  per¬ 
mitted  for  taxable  years  beginning  after  December  31,  1962,  to  the 
extent  such  discount  is  not  accrued  by  reason  of  the  amended  section 
822(d)(2). 

For  taxable  years  beginning  after  December  31,  1962,  no  discount 
shall  be  required  to  be  accrued  pursuant  to  section  282(d)(2)  regardless 
of  when  the  bond  to  which  the  discount  is  attributable  was  acquired. 

( c )  Contributions  to  qualified ,  etc.,  plans. — Subsection  (c)  of  section 
229  of  the  bill  amends  section  832(c)  (10)  of  the  code  (relating  to 
deductions  allowed  in  computing  taxable  income  of  insurance  corn- 
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panies  (other  than  life  or  mutual),  mutual  marine  insurance  companies, 
and  certain  mutual  fire  or  flood  insurance  companies)  by  adding  a 
new  phrase  at  the  end  thereof.  The  new  phrase  provides  that,  in 
computing  the  taxable  income  of  insurance  companies  subject  to  the 
tax  imposed  by  section  831,  there  shall  be  allowed  the  deduction 
provided  in  part  I  of  subchapter  D  of  chapter  1  of  the  code  (sec.  401 
and  following,  relating  to  pension,  profit-sharing,  stock  bonus  plans, 
etc.).  In  allowing  these  companies  to  deduct  their  contributions  to 
an  employees’  trust  or  annuity  plan  and  compensation  under  a 
deferred-payment  plan  under  section  404  of  the  code,  subsection  (c) 
of  section  229  of  the  bill  is  in  accord  with  existing  administrative 
practice.  ‘ 

(d)  Effective  dates. — Subsection  (d)  of  section  229  of  the  bill  provides 
that  the  amendment  made  by  subsection  (a)  of  the  bill  (relating  to 
certain  mutualization  distributions  made  in  1962)  shall  apply  to  taxable 
years  beginning  after  December  31,  1961,  and  that  the  amendment 
made  by  subsection  (c)  of  the  bill  (relating  to  contributions  to  qualified, 
etc.,  plans)  shall  apply  to  taxable  years  beginning  after  December  31, 
1953,  and  ending  after  August  16,  1954.  No  provision  of  this  section 
extends  the  period  of  limitations  within  which  a  claim  for  credit  or 
refund  may  be  filed  for  any  taxable  year. 

SECTION  230.  REGULATED  INVESTMENT  COMPANIES 

Section  230  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  relates  to  regulated  investment  companies. 

(a)  Time  for  mailing  certain  notices  to  shareholders. — Subsection  (a) 
of  section  230  of  the  bill  amends  several  provisions  of  part  I,  sub¬ 
chapter  M,  chapter  1  of  the  code  (relating  to  regulated  investment 
companies)  by  increasing  from  30  days  to  45  days  after  the  close  of  a 
taxable  year  the  time  within  which  a  regulated  investment  company 
must  give  certain  notices  to  its  shareholders. 

Under  section  852(b)(3)(C)  of  existing  law,  a  capital  gain  dividend 
is  defined,  in  general,  as  any  dividend,  or  part  thereof,  which  is 
designated  by  the  company  as  a  capital  gain  dividend  in  a  written 
notice  mailed  to  its  shareholders  not  later  than  30  days  after  the  close 
of  its  taxable  year.  Under  the  bill,  a  45-day  period  is  substituted  for 
the  30-day  period. 

Under  section  852(b)  (3)  (D)(i)  of  existing  law,  a  shareholder  of  a 
regulated  investment  company,  in  computing  his  long-term  capital 
gains  for  his  taxable  year  in  which  the  last  day  of  the  regulated  invest¬ 
ment  company’s  taxable  year  falls,  must  include  such  amount  as  the 
company  designates  as  his  share  of  undistributed  capital  gains  in  a 
written  notice  mailed  to  its  shareholders  at  any  time  prior  to  the 
expiration  of  30  days  after  the  close  of  the  regulated  investment 
company’s  taxable  year.  Under  the  bill,  the  30-day  period  is  changed 
to  a  45-day  period. 

Section  853  of  existing  law  provides  that,  if  certain  conditions  are 
met,  a  regulated  investment  company  may  elect  to  treat  as  having 
been  distributed  to  its  shareholders  any  income,  war  profits,  ana 
excess  profits  taxes  paid  by  it  to  any  foreign  country  or  to  any  posses¬ 
sion  of  the  United  States.  The  shareholders  of  the  company  must 
include  the  amount  of  such  taxes  in  gross  income  and  must  treat  such 
amount  as  paid  by  them  for  purposes  of  the  deduction  under  section 
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164(a)  and  the  foreign  tax  credit  under  section  901.  Under  section 
853(c),  the  amounts  to  be  so  treated  by  the  shareholders  may  not 
exceed  the  amounts  so  designated  by  the  company  in  a  written  notice 
mailed  to  its  shareholders  not  later  than  30  days  after  the  close  of  its 
taxable  year.  The  bill  changes  the  30-day  period  to  a  45-day  period. 

Section  854(b)(1)  of  existing  law  provides  limitations  to  be  applied 
in  determining  the  extent  to  which  any  dividend  (other  than  a  capital 
gain  dividend)  may  be  taken  into  account  by  a  shareholder  of  a  regu¬ 
lated  investment  company  for  purposes  of  the  credit  under  section  34, 
the  exclusion  under  section  116,  and  the  deduction  under  section  243. 
Section  854(b)(2)  provides  that  the  amount  of  any  distribution  which 
may  be  taken  into  account  as  a  dividend  for  such  purposes  may  not 
exceed  the  amount  so  designated  by  the  regulated  investment  com¬ 
pany  in  a  written  notice  to  its  shareholders  mailed  not  later  than  30 
days  after  the  close  of  its  taxable  year.  The  bill  changes  the  30-day 
period  to  a  45-day  period. 

Section  855  provides  that,  if  certain  conditions  are  met,  a  dividend 
which  is  paid  by  a  regulated  investment  company,  after  the  close  of  a 
taxable  year,  may  be  considered  by  the  company  as  having  been  paid 
during  such  taxable  year.  Section  855(c)  provides  that  any  notice  to 
shareholders  required  under  part  I  of  subchapter  M  with  respect  to 
such  a  dividend  must  be  mailed  not  later  than  30  days  after  the  close 
of  the  taxable  year  in  which  the  distribution  of  such  dividend  is  made. 
The  bill  changes  the  30-day  period  to  a  45-day  period. 

(6)  Certain  redemptions  by  unit  investment  trusts. — Subsection  (b) 
of  section  230  of  the  bill  amends  section  852  of  the  code  (relating  to 
taxation  of  regulated  investment  companies  and  their  shareholders) 
by  adding  a  new  subsection  (d)  at  the  end  thereof. 

Under  section  852(b)  of  existing  law,  a  regulated  investment  com¬ 
pany  is  allowed  a  deduction  for  dividends  paid  (as  defined  in  sec.  561), 
other  than  capital  gains  dividends,  in  determining  its  investment 
company  taxable  income,  and  is  allowed  a  deduction  for  dividends  paid 
(as  defined  in  sec.  561),  determined  with  reference  to  capital  gains 
dividends  only,  in  computing  that  part  of  the  excess  of  its  net  long-term 
capital  gain  over  net  short-term  capital  loss  on  which  it  must  pay  a 
capital  gains  tax.  Section  561(b)  provides  that  in  determining  the 
deduction  for  dividends  paid,  the  rules  provided  in  section  562  are 
applicable.  Section  562(c)  (relating  to  preferential  dividends)  pro¬ 
vides  that  the  amount  of  any  distribution  shall  not  be  considered  as  a 
dividend  unless  such  distribution  is  pro  rata,  with  no  preference  to  any 
share  of  stock  as  compared  with  other  shares  of  the  same  class,  and 
with  no  preference  to  one  class  of  stock  as  compared  with  another  class 
except  to  the  extent  that  the  former  is  entitled  to  such  preference. 

New  subsection  (d)  of  section  852  provides  that  in  the  case  of  a  unit 
investment  trust — 

(1)  which  is  registered  under  the  Investment  Company  Act 
of  1940  and  issues  periodic  payment  plan  certificates  (as  defined 
in  such  act),  and 

(2)  substantially  all  of  the  assets  of  which  consist  of  securities 
issued  by  a  management  company  (as  defined  in  such  act) 

section  562(c)  shall  not  apply  to  a  distribution  by  such  trust  to  a 
holder  of  an  interest  in  such  trust  in  redemption  of  part  or  all  of  such 
interest,  with  respect  to  the  net  capital  gain  of  the  trust  attributable 
to  such  redemption.  Thus,  assume  that  a  holder  of  an  interest  in 
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such  a  trust  requests  that  part  or  all  of  such  interest  be  redeemed. 
In  order  to  obtain  the  amount  of  cash  required  to  redeem  such  interest, 
the  trust  liquidates  part  of  its  portfolio,  represented  by  shares  in  a 
management  company,  and  realizes  a  long-term  capital  gain  on  such 
liquidation.  That  amount  of  the  cash  distributed  to  the  redeeming 
interest  holder  which  represents  a  distribution  of  such  realized  long¬ 
term  capital  gain  is  considered  to  be  a  distribution  by  the  trust  which 
qualifies  for  the  deduction  for  dividends  paid  with  reference  to  capital 
gains  dividends  under  section  852(b)(3)(A). 

(c)  Effective  dates. — Subsection  (c)  of  section  230  of  the  bill  provides 
that  the  amendments  made  by  subsection  (a)  shall  apply  to  taxable 
years  of  regulated  investment  companies  ending  on  or  after  the  date 
of  the  enactment  of  the  bill,  and  that  the  amendment  made  by 
subsection  (b)  shall  apply  to  taxable  years  of  regulated  investment 
companies  ending  after  December  31,  1963. 

SECTION  231.  FOREIGN  TAX  CREDIT  WITH  RESPECT  TO 
CERTAIN  FOREIGN  MINERAL  INCOME 

Section  231  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  amends  section  901  (relating  to  credit  for 
foreign  taxes)  by  redesignating  subsection  (d)  as  subsection  (e)  and 
by  inserting  after  subsection  (c)  a  new  subsection  (d)  relating  to 
foreign  taxes  on  mineral  income. 

(a)  Foreign  taxes  on  mineral  income. — Paragraph  (1)  of  new  sub¬ 
section  (d)  provides  that  in  certain  cases  the  amount  of  foreign 
taxes  described  in  section  901(b)  (relating  to  amount  of  foreign  tax 
allowed  as  a  credit)  which  are  paid  or  accrued  during  the  taxable 
year  with  respect  to  mineral  income  to  any  foreign  country  (if  the 
per-country  limitation  applies),  or  to  all  foreign  countries  (if  the 
overall  limitation  applies),  is  to  be  reduped  for  purposes  of  com¬ 
puting  the  foreign  tax  credit.  The  reduction,  if  any,  is  equal  to 
the  amount  by  which  the  U.S.  tax  computed  under  chapter  1  of  the 
code  with  respect  to  the  same  mineral  income  and  computed  before 
the  allowance  of  any  tax  credit  (such  tax  hereinafter  referred  to  as  the 
“U.S.  tax”)  is  exceeded  by  the  lesser  of  the  following  two  amounts: 
(1)  The  amount  of  such  foreign  taxes  paid  or  accrued  with  respect  to 
such  income,  or  (2)  the  U.S.  tax  with  respect  to  such  income  computed 
without  the  deduction  for  percentage  depletion  under  section  613  but 
with  the  deduction  for  cost  depletion  determined  with  reference  to 
the  basis  for  cost  depletion  under  section  612.  The  computation 
described  in  item  (2)  is  made  only  to  determine  the  amount  of  foreign 
taxes  to  be  taken  into  account  in  computing  the  foreign  tax  credit  and 
does  not  affect  the  manner  in  which  a  taxpayer  actually  computes  the 
allowance  for  depletion  under  chapter  1  in  determining  the  U.S.  tax. 
In  no  case  will  the  foreign  tax  on  mineral  income  under  new  subsection 
(d)  be  reduced  to  an  amount  which  is  less  than  the  U.S.  tax  on  such 
mineral  income.  The  credit  for  taxes  paid  or  accrued  to  possessions 
of  the  United  States  is  not  affected  by  this  provision. 

Paragraph  (?)  of  the  new  subsection  (d)  defines  the  term  “mineral 
income”  for  purposes  of  subsection  (d).  The  term  means  income 
derived  from  sources  without  the  United  States  from  mineral  activities 
including  dividends  received  from  corporations  in  which  5  percent  or 
more  of  the  voting  stock  is  owned  directly  or  indirectly  by  the  tax- 
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payer,  to  the  extent  such  dividends  are  attributable  to  mineral  activ¬ 
ities,  and  that  portion  of  the  taxpayer’s  distributive  share  of  partner¬ 
ship  income  attributable  to  mineral  activities.  For  such  purpose  the 
term  “mineral  activities”  includes  the  extraction  of  minerals  from 
mines,  wells,  or  other  natural  deposits,  the  processing  of  such  minerals 
into  their  primary  products,  and  the  transportation,  distribution,  or 
sale  of  such  minerals  or  primary  products.  For  example,  in  the  case 
of  oil,  mineral  activities  of  a  taxpayer  would  include  tne  extraction  of 
the  crude  oil  from  the  ground,  transportation  of  the  crude  oil  by  pipe¬ 
line  or  ship  to  a  refinery,  refining  of  tne  crude  oil  to  obtain  gasoline  and 
other  products  resulting  from  such  refining,  and  the  sale  of  such 
products.  However,  the  manufacture  of  chemical  products  from  oil 
would  not  be  considered  the  processing  of  oil  into  its  primary  products, 
and  thus  would  not  be  considered  a  mineral  activity.  Similarly,  the 
transportation,  distribution,  or  sale  of  the  chemical  products  would  not 
be  considered  a  mineral  activity.  If  primary  products  of  oil,  such  as 
gasoline,  are  sold  through  outlets  of  the  taxpayer  which  also  sell  other 
products,  only  the  sale  of  the  primary  products  would  be  a  mineral 
activity. 

(b)  Effective  date. — The  amendments  made  by  section  231  of  the 
bill  are  applicable  to  taxable  years  beginning  after  December  31,  1963.  • 

SECTION  232.  AMOUNTS  RECEIVED  FROM  EMPLOYER  ON 
SALE  OF  RESIDENCE  OF  EMPLOYEE  IN  CONNECTION 
WITH  TRANSFER  TO  NEW  PLACE  OF  WORK 

(a)  Treatment  of  certain  amounts  received  from  employer  on  sale  oj 
l residence  oj  employee  in  connection  with  transfer  to  new  place  oj  work. — 
Subsection  (a)(1)  of  section  232  of  the  bill,  which  is  a  new  section 
added  to  the  bill  as  passed  by  the  House,  adds  a  new*  section  1003  to 
part  I  of  subchapter  O  of  chapter  1  of  the  code  (relating  to  determina¬ 
tion  of  amount  of  and  recognition  of  gain  or  loss) . 

It  has  been  held  that  an  amount  received  by  an  employee  from  his 
employer,  in  respect  of  the  sale  of  the  employee’s  residence  in  connec¬ 
tion  with  his  transfer  to  a  new  place  of  work,  is  taxable  as  compensa¬ 
tion.  (Harris  W.  Bradley ,  39  T.C.  652  (1963),  aff’d  324  F.  2d  610 
(4th  Cir.  1963);  Arthur  J.  tCobacker,  37  T.C.  882  (1962).) 

8ECTION  1003.  AMOUNTS  RECEIVED  FROM  EMPLOYER  ON  SALE  OF 
RESIDENCE  OF  EMPLOYEE  IN  CONNECTION  WITH  TRANSFER  TO 
NEW  PLACE  OF  WORK 

(&)  General  rule. — Subsection  (a)  of  new  section  1003  provides  the 
general  rule  that  if,  in  connection  with  the  transfer  of  the  taxpayer  as 
as  an  employee  to  a  new  place  of  work,  the  taxpayer  or  his  spouse 
sells  property  used  as  his  principal  residence  “old  residence”  pur¬ 
suant  to  a  sales  contract  entered  into  within  the  forced  sale  period, 
and  within  1  year  after  the  date  of  such  contract  his  employer  pays 
part  or  all  of  the  “sale  differential,”  then  the  amount  so  paid  shall  be 
treated  by  the  taxpayer  or  his  spouse  as  an  additional  amount  realized 
on  the  sale  of  the  old  residence  to  the  extent  that  it  does  not  exceed 
the  lesser  of  (A)  the  “sale  differential,”  or  (B)  15  percent  of  the  gross 
sales  price  of  the  old  residence. 
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Section  1003  is  applicable  only  with  respect  to  the  sale  of  a  tax¬ 
payer’s  principal  residence.  Whether  or  not  property  is  used  by  the 
taxpayer  as  his  residence,  and  whether  or  not  property  is  used  by  the 
taxpayer  as  his  principal  residence  (in  the  case  of  a  taxpayer  using 
more  than  one  property  as  a  residence),  depends  upon  all  the  facts 
and  circumstances  in  each  individual  case.  Property  which  qualifies 
as  a  principal  residence  for  purposes  of  section  1034  will  be  considered 
a  principal  residence  for  purposes  of  section  1003. 

Where  property  is  used  by  the  taxpayer  partially  as  his  principa 
residence  and  partially  for  business  purposes  or  in  the  production  of 
income  (as*  in  the  case  where  a  part  of  the  building  in  which  the  tax¬ 
payer  resides  is  used  as  an  office  or  is  rented),  then  only  that  portion 
of  the  reimbursement,  appraised  value,  gross  sales  price,  and  selling 
expenses  attributable  to  that  part  of  the  property  used  as  the  tax¬ 
payer’s  principal  residence  shall  be  considered  for  purposes  of  section 
1003. 

The  gross  sales  price  of  the  old  residence  is  the  total  consideration 
received  upon  the  sale  by  the  taxpayer,  and  includes  the  amount  of 
any  mortgage,  trust  deed,  or  other  indebtedness  to  which  the  property 
is  subject  in  the  hands  of  the  purchaser  whether  or  not  the  purchaser 
assumes  such  indebtedness.  It  also  includes  the  face  amount  of 
any  liabilities  of  the  purchaser  which  are  part  of  the  consideration  for 
the  sale.  Commissions,  and  other  selling  or  fixing  up  expenses  paid 
or  incurred  by  the  taxpayer  in  connection  with  the  sale  of  the  old 
residence,  are  not  to  be  deducted  or  taken  into  account  in  determining 
the  gross  sales  price  of  the  old  residence. 

(b)  Limitations. — Subsection  (b)  of  new  section  1003  provides 
certain  limitations  on  the  applicability  of  section  1003. 

Period  oj  employment 

Paragraph  (1)  of  subsection  (b)  limits  the  application  of  section  1003 
to  those  cases  where  the  taxpayer  was  employed  for  the  6-month  period 
ending  on  the  day  on  which  he  commences  work  at  the  new  principal 
place  of  work  by  the  employer  who  makes  the  reimbursement. 

Location  oj  new  place  oj  work 

Paragraph  (2)  of  subsection  (b)  provides  that  section  1003  shall 
not  apply  unless  the  distance  between  the  taxpayer’s  new  principal 
place  of  work  and  his  old  residence  exceeds  by  at  least  20  miles  the 
distance  between  the  taxpayer’s  former  principal  place  of  work  and 
his  old  residence.  If  the  taxpayer,  prior  to  his  transfer,  had  no 
principal  place  of  work,  section  1003  shall  not  apply  unless  the  dis¬ 
tance  between  his  new  principal  place  of  work  and  his  old  residence 
is  at  least  20  miles.  For  purposes  of  measuring  distances  under 
section  1003(b)(2),  all  computations  are  to  be  made  on  the  basis  of 
a  straight-line  measurement. 

(c)  Dejinitions;  special  rules. — Subsection  (c)  of  new  section  1003 
provides  definitions  and  special  rules  for  the  application  of  section 
1003. 

Forced  sale  period 

The  term  “forced  sale  period,”  as  defined  in  paragraph  (1)  of  sub¬ 
section  (c),  is  the  period  which  begins  90  days  before,  and  ends  180 
days  after,  the  date  on  which  the  taxpayer  commences  work  as  an 
employee  at  the  new  principal  place  of  work.  The  term  has  reference 
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only  to  a  period  of  time,  and  not  to  the  nature  of,  or  reason  for,  the 
sale. 

Sale  differential 

The  term  “sale  differential’ '  is  defined  in  paragraph  (2)  of  subsec¬ 
tion  (c)  as  the  amount  by  which  (A)  the  appraised  value  of  the  old 
residence  exceeds  (B)  the  gross  sales  price  of  the  old  residence  reduced 
by  the  selling  commissions,  legal  fees,  and  other  expenses  incident  to 
the  transfer  of  ownership  of  the  old  residence.  Expenses  incident  to 
the  transfer  of  ownership  refer  to  direct  transfer  costs  borne  by  the 
employee.  For  example,  such  expenses  do  not  include  fixing-up  ex¬ 
penses  or  traveling  expenses  of  the  employee  or  members  of  his  family 
fro  n  or  to  the  location  of  the  old  residence  for  purposes  of  its  sale.  In 
order  for  section  1003  to  apply,  the  payment  must  be  made  by  the 
employer  to  the  employee  as  a  sale  differential.  Thus,  if  an  employer 
pays  an  employee  a  lump  sum  for  miscellaneous  costs  relating  to  a 
transfer  to  a  new  place  of  work,  only  so  much  of  such  sum  as  is  related 
to  the  sale  of  the  old  residence  qualifies  for  treatment  under  section 
1003. 

Appraised  value 

The  term  “appraised  value  of  the  old  residence”,  as  defined  in 
paragraph  (3)  of  subsection  (c),  is  the  average  of  two  or  more  ap¬ 
praisals  of  fair  market  value  made,  on  or  after  the  valuation  date  and 
on  or  before  the  date  on  which  the  sales  contract  is  entered  into,  by 
independent  real  estate  appraisers  selected  by  the  employer.  Such 
paragraph  (3)  provides  that  the  appraised  value  shall  not  exceed  the 

fair  market  value  of  the  old  residence.  The  appraisals  shall  be  made 
,s  of  the  aluation  date. 

Valuation  date 

The  term  “valuation  date”  is  defined  in  paragraph  (4)  of  sub¬ 
section  (c)  as  the  date  selected  by  the  employer  for  purposes  of  deter¬ 
mining  the  amount  to  be  paid  with  respect  to  the  sale  differential. 
The  date  selected  by  the  employer  shall  be  a  date  which  occurs  (1) 
on  or  before  the  date  the  sales  contract  is  entered  into  and  (2)  within 
the  forced  sale  period. 

Employer 

The  term  “employer,”  as  defined  in  paragraph  (5)  of  subsection 
(c),  means  the  person  who  employs  the  taxpayer  as  an  employee  at 
the  new  principal  place  of  work.  The  term  also  includes  any  predeces¬ 
sor  or  successor  corporation  and  any  parent  or  subsidiary  corporation. 
The  determination  of  whether  a  corporation  is  a  parent  corporation  or 
a  subsidiary  corporation  shall  be  made  under  subsections  (e)  and  (f) 
of  section  425  of  the  code  (added  by  sec.  222(a)  of  the  bill)  but  by 
reference  to  the  date  on  which  the  taxpayer  commences  work  as  an 
employee  at  the  new  principal  place  of  work  rather  than  as  of  the 
time  of  the  granting  of  the  option  to  which  such  section  425  relates. 
Thus,  where  a  50-percent  voting  stock  relationship  exists  between  the 
corporation  for  which  the  employee  worked  prior  to  his  transfer  and 
the  corporation  for  which  he  works  after  his  transfer,  he  is  considered 
as  having  been  employed  by  the  same  employer. 
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Exchanges 

Paragraph  (6)  of  subsection  (c)  provides  that  an  exchange  by  the 
taxpayer  or  his  spouse  of  an  old  residence  for  other  property  shall  be 
treated  as  a  sale. 

Tenant-stockholder  in  a  cooperative  housing  corporation 

Paragraph  (7)  of  subsection  (c)  provides  that  “property  used  by 
the  taxpayer  as  his  principal  residence”  includes  stock  held  by  a 
tenant-stockholder  in  a  cooperative  housing  corporation,  as  those 
terms  are  defined  in  section  216  of  the  code,  but  only  if  the  house  or 
apartment  which  the  taxpayer  was  entitled  to  occupy  by  reason  of 
such  stockowner  ship  was  used  by  the  taxpayer  as  his  principal 
residence. 

(d)  Regulations. — Subsection  (d)  of  new  section  1003  provides 
that  the  Secretary  or  his  delegate  shall  prescribe  such  regulations  as 
may  be  necessary  to  carry  out  the  purposes  of  section  1003. 

SECTION  232.  AMOUNTS  RECEIVED  FROM  EMPLOYER 
ON  SALE  OF  RESIDENCE  OF  EMPLOYEE  IN  CONNEC¬ 
TION  WITH  TRANSFER  TO  NEW  PLACE  OF  WORK— Con. 

Subsection  (a)(2)  of  section  232  of  the  bill  amends  the  table  of 
sections  of  part  I  of  subchapter  O  of  chapter  1  of  the  code  to  reflect 
the  addition  of  section  1003  added  by  the  bill. 

(b)  Effective  date. — Subsection  (b)  of  section  232  of  the  bill  provides 
that  the  amendments  made  by  subsection  (a)  shall  apply  to  amounts 
paid  with  respect  to  sales  contracts  entered  into  after  December  31. 
1963,  in  taxable  years  ending  after  such  date. 

SECTION  233.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN 

DEPRECIABLE  REALTY 

Section  233  of  the  bill  (sec.  220  of  the  bill  as  passed  by  the  House) 
was  approved  by  your  committee  without  change.  For  the  technical 
explanation  of  this  section  of  the  bill,  see  page  A-148  of  the  report  of 
the  Committee  on  Ways  and  Means  on  the  bill. 

SECTION  234.  AVERAGING 

Section  234  of  the  bill  (sec.  221  of  the  bill  as  passed  by  the  House) 
has  been  approved  by  your  committee  with  three  exceptions.  For  the 
technical  explanation  of  this  section  of  the  bill  (other  than  the  amend¬ 
ments  made  by  your  committee),  see  page  A-168  of  the  report  of  the 
Committee  on  Ways  and  Means  on  the  bill. 

First,  your  committee  has  made  technical  changes  in  the  definition 
of  the  term  “capital  gain  net  income’ ’  and  in  the  provisions  relating 
to  the  computation  of  the  alternative  tax  to  reflect  the  elimination 
of  section  219  (relating  to  capital  gains  and  losses)  of  the  bill  as  passed 
by  the  House. 

Second,  your  committee  has  added  a  provision  to  the  bill  as  passed 
by  the  House  to  allow  an  individual  whose  adjusted  gross  income  for 
the  computation  year  is  under  $5,000  and  who  chooses  the  benefits  of 
income  averaging  to  elect  the  standard  deduction  under  section  144 
of  the  code. 
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Third,  your  committee  has  added  a  provision  to  the  bill  as  passed 
by  the  House  restricting,  in  certain  cases,  the  application  of  section 
170(b)(5)  of  the  code  as  added  by  section  209(c)  of  the  bill  (relating 
to  5-year  carryover  of  certain  excess  charitable  contributions  by 
individuals). 

Capital  gain  net  income 

Paragraph  (1)  of  section  1302(d)  of  the  code,  as  amended  by  your 
committee,  provides  that  the  term  “capital  gain  net  income”  means 
the  amount  which  is  equal  to  50  percent  of  the  excess  of  the  net  long¬ 
term  capital  gain  over  the  net  short-term  capital  loss.  An  individual’s 
capital  gain  net  income  for  any  taxable  year  cannot  be  less  than  zero. 

Computation  oj  alternative  tax 

Paragraph  (2)  of  section  1304(e)  deals  with  the  method  by  which 
an  individual  computes  his  alternative  tax  under  section  1201  of  the 
code  for  any  computation  year.  Paragraph  (2),  as  amended  by  your 
committee,  provides  that  if  an  individual  has  capital  gain  net  income 
for  the  computation  year,  then  section  1201(b)  of  the  code  is  treated 
as  imposing  a  tax  on  the  individual’s  income  which  is  equal  to  the  tax 
imposed  by  section  1  of  the  code,  reduced  by  the  amount  (if  any)  by 
which  the  amount  of  the  tax  imposed  by  section  1  of  the  code  which  is 
attributable  to  an  individual’s  capital  gain  net  income  for  such  year 
(as  determined  under  paragraph  (1)  ot  section  1304(e))  exceeds  the 
amount  equal  to  25  percent  of  the  excess  of  the  net  long-term  capital 
gain  over  the  net  short-term  capital  loss. 

Amendment  of  section  H4. — Subsection  (c)  of  section  234  of  the 
bill,  as  approved  by  your  committee,  amends  section  144  of  the  code 
((relating  to  election  of  standard  deduction)  by  adding  after  section 
144(c)  (as  added  by  sec.  112(c)(2)  of  the  bill)  a  new  subsection  (d). 

Individuals  electing  income  averaging 

Subsection  (d)  of  section  144  provides  that  if  a  taxpayer  chooses 
to  have  the  benefits  qf  part  I  of  subchapter  Q  (relating  to  income 
averaging)  for  a  taxable  year,  section  144(a)  of  the  code  (relating  to 
method  and  effect  of  election  of  standard  deduction)  shall  not  apply 
for  such  taxable  year  and  the  standard  deduction  under  section  141 
of  the  code  shall  be  allowed  if  the  taxpayer  so  elects  in  his  return  for 
such  taxable  year.  The  Secretary  of  the  Treasury  or  his  delegate 
shall  prescribe  by  regulations  the  manner  of  signifying  such  election 
in  the  return.  If  the  taxpayer  on  making  his  return  fails  to  signify, 
in  the  manner  prescribed  by  regulations,  his  election  to  take  the  stand¬ 
ard  deduction,  such  failure  shall  be  considered  his  election  not  to 
take  the  standard  deduction. 

Effective  date. — Subsection  (g)(2)  of  section  234  of  the  bill,  as 
approved  by  your  committee,  provides,  in  effect,  that,  in  a  taxable 
year  beginning  after  December  31,  1963,  if  a  taxpayer  elects  to  apply 
both  sections  1301  and  1307(e)  of  the  code,  as  such  sections  were  in 
effect  immediately  before  the  enactment  of  the  bill,  then  section 
170(b)(5)  of  the  code  as  added  by  section  209(c)  of  the  bill  shall  not 
apply  to  charitable  contributions  paid  in  such  taxable  year. 
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SECTION  235.  SMALL  BUSINESS  CORPORATIONS 

Section  235  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  relates  to  small  business  corporations. 

(а)  Ownership  oj  certain  stock  disregarded. — Subsection  (a)  of  section 
235  of  the  bill  amends  section  1371  of  the  code  (relating  to  the  defini¬ 
tion  of  a  small  business  corporation)  by  adding  a  new  subsection  (d) 
to  permit  a  corporation  to  be  a  small  business  corporation  while 
owning  the  stock  of  certain  inactive  subsidiary  corporations. 

Under  section  1371(a)  of  existing  law,  a  small  business  corporation 
is  not  permitted  to  be  a  member  of  an  affiliated  group.  New  sub¬ 
section  (d)  provides  that,  for  purposes  of  section  1371  (a),  a  corporation 
shall  not  be  considered  to  be  a  member  of  an  affiliated  group  at  any 
time  during  any  taxable  year  by  reason  of  the  ownership  of  stock  in 
another  corporation  if  such  other  corporation  meets  the  requirements 
provided  in  new  paragraphs  (1)  and  (2)  of  section  1371(d). 

Paragraph  (1)  provides  that  the  subsidiary  corporation  must  not 
have  begun  business  at  any  time  on  or  after  the  date  of  its  incorpo¬ 
ration  and  before  the  close  of  the  parent  corporation's  taxable  year  with 
respect  to  which  status  as  a  small  business  corporation  is  being  sought. 
An  example  of  a  corporation  which  “has  not  begun  business"  is  a 
corporation  which  is  incorporated  for  the  sole  purpose  of  reserving  a 
corporate  name  in  a  State  or  States  in  which  the  parent  corporation  is 
not  doing  business. 

Paragraph  (2)  of  section  1371(d)  provides,  in  effect,  that  the  sub¬ 
sidiary  corporation  must  not  have  taxable  income  for  the  portions  of 
any  of  its  taxable  years  which  are  included  within  the  taxable  year  of 
the  parent  corporation  with  respect  to  which  status  as  a  small  business 
corporation  is  being  sought. 

Thus,  for  example,  assume  that  corporation  P  wishes  to  elect  to  be 
treated  under  the  provisions  of  sections  1371  through  1377  of  the  code 
for  its  calendar  year  1964  and  subsequent  years.  Corporation  P  owns 
all  of  the  stock  of  corporation  S,  which  is  on  a  June  30  taxable  year. 
Corporation  P  would  not  be  precluded  from  making  an  election  under 
section  1372  if  corporation  S  had  not  begun  business  before  January  1, 
1965,  and  had  no  taxable  income  for  either  the  period  January  1,  1964, 
through  June  30,  1964,  or  the  period  July  1,  1964,  through  December 
31,  1964.  Assuming  that  corporation  P  so  elected  with  respect  to  its 
calendar  year  1964,  it  would  cease  to  be  a  small  business  corporation 
for  any  subsequent  taxable  year  if  corporation  S  either  begins  business 
before  the  close  of  such  subsequent  year,  or  has  taxable  income  for  any 
period  included  within  such  subsequent  year. 

The  enactment  of  section  1371(d)  does  not  relax  or  otherwise  change 
the  requirements  of  any  of  the  provisions  of  subchapter  S  other  than 
with  respect  to  the  requirement  that  a  small  business  corporation  may 
not  be  a  member  of  an  affiliated  group.  Thus,  in  the  above  example, 
the  election  made  by  corporation  P  under  section  1372  must  have 
been  made  either  during  the  month  of  December  1963  or  January 
1964. 

(б)  Certain  distributions  oj  money  after  close  oj  taxable  year. — 
Subsection  (b)  of  section  235  of  the  bill  amends  section  1375  of  the 
code  (relating  to  special  rules  applicable  to  distributions  of  electing 
small  business  corporations)  by  adding  a  new  subsection  (e) . 
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Paragraph  (1)  of  new  section  1375(e)  provides  that,  for  purposes 
of  chapter  1  of  the  code,  a  corporation  which  sold  capital  assets  or 
property  described  in  section  1231(b)  of  the  code  during  a  taxable 
year  with  respect  to  which  it  was  an  electing  small  business  corpora¬ 
tion  may  elect  to  treat  as  a  distribution  of  money  made  on  the  last 
day  of  such  taxable  year,  a  distribution  of  money  representing  all  or 
part  of  the  proceeds  of  such  sales  of  assets  or  property  which  such 
corporation  makes  to  its  shareholders  on  or  before  the  15th  day  of  the 
third  month  following  the  close  of  such  year,  if  such  distribution  is 
made  pursuant  to  a  resolution  of  its  board  of  directors  adopted  before 
the  close  of  such  taxable  year.  Thus,  if  a  corporation  makes  such  an 
election,  such  distribution  will  be  treated  as  actually  distributed  and 
received  on  the  last  day  of  such  taxable  year  and  will  be  taken  into 
account  in  computing  undistributed  taxable  income  (as  defined  in 
sec.  1373(c))  for  such  taxable  year  to  the  extent  that  such  distribution 
is  a  distribution  out  of  earnings  and  profits  of  such  taxable  year  as 
specified  in  section  316(a)(2). 

Paragraph  (2)  of  new  section  1375(e)  provides,  in  effect,  that  in 
order  for  a  corporation  to  make  an  election  under  paragraph  (1)  of 
new  section  1375(e)  with  respect  to  any  distribution,  each  person  who 
is  a  shareholder  on  the  day  the  distribution  is  received  must  own  as 
of  the  close  of  such  day  the  same  proportion  of  stock  of  such  corpora¬ 
tion  as  he  owned  as  of  the  close  of  the  last  day  of  the  taxable  year  of 
such  corporation  preceding  the  taxable  year  of  the  distribution,  and 
each  such  shareholder  must  consent  to  such  election  at  such  time  and 
in  such  manner  as  the  Secretary  of  the  Treasury  or  his  delegate  shall 
prescribe  by  regulations. 

Paragraph  (3)  of  new  section  1375(e)  provides  that  the  election 
under  paragraph  (1)  of  new  section  1375(e)  shall  be  made  in  such 
manner  as  the  Secretary  of  the  Treasury  or  his  delegate  shall  prescribe 
by  regulations.  Such  election  shall  be  made  not  later  than  the  time 
prescribed  by  law  for  filing  the  return  for  the  taxable  year  during 
which  the  sale  was  made  (including  extensions  thereof),  except  that, 
with  respect  to  any  taxable  year  ending  on  or  before  the‘date  of  enact¬ 
ment  of  the  bill,  such  election  shall  be  made  within  120  days  after 
such  date. 

(c)  Effective  dates. — Subsection  (c)  of  section  235  of  the  bill  provides 
that  the  amendment  made  by  subsection  (a)  of  such  section  shall 
apply  with  respect  to  taxable  years  of  corporations  beginning  after 
December  31,  1962,  and  that  the  amendment  made  by  subsection  (b) 
of  such  section  shall  apply  with  respect  to  taxable  years  of  corporations 
beginning  after  December  31,  1957.  No  provision  of  this  section  of 
the  bill  extends  the  period  of  limitations  within  which  a  claim  for 
credit  or  refund  may  be  filed  for  any  taxable  year. 

SECTION  236.  REPEAL  OF  ADDITIONAL  2-PERCENT 
TAX  FOR  CORPORATIONS  FILING  CONSOLIDATED 
RETURNS 

Section  236  of  the  bill  (sec.  222  of  the  bill  as  passed  by  the  House) 
was  approved  by  your  committee  without  change.  For  the  technical 
explanation  of  this  section  of  the  bill,  see  page  A-186  of  the  report  of 
the  Committee  on  Ways  and  Means  on  the  bill. 
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SECTION  237.  REDUCTION  OF  SURTAX  EXEMPTION  IN 
CASE  OF  CERTAIN  CONTROLLED  CORPORATIONS,  ETC. 

Section  237  of  the  bill  (sec.  223  of  the  bill  as  passed  by  the  House) 
was  approved  by  your  committee  with  minor  technical  changes.  For 
the  technical  explanation  of  this  section  (except  for  the  amendments 
made  by  your  committee),  see  page  A-187  of  the  report  of  the  Com¬ 
mittee  on  Ways  and  Means  on  the  bill. 

(a)  In  general. — Subsection  (a)  of  section  237  adds  a  new  part  II 
(relating  to  certain  controlled  corporations)  to  subchapter  B  of  chapter 
6  of  the  code. 

SECTION  1662.  PRIVILEGE  OF  GROUPS  TO  ELECT  MULTIPLE  SURTAX 

EXEMPTIONS 

Additional  tax  imposed 

The  bill  as  passed  by  the  House  provides  certain  exceptions  to  the 
general  rule  that  a  corporation  which  is  a  component  member  of  a 
controlled  group  of  corporations  which  has  maae  an  election  under 
new  section  1562(a)  of  the  code  is  subject  to  the  additional  tax  imposed 
by  section  1562(b): 

1.  New  section  1562(b)(1)  provided  that  the  additional  tax 
is  not  to  apply  to  the  taxable  year  of  the  corporation  if  such 
corporation  is  the  only  member  of  the  controlled  group  which  has 
taxable  income  for  the  taxable  year. 

2.  Subsection  (c)  of  section  1551  of  the  code  (relating  to  dis¬ 
allowance  of  surtax  exemption  and  accumulated  earnings  credit), 
as  amended  by  the  bill  as  passed  by  the  House,  provided  that  if 
the  surtax  exemption  is  disallowed  to  a  transferee  corporation 
under  section  1551(a)  for  any  taxable  year  the  additional  tax  is 
not  to  apply  with  respect  to  such  transferee  for  such  taxable  year. 

3.  The  bill  as  passed  by  the  House  added  a  new  subsection  (d) 
to  section  269  of  the  code  (relating  to  acquisitions  made  to  evade 
or  avoid  income  tax)  to  provide  that  if  the  surtax  exemption  is 
disallowed  under  section  269(a)  to  an  acquired  corporation  for 
any  taxable  year  the  additional  tax  is  not  to  apply  with  respect 
to  such  acquired  corporation  for  such  taxable  year. 

Your  committee  has  stricken  out  the  provisions  referred  to  in  para¬ 
graphs  (2)  and  (3),  and  has  added  to  the  provision  referred  to  in 
paragraph  (1)  a  general  rule  that  the  additional  tax  is  not  to  apply  to 
the  taxable  year  of  a  corporation  if  its  surtax  exemption  is  disallowed 
under  any  provision  of  subtitle  A  of  the  code  for  such  taxable  year. 

Tolling  of  statute  of  limitations 

Your  committee  has  made  a  change  in  subsection  (g)  of  new  section 
1562  in  order  to  make  it  clear  that  neither  the  Secretary  of  the  Treas¬ 
ury  nor  his  delegate  nor  the  taxpayer  may  invoke  such  subsection 
for  the  purpose  of  overturning  closing  or  compromise  agreements. 
Thus,  paragraph  (2)  of  new  section  1562(g)  relating  to  the  tolling  of 
the  statute  of  limitations  for  allowing  or  making  claim  for  credit  or 
refund  of  any  overpayment  of  tax  has  been  changed  by  your  com¬ 
mittee  to  conform  to  the  provisions  of  paragraph  (1)  of  such  section, 
relating  to  the  tolling  of  the  statute  of  limitations  for  assessment  of 
deficiencies. 
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SECTION  1663.  DEFINITIONS  AND  SPECIAL  RULES 

Special  rules 

Your  committee  has  adopted  a  new  special  rule  by  adding  a  new 
subparagraph  (C)  to  new. section  1563(f)(3).  By  reason  of  this  addi¬ 
tion,  your  committee  has  deleted  as  unnecessary  a  provision  contained 
in  the  first  parenthetical  expression  of  section  1 563  (c)(2)  (A)  (ii).  The 
new  subparagraph  (C)  of  section  1563(f)(3)  provides  .that  if  stock  is 
owned  by  a  person  within  the  meaning  of  section  1563(d)  and  such 
ownership  results  in  the  corporation  being  a  component  member  of  a 
controlled  group,  such  stock  shall  not  be  treated  as  excluded  stock 
under  section  1563(c)(2)  if  by  reason  of  treating  such  stock  as  excluded 
stock  the  result  is  that  such  corporation  is  not  a  component  member  of 
a  controlled  group.  Thus,  for  example,  assume  corporation  P  owns 
directly  50  of  the  100  shares  of  the  only  class  of  stock  of  corporation 
S.  Also  assume  that  O,  an  officer  of  corporation  P,  owns  directly  30 
shares  of  such  stock  and  corporation  P  owns  an  option  to  acquire 
such  30  shares  from  O.  The  remaining  shares  of  corporation  S  (20) 
are  owned  by  unrelated  persons.  In  the  absence  of  the  new  special 
rule  adopted  by  your  committee,  one  possible  construction  of  the  ap¬ 
plicable  provisions  of  the  House  bill  is  that  the  30  shares  of  stock  of 
corporation  S  owned  by  O  would  be  treated  as  excluded  stock  under 
section  1 563 (c)(2) (A) (ii),  and  corporation  P  would  be  treated  as 
owning  only  71  percent  (50  divided  by  70)  of  the  stock  of  corporation 
S.  Thus,  corporation  S  would  not  be  a  component  member  of  a 
controlled  group  of  corporations  within  the  meaning  of  section  1563(b). 
The  special  rule  added  by  your  committee  insures,  however,  that  the 
tock  ownership  rules  contained  in  section  1563(d)  take  precedence 
over  the  excluded  stock  rules  contained  in  section  1563(c)(2)  when 
the  result  is  to  include  a  corporation  as  a  component  member  of  a  con¬ 
trolled  group  of  corporations  which,  in  the  absence  of  the  new  special 
rule,  would  not  be  the  case.  Thus,  in  the  preceding  example,  O’s 
stock  would  not  be  treated  as  excluded  stock  with  the  result  that  P  is 
treated  as  owning  80  percent  of  the  stock  of  corporation  S  (50  percent 
directly,  and  30  percent  constructively  under  sec.  1563(e)(1))  and 
corporation  S  would  be  a  component  member  of  a  controlled  group  of 
corporations  consisting  of  corporations  P  and  S. 

Your  committee  has  also  made  minor  conforming  and  clarifying 
changes  in  new  section  1563. 

(6)  Disallowance  of  surtax  exemption  and  accumulated  earnings 
credit. — Subsection  (b)  of  the  bill  contains  amendments  to  section 
1551  of  existing  law.  Subsection  (b)(2)  of  section  1551  as  amended 
by  the  bill,  defines  the  term  “control”  in  the  case  of  a  transferee 
corporation  described  in  subsection  (a)(3)  of  such  section.  Sub- 
paragraph  (B)  of  section  1551(b)(2)  provides,  ip  part,  that  with 
respect  to  voting  stock,  five  or  fewer  individuals  must  own  stock 
possessing  more  than  50  percent  of  the  total  combined  voting  power 
of  all  classes  of  stock  entitled  to  vote.  However,  a  slightly  different 
test  is  provided  with  respect  to  the  ownership  requirements  relating 
to  the  value  of  the  outstanding  stock.  The  test  is  that  the  five  or 
fewer  individuals  must  own  stock  possessing  at  least  50  percent  of 
the  total  value  of  shares  of  all  classes  of  stock.  Your  committee 
has  made  the  voting  stock  and  the  value  stock  tests  identical  by 
requiring  that  in  each  case  the  individuals  must  own  more  than  50 
percent  of  the  particular  stock  in  question. 
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(c)  Technical  amendments. — Subsection  (c)  of  the  bill  as  reported 
is  the  same  as  subsection  (c)  of  the  bill  as  passed  by  the  House  except 
for  a  conforming  change. 

(d)  Effective  dale. — Subsection  (d)  of  the  bill  as  reported  is  the 
same  as  subsection  (d)  of  the  bill  as  passed  by  the  House. 

SECTION  238.  VALIDITY  OF  TAX  LIENS  AGAINST  MORT¬ 
GAGEES,  PLEDGEES,  AND  PURCHASERS  OF  MOTOR 
VEHICLES 

Section  238  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  relates  to  the  validity  of  tax  liens  on  certain 
motor  vehicles. 

(a)  Mortgagees ,  pledgees ,  and  purchasers  without  actual  notice  or 
knowledge  oj  lein. — Subsection  (a)  of  section  238  of  the  bill  amends 
section  6323(c)  of  the  code  (relating  to  exception  in  case  of  securities) 
to  grant,  in  the  case  of  the  mortgage,  pledge,  or  purchase  of  a  motor 
vehicle,  the  same  treatment  which  is  now  available  in  the  case  of  the 
mortgage,  pledge,  or  purchase  of  a  security  after  notice  of  a  tax  Hen 
has  been  filed.  Thus,  even  though  notice  of  a  tax  hen  imposed  by 
section  6321  has  been  filed,  such  lien  will  not  be  valid  with  respect 
to  any  mortgagee,  pledgee,  or  purchaser  of  a  motor  vehicle,  for  an 
adequate  and  full  consideration  in  money  or  money’s  worth,  if  at 
the  time  of  such  mortgage,  pledge,  or  purchase  such  mortgagee, 
pledgee,  or  purchaser  was  without  notice  or  knowledge  of  the  existence 
of  such  lien. 

Paragraph  (1)  of  section  238(a)  of  the  bill  amends  the  heading  oi 
section  6323(c)  of  the  code  to  reflect  the  extension  of  the  exception 
contained  in  such  subsection  to  cover  motor  vehicles. 

Paragraphs  (2)  and  (3)  of  section  238(a)  of  the  bill  amend  paragraph 
(1)  of  section  6323(c)  of  the  code  to  extend  the  exception  contained  in 
paragraph  (1)  to  any  mortgagee,  pledgee,  or  purchaser  of  a  motor 
vehicle  without  notice  or  knowledge  of  the  existence  of  a  tax  lien. 

Paragraph  (4)  of  section  238(a)  of  the  bill  adds  a  new  paragraph  (3) 
to  section  6323(c)  of  the  code.  Paragraph  (3)  defines  the  term  “motor 
vehicle”,  as  used  in  section  6323(c),  as  a  vehicle  (other  than  a  house 
trailer)  which  is  registered  for  highway  use  under  the  laws  of  any  State 
or  foreign  country. 

(b)  Liens  for  estate  and  gift  taxes. — Subsection  (b)  of  section  238 
of  the  bill  amends  section  6324  of  the  code  (relating  to  special  liens 
for  estate  and  gift  taxes)  to  grant,  in  the  case  of  the  mortgage,  pledge, 
or  purchase  of  a  motor  vehicle,  the  same  treatment  which  is  now 
available  in  the  case  of  the  mortgage,  pledge,  or  purchase  of  a  security 
after  a  lien  for  estate  or  gift  tax  has  arisen.  Thus,  even  thougn 
a  special  lien  for  estate  or  gift  tax  has  arisen,  such  lien  will  not  be 
valid  with  respect  to  any  mortgagee,  pledgee,  or  purchaser  of  a 
motor  vehicle,  for  an  adequate  and  full  consideration  in  money  or 
money’s  worth,  if  at  the  time  of  such  mortgage,  pledge,  or  purchase 
such  mortgagee,  pledgee,  or  purchaser  was  without  notice  or  knowledge 
of  the  existence  of  such  lien. 

Paragraph  (1)  of  section  238(b)  of  the  bill  amends  section  6324(a) 
of  the  code  (relating  to  liens  for  estate  tax)  and  section  6324(b)  of  the 
code  (relating  to  lien  for  gift  tax)  to  extend  the  exception  for  se¬ 
curities  now  contained  in  those  subsections  to  motor  vehicles. 
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Paragraph  (2)  of  section  238(b)  of  the  bill  amends  section  6324(c) 
of  the  code  (relating  to  exception  in  case  of  securities)  by  revising 
such  subsection  to  cover  both  securities  and  motor  vehicles. 

(c)  Effective  date. — Subsection  (c)  of  section  238  of  the  bill  pro¬ 
vides  that  the  amendments  made  by  this  section  apply  only  with 
respect  to  mortgages,  pledges,  and  purchases  made  after  the  date 
of  the  enactment  of  the  bill. 

TITLE  III  -OPTIONAL  TAX  ON  INDIVIDUALS:  COL¬ 
LECTION  OF  INCOME  TAX  AT  SOURCE  ON 
WAGES 

SECTION  301.  OPTIONAL  TAX  IF  ADJUSTED  GROSS  IN¬ 
COME  IS  LESS  THAN  $5,000 

This  section  has  been  approved  by  your  committee  without  change. 
For  the  technical  explanation  of  this  section  of  the  bill  see  page 
A-214  of  the  report  of  the  Committee  on  Ways  and  Means  on  the 
bill. 

SECTION  302.  INCOME  TAX  COLLECTED  AT  SOURCE 

Section  302  of  the  bill  amends  section  3402  of  the  code  (relating 
to  income  tax  collected  at  source)  and  section  1441  of  the  code  (re¬ 
lating  to  withholding  of  tax  on  nonresident  aliens). 

(a)  Percentage  method  of  withholding. — Subsection  (a)  of  section 

I(02  of  the  bill  amends  section  3402(a)  of  the  code  (relating  to  income 
ax  collected  at  source).  Under  the  bill  as  passed  by  the  House, 
section  3402(a)  of  the  code  provided  for  a  15-percent  withholding 
rate  in  the  case  of  wages  paid  during  the  calendar  year  1964  and  a 
14-percent  withholding  rate  in  the  case  of  wages  paid  after  December 
31,  1964.  Your  committee  has  amended  section  3042(a)  to  provide 
for  a  14-percent  withholding  rate  in  the  case  of  wages  paid  after  the 
seventh  day  following  the  date  of  the  enactment  of  the  bill. 

(6)  Wage  bracket  withholding. — Subsection  (b)  of  section  302  of  the 
bill  amends  section  3402(c)(1)  of  the  code  (relating  to  wage  bracket 
withholding).  Under  the  bill  as  passed  by  the  House,  section 
3402(c)(1)  of  the  code  provided  new  withholding  tables  for  wages 
paid  during  the  calendar  year  1964,  and  new  tables  for  wages  paid 
after  December  31,  1964.  Your  committee  has  amended  section 
3402(c)(1)  to  provide  that  the  new  withholding  tables  which  would 
have  become  effective  for  wages  paid  after  December  31,  1964,  under 
the  bill  as  passed  by  the  House  will  become  effective  for  wages  paid 
after  the  seventh  day  following  the  date  of  the  enactment  of  the  bill. 

(c)  Withholding  of  tax  on  certain  nonresident  aliens. — Subsection  (c) 
of  section  302  of  the  bill  amends  sections  1441  (a)  and  (b)  of  the  code 
(relating  to  withholding  of  tax  on  nonresident  aliens) .  Under  the  bill 
as  passed  by  the  House,  section  1441(a)  of  the  code  provided  a  15- 
percent  withholding  rate  in  the  case  of  certain  payments  made  during 
the  calendar  year  1964  and  a  14-percent  withholding  rate  in  the 
case  of  certain  payments  made  after  December  31,  1964.  Your  com¬ 
mittee  has  amended  section  1441(a)  to  provide  a  14-percent  withhold- 
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ing  rate  in  the  case  of  these  payments  made  after  the  seventh  day 
following  the  date  of  the  enactment  of  the  bill. 

Under  the  bill  as  passed  by  the  House,  section  1441(b)  of  the  code 
referred  to  the  rates  of  15  percent  or  14  percent  provided  by  the 
amended  section  1441(a).  Your  committee  has  amended  section 
1441(b)  to  refer  to  the  new  14-percent  rate  which  is  provided  by 
amended  section  1441(a). 

(d)  Effective  dates. — Subsection  (d)  of  section  302  of  the  bill  as 
passed  by  the  House  provided  that  the  amendments  made  by  sub¬ 
sections  (a)  and  (b)  of  such  section  apply  with  respect  to  remuneration 
paid  after  December  31,  1963,  ana  that  the  amendment  made  by 
subsection  (c)  applies  with  respect  to  payments  made  after  December 
31,  1963.  Your  committee’s  amendment  provides  that  the  amend¬ 
ments  made  by  subsections  (a)  and  (b)  of  such  section  apply  with 
respect  to  remuneration  paid  after  the  seventh  day  following  the  date 
of  the  enactment  of  the  bill,  and  that  the  amendment  made  by 
subsection  (c)  of  such  section  applies  with  respect  to  payments  made 
after  the  seventh  day  following  tne  date  of  the  enactment  of  the  bill. 
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BRIEF  SUMMARY  OF  REVENUE  ACT  OF  1964  AS  AMENDED  BY 
THE  SENATE  COMMITTEE  ON  FINANCE  (H.R.  8363) 

(1)  Section  1:  Title. — The  title  of  the  bill  is  the  Revenue  Act  of  1964. 

(2)  Section  111:  Individual  rates. — This  reduces  the  rates  of  tax  for 
individuals  from  a  range  of  20  to  91  percent  to  a  range  of  16  to  77  per¬ 
cent  for  1964  and  to  a  range  of  14  to  70  percent  for  1965  and  subsequent 
years.  This  splits  the  first  bracket  into  four  segments  of  $500  each, 
taxed  at  14,  15,  16,  and  17  percent,  respectively. 

(3)  Section  112:  Minimum  standard  deduction. — This  provides  that, 
if  higher  than  the  10-percent  standard  deduction,  the  “minimum 
standard  deduction”  is  to  be  $200  plus  $100  for  each  exemption. 
Thus,  the  exemption  and  minimum  standard  deduction  for  a  single 
person  will  be  $900;  for  a  married  couple,  $1,600;  and,  for  a  married 
couple  with  two  children,  $3,000. 

(4)  Section  113:  Related  amendments. — This  conforms  the  tax  rate 
applicable  to  the  retirement  income  credit  with  the  new  rate  schedules. 
Thus,  it  makes  the  rate  applicable  to  the  retirement  income  15  per¬ 
cent  instead  of  20  percent.  This  also  conforms  the  floor  on  the  tax  on 
nonresident  aliens  with  the  new  rate  schedule  by  raising  from  $15,400 
to  $19,000  in  1964  and  $21,200  in  1965  and  subsequent  years  the  in¬ 
come  level  to  which  the  regular,  rather  than  the  flat  30-percent  rate, 
may  be  applicable. 

(5)  Section  11 4. — This  is  a  cross-reference. 

(6)  Section  121:  Corporate  rates. — This  reduces  the  overall  cor¬ 
porate  tax  rate  from  the  present  52  percent  to  50  percent  in  1964  and 
48  percent  in  subsequent  years.  It  also  reduces  the  rate  applicable 
to  the  first  $25,000  of  corporate  income,  from  the  present  30  percent, 
to  22  percent  for  1964  and  subsequent  years. 

(7)  Section  122:  Acceleration  oj  corporate  tax. — This  section  pro¬ 
vides  for  a  speedup  in  the  payment  of  corporate  taxes.  It  applies 
only  to  tax  liability  in  excess  of  $100,000.  At  present,  50  percent 
of  tax  liability  over  $100,000  is  payable  in  two  installments  in  Septem¬ 
ber  and  December  (for  a  calendar  year  corporation)  in  the  current 
year  of  liability.  This  accelerates  the  other  two  payments  now 
made  after  the  end  of  the  year  with  respect  to  this  liability  over 
$100,000  so  that  by  1970  these  two  25-percent  payments  also  will 
be  made  in  the  current  year  of  liability  in  April  and  June  (for  a  calen¬ 
dar  year  corporation).  This  speedup  is  provided  on  a  gradual  basis. 
Thus,  1  percent  of  this  liability  in  April  and  June  will  be  reported 
for  1964,  4  percent  for  1965,  9  percent  for  1966,  14  percent  for  1967, 
19  percent  for  1968,  22  percent  for  1969,  and  the  full  25  percent  for 
1970. 

(8)  Section  123:  Related  amendments—  This  conforms  other  pro¬ 
visions  in  the  Internal  Revenue  Code  to  the  changes  made  with  respect 
to  corporate  rates  in  section  121.  The  conforming  amendments  relate 
to  the  tax  on  mutual  insurance  companies  (other  than  life)  and  receipts 
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of  minimum  distributions  for  domestic  corporations  from  their  foreign 
subsidiaries. 

(9)  Section  131:  Effective  date. — This  provides  that  the  corporate 
and  individual  rate  changes  are  to  be  effective  generally  for  taxable 
years  beginning  after  December  31,  1963. 

(10)  Section  132:  Fiscal  year  taxpayers. — This  provides  that  the 
individual  and  corporate  rate  changes  for  fiscal  year  taxpayers  are  to 
apply  to  that  portion  of  their  years  ending  after  December  31,  1963. 

(11)  Section  201:  Dividend  credit  and  exclusion. — The  4-percent 
dividends  received  credit  available  to  individuals  is  reduced  to  2  per¬ 
cent  for  1964  and  repealed  for  subsequent  years.  The  $50  dividend 
exclusion  is  increased  to  $100  for  1964  and  subsequent  years.  In 
practical  effect,  this  increase  is  from  $100  to  $200  for  married  couples. 

(12)  Section  202:  Retirement  income  credit. — The  maximum  limita¬ 
tion  on  the  retirement  income  credit  is  raised  up  to  $762,  or  from 
$1,524  to  $2,286  for  a  married  couple,  where  both  are  over  65  and  one 
spouse  is  not  eligible  for  the  retirement  credit,  or  can  take  only  a  small 
credit.  (This  is  a  committee  amendment.) 

(13)  Section  203:  Investment  credit. — In  the  case  of  the  investment 
credit,  the  provision  requiring  a  downward  adjustment  in  the  basis  of 
property  eligible  for  depreciation,  to  the  extent  of  the  7-percent 
investment  credit,  is  repealed.  Also  Federal  regulatory  commissions 
are  prohibited  from  requiring  the  “flowthrough”  of  any  of  the  benefits 
of  the  investment  credit  to  the  customers  of  the  regulated  industries 
in  the  case  of  property  eligible  for  the  full  7-percent  credit  (mainly 
the  transportation  industries  such  as  railroads,  airlines,  and  pipelines). 
In  the  case  of  public  utilities  eligible  only  for  the  3-percent  credit 
(principally  telephone  and  electric  companies),  the  regulatory  com¬ 
missions  are  not  to  require  the  “flowthrough”  of  the  benefits  of  the 
investment  credit  in  any  period  of  time  shorter  than  the  useful  life 
of  the  asset  involved.  Other  changes  make  the  investment  credit 
available  in  the  case  of  elevators  and  escalators  and  increase  the  base 
on  which  the  credit  of  the  lessee  is  to  be  computed  where  dealers  lease 
property  eligible  for  the  credit. 

(14)  Section  20^.:  Group-term  insurance. — The  employee  exclusion 
for  premiums  on  group  term  insurance  furnished  through  the  employer 
is  limited  to  premiums  paid  on  the  first  $70,000  of  coverage.  (The 
committee  amendments  increased  this  level  from  $30,000  to  $70,000.) 

(15)  Section  205:  Sick  pay  exclusion. — The  sick  pay  exclusion  of  up 
to  $100  a  week  is  made  available  only  to  those  absent  from  work  for 
more  than  30  days  and  available  to  them  only  for  the  period  after  that 
time. 

(16)  Section  206:  Sale  of  residence. — An  exclusion  from  taxable  in¬ 
come  is  provided  for  any  capital  gain  attributable  to  the  first  $20,000 
of  the  sale  price  of  a  personal  residence  in  the  case  of  an  individual 
age  65  or  over. 

(17)  Section  207:  State  and  local  taxes. — A  deduction  is  denied  in 
computing  income  subject  to  Federal  tax  for  State  and  local  taxes 
other  than  property  taxes,  income  taxes,  general  sales  taxes,  gasoline 
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taxes,  and  automotive  license  taxes.  The  principal  taxes  for  which 
this  denies  a  deduction  are  alcoholic  beverage  taxes,  cigarette  taxes, 
and  selective  excise  taxes.  (Under  the  House  bill,  no  deductions  were 
allowed  for  gasoline  and  automotive  licenses.) 

(18)  Section  208:  Casualty  losses. — The  deduction  for  personal 
casualty  and  theft  losses  is  limited  to  the  amount  in  excess  of  $100 
per  loss,  in  a  manner  somewhat  similar  to  the  treatment  of  “$100 
deductible”  insurance. 

(19)  Section  209:  Charitable  contributions. — The  following  changes 
are  made  in  the  charitable  contribution  deduction: 

(а)  The  additional  10-percent  maximum  deduction  (above  the 
20-percent  generally  available)  is  made  available  generally  for 
contributions  to  publicly  supported  organizations  other  than 
private  foundations  (presently  it  is  available  chiefly  for  churches, 
schools,  and  hospitals); 

(б)  The  unlimited  charitable  contribution  deduction  is  re¬ 
stricted  to  contributions  to  publicly  supported  organizations  (this 
is  a  committee  amendment) ; 

(c)  A  5-year  carryover  of  charitable  contributions  (in  excess  of 
the  amount  currently  deductible)  is  provided  for  individuals  with 
respect  to  contributions  to  publicly  supported  organizations  (this 
is  a  committee  amendment); 

0 d )  The  2-year  carryover  of  charitable  contribution  deduc¬ 
tions  for  corporations  is  extended  to  5  years  (the  committee  made 
this  available  for  contributions  made  in  1962  and  1963  as  well  as 
subsequent  years) ; 

( e )  Charitable  contribution  deductions  for  gifts  of  future  inter¬ 
est  in  tangible  personal  property  are  denied  until  the  gifts  are 
completed  (the  House  bill  would  have  applied  this  rule  only  where 
the  life  interest  was  retained  in  other  than  the  donor) . 

(20)  Section  210:  Expropriation  losses. — Businesses  which  have 
sustained  substantial  “foreign  expropriation  losses”  after  1958  are 
permitted  to  carry  such  losses  forward  and  apply  them  against 
income  for  a  10-year  period.  This  is  in  place  of  the  regular  3-year 
carryback  and  5-year  carryforward  for  net  operating  losses.  (This 
is  a  committee  amendment.) 

(21)  Section  211:  Medicines  and  drugs. — The  1-percent  limitation, 
or  floor,  on  medicines  and  drugs,  which  must  be  taken  into  account 
in  determining  deductible  medical  expenses,  is  made  inapplicable 
where  the  taxpayer  or  his  wife  is  over  65  and  also  with  respect  to 
expenses  for  dependent  parents  over  65.  This  conforms  the  treat¬ 
ment  with  respect  to  the  1 -percent  limitation  with  that  provided  in 
the  case  of  the  3-percent  limitation  for  medical  expenses  generally. 

(22)  Section  212:  Child  care. — The  child  care  deduction  is  revised— 

(а)  to  make  it  available  in  the  case  of  a  husband  whose  wife 
is  incapacitated  or  institutionalized; 

(б)  to  make  it  available  with  respect  to  care  for  children  up 
to  age  13  (instead  of  12); 
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(c)  the  maximum  deduction  allowable  where  there  are  two 
or  more  children  is  increased  from  $600  to  $900  and  where  there 
are  three  or  more  children,  to  $1,000  (the  $1,000  maximum  is 
added  by  the  committee);  and 

(d)  the  present  limitation  on  family  income  in  the  case  of 
a  working  wife  eligible  for  this  deduction  is  raised  from  $4,000 
to  $7,000  (this  is  a  committee  amendment). 

(23)  Section  213:  Moving  expenses. — A  deduction  is  allowed  for 
certain  moving  expenses — transportation  of  household  goods,  trans¬ 
portation  of  the  persons  involved,  and  meals  and  lodging  of  the  persons 
while  in  transit — for  employees  who  are  not  reimbursed  for  these 
expenses  and  also  for  new  employees.  An  exclusion  for  these  items  is 
already  available  in  the  case  of  old  employees  who  are  reimbursed. 

(24)  Section  21 4:  Political  contributions. — Individuals  are  allowed 
a  deduction  of  up  to  $50  a  year  ($100  in  the  case  of  a  joint  return) 
for  contributions  to  a  political  candidate  or  political  committee  to 
further  the  candidacy  of  individuals  in  primaries,  conventions,  general 
elections,  and  special  elections.  This  applies  to  elections  at  all  levels 
of  government.  (This  is  a  committee  amendment.) 

(25)  Section  215:  100-percent  dividend  deduction. — Affiliated  groups 
of  corporations,  where  there  is  an  80-percent  common  ownership, 
which  are  eligible  to  file  a  consolidated  return  but  do  not  do  so,  are 
permitted  to  take  a  100-percent  deduction  for  intercorporate  divi¬ 
dends  received  from  other  members  of  the  group  if  the  group  agrees 
to  be  treated  as  a  single  entity  for  certain  purposes,  such  as  the 
$25,000  surtax  exemption.  (This  is  a  committee  amendment.) 

(26)  Section  216:  Bank  loan  insurance. — An  interest  deduction  is 
denied  for  amounts  borrowed  under  a  systematic  plan  to  pay  premi¬ 
ums  on  life  insurance.  The  deduction  is  denied  only  if  four  of  the 
first  seven  annual  premiums  are  borrowed,  the  interest  exceeds  $100 
a  year,  the  amounts  borrowed  were  not  for  unforeseen  emergencies, 
or  the  amounts  borrowed  were  not  incurred  in  connection  with  a 
business. 

(27)  Section  217:  Face-amount  certificate  companies. — Financial  in¬ 
stitutions  subject  to  State  banking  laws  and  issuing  face-amount 
certificates  are  not  to  be  denied  a  deduction  for  interest  paid  on  these 
certificates  under  section  265(2)  of  the  code  (relating  to  interest  in¬ 
debtedness  to  carry  tax-exempt  obligations)  to  the  extent  the  tax- 
exempt  obligations  do  not  constitute  more  than  25  percent  of  the 
average  of  the  institutions  total  assets.  (This  is  a  committee 
amendment.) 

(28)  Section  218:  Travel  expenses. — The  rule  adopted  in  1962  which 
disallows  a  portion  of  travel  expenses  for  certain  business  trips  com¬ 
bined  with  a  vacation  is  repealed.  (This  is  a  committee  amendment.) 

(29)  Section  219:  Reorganizations. — Tax-free  status  is  provided  for 
a  stock-for-stock  reorganization  where  the  corporation  acquiring  the 
stock  exchanges  the  voting  stock  of  its  parent  corporation  for  the 
stock  of  the  corporation  being  acquired.  (This  is  a  committee 
amendment.) 
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(30)  Section  2%0:  Multiemployer  pension  plans. — Provision  is  made 
for  the  retroactive  qualification  of  a  pension  plan  under  a  multiem- 

Eloyer  agreement  with  unions  where  the  pension  plan  subsequently 
ecomes  qualified.  (This  is  a  committee  amendment.) 

(31)  Section  221:  Pension  coverage  of  employees  abroad. — U.S.  cor¬ 
porations  are  to  be  permitted  to  extend  coverage  under  their  qualified 
pension,  profit-sharing,  et  cetera,  plans  to  U.S.  citizens  employed  by 
foreign  subsidiaries  or  by  domestic  subsidiaries  operating  outside  the 
United  States.  Generally,  this  treatment  will  not  be  available  unless 
these  employees  are  also  covered  for  social  security  purposes.  (This 
is  a  committee  amendment.) 

(32)  Section  222:  Stock  options. — The  present  tax  treatment  of 
employee  stock  options  is  further  restricted,  the  principal  additional 
restrictions  being — 

(a)  the  stock  when  acquired  must  be  held  for  3  years  or  more; 

(b)  the  options  must  not  be  for  a  period  of  more  than  5  years; 

(c)  the  option  price  must  at  least  equal  the  market  price  of  the 
stock  when  the  option  is  granted; 

(d)  stockholders’  approval  of  the  options  must  be  obtained; 
and 

(e)  the  extent  to  which  new  options  may  be  exercised  when 
the  old  options  are  outstanding  is  restricted  (the  committee 
modified  tins  latter  point  slightly). 

Separate  tax  treatment  is  provided  for  employee  stock  purchase 
plans  which  are  available  to  all  employees  on  a  non  discriminatory 
basis  under  rules  which  are  substantially  the  same  as  under  present 
law. 

(33)  Section  223:  Revolving  credit. — Installment  sales  treatment, 
under  which  the  income  is  reported  as  the  installment  is  received,  is 
fully  extended  to  revolving  credit  sales  and  also  to  time  payment 
charges  associated  with  revolving  credit  sales.  (This  is  a  committee 
amendment.) 

(34)  Section  22 4:  Contested  items.—  Where  a  taxpayer  contests  a 
tax  or  other  liability,  he  is,  nevertheless,  to  be  permitted  a  deduction 
for  the  item  in  the  year  in  which  he  makes  the  payment  if  this  is  earlier 
than  the  year  in  which  the  contest  is  settled.  (This  is  a  committee 
amendment.) 

(35)  Section  225:  Unstated  interest—  Where  property  is  sold  on  an 
installment  basis  and  either  no,  or  very  little,  interest  is  charged  on 
the  installments,  an  appropriate  amount  of  each  installment  is  to  be 
treated  as  if  it  were  an  interest  payment. 

(36)  Section  226:  Personal  holding  companies—  The  percentage  of 
passive  income  which  may  result  in  a  company  being  classified  as  a 
personal  holding  company  is  reduced  from.  80  percent  to  60  percent 
and  amendments  are  made  so  that  the  personal  holding  company  tax 
cannot  be  avoided  by  using  rental  income  or  oil  or  gas  or  mineral 
royalties  (or  working  interests)  to  shelter  substantial  amounts  of 
investment  income,  such  as  dividends  and  interest,  from  the  personal 
holding  company  tax.  (The  committee  modified  somewhat  the  rules 
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applying  to  rental  income.)  Other  restrictive  amendments  are  also 
made.  In  addition,  relief  is  provided  for  those  companies  which  are 
not  now  personal  holding  companies,  but  would  be  under  the  new 
definitions.  They  are  permitted  favorable  liquidation  treatment  in 
certain  cases  and  also  permitted  a  deduction  in  computing  the  personal 
holding  company  income  for  paying  off  existing  debts.  (Committee 
amendments  allow  1  additional  year  to  qualify  for  this  treatment;  a 
House  amendment  relating  to  foreign  personal  holding  companies  was 
deleted  by  the  committee.) 

(37)  Section  227:  Aggregations  oj  property. — For  the  future,  oil  and 
gas  leases  and  acquisitions  are  no  longer  to  be  aggregated  in  deter¬ 
mining  what  constitutes  a  property  for  purposes  of  computing  the 
50-percent  net  income  limitation  in  the  case  of  the  percentage  deple¬ 
tion  deduction. 

(38)  Section  228:  Iron  ore  royalties. — Capital  gains  treatment  is 
extended  to  iron  ore  royalties  where  thfe  iron  ore  is  mined  in  the 
United  States  and  the  persons  acquiring  the  ore  are  not  related  to 
the  persons  owning  the  property. 

(39)  Section  229:  Insurance  companies. — Three  changes  are  made 
with  respect  to  the  income  tax  of  insurance  companies: 

(a)  The  present  rule  providing  for  the  deduction  of  certain 
distributions  in  1958  through  1961  to  shareholders  pursuant  to 
“mutualizations”  of  stock  life  insurance  companies  are  extended 
to  cover  distributions  in  1962; 

( b )  The  requirement  of  present  law  that  life  insurance  com¬ 
panies,  and  small  mutual  casualty  insurance  companies  taxed  on 
investment  income  only,  are  to  ratably  accrue  market  discount 
on  purchased  bonds  as  ordinary  income  is  removed  with  the  result 
that  this  will  be  treated  as  capital  gains ;  and 

(c)  A  change  is  made  to  assure  the  deductibility  of  qualified 
pension  plan  contributions  of  mutual  casualty  insurance  com¬ 
panies. 

(All  three  of  these  changes  are  committee  amendments.) 

(40)  Section  230:  Mutual  funds. — Regulated  investment  companies 
(i.e.,  mutual  funds  meeting  certain  requirements)  are  to  be  given  45 
days  after  the  close  of  their  taxable  year  rather  than  30  days  to  give 
notices  to  their  shareholders  as  to  the  treatment  by  the  shareholders  of 
income  received  from  the  companies.  (This  is  a  committee  amend¬ 
ment.)  In  addition,  a  provision  is  added  to  the  effect  that  distribu¬ 
tions  by  a  unit  investment  trust  liquidating  an  individuals  interests 
in  the  trust  are  not  to  be  considered  as  giving  rise  to  capital  gains  tax 
with  respect  to  interests  of  other  investors  still  in  the  trust.  (This  is  a 
committee  amendment.) 

(41)  Section  231:  Foreign  tax  credit. — Any  .  excess  foreign  tax  credit 
which  arises  from  mineral  extraction,  because  of  the  percentage  deple¬ 
tion  allowance  under  U.S.  law,  may  not  be  used  to  offset  U.S.  tax  on 
other  foreign  income  not  related  to  mineral  extraction,  processing, 
transportation,  marketing,  or  similarly  related  activity.  (This  is  a 
committee  amendment.) 
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(42)  Section  232:  Houses  sold  by  employees. — Where  old  employees 
are  moved  by  an  employer  from  one  location  to  another,  to  the  extent 
the  employer  reimburses  them  for  selling  expenses  and  the  receipt  of 
less  than  the  fair  price  of  the  house  because  the  sale  had  to  occur  in  a 
short  period  of  time,  such  amounts  are  to  be  treated  as  proceeds  from 
the  sale  of  the  house  rather  than  as  compensation  to  the  employee. 
As  a  result,  to  the  extent  they  result  in  tax,  these  amounts  will  be 
treated  as  capital  gain  rather  than  as  ordinary  income.  (This  is  a 
committee  amendment.) 

(43)  Section  233 :  Gains  on  real  estate. — In  the  case  of  real  estate 
sold  in  the  future,  any  depreciation  deduction,  to  the  extent  the  deduc¬ 
tions  exceed  the  depreciation  which  would  have  been  allowable  under 
the  straight  line  method  (but  only  to  the  extent  of  any  gain) ,  are  to  be 
treated  as  giving  rise  to  ordinary  income.  However,  in  the  case  of 
property  held  more  than  20  months,  the  amount  treated  as  ordinary 
income  is  to  be  reduced  by  1  percent  for  each  month  of  holding  over 
20,  with  the  result  that  these  amounts  are  taxed  as  capital  gains, 
rather  than  as  ordinary  income,  in  the  case  of  real  property  held  more 
than  10  years. 

(44)  Section  23/+:  Averaging. — In  place  of  the  various  specialized 
averaging  provisions  available  under  present  law,  what  in  effect 
amounts  to  averaging  of  income  over  a  5-year  period  is  to  be  available 
for  the  income  in  the  current  year  which  exceeds  the  average  of  the 
income  of  the  4  prior  years  by  more  than  one-third  but  only  if  the 
excess  over  this  amounts  to  more  than  $3,000. 

(44)  Section  235:  Subchapter  S  corporations. — -In  the  case  of  sub- 
chapter  S  corporations,  the  income  of  which  is  treated  essentially  like 
partnership  income,  it  is  provided  that  certain  distributions  of  money 
after  the  close  of  a  taxable  year  may  be  treated  as  made  during  the 
year,  in  order  to  prevent  the  double  inclusion  of  this  income  in  the 
tax  base  of  a  shareholder  (this  is  a  committee  amendment);  and  that  a 
corporate  member  of  an  affiliated  group  may  elect  subchapter  S 
treatment  if  the  only  other  members  of  the  group  are  inactive  sub¬ 
sidiary  corporations  (this  is  a  committee  amendment). 

(45)  Section  236:  Consolidated  returns—  The  2-percent  penalty  tax 
which  presently  must  be  paid  by  corporations  for  the  privilege  of 
filing  consolidated  returns  is  repealed. 

(46)  Section  237:  Multiple  surtax  exemptions. — For  corporations 
where  there  is  common  control  to  the  extent  of  80  percent  or  more, 
the  corporations  involved  may,  as  under  present  law,  file  a  consoli¬ 
dated  return,  or  may  claim  one  $25,000  surtax  exemption  lor  the  group, 
or  alternatively  may  continue  to  each  claim  their  own  surtax  exemp¬ 
tion  if  a  special  tax  of  6  percent  is  paid  upon  the  first  $25,000  of  the 
income  of  each  of  these  corporations.  In  addition,  under  present  law, 
corporations  may  not  transfer  directly  all  or  part  of  their  property 
(other  than  money)  to  another  corporation  il  the  other  corporation 
was  created  for  the  purpose  of  acquiring  the  property  and  was  not 
actively  engaged  in  business  at  the  time  of  the  acquisition  and  still 
have  each  of  these  corporations  eligible  for  its  own  surtax  exemption. 
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This  treatment  is  extended  to  cover  cases  where  the  same  result  is 
obtained  indirectly  as  well  as  directly  and  also  where  the  result  is 
obtained  where  five  or  fewer  individuals  who  control  a  corporation 
transfer  property  directly  or  indirectly  to  a  transferee  corporation. 

(47)  Section  238:  Tax  liens. — A  purchaser,  a  mortgagee,  or  pledgee 
of  a  motor  vehicle  will  not  be  subject  to  a  Federal  tax  lien  against  the 
motor  vehicle,  notice  of  which  has  been  publicly  filed  unless  the  pur¬ 
chaser,  mortgagee,  or  pledgee  has  actual  knowledge  of  the  existence  of 
the  lien.  (This  is  a  committee  amendment.) 

(48)  Section  301:  Optional  tax  tables. — Optional  tax  tables  are 
provided  for  those  with  adjusted  gross  income  of  less  than  $5,000  for 
the  year  1964  and  for  1965  and  for  subsequent  years.  These  tables 
reflect  the  rate  reductions  for  individuals  referred  to  in  section  111 
above. 

(49)  Section  302:  Withholding. — Provision  is  made  for  a  withholding 
rate  of  14  percent  in  lieu  of  the  18  percent  applicable  under  present 
law.  This  is  to  apply  to  payments  made  after  the  seventh  day  follow¬ 
ing  the  date  of  enactment  of  this  bill.  (Under  the  House  bill,  the 
withholding  rate  for  1964  would  have  been  15  percent  and  for  1965 
and  subsequent  years,  14  percent.)  Withholding  rate  tables  to  reflect 
this  14-percent  withholding  rate  are  also  provided. 

House  Provisions  Deleted  by  Committee  Action 

(1)  Sickness  and  accident  policies. — The  committee  deleted  a  pro¬ 
vision  which  would  provide  that  where  an  individual  is  covered  by 
more  than  one  sickness  or  accident  policy  and  receives  payments 
under  two  or  more  such  policies  with  respect  to  the  same  accident  or 
illness,  the  excess  of  any  amount  received  over  the  cost  of  these  ex¬ 
penses  would  have  been  treated  as  taxable  income. 

(2)  Carrying  charges. — The  committee  deleted  a  provision  providing 
that  an  interest  deduction  is  to  be  available  for  so  much  of  separately 
stated  “carrying  charges’ ’  as  do  not  exceed  a  6-percent  interest  charge 
on  the  declining  balance  for  payments  with  respect  to  services,  in  the 
same  manner  as  present  law  provides  in  the  case  of  purchases  of  tan¬ 
gible  personal  property. 

(3)  Foreign  personal  holding  companies. — The  committee  deleted  a 
House  provision  which  would  provide  an  increase  in  basis  for  a  share¬ 
holder  of  a  foreign  personal  holding  company  upon  his  death  equal  to 
the  estate  taxes  he  pays  with  respect  to  the  appreciation  in  value  on  his 
stock  in  the  foreign  personal  holding  company.  In  addition,  under 
the  deleted  provision  the  liquidation  of  foreign  personal  holding  com¬ 
panies  for  a  limited  period  of  time  would  be  permitted  under  section 
333  which  provides  for  the  taxation  of  accumulated  earnings  and 
profits  to  the  shareholder  as  dividends  but  provides  no  tax  to  him  with 
respect  to  the  appreciation  in  value  of  property  before  December  31, 
1953. 

(4)  Capital  gains  and  losses. — The  committee  deleted  a  House 
provision  which  would  subdivide  long-term  capital  gains  into  two 
categories:  (A)  Those  held  for  more  than  2  years;  and  (B)  those  held 
for  between  6  months  and  2  years.  Only  40  percent  of  the  gains 
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attributable  to  assets  held  more  than  2  years  would  be  includible  in 
the  tax  base,  and  these  gains  would  be  subject  to  a  maximum  rate  of 
21  percent.  For  the  other  assets,  present  law  would  continue  with 
the  present  50-percent  inclusion  factor  and  the  25-percent  maximum 
rate.  Certain  assets  not  considered  “true”  capital  assets  would 
receive  this  treatment  without  regard  to  how  long  they  were  held. 
In  addition,  the  committee  deleted  a  House  provision  which  would 
have  provided  an  indefinite  loss  carryover  for  capital  losses  in  the  case 
of  individuals  in  lieu  of  the  5-year  carryover  under  present  law. 
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Table  3. — Revenue  bill  of  1964,  H.R.  8363 — Change  in  tax  liability  1  resulting  from  rate  and  structural  changes  for  individuals  when  fully  effective 
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REVENUE  ACT  OF  1964 


Total 

rate 

and 

struc¬ 

tural 

changes 

o  o  o  »o  o  to 

CO  o  CM  05  or  CO 
iOhoOhOO 

1  rH  CO  CM  rH  1 

1  1  1  1 

-9,320 

to  oo  ©co  © 

OONONtOM 

00  <M  <N  i-l  i-l  r-l 

1  1  1  1  1  1 

-19.7 

03 

s  I'S  l5 

oo«oo>c 

CO  00  00  05  N  ^ 
rH  1  4_  I- _ 1—  h 

O 

to 

T— 4 

OOtONOtO 

rH  CM  4— 4— rH  CO 

co 

+ 

E“*  to  ^  43 
© 

+ 

7 i ++++ 

Retire¬ 

ment 

income 

credit 

expense 

tO  to 

„!  1  „ 

O 

r-H 

1 

/-S/ — 

CM  CM  CM  CM  CM  CM 
s— ✓  'w'  ✓  'w'  s» ✓ 

CM 

V-/ 

Travel 

and 

enter¬ 

tainment 

to 

1 

to 

1 

N  N  n'  N  « 

eT'^cr'cT'eT'e*' 

CM 

Political 

contri¬ 

bution 

O  to 

rH  1 

1  * 

O^CM  CM  CM  | 

to 

rH 

1 

rH  rH 

CM  CM  CM  CM  1  1 

CM 
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Mini¬ 
mum 
stand¬ 
ard  de¬ 
duction 

1  1  1 

O  O  O  1  i  1 

NOO  i  i  i 

rH  rH  1  III 

i  i  1  i  :  ; 

1  1  1 

1  •  1 

1  1  1 

-320 

1  1  1 

to  CO  i  i  i 

rH  CM  1*  1  1  1 

rH  1  1  ll| 

i  1  !  :  i 

i  i  i 

i  i  i 

o 

z 
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5? 

•— i 

pH 

Income 

averag¬ 
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1  1 
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I  i  HCM  ^ 

!  isM  1  1 

1  !  ^ 
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II  rH  CO  CM 

j  [0®  f  r 

i  i 
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rH 
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Table  4.  Action  by  Senate  Finance  Committee  on  H.R.  8363  resulting  in  signifi¬ 
cant  change  m  tax  liability  over  House  bill ,  calendar  years  1964  and  1965  and 

LOTtQ  T'XLTbm 

In  millions 


Change  in  tax  liability 
from  House  bill 


1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 
9. 

10. 

11. 


Deduction  for  political  contributions _ 

Liberalized  deduction  for  child  care  expense _  “ 

Elimination  of  allocation  of  travel  expenses _ '  ~ 

100  percent  intercorporate  dividend  deduction  for  certain  affifiated  groups 
Restoration  of  deduction  of  State  and  local  gas  tax  and  auto  registration  fees 
Allowance  to  reimbursed  employee,  as  part  of  sales  price,  of  selling  costs 

and  loss  on  forced  sale  of  house _ 

Elimination  of  general  capital  gains  provision”!””””””””” 
Allowance  of  installment  sales  treatment  for  revolving  credit  plans 
Permitting  election  of  10-year  carryforward  without  carryback  forexpro- 

priation  losses _  _  _  _  __ 

Increasing  from  $50,000  to  $70,000  the  minimum'group-termTife  insurance 

subject  to  tax _ 

Liberalize  retirement  income  credit  on  certain  joint" returns III”! 

Total _ 


1964 

1965 

Long run 

— $25 

— $5 

1  — $15 

-15 

-15 

-15 

-5 

-5 

-5 

-5 

-5 

-5 

-330 

-330 

-330 

-45 

-45 

-45 

-100 

+40 

+260 

-140 

-10 

-10 

(2) 

-5 

2  -5 

-5 

-5 

-5 

-10 

-10 

-10 

-680 

-395 

-185 

1  $25,000,000  for  presidential  election  year;  50  percent  of  that  amount  for 
25  percent  for  off  year-  average  about  $15,000,000  per  year. 

2  Less  than  $2,500,000  in  1964  and  practically  exhausted  by  1970. 


congressional  election 


year  and 


Table  5. — Individual  income  tax  rates  under  present  law  and  schedules  provided 

by  House  and  committee  bill  for  196 1+  and  1965 


Taxable  income  brackets  (in  thousands  of  dollars) 


Oto  0.5— 
0.5  to  1— 

1  to  1.5— 
1.5  to  2... 

2  to  4 _ 

4  to  6 _ 

6  to  8 _ 

8  to  10— 
10  to  12... 
12  to  14.. 
14  to  16.. 
16  to  IS¬ 
IS  to  20- 
20  to  22- 
22  to  26.. 
26  to  32.. 
32  to  38- 
38  to  44.. 
44  to  50— 
50  to  60- 
60  to  70— 
70  to  SO¬ 
SO  to  90- 
90  to  100. 
100  to  150 
150  to  200 


Single  person 


Married  (joint) 


0  to  1 . 

1  to  2 _ 

2  to  3 _ 

3  to  4 . 

4  to  8 . 

8  to  12— 
12  to  16... 
16  to  20— 
20  to  24... 
24  to  28— 
28  to  32... 
32  to  36— 
36  to  40— 
40  to  44... 
44  to  52... 
52  to  64... 
64  to  76... 
76  to  88... 
88  to  100. . 
100  to  120 
120  to  140 
140  to  160 
160  to  180 
180  to  200 
200  to  300 
300  to  400 


200  and  over 


400  and  over 


Rates  provided  under  House 
and  committee  bill — 


Present 

rates 


Percent 

20 

20 

20 

20 

22 

26 

30 

34 

38 

43 

47 

50 

53 

56 

59 

62 

65 

69 

72 

75 

78 

81 

84 

87 

89 

90 

91 


1964  i 


Percent 

16.0 

16.5 

17.5 
18.0 
20.0 

23.5 
27.0 

30.5 
34.0 

37.5 
41.0 

44.5 

47.5 

50.5 

53.5 
56.0 
58.8 
61.0 

63.5 
66.0 

68.5 
71.0 

73.5 
75.0 

76.5 
76.5 
77.0 


1965 


Percent 

14 

15 

16 
17 
19 
22 
25 
28 
32 
36 
39 
42 
45 
48 
50 
53 
55 
58 
60 
62 
64 
66 
68 

69 

70 
70 
70 


1  Provides  of  tax  cut  in  1964. 


69-108  O— 66— pt.  3 


21 


2795 


'  V  .  - 


....Of..'  ol  00 

uos  <>)  v-a 

,i  .  -m  ‘.a 


SECTION  18 

SENATE  FLOOR  DEBATE 
(From  the  Daily  Congressional  Record) 


2797 


[January  31 ,  1964~\ 

[P.  1409 ] 

REVENUE  ACT  OF  1964 

Mr.  SMATHERS.  Mr.  President,  I  ask 
that  the  unfinished  business  be  laid  be¬ 
fore  the  Senate. 

The  PRESIDENT  pro  tempore.  The 
Chair  lays  before  the  Senate  the  un¬ 
finished  business. 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

The  PRESIDENT  pro  tempore.  Under 
the  rule,  the  3-hour  period  for  germane¬ 
ness  of  debate  is  now  in  effect. 

Mr.  SMATHERS.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDENT  pro  tempore.  The 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  DIRKSEN.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDENT  pro  tempore.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  DOUGLAS.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDENT  pro  tempore.  The 
Senator  from  Illinois  will  state  it. 

Mr.  DOUGLAS.  I  should  like  to  in¬ 
quire  of  the  Senator  in  charge  of  the 
bill,  the  distinguished  junior  Senator 
from  Louisiana  [Mr.  Long],  whether  any 
motion  or  request  has  been  made  to  ac¬ 
cept  the  committee  amendments  en  bloc 
as  a  basis  for  discussion  and  action. 

Mr.  LONG  of  Louisiana.  The  request 
has  not  been  made  because  it  would  not 
be  agreed  to.  I  expect  to  make  such  a 
unanimous-consent  request  later  today, 
or  perhaps  on  Monday.  I  have  discussed 
this  subject  with  a  number  of  Senators. 
There  would  be  objection  if  the  request 
were  made  at  the  present  moment.  That 
being  the  case,  I  see  no  reason  to  make 
a  futile  request. 

Mr.  DOUGLAS.  Speaking  for  myself, 
the  Senator  from  Tennessee  [Mr.  Gore], 
the  Senator  from  Wisconsin  [Mr.  Prox- 
mire],  and  I  believe  the  Senator  from 
Connecticut  [Mr.  Ribicoff],  we  are 
ready  to  accept  the  committee  amend¬ 
ments  as  text,  with  one  exception — 
namely,  the  provision  with  respect  to 
capital  gains.  We  wish  that  provision 
to  be  put  to  a  vote,  in  order  to  support 
the  committee’s  position.  I  suggest 
that  the  Senate  get  on  with  the  busi¬ 
ness  of  voting  on  the  bill. 

Mr.  LONG  of  Louisiana,  As  far  as  I 
am  concerned,  I  am  perfectly  content 


to  do  that,  but  a  number  of  Senators  are 
not. 

Mr.  DOUGLAS.  Who  is  holding  up 
the  bill? 

Mr.  LONG  of  Louisiana.  I  am  not 
holding  up  the  bill,  .but  there  are 
others - 

Mr.  DOUGLAS.  We  is  holding  it  up? 

Mr.  LONG  of  Louisiana.  I  do  not 
know,  but  various  Senators  are  out  of 
the  city. 

Mr.  DOUGLAS.  Let  us  test  it  by  mov¬ 
ing  to  adopt  the  committee’s  amend¬ 
ments  as  original  text  with  the  exception 
of  the  capital  gains  provision  and  if  no 
objection  is  heard,  let  that  amendment 
be  brought  up. 

Mr.  LONG  of  Louisiana.  I  do  not  wish 
to  vote  until  they  can  return  to  Wash¬ 
ington.  As  far  as  I  am  concerned,  I  am 
willing  to  accommodate  them.  I  have 
no  choice. 

Mr.  DOUGLAS.  The  Senator  states 
he  does  not  know  who  the  Senators  are, 
but  he  is  ready  to  accommodate  them. 
Who  are  these  mysterious  strangers  who 
are  holding  up  action  on  the  bill? 

Mr.  LONG  of  Louisiana.  I  have  no 
choice.  As  far  as  I  am  concerned,  the 
pending  business  would  be  to  vote  on 
striking  the  preamble;  and  on  that  issue 
I  am  ready  to  vote  now.  I  hope  it  may 
be  done  by  unanimous  consent. 

Mr.  DOUGLAS.  Why  not  try  a  unani¬ 
mous-consent  request  that  the  commit¬ 
tee  amendments  be  agreed  to  en  bloc, 
and  that  the  bill,  as  amended,  be  treated 
as  original  text  for  purposes  of  amend¬ 
ment?  Ask  unanimous  consent. 

Mr.  DIRKSEN.  Mr.  President,  I  would 
object  to  the  request. 

Mr.  RIBICOFF.  Mr.  President,  I  have 
received  expressions  of  cooperation  and 
courtesy  from  the  Senator  in  charge  of 
the  bill,  the  Senator  from  Louisiana  [Mr. 
Long],  and  also  the  minority  leader. 
Without  question,  one  of  the  major 
amendments  to  the  bill  will  be  my  pro¬ 
posed  tax  credit  for  education  expenses 
of  youngsters  in  college. 

I  was  interested  in  the  considerable 
amount  of  attention  paid  to  the  so-called 
Ribicoff  amendment  at  the  start  of  the 
debate  on  the  tax  bill  yesterday.  I  am 
honored  by  my  distinguished  colleagues’ 
interest  in  my  proposal  to  give  a  break  to 
those  who  foot  the  bill  for  the  educa¬ 
tion  of  our  Nation’s  college  youngsters. 

But  I  was  surprised  at  the  amount  of 
misinformation  that  crept  into  the  dis¬ 
cussion.  In  the  pubhc  interest,  I  feel 
it  is  necessary  to  correct  this  misinforma¬ 
tion.  Therefore,  I  will  discuss  the 
amendment  on  the  floor  of  the  Senate  in 
detail  on  Monday,  if  I  can  get  the  floor. 

Meanwhile  I  will  simply  state  a  few 
facts.  The  senior  Senator  from  Oregon. 
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my  eminent  colleague  and  good  friend, 
Senator  Morse,  called  my  amendment  a 
“rich  man’s  amendment.” 

It  is  anyth  ng  but  this. 

Fact  No.  1:  My  amendment  provides 
not  one  dollar  of  benefit  to  the  million¬ 
aire. 

Fact  No.  2 :  Families  with  incomes  be¬ 
tween  $3,000  and  $10,000  are  62  percent 
of  our  population. 

Fact  No.  3 :  Families  with  incomes  be¬ 
tween  $3,000  and  $10,000  get  62  percent 
of  the  dollar  benefit  under  my  amend¬ 
ment. 

My  amendment  is  an  average  man’s 
amendment.  It  benefits  the  average 
American  family.  It  helps  them  at  a 
time  when  they  need  help. 

By  benefiting  education,  it  would  bene¬ 
fit  America. 

People — average  people — seem  to  sense 
this.  Everywhere  I  go  nowadays,  they 
stop  to  tell  me  they  are  rooting  for  my 
proposal.  At  home  in  Connecticut, 
here  in  Washington,  and  in  other  parts 
of  the  country  where  I  have  had  speak¬ 
ing  engagements,  men,  women — and 
youngsters  too — speak  to  me  about  it. 

College  costs  hit  a  family  in  just  a  few 
short  years — and  they  hit  with  an  im¬ 
pact  that  hurts.  A  $3,000  college  ex¬ 
pense  is  a  staggering  burden  for  a  man 
earning  $8,000,  or  $12,000,  or  $15,000. 
That  is  why  when  I  was  riding  the  ele¬ 
vator  with  the  distinguished  minority 
leader  the  other  day,  the  elevator  oper¬ 
ator  said,  “Gee,  Mr.  Ribicoff,  you  really 
are  doing  a  job  for  all  of  us  who  are 
trying  to  get  a  college  education.  I  hope 
your  amendment  passes.” 

[P.  1410 ] 

The  distinguished  chairman  of  the 
Foreign  Relations  Committee,  Senator 
Ftjlbright,  inserted  editorials  from  the 
Washington  newspapers  about  my 
amendment.  Mr.  President,  I  ask 
unanimous  consent  to  insert  in  the  Rec¬ 
ord  at  this  point  the  letters  I  wrote  in 
response  to  two  of  these  editorials. 

And,  Mr.  President,  I  also  ask  unani¬ 
mous  consent  to  insert  in  the  Record  at 
this  point,  editorials  from  across  the 
land— where  people  live — supporting  this 
measure.  They  show  why  it  would  fur¬ 
ther  the  cause  of  education  in  our  land 
by  helping  to  make  college  education 
realistically  "available  to  all  boys  and  girls 
with  a  capacity  for  it. 

There  being  no  objection,  the  letters 
and  editorials  were  ordered  to  be  printed 
in  the  Record,  as  follows: 

[From  the  Washington  Post,  Dec.  19,  1963] 
Tax  Credit  for  Education? 

The  Washington  Post’s  opposition  to  my 
amendment  giving  tax  credits  for  college 


costs  deserves  further  discussion.  Let  me 
deal  with  your  three  objections  in  order. 

"First,”  you  write,  “it  discriminates  against 
those  families  who  cannot  in  any  case  help 
their  children  through  college.”  If  this  is  a 
criticism,  it  applies  with  equal  force  to  every 
deduction  and  credit  now  allowed  by  the  In¬ 
ternal  Reveifue  Code,  for  it  simply  means 
that  those  who  pay  no  expenses  and  have 
nothing  to  deduct,  get  no  deduction.  Surely, 
that  is  not  discrimination. 

The  man  too  poor  to  pay  his  hospital  bill 
gets  no  benefit  from  the  medical  deduction 
available  to  his  neighbor  who  does  pay  his 
bill.  That  proves  we  need  to  help  those 
who  cannot  pay  their  hospital  bills;  it  (Joes 
not  prove  that  we  should  deny  tax  relief  to 
those  who  pay  these  costs. 

“Unlike  direct  Federal  grants,”  you  con¬ 
tinue,  “tax  credits  would  provide  no  assist¬ 
ance  to  talented  young  people  of  limited 
means  who  must  work  their  way  through 
college.”  Not  true.  My  amendment  provides 
a  credit  for  any  person  who  pays  for  a  stu¬ 
dent’s  tuition,  including  the  student  him¬ 
self.  A  student  working  full-time  in  sum¬ 
mers  and  part  time  during  the  school  year 
will  pay,  even  under  the  new  lower  rates, 
$225  in  taxes  on  $2,400  income.  If  his  tuition 
and  books  are  $500  or  more,  my  credit  pro¬ 
posal  would  wipe  out  that  tax. 

“Worse  still,”  you  conclude,  “the  granting 
of  tax  credits  would  encourage  private  and 
public  institutions  to  raise  tuition  and  other 
fees.”  First,  colleges  have  been  raising  their 
tuitions  anyway.  A  recent  study  showed 
that  in  Just  4  years  a  group  of  private  col¬ 
leges  raised  student  costs  29  percent  and 
the  increase  for  a  group  of  public  colleges 
was  21  percent. 

Furthermore,  you  assume  that  colleges  set 
their  costs  by  what  the  traffic  will  bear.  I 
do  not.  I  believe  their  student  charges  re¬ 
flect  the  increased  costs  they  face,  not  the 
increased  ability  of  parents  to  pay.  But  if 
you  are  right,  then  tuition  costs  are  going 
up  anyway,  because  every  college  will  know 
that  the  basic  rate  reductions  in  the  pend¬ 
ing  bill  give  parents  funds,  which  can  be 
absorbed  through  increased  tuitions. 

I  think  it  unlikely  that  colleges  would 
raise  tuitions  to  cover  the  entire  tax  relief 
given  to  parents  by  the  pending  bill,  with 
or  without  my  amendment.  Conceivably, 
there  would  be  possibility  of  a  slight  increase 
due  to  tax  relief,  if  the  tuition  increase  were 
fully  or  even  substantially  deductible. 

But  under  my  amendment,  the  major  share 
of  the  credit  is  based  on  the  first  $500  of 
tuition  and  books.  The  credit  is  10  percent 
on  the  next  $1,000.  So  every  $100  increase  in 
tuition  above  $500  gives  the  taxpayer  only  a 
$10  credit.  There  is  no  more  reason  to  op¬ 
pose  this  10  percent  credit  because  of  tuition 

increase  than  there  was  to  oppose  last  year’s 
7  percent  investment  credit  on  the  ground 
that  equipment  manufacturers  would  raise 
their  prices. 

In  sum,  I  believe  those  who  pay  the  high 
costs  of  a  college  education  are  as  entitled 
to  some  tax  relief  as  those  who  receive  a  de¬ 
duction  for  medical  expenses  or  casualty 
losses.  There  is  no  doubt  that  we  also  need 
aid  to  the  colleges,  as  provided  in  the  bill 
signed  by  the  President  this  week.  And  we 
also  need  scholarship  aid.  But  it  is  time  to 
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extend  some  relief  to  the  middle  income  per¬ 
son  who  pays  In  a  short  span  of  years  a  high 
cost  that  benefits  the  entire  Nation. 

The  middle  income  families  are  generally 
not  eligible  for  financial  aid.  They  are  the 
ones  my  amendment  benefits:  51  percent  of 
the  dollar  benefit  goes  to  families  with  in¬ 
comes  between  $5,000  and  $10,000,  and  91 
percent  goes  to  families  with  incomes  be¬ 
low  $20,000. 

Abraham  RIbicoff. 


[Prom  the  Evening  Star,  Jan.  24,  1964] 
College  Tax  Relief 

I  am  very  pleased  the  Star  agrees  that 
college,  costs,  like  medical  expenses,  are  en¬ 
titled  to  tax  relief.  And  if,  as  your  editorial 
said,  some  changes  should  be  made  in  the 
amendment  16  Senators  and  I  have  proposed, 
we  would  be  glad  to  have  suggestions  for 
improving  it. 

The  college  tax  credit  amendment  I  pro¬ 
posed  has  already  benefited  from  the  sug¬ 
gestions  that  have  been  made  to  Improve 
the  various  proposals  that  have  been  intro¬ 
duced  in  prior  years.  For  example,  earlier 
proposals  had  been  criticized  for  giving  a 
preference  to  private  colleges  as  against  pub¬ 
lic  colleges.  We  therefore  adopted  the  idea 
of  a  sliding  scale  credit  so  that  proportion¬ 
ately  greater  tax  relief  is  given  for  the  low 
tuition  costs  generally  found  at  public 
colleges. 

Even  where  the  public  college  charges  no 
tuition,  the  fees,  books,  and  supplies  gen¬ 
erally  add  up  to  $200.  My  amendment  would 
provide  a  credit  of  $150.  That’s  75  percent. 
Compare  that  to  the  $275  credit  that  would 
be  available  at  a  private  college  where  tuition 
is  $1,000;  this  comes  to  only  27  percent. 
Costs  at  low  tuition  colleges  would  get  the 
greatest  share  of  the  benefit  under  my 
amendment. 

Another  criticism  concerned  the  very 
wealthy  person  who  benefited  under  prior 
proposals.  My  amendment  reduces  the 
credit  in  upper  income  groups  and  excludes 
the  high  income  groups  completely;  91  per¬ 
cent  of  the  dollar  benefit  would  go  to  fami¬ 
lies  with  incomes  below  $20,000.  The  mil¬ 
lionaire  would  get  no  benefit  at  all. 

Even  with  these  points  already  written  into 
the  amendment,  there  may  well  be  other  sug¬ 
gestions  worth  adding.  I  would  certainly 
give  them  careful  consideration.  In  any 
event,  I  am  glad  you  recognize  that  a  basic 
problem  exists  and  view  with  approval  the 
general  approach  I  have  taken.  You  may  be 
sure  that  every  Senator  will  have  a  chance 
to  vote  on  this  proposal  when  I  call  it  up  on 
the  Senate  floor  as  an  amendment  to  the 
tax  bill. 

Abraham  Ribicoff. 


[From  the  New  York  Daily  News,  Jan.  23, 

1964] 

Hope  Ribicoff  Keeps  Fighting 
As  a  rule,  we  think  pretty  well  of  the 
Senate  Finance  Committee.  We  think  any¬ 
thing  but  well  of  its  vote  Tuesday  to  leave 
out  of  the  tax  cut  bill  a  provision  for  spe¬ 
cial  income  tax  credits  on  college  students’ 
expenses. 

This  carefully  thought  out  plan  was  of¬ 
fered  by  Senator  Abraham  Ribicoff,  Demo¬ 


crat,  of  Connecticut.  It  blueprints  only  a 
modest  amount  of  tax-deduction  aid  to  col¬ 
lege  students  and  their  parents. 

We  know  of  no  fairer  deductions — and  we 
hope  Senator  Ribicoff  will  take  this  fight  to 
the  Senate  floor. 

[From  the  Baltimore  Sun,  Jan.  23,  1964] 
College  Tax  Credit 

It  used  to  be  that  a  family’s  biggest  ex¬ 
pense  in  the  lifetime  of  its  chief  wage  earner 
was  the  cost  of  buying  a  home — something 
that  is  entered  into  with  many  safeguard! 
and  paid  off  slowly  over  many  years.  Nov 
the  biggest  expense  may  be  the  cost  of  send¬ 
ing  three  or  four  children  to  college,  some¬ 
thing  that  must  be  paid  off  more  quickb 
and  hits — as  a  rule — within  a  short  perio< 
of  time.  Even  at  a  State  or  other  publi* 
college,  the  cost  of  4  years  of  education  cai 
run  as  high  as  $6,600;  an  education  at  a  goo< 
private  college  can  cost  double  that  sum. 

Hence,  millions  of  parents  will  watch  anx¬ 
iously  the  fate  of  Senator  Ribicoff's  proposal 
to  allow  families  special  income  tax  credit! 
(to  a  maximum  of  $325  a  year)  for  each  stu¬ 
dent  in  college.  The  administration  is  op¬ 
posed  to  this  amendment  to  its  tax  bill,  bu 
Mr.  Ribicoff,  a  former  Secretary  ef  Health, 
Education,  and  Welfare,  feels  that  there  is 
enough  support  for  his  plan  to  override  an 
unfavorable  vote  by  the  Senate  Finance 
Committee.  The  committee  majority  op¬ 
poses  the  Ribicoff  proposal  following  the  ad¬ 
ministration’s  contention  that  education  can 
be  financed  more  efficiently  through  grants 
and  loans. 

But  can  it?  The  administrative  costs  in¬ 
volved  in  any  Federal  (or,  for  that  matter. 
State)  scholarship  plan,  the  general  tendency 
of  scholarships  to  be  restricted  to  levels  be¬ 
low  the  middle-income  group  and  the  in¬ 
evitable  selectivity  of  Federal  support  for 
college  scholarship  systems  provide  less  help 
for  the  average  student,  and  at  higher  cost, 
than  would  a  straightforward  modest  tax 
reduction.  Mr.  Ribicoff's  proposal,  which 
would  help  a  great  number  of  families  in  the 
most  direct  way,  is  likely  to  be  approved  if 
it  gets  to  the  floor. 


[From  the  Hartford  (Conn.)  Courant,  Oct.  8, 

1963] 

Why  Not  Tax  Relief  for  College  Expenses? 

Senator  Ribicoff  will  find  warm  supporters 
among  parents  of  children  who  are  now  in 
college,  or  who  plan  to  go  soon.  Mr.  Ribicoff 
is  hoping  to  introduce  an  amendment  to  the 
tax  cut  bill  that  will  give  some  relief  to  those 
who  are  sending  their  children  through  col¬ 
lege,  and  are  footing  the  bills.  Herhopes  to 
introduce  a  measure  that  would  give  these 
parents  full  tax  relief  for  all  expenditures  up 
to  $1,500.  It  is  estimated  that  this  relief 
would  cost  the  Treasury  around  $750  million 
a  year  at  this  point,  and  that  in  a  few  years 
the  figure  will  climb  to  $1  billion. 

Even  so,  there  are  all  kinds  of  relief 
measures  built  into  the  tax  law  that  permit 
allowances  for  depreciation  and  depletion. 
For  years  some  businessmen  have  had  all 
kinds  of  extravagances  deductible  from  their 
tax  bills.  Of  all  the  citizens  the  one  group 
that  has  never  been  recognized  for  tax  relief 
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is  that  great  middle  class  that  politicians 
like  to  call  the  backbone  of  their  country. 
And  these  are  the  ones  who  pay  their  way, 
and  try  to  give  their  children  a  decent  edu¬ 
cation. 

The  Government  itself  has  recognized  the 
need  for  superior  education,  and  stimulates 
higher  education  by  a  wide  variety  of  grants 
and  subsidies.  But  the  one  area  where  there 
is  no  relief  is  that  where  it  pinches  most. 
The  man  of  moderate  means  whose  children 
have  not  earned  scholarships  is  doomed  to 
at  least  4  years  of  deprivation  as  he  sends 
his  boy  or  girl  through  college.  And  the 
parent  of  modest  means  who  has  two  or  more 
can  look  forward  to  a  long  period  of  shabby 
clothing  and  beat-up  cars.  It  is  not  a  nice 
feeling  for  these  people  to  survey  the  tender, 
loving  care  that  owners  of  oil  wells,  gold 

[P.  Mil] 

mines,  or  big  industries  get  in  contrast  to 
their  own  shabby  lot. 

A  part  of  this  neglect  stems  from  a  now 
outmoded  bit  of  folklore  that  only  the  rich 
send  their  children  to  college.  The  corollary 
is  that  a  college  education  is  a  luxury.  That 
is  untrue  now  on  both  counts.  A  college 
education  is  as  necessary  now  in  earning  a 
livelihood  as  high  school  education  used  to 
be  50  years  ago.  And  today  the  colleges  are 
filled  with  earnest  and  intelligent  children 
from  moderate  income  homes — or  sometimes 
indeed  from  the  homes  of  immigrants. 
Quality  is  the  watchword,  and  our  colleges 
were  never  so  filled  with  intelligence  as  they 
are  today.  Only  the  most  illiterate  person 
would  say  that  a  college  education  is  a 
luxury. 

Still,  the  Ribicoff  proposal  may  not  have 
easy  going.  For  one  thing,  the  parents  of 
these  children  who  would  profit  are  not  or¬ 
ganized  the  way  the  oil  industry  is.  And 
many  Congressmen  still  are  moved  by  ig¬ 
norant  prejudices.  Despite  these  bad  omens, 
let  vis  hope  for  the  best. 


[From  the  White  Plains  Reporter  Dispatch, 
Dec.  26,  1963] 

Tax  Credit  for  Tuition 

Gathering  momentum  in  Washington  is 
the  proposal  for  a  tax  credit  for  college  tui¬ 
tion.  It  is  being  offered  as  an  amendment 
to  the  pending  tax-cut  bill. 

The  proposal  isn’t  new.  What  makes  it 
impressive  at  the  moment  is  that  14  Senators 
who  had  introduced  their  own  bills  have 
now  consolidated  forces  by  cosponsoring  the 
measure  being  pushed  by  Senator  Abraham 
Ribicoff,  Democrat,  of  Connecticut.  Sena¬ 
torial  support  is  broad,  including  even  such 
unlikely  bedmates  as  Hubert  Humphrey  and 
Barry  Goldwater. 

The  scale  of  tax  credits  that  would  be 
granted  to  parents  of  college  students  ranges 
from  $150  for  the  first  $200  at  tuition  up  to  a 
maximum  of  $325  for  tuition  of  $1,500.  That 
would  apply  to  parental  income  up  to 
$25,000. 

The  scale  for  parents  with  larger  incomes 
slides  the  other  way,  until  income  exceeding 
$57,500  would  exclude  any  credit. 

Senator  Ribicoff  contends  this  works  out 
equitably,  with  51  percent  of  the  credit  help¬ 
ing  families  in  the  $5,000  to  $10,000  bracket, 
and  91  percent  going  to  families  with  incomes 
under  $20,000. 


One  big  obstacle  is  that  this  arrangement 
would  cost  the  Treasury  more  than  $1  bil¬ 
lion  a  year.  Besides  the  revenue  loss,  there 
is  the  argument  that  it  creates  a  new  loop¬ 
hole  at  a  time  when  Congress  is  being  urged 
to  close  loopholes. 

Ordinary  mortals  may,  however,  find  it 
hard  to  get  excited  about  the  loophole  of  a 
tuition  tax  credit  when  Congress  shows  no 
discernible  interest  in  doing  a  thing  about 
truck-size  loopholes  that  enable  some  of  the 
highest  income  people  to  avoid  paying  a  cent 
in  taxes. 

That,  of  course,  doesn’t  make  further  loop¬ 
holes  any  more  desirable,  per  se.  But  is  it 
fair  to  term  a  tuition  tax  credit  a  loophole? 
Is  it  any  more  of  a  loophole  than  certain 
dependency,  age  or  illness  exemptions  with 
which  there  is  no  moral  or  practical  argu¬ 
ment? 

We’d  say  the  answer  is  no — particularly 
when  the  tuition  tax  credit  is  considered  as 
an  alternative  to  proposed  multibillion  dol¬ 
lar  Federal  programs  designed  to  help  pay 
faculty  salaries  and  operating  costs — in  other 
words,  via  a  roundabout  tuition  subsidy. 

The  difference  is  that  the  tax  credit  would 
be  granted  directly  and  without  administra¬ 
tive  expense.  As  we  well  know,  the  dollar 
that  goes  to  Washington  suffers  shrinkage 
from  the  standard  bureaucratic  “handling 
charge”  before  it  returns  as  Federal  aid. 

If  the  Government  proposes  to  help  par¬ 
ents  meet  the  high  cost  of  today’s  college 
education,  why  not  do  it  the  most  efficient 
and  inexpensive  way?  At  that,  $325  won’t 
go  far — but  it'll  go  a  lot  farther  if  deducted 
at  the  source. 


[From  the  Newark  News,  Jan.  23,  1964] 
Help  to  Parents 

Senator  Ribicoff's  efforts  to  amend  the 
tax-cut  bill  to  permit  deductions  for  college 
costs  have  suffered  a  setback  in  the  Senate 
Finance  Committee.  Undaunted,  Mr.  Ribi¬ 
coff  plans  to  carry  the  amendment  to  the 
Senate  floor,  where  he  views  its  chance  as 
“excellent.” 

The  Connecticut  Democrat’s  optimism 
stems  from  the  10-to-7  vote,  which  found  all 
6  Republicans  on  the  committee  joining 
him  in  favor  of  the  amendment.  The  desert¬ 
ing  Democrats  reflect  the  administration’s 
feeling  that  Federal  aid  to  education  is  best 
provided  through  grants  and  loans,  rather 
than  tax  relief.  But  Senator  Ribicoff  thinks 
he  can  convince  his  party  colleagues  to  the 
contrary. 

Mr.  Ribicoff  argues  that  the  Federal  assist¬ 
ance  programs  benefit  only  the  low-income 
family.  His  plan  is  designed  to  help  parents 
who  are  neither  wealthy  enough  to  absorb  the 
high  cost  of  college  education  without  hard¬ 
ship,  nor  poor  enough  to  qualify  for  financial 
aid  under  existing  scholarship  programs.  It 
would  allow  maximum  credit  of  $325  for  each 
student,  with  a  descending  scale  for  tax¬ 
payers  in  higher  brackets. 

Considering  Congress’  liberal  policy  toward 
business  expense  deductions,  parents  would 
seem  entitled  to  some  relief  from  the  finan¬ 
cial  burden  of  sending  their  children  to  col¬ 
lege.  But  they  have  no  lobby  in  Washington 
and,  along  with  Senator  Ribicoff,  can  only 
hope  the  Senate  will  view  their  plight  with 
more  sympathy  than  either  the  administra- 
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tion  or  the  Finance  Committee  majority  has 
shown.  * 

[From  the  Denver  Post,  Oct.  8,  1963] 
Could  Help  the  Kids,  Colleges  and  Parents 

A  tax  idea  that  strikes  us  as  quite  worth 
while  is  gaining  support  on  Capitol  Hill  in 
Washington.  It  should  appeal  to  every  par¬ 
ent  burdened  with  the  expense  of  putting  a 
child  through  college. 

The  idea  is  simply  that  parents  would  be 
allowed  to  add  to  their  itemized  Federal  in¬ 
come  tax  deductions  the  cost  of  their  chil¬ 
dren’s  college  tuition,  books  and  fees,  up  to 
a  maximum  of  $1,500  a  year. 

This  is  the  way  a  bill  sponsored  by  Senator 
Abe  Ribicoff,  Democrat,  of  Connecticut, 
reads,  and  Ribicoff,  as  a  member  of  the  tax¬ 
writing  Senate  Finance  Committee,  is  in  a 
potent  position  to  do  something  about  it. 
The  extent  of  support  for  the  idea  is  shown 
by  the  fact  that  more  than  120  bills  of  this 
general  type  have  been  introduced  in  Con¬ 
gress  this  session,  and  their  sponsors  range 
from  liberals  such  as  Ribicoff  to  conserva¬ 
tives  such  as  Barry  Gold  water. 

Ribicoff  said  this  week  that  when  the 
House-passed  $11  billion  tax  cut  bill  comes 
up  in  the  Finance  Committee,  he  will  try  to 
get  the  college  expenses  tax  deduction  plan 
written  into  it. 

The  idea  has  been  around  for  some  years 
now,  and  was  opposed  by  both  the  Eisen¬ 
hower  and  Kennedy  administrations  on 
grounds  that  ( 1 )  direct  student  aid  is  better, 
and  (2)  tax  deductions  are  no  help  to  low- 
income  families  who  pay  no  income  tax. 

Both  administrations  seem  to  have  pre¬ 
ferred  direct  support — loans  or  grants — pre¬ 
sumably  because  these  could  be  restricted  to 
worthy  students,  whereas  tax  deductions 
might  go  to  parents  of  children  loafing  their 
way  through  college  for  social  status. 

This  was  a  more  valid  argument  5  or  6 
years  ago — before  the  sputnik  era — than  it  is 
now.  The  better  colleges  are  weeding  out 
goof -offs  more  ruthlessly  every  year. 

The  other  argument — that  tax  relief  is  no 
help  to  low-income  families — doesn’t  impress 
us  much.  The  Federal  tax  bite  starts  at 
$3,000  for  a  couple  with  one  child,  $4,000  for 
the  parents  of  two  children.  Hence  there 
aren’t  going  to  be  many  parents,  who  are 
interested  in  having  a  child  go  to  college, 
who  wouldn’t  get  tax  relief  under  this  pro¬ 
posal.  And  for  those  in  this  bracket  who 
are  interested,  such  a  tax  deduction  might 
well  make  the  difference  as  to  whether  they 
could  afford  it  or  not. 

Certainly,  for  the  vast  middle  class,  from 
which  most  collegians  come,  a  college  ex¬ 
penses  tax  deduction  would  be  a  real  boon. 

We  checked  with  one  father  of  a  full- 
scholarship  winner,  who  nevertheless  has  to 
foot  a  $750-per-year  bill  for  books  and  other 
expenses  for  his  son.  His  reaction  was 
blunt: 

“If  wealthy  people  can  get  a  tax  break  for 
their  contributions  to  college  endowment 
funds,  why  shouldn’t  I  get  one  for  my  siz¬ 
able — to  me — contributions  toward  meeting 
college  expenses?” 

Why  not  indeed?  Any  proposal  that  has 
the  backing  of  people  as  politically  different 
as  Abe  Ribicoff  and  Barry  Goldwater  must 
have  nonpolitical  merit.  We  hope  the  Senate 
Finance  Committee  gives  it  an  A-plus. 


[From  the  Herald-Advertiser,  Nov.  17,  1963] 
Aid  for  Parents 

Parents  with  college-age  children  may  be 
divided  into  three  groups:  Those  who  can 
afford,  without  question,  to  send  their  chil¬ 
dren  to  college:  those  who,  without  question, 
cannot  afford  to  do  so;  and  those  who  can¬ 
not  afford  to  but  who  manage,  somehow,  to 
do  it. 

Interested  lawmakers  who  sympathize  with 
the  last  group  and  would  like  to  make  their 
sacrifices  a  little  less  painful,  have  sought 
for  years  to  get  these  parents  a  better  break 
with  the  tax  collector. 

West  Virginia’s  Senator  Jennings  Ran¬ 
dolph  is  one  Member  of  the  Congress  who 
repeatedly  offered  bills  that  would  give  par¬ 
ents  with  children  in  college  larger  deduc¬ 
tions  or  tax  credit  to  offset  the  high  costs 
of  higher  education.  Others  have  been 
equally  solicitous  and  equally  unsuccessful. 

Senator  Abraham  Ribicoff,  Democrat,  of 
Connecticut,  tried  to  interest  the  adminis¬ 
tration  in  some  kind  of  tax  relief  for  the 
parents  of  college  students  when  he  was 
Secretary  of  Health,  Education,  and  Wel¬ 
fare.  Now  that  he  is  in  the  Senate,  he  is 
reported  to  be  trying  to  coordinate  the 
efforts  of  individual  Senators  in  a  con¬ 
certed  move  to  get  a  tax-relief  bill  through 
Congress. 

According  to  a  copyrighted  article  in  the 
Washington  Star  by  Charles  Bartlett,  the 
bipartisan  bill  will  have  good  support  in 
Congress,  but  will  be  opposed  by  the  ad¬ 
ministration,  the.  Treasury  Department,  and 
even  some  education  groups.  Their  opposi¬ 
tion  is  explained  as  follows: 

It  would  cost  the  Treasury  about  half 
a  billion  tax  bollars-  on  top  of  the  antici¬ 
pated  $11  billion  deficit  involved  in  a 
general  tax  reduction: 

Tax  “purists”  dislike  the  idea  because  it 
moves  in  the  opposite  direction  of  their 
drive  to  remove  the  “gimmicks”  from  the  tax 
laws. 

The  education  groups  are  afraid  that  en¬ 
actment  of  such  a  bill  will  reduce  chances 
of  getting  a  Federal  program  of  under  grad¬ 
uate  scholarships  to  match  the  present  pro¬ 
gram  of  Federal  loans.  They  say  scholar¬ 
ships  would  go  only  to  deserving  students, 
whereas  tax  relief  would  benefit  both  the 
deserving  and  the  undeserving. 

The  Ribicoff  compromise  bill  would  offer 
a  graduated  scale  of  benefits  to  parents 
based  on  their  incomes.  The  maximum  tax 
credit,  $325,  would  be  available  to  parents 
with  incomes  up  to  $20,000.  Then  it  wwald 
taper  off,  ending  entirely  if  parental  income 
was  $60,000  or  more. 


[P.  1412 ] 

As  Mr.  Ribicoff  is  discovering,  it  is  not 
an  easy  bill  to  write  or  to  defend  against 
charges  that  it  favors  the  middle-income 
and  high-income  groups.  But  the  fact  that 
there  is  general  recognition  of  the  painful 
sacrifices  which  middle -class  parents  must 
make — and  do  make — in  order  to  send  their 
children  to  college,  gives  hope  that  a  satis¬ 
factory  solution  to  this  urgent  problem  will 
be  found. 
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[From  the  Montgomery  (Ala.)  Advertising 
Journal] 

Federal  Add  That’s  Sound 

Why  not  give  special  tax  consideration  to 
parents  who  are  trying  to  put  children 
through  college?  A  Democratic  Senator 
sponsored  this  plan  and  a  Democratic  ad¬ 
ministration  is  opposing  it,  but  it  makes 
more  sense  than  most  other  education  meas¬ 
ures  that  originate  in  Washington. 

Senator  Ribicoff's  is  simplicity  itself.  For 
each  child  in  college,  a  parent  would  be  al¬ 
lowed  a  tax  credit  of  75  percent  of  the  first 
$200  in  tuition,  books,  fees,  and  supplies, 
25  percent  of  the  second  $300  and  10  percent 
of  the  next  $1,000 — a  total  of  $325  for  each 
student.  This  amount  would  be  directly 
subtracted  from  the  amount  of  taxes  due, 
except  that  parents  in  higher  income  tax 
brackets  would  be  entitled  to  a  smaller  de¬ 
duction  or,  above  $60,000  a  year  income,  none 
at  all. 

The  Senate  Finance  Committee  turned 
down  Ribicoff’s  proposal  by  a  vote  of  10 
to  7.  Ribicoff’s  opposition  included  the 
Treasury  Department,  which  estimated  that 
the  tax-credit  scheme  would  cost  the  Gov¬ 
ernment  $750  million  the  first  year  and  more 
than  $1  billion  by  the  third  year. 

So  it  might,  but  that’s  no  greater  than  the 
3 -year  $1  billion  college  aid  bill  approved 
by  Congress  last  month  and  is  considerably 
less  than  some  other  aid-to-education'  bills 
that  have  been  proposed. 

Better  yet,  it’s  a  step  toward  making  it 
easier  for  the  States  to  sustain  their  educa¬ 
tional  systems  without  Federal  help — by 
leaving  more  money  at  home. 

If  the  Federal  Government  weren’t  sitting 
astride  most  of  the  productive  tax  sources, 
there  would  be  no  reason  for  the  tax  dollar 
to  make  that  wearing,  eroding  trip  to  Wash¬ 
ington  and  back,  and  the  States  could  solve 
their  own  problems  more  easily. 

Mr.  RIBICOFF.  Now,  Mr.  President, 
I  have  talked  with  the  distinguished 
Senator  in  charge  of  the  bill  about  the 
prospect  of  considering  my  college  credit 
amendment  on  Monday.  My  hope  that 
the  Senate  will  enter  into  a  unanimous- 
consent  agreement  to  call  up  the  amend¬ 
ment  at  about  4  o’clock  on  Monday 
afternoon  and  vote  on  the  amendment 
some  time  late  on  Tuesday.  I  have  dis¬ 
cussed  the  subject  with  the  distinguished 
minority  leader.  He  said  he  would  be 
more  than  willing  to  agree  to  that  ar¬ 
rangement  and  he  has  indicated  a  desire 
to  expedite  the  major  amendments. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  am  perfectly  willing  to  make  the 
request  that  the  Senator  from  Connecti¬ 
cut  be  recognized  as  soon  as  the  Senate 
has  concluded  its  consideration  of  what¬ 
ever  amendment  is  pending  at  4  o’clock 
on  Monday. 

I  am  not  prepared  to  enter  into  a 
unanimous  consent  request  that  the  vote 
be  taken  at  that  time,  because  the 
amendment  is  a  very  important  amend¬ 
ment  and  is  one  which  should  be  dis¬ 


cussed  long  enough  so  that  Senators  on 
both  sides  will  feel  that  their  arguments 
have  been  fully  heard  and  that  their 
answers  to  the  opposing  arguments  have 
been  heard.  I  assume  that  the  Senate 
could  vote  on  the  question  some  time  on 
Tuesday;  but  not  knowing  how  the  de¬ 
bate  would  go,  I  would  not  wish  to  ask 
unanimous  consent  that  the  Senate  vote 
at  any  particular  time. 

I  ask  unanimous  consent  that  the  Sen¬ 
ator  from  Connecticut  [Mr.  Ribicoff]  be 
recognized  immediately  after  the  dispo¬ 
sition  of  whatever  amendment  is  pend¬ 
ing  on  Monday  at  4  o’clock  for  the  pur¬ 
pose  of  offering  his  amendment  related 
to  tax  credit  for  education  expenses. 

Mr.  S MATHERS.  Mr.  President,  re¬ 
luctantly  I  am  obliged  to  object  to  the 
unanimous  consent  request  at  this  time. 
I  make  the  objection  not  because  I  be¬ 
lieve  that  the  Senate  cannot  get  to  the 
Ribicoff  amendment,  and  not  because  I 
do  not  believe  it  should  get  to  it.  We 
have  made  great  progress.  We  have 
proceeded  with  the  bill  within  the  com¬ 
mittee  in  a  fashion  and  at  a  rate  that 
was  much  greater  than  any  of  us  orig¬ 
inally  thought  possible. 

We  discovered  that  rather  than  try  to 
force  any  hard  rules  on  the  Senate,  the 
best  thing  to  do  was  to  let  the  matter 
take  its  course.  We  would  not  try  to  set 
up  any  hard,  fast,  and  rigid  rules,  but 
let  the  committee  work  its  will. 

The  bill  was  reported  from  the  com¬ 
mittee  considerably  sooner  than  we  ex¬ 
pected.  Every  Senator  knows  that.  The 
bill  is  now  before  the  Senate.  We  desire 
to  dispose  of  it  as  quickly  as  we  can.  At 
the  moment  the  majority  leader  is  in  his 
own  State,  I  believe,  on  necessary  busi¬ 
ness.  Other  Senators  who  are  interested 
in  the  bill  are  not  present  at  this  particu¬ 
lar  moment.  There  has  been  no  disposi¬ 
tion-on  the  part  of  the  Senator  from 
Florida,  the  Senator  from  Louisiana  [Mr. 
Long],  the  Senator  from  Connecticut 
[Mr.  Ribicoff],  the  Senator  from  Wis¬ 
consin  [Mr.  Proxmire],  or  the  Senator 
from  Tennessee  [Mr.  Gore]  to  delay  the 
bill.  The  Senator  from  Tennessee,  who 
opposes  the  bill,  has  been  the  very  soul 
of  courtesy  and  cooperation  on  the  whole 
question,  even  while  he  expressed  his 
views.  Nor  has  the  bill  been  delayed  by 
the  Senator  from  Illinois  [Mr.  Douglas] 
or  any  other  Senator.  I  do  not  believe  it 
would  be.  A  number  of  Senators  are 
deeply  concerned  about  the  question.  It 
would  be  a  mistake  at  this  particular 
time  for  the  Senate  to  enter  into  any 
unanimous-consent  agreement  as  to  the 
time  that  the  Senate  would  vote  on  the 
amendment. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 
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Mr.  LONG  of  Louisiana.  I  am  not  in 
the  least  perturbed  because  the  unani¬ 
mous-consent  request  was  objected  to. 
Since  the  Senate  proceeded  to  the  con¬ 
sideration  of  the  bill  we  have  not  been 
able  to  get  100  Senators  to  agree  on  any¬ 
thing.  That  is  not  unusual  in  this  body. 
When  we  reach  the  point  at  which  the 
Senate  will  be  ready  to  vote,  it  will  vote. 
That  is  the  way  we  proceed  on  major 
proposed  legislation.  A  number  of  Sen¬ 
ators  wish  to  make  speeches  for  or 
against  the  bill,  or  desire  to  explain  their 
positions  against  various  .amendments. 
Those  speeches  could  be  made  today. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  RIBICOFF.  It  is  interesting  to 
me  that  the  Senator  from  Illinois  [Mr. 
Douglas],  the  Senator  from  Tennessee 
[Mr.  Gore],  and  myself,  who  are  unhap¬ 
py  with  many  parts  of  the  bill  and  in¬ 
tend  to  offer  amendments,  are  anxious 
to  expedite  the  procedure.  Yet  Senators 
who  are  in  charge  of  the  bill  and  those 
who  are  supposed  to  be  anxious  to  ex¬ 
pedite  it  do  not  seem  to  be  disposed  to 
expedite  the  measure.  At  best  that  sit¬ 
uation  seems  to  be  ironical. 

Mr.  SMATHERS.  It  seems  that  way 
to  the  Senator.  It  merely  seems  that 
way.  The  fact  is  that,  through  hard 
experience,  we  have  learned  that  mat¬ 
ters  are  expedited  a  little  better  when 
the  leadership,  in  addition  to  the  Sen¬ 
ator  in  charge  of  the  bill,  gets  the  troops 
who  have  some  interest  in  it  in  the  Sen¬ 
ate  Chamber  so  that  there  can  be  some 
general  accommodation.  We  know 
where  we  stand  on  the  bill.  There  is  no 
doubt  in  the  mind  of  any  Senator  pres¬ 
ent.  There  are  certain  provisions  in 
the  bill  of  which  I  am  not  totally  in 
favor.  But  I  believe  the  bill  is  a  good 
one.  I  voted  for  it,  and  I  expect  to  vote 
for  it  again.  I  expect  to  continue  to 
support  it,  although  it  is  not  exactly 
what  I  would  like. 

I  believe  that  consideration  of  the  bill 
will  have  been  finished  by  the  end  of 
next  week.  I  believe  there  is  little  doubt 
about  that.  I  certainly  hope  so.  But  I 
do  not  believe  that  in  order  to  succeed 
in  that  endeavor  we  need  to  enter  into 
a  unanimous-consent  agreement  in  the 
absence  of  so  many  Senators  who  have 
a  great  interest  in  it,  without  at  least 
checking  with  some  of  those  Senators. 
Having  told  a  number  of  Senators  that 
they  could  be  about  other  affairs  and 
other  business  matters  in  connection 
with  their  duties  in  the  Senate,  I  have 
some  responsibility  at  least  to  discuss 
that  particular  point  with  them. 

Mr.  RIBICOFF  and  Mr.  DOUGLAS 
addressed  the  Chair. 


The  PRESIDING  OFFICER  (Mr.  Jor¬ 
dan  of  Idaho  in  the  chair).  To  whom 
does  the  Senator  yield? 

Mr.  SMATHERS.  I  yield  to  the  Sen¬ 
ator  from  Connecticut. 

Mr.  RIBICOFF.  I  do  not  see  how  any 
commitment  the  Senator  might  have 
made  to  any  Senators  for  today,  Friday, 
would  interfere  with  the  endeavor  to 
bring  before  the  Senate  late  on  Monday 
the  amendment  to  which  I  have  referred, 
and  then  continue  the  discussion  on  the 
amendment  into  Tuesday  and  Wednes¬ 
day,  if  necessary. 

I  talked  with  the  Senator  in  charge 
of  the  bill  about  that  point.  Then  I  went 
to  the  distinguished  minority  leader  to 
flear  it  with  him.  '  There  Was  willing¬ 
ness  on  the  part  of  both  the  minority 
leader  and  the  Senator  in  charge  of  the 
bill  to  expedite  its  consideration.  It  was 
apparent  from  the  statement  yesterday 
of  the  Senator  in  charge  of  the  bill  that 
this  amendment  is  worthy  of  discussion, 
and  that  it  will  require  considerable  time. 
I  certainly  do  not  wish  to  be  accused  of 
delaying  the  bill.  I  am  ready  to  pro¬ 
ceed  to  consider  the  major  amendments 
as  early  as  possible.  I  had  cleared  the 
question  with  the  distinguished  minority 
leader,  who  said  that  the  procedure  was 
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satisfactory  with  him,  and  with  the  Sen¬ 
ator  in  charge  of  the  bill,  who  said  that 
it  was  satisfactory  with  him.  Obviously, 
a  few  major  amendments  will  be  offered, 
and  if  we  get  those  major  amendments 
out  of  the  way,  we  shall  be  in  a  position 
to  expedite  consideration  of  minor 
amendments  to  make  sure  that  the  bill 
is  cleared  before  the  Lincoln  Day  recess. 

Mr.  SMATHERS.  I  thank  the  Sena¬ 
tor.  Everything  he  has  said  is  crystal 
clear.  It  is  exactly  correct.  He  is  ready 
to  proceed.  So  is  the  Senator  from  Illi¬ 
nois  [Mr.  Douglas],  the  Senator  from 
Tennessee  [Mr.  Gore],  and,  in  some  re¬ 
spects,  as  an  individual,  the  Senator  from 
Florida.  But  our  problem  is  that  other 
Senators  in  this  body  of  100  Senators 
have  necessary  business  elsewhere  at  this 
particular  time. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  should  like  to  fin¬ 
ish  my  statement  first.  Those  Senators 
have  necessary  business  elsewhere.  They 
are  greatly  interested  in  the  amendment. 
Some  are  for  and  some  are  opposed  to  the 
amendment  that  will  be  offered. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  will  yield  in  a  mo¬ 
ment.  Certain  Senators  are  interested 
in  the  Ribicoff  amendment.  We  have 
made  some  commitments  to  them. 
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Therefore  I  am  in  no  position  at  this 
time  to  agree  to  any  unanimous -consent 
rec  uest  without  at  least  checking  with 
some  of  them.  Perhaps  later  in  the  day 
we  could  enter  into  a  unanimous -consent 
agreement,  but  we  would  have  to  get  on 
the  telephone  and  talk  with  some  of 
them.  It  may  be  that  they  would  favor 
the  request.  In  the  absence  of  those 
Senators  or  checking  with  them,  I  would 
have  to  object  to  the  unanimous -consent 
request,  as  much  as  I  dislike  doing  so. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  DOUGLAS.  Abundant  notice  has 
been  given  to  every  Senator  that  the  de¬ 
bate  and  action  on  the  bill  was  to  be 
started  today,  Friday,  the  31st  of  Janu¬ 
ary.  The  initial  statement  on  the  sched¬ 
ule  was  that  the  Senate  would  meet  on 
Saturday  and  work  through  the  eve¬ 
nings,  if  necessary,  in  order  to  complete 
consideration  of  the  bill  by  nightfall  on 
February  8,  so  that  Republican  Senators 
could  then  go  out  over  the  country  and 
praise  the  memory  of  Abraham  Lincoln. 

I  had  hoped  action  could  begin  today. 
In  order  to  facilitate  action,  in  the  pre¬ 
vious  days  and  weeks  I  have  put  several 
speeches  in  the  Record  at  the  conclusion 
of  the  day’s  business  lest  they  take  time 
on  the  floor  during  the  discusison  of  the 
bill.  In  spite  of  that  fact,  a  leading 
Member  of  this  body  from  across  the 
aisle  declared  a  few  days  ago  on  a  na¬ 
tional  television  program,  that  Senator 
Douglas  and  Gore  intended  to  filibuster 
the  bill.  That  is  not  our  intention  at  all. 
We  are  anxious  for  action  on  the  bill.  I 
believe  there  should  be  a  showdown  as 
to  who  is  delaying  action  on  the  bill.  I 
want  to  see  the  Senate  move  into  a  dis¬ 
cussion  of  it  and  take  action  upon  it  as 
rapidly  as  possible.  I  suggest,  therefore, 
that  the  leadership  propose  the  capital! 
gains  amendment.  I  can  assure  the  Sen¬ 
ate  that  the  Senator  from  Tennessee 
[Mr.  Gore],  the  Senator  from  Wiscon¬ 
sin  [Mr.  Proxmire],  and  I  will  support 
the  leadership  vigorously,  and  we  can 
then  get  the  bill  off.  to  a  good  start. 

I  would  be  willing  to  make  the  motion, 
myself,  but  I  would  perhaps  be  thought 
to  be  brash  if  I  did,  because  it  would  be 
usurping  the  function  of  the  leadership. 

Mr.  LONG  of  Louisiana.  I  have  no  ob¬ 
jection  to  the  Senator’s  doing  so. 

Mr.  DOUGLAS.  I  think  before  discus¬ 
sion^  or  action  on  the  amendment,  there 
should  be  a  quorum  call,  which  I  think 
should  be  a  “live”  quorum  call.  Then 
we  can  see  where  Senators  stand.  And 
who  are  here  and  who  have  been  en¬ 
couraged  to  absent  themselves  from  the 
city.  '  j 

Mr.  SMATHERS.  Mr.  President,  if  the 


Senator  wants  to  look  for  someone  to 
blame  for  delaying  the  bill,  the  Senator 
from  Florida  is  willing  to  assume  that 
responsibility. 

Mr.  DIRKSEN.  Mr.  President,  let  me 
share  that  responsibility. 

Mr.  SMATHERS.  That  is  what  we 
are  doing,  if  the  Senator  wants  to  call  it 
delay.  The  fact  is  that  we  are  not  delay¬ 
ing  action.  Actually,  we  are  trying  to 
facilitate  action  on  the  bill.  But  we  are 
human.  We  are  different  from  those 
who  have  all  the  answers  to  all  the  ques¬ 
tions  all  the  time. 

In  any  event,  we  think  that  is  what 
will  happen.  We  can  make  mistakes. 
But  the  idea  at  the  moment  is  that  this 
is  a  better  way  to  do  it.  We  may  be 
entirely  wrong.  For  the  time  being  I 
suppose  we  are  responsible  for  a  slow¬ 
down,  if  the  Senator  wants  to  call  it  such, 
for  a  couple  of  hours.  I  want  to  make  a 
speech  about  the  tax  bill.  I  am  sure 
some  questions  will  be  asked  me,  which 
will  take  a  little  time.  In  any  event,  we 
think  that,  overall,  action  on  the  bill  will 
proceed  with  greater  rapidity  if  we  con¬ 
sult  with  some  of  the  other  Members  of 
this  100-membered  body  who  have  some 
interest  in  the  bill. 

^Mr.  DIRKSEN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  DIRKSEN.  First  of  all,  I  am  glad 
to  share  with  my  friend  from  Florida  the 
responsibility  for  what  is  happening. 
There  were  a  good  many  discussions  yes¬ 
terday  with  respect  to  consideration  of 
the  amendments  en  bloc.  All  that  will 
be  taken  care  of  in  good  time. 

Open  confession  is  good  for  the  soul, 
and  we  may  as  well  spread  the  facts  on 
the  Record.  Twenty-nine  Members  of 
the  Senate  are  out  of  the  city  or  else¬ 
where.  Six  or  seven  of  those  are  from 
my  side  of  the  aisle.  Frankly,  after  this 
discussion,  I  intend  to  protect  them  by 
every  rule  in  the  book  that  I  can  use. 
I  may  have  to  sharpen  my  knowledge  of 
the  rulebook  in  order  to  do  it,  although 
I  have  a  decent  familiarity  with  the 
book.  But  Senators  were  given  assur¬ 
ance  that  there  would  be  no  yea  and  nay 
votes  today,  and  I  propose,  by  calling  for 
live  quorums  and  otherwise,  and  by  any 
other  dilatory  method  that  I  can  use, 
to  see  that  it  is  not  done.  So  I  rest  my 
statement.  I  fully  share  responsibility 
with  the  Senator  from  Florida.  My 
shoulders  are  broad  enough. 

Mr.  SMATHERS.  I  thank  the  Sena¬ 
tor  from  Illinois.  I  appreciate  his  state¬ 
ment.  The  Senator  stated,  frankly,  that 
a  number  of  Senators  are  absent.  We 
did  not  think  we  would  reach  a  vote  on 
the  so-called  major  amendments.  As 
the  Senator  from  Louisiana  [Mr.  Long] 
knows,  we  had  discussed  the  matter  of 
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trying  to  have  the  committee  amend¬ 
ments  accepted  en  bloc,  and  members  of 
the  committee  said  they  would  not  agree 
to  that  on  Friday,  but  that  it  might  be 
done  on  Monday.  So,  if  we  can  have  150 
amendments  agreed  to  en  bloc  by  delay¬ 
ing  action  on  them  until  Monday,  we 
are  going  to  make  better  time  than  if  it 
is  necessary  to  discuss  100  or  150  amend¬ 
ments  now,  ,  some  of  which  are  very 
technical. 

We  are  trying  to  accomplish  a  speedup 
of  the  bill.  Some  persons  might  say 
that  it  seems  peculiar  to  say  we  are 
speeding  up  by  slowing  down,  but  this  is 
the  way  the  Senate  works  its  will.  Cer¬ 
tain  Senators  are  not  present.  They 
are  Senators  in  their  own  right,  and 
they  want  to  be  here  when  action  is 
taken.  It  is  only  fair,  after  giving  them 
the  assurance  we  did,  that  we  protect 
them. 

I  thank  the  Senator  from  Illinois  for 
sharing  this  responsibility  with  me.  I 
appreciate  it  because  he  is  a  man  of  good 
character. 

[P.  1414}  . 

REVENUE  ACT  OF  1964 

<The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  SMATHERS.  Mr.  President,' 
prompt  enactment  of  the  pending  tax 
bill  is,  in  my  opinion,  vitally  essential  to 
provide  a  dynamic  and  vibrant  economy, 
to  strengthen  the  national  security  and 
economic  well-being  of  this  Nation. 

The  measure  will  provide  an  $11.6  bil¬ 
lion  tax  reduction  over  a  2-year  period 
for  individuals  and  corporations. 

When  fully  effective  in  1965,  it  will  re¬ 
duce  tax  liabilities  of  individuals  by  $9.2 
billion  and  corporations  by  $2.4  billion. 
Individual  rates  are  reduced  from  the 
present  range  of  20  to  91  percent  to  a 
new  range  of  16  to  77  percent  in  1964  and 
14  to  70  percent  in  1965. 

Corporate  rates  will  be  reduced  from 
52  to  50  percent  in  1964,  and  from  50  to 
48  percent  in  1965. 

The  withholding  tax  rate  will  be  re¬ 
duced  from  18  to  14  percent  effective  1 
week  after  enactment.  This  action  will 
give  an  immediate  effect  to  the  greater 
portion  of  the  tax  relief  provided  for  in 
the  bill. 

The  new  budget  recently  submitted  to 
this  Congress  gives  clear  testimony  that 
the  administration  is  determined  to  hold 
Government  spending  to  the  minimum 
necessary  for  essential  needs. 


The  pending  measure  emphasizes  that 
henceforth  it  shall  be  private  spending — 
rather  than  Government  spending — that 
serves  as  the  larger  and  expanding  force 
in  stimulating  the  economic  life  of  this 
Nation. 

Together  the  new  budget  and  the  tax 
program  make  up  a  carefully  considered 
'  and  closely  knit  fiscal  policy. 

|  This  policy  is  based  on  the  assumption 
that  in  the  long  run  Government  should 
,not  usurp  the  prerogatives  nor  the  re¬ 
sponsibilities  of  the  private  sector  of  the 
economy. 

As  Secretary  of  Treasury  Douglas  Dil¬ 
lon  put  it  recently : 

The  tax  bill  represents  a  firm  decision  to 
rely  upon  greater  private  spending  rather 
than  upon  greater  Government  spending  as 
the  prime  factor  in  our  economic  growth. 

By  April  1  the  present  recovery  will  be 
37  months  old.  That  will  make  it  the 
longest  peacetime  recovery  since  the  turn 
of  the  century  with  the  sole  exception  of 
the  1933-37  recovery  from  the  great  de¬ 
pression.  Every  succeeding  hour  there¬ 
after  is  an  hour  of  borrowed  time — an 
hour  in  which  the  likelihood  of  con-, 
tinued  recovery  becomes  less  likely — if 
we  do  not  have  a  tax  bill  on  the  books. 

Another  recession  even  of  the  fairly 
mild  character  of  the  last  two  down¬ 
turns,  could  easily  cost  between  $5  and 
$10  billion  in  lost  tax  revenue  alone. 
Much  worse,  it  would  bring  with  it  sky¬ 
rocketing  unemployment  which  in  turn 
would  inevitably  lead  to  greater  Govern¬ 
ment  spending. 

The  result  would  be  a  deficit  that  could 
range  as  high  as  $15  to  $20  billion. 

The  more  we  delay  on  the  tax  cut, 
the  less  time  there  is  to  choose.  The 
choice  before  us  today  is  whether  to  pass 
the  tax  bill  now  and  promptly  expand 
the  role  of  the  private  sector  in  achiev¬ 
ing  economic  growth  and  meeting  na¬ 
tional  needs,  or  to  delay  and  seriously 
impair  the  opportunity  of  choosing  for 
ourselves  which  road  to  take.  Let  us 
make  no  mistake  of  the  fact  that  an¬ 
other  recession  will  require  heavy  Fed¬ 
eral  spending. 

President  Johnson’s  budget  is  almost 
$1  billion  below  the  budget  of  the  pre¬ 
vious  year.  It  cuts  the  Federal  deficit 
more  than  in  half.  Yet — because  of  the 
tax  bill — it  provides  for  a  fiscal  stimulus 
greater  by  more  than  $3  billion  than 
that  of  any  other  peacetime  year  in  the 
history  of  the  United  States. 

Despite  the  sharp  spending  cuts,  the 
combination  of  tax  reduction  and  pru¬ 
dent  Federal  expenditures  will  provide 
a  stimulus  to  the  economy  this  year, 
three  times  as  great  as  any  in  the  last 
3  years. 

There  is  no  doubt  in  anyone’s  mind. 
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1  believe,  that  the  performance  of  our 
economy  since  1957,  despite  some  rather 
optimistic  statistics  with  respect  to  cor¬ 
porate  profits  and  personal  income,  has 
been,  on  the  whole,  unsatisfactory,  for 
our  unemployment  rate  has  averaged 
roughly  6  percent,  about  half  again  as 
high  as  the  average  for  the  first  10  years, 
after  World  War  n.  Our  growth  ratd 
in  that  time  has  also  been  overall  un- 

[P.  1415] 

satisfactory,  dropping  well  below  4  per¬ 
cent  a  year,  for  several  years;  and  while 
in  the  last  2  years  investment  in  new 
capital  equipment  has  improved  con¬ 
siderably,  yet  overall  the  best  thinking 
of  our  most  respected  economists  is  that 
the  levels  of  capital  investment  should 
be  improved. 

The  Government  has  been  well  aware 
of  the  problem  of  lagging  investment. 
That  was  the  basis  for  the  7-percent  in¬ 
vestment  credit  which  formed  the  prin¬ 
cipal  provision  of  the  Revenue  Act  of 
1962.  That  was  also  why  the  Govern¬ 
ment  hastened  to  complete  in  that  same 
year  its  sweeping  revision  of  the  rules 
and  guidelines  governing  the  tax  treat¬ 
ment  of  depreciable  assets. 

These  two  measures  alone  reduced 
business  taxes  by  some  $2  y2  billion  a 
year,  and  significantly  improved  the  in¬ 
vestment  outlook.  They  will  prove  more 
effective  in  the  future.  But  with  an 
ever-increasing  population  and  an  ever- 
increasing  labor  supply,  more  jobs  for 
pur  people  must  be  created.  The  late 
beloved  President  Kennedy  recognized 
this  fact  a  year  ago  when  he  sent  his 
tax  message  to  the  Congress  recom¬ 
mending  a  substantial  reduction  in  the 
corporate  and  individual  tax  rates  de¬ 
signed  to  spur  investment  and  create 
consumer  demand. 

Unless  we  can  increase  the  level  of 
private  investment  in  plant  and  equip¬ 
ment,  it  will  be  extremely  difficult  to  pro¬ 
duce  more  jobs,  or  achieve  a  lasting  im¬ 
provement  in  our  national  economic  per¬ 
formance. 

The  investment  level  has  shown  a  dis¬ 
appointing  decline  in  recent  years.  It 
has  dropped  from  11  percent  of  gross 
national  product  in  1956  and  1957  to 
about  9  percent.  The  rate  of  increase 
in  our  stock  of  business  plant  and  equip¬ 
ment  has  risen  since  1957  by  less  than 

2  percent  a  year.  That  is  only  half  the 
rate  of  increase  during  the  first  postwar 
decade.  Naturally,  in  this  situation  the 
proportion  of  our  machinery  and  equip¬ 
ment  over  10  years  has  risen  signi¬ 
ficantly. 

In  that  connection,  sometimes  we  hear 
people  talk  about  the  fact  that  in  our 
society  today  there  is  a  great  deal  of  idle 
plant  capacity.  Economists  state  that 


there  is  a  14-percent  idle  plant  capacity. 
Approximately  half  of  that  results  from 
the  fact  that  much  of  our  machinery 
and  equipment  is  obsolete.  Because 
there  has  been  so  little  modernization 
until  recent  years  in  our  industrial  ca¬ 
pacity  we  find  it  extremely  difficult  to 
compete  with  more  modem  machinery, 
which  has  been  produced,  with  our 
financial  help,  in  countries  like  Japan, 
West  Germany,  Italy,  and  other  areas  of 
the  world. 

Recently,  the  Finance  Committee  was 
told  by  the  Business  Committee  for  Tax 
Reduction,  a  group  of  2,800  business  lead¬ 
ers,  that  over  a  period  of  years  cor¬ 
porate  profits  after  taxes  have  come 
down.  This  was  true  whether  measured 
as  a  percentage  of  investment  capital,  of 
sales,  or  of  the  corporate  portion  of 
gross  national  product. 

The  business  group  presented  to  the 
Finance  Committee  figures  on  the  three 
major  sources  of  economic  growth — Gov¬ 
ernment  spending,  consumer  demand, 
and  private  investment. 

These  figures  clearly  show  that,  since 
1957,  the  investment  lag  has  played  a 
major  role  in  the  failure  of  our  economy 
to  move  closer  to  full  employment. 

The  figures  indicated  that,  from  1957 
to  1962,  Federal  purchases  of  goods  and 
services  rose  more  than  13  percent,  the 
gross  national  product  went  up  more 
than  16  percent,  consumer  expenditures 
went  up  more  than  17  percent,  State  and 
local  government  purchases  went  up  28 
percent,  but  plant  and  equipment  spend¬ 
ing  declined  by  more  than  1  percent  of 
the  gross  national  product.  The  busi¬ 
ness  group  also  made  the  following 
point: 

As  a  percent  of  stockholders’  equity,  profits 
of  manufacturing  corporations  are  far  below 
the  levels  of  1955-57  and  earlier  postwar 
periods  of  prosperity.  In  fact,  after-tax 
profit  as  a  percent  of  stockholders’  equity  for 
the  period  since  1957  is  below  the  recession 
level  of  1953-54. 

One  of  the  most  important  aspects  of 
creating  a  sustained  economic  expansion 
is  the  need  to  utilize  the  fruits  of  new 
technology  in  the  form  of  new  products 
or  the  adaptation  of  existing  products 
to  new  markets. 

Increasing  the  profitability  of  new  in¬ 
vestment  is  the  most  effective  way  to 
make  more  attractive  the  investment  de¬ 
cisions  which  are  not  being  taken  today. 
It  is  the  most  effective  way  to  make  to¬ 
day’s  marginal  project  the  acceptable 
venture  of  tomorrow.  It  is  the  most 
effective  way  to  maximize  the  benefits 
of  the  tremendous  technological,  educa¬ 
tional,  and  human  resources  of  the 
United  States. 

As  new  techniques  and  new  products 
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are  developed  and  as  new  markets  are 
opened  up,  new  demand  will  be  created, 
new  investment  will  be  fostered,  and 
most  important  of  all,  new  jobs  will  be 
available  that  would  never  have  been 
available  otherwise. 

Parenthetically,  approximately  1  mil¬ 
lion  young  people  are  entering  the  labor 
force  at  the  present  time.  It  is  esti¬ 
mated  that  that  number  will  increase  to 
1,500,000  within  the  next  4  years.  Some 
persons  have  estimated  that  the  need  for 
jobs  will  be  even  greater  than  that  be¬ 
cause  of  the  increasing  number  of  young 
people  who  will  be  entering  the  labor 
market  for  the  first  time. 

In  short,  unless  we  get  a  substantial 
increase  in  investment,  we  are  not  going 
to  create  the  jobs  that  are  needed  to 
reduce  unemployment,  the  jobs  that  are 
needed  to  withstand  automation  or  the 
jobs  that  are  needed  to  provide  produc¬ 
tive  work  for  the  huge  number  of  young 
people  who  are  already  beginning  to  en¬ 
ter  the  labor  force. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  the  distinguished  Senator  from  Louisi¬ 
ana. 

Mr.  LONG  of  Louisiana.  As  the  Sen¬ 
ator  well  knows,  the  traditional  Demo¬ 
cratic  argument  for  stimulating  the 
economy,  an  argument  which  is  usually 
supported  by  organized  labor,  takes  the 
approach  that  generally  if  consumer 
spending  power  is  stimulated  by  directing 
cash  into  the  hands  of  the  workingman, 
that  will  put  people  to  work. 

The  argument  that  businessmen  usu¬ 
ally  make,  and  which  perhaps  has  more 
appeal  to  the  Republican  side  of  the 
aisle,  is  that  the  way  to  put  more  people 
to  work  is  to  provide  some  incentive  to 
encourage  persons  to  invest  money  to 
build  or  expand  industry;  that  this  will 
assist  business  to  make  money;  and  that 
by  doing  so,  generally,  society  will  be 
benefited  by  the  creation  of  jobs  and 
the  improvement  of  industry  and  com¬ 
merce. 

Does  not  the  tax  bill  now  before  the 
Senate  really  support  both  arguments? 

Mr.  SMATHERS.  The  Senator  is  cor¬ 
rect.  The  bill  supports  both  arguments. 
Of  the  $11,600  million  which  will  be  left, 
so  to  speak,  in  the  private  sector  of  the 
economy,  to  stimulate  the  economy  and 
to  provide  jobs,  $9,200  million  will  go  to 
individuals  in  order  to  stimulate  con¬ 
sumer  demand. 

The  remaining  $2.4  billion  will  go  into 
the  business  and  industrial  community, 
so  that  it  may  invest  money  in  modern¬ 
ization  of  plant  and  equipment  or  in  the 
erection  of  new  plants  and  the  purchase 
of  new  equipment,  which  in  itself  will 
provide  more  jobs. 


Mr.  LONG  of  Louisiana.  So,  in  effect, 
the  bill  answers  the  arguments  of  the 
person  who  says  that  the  way  to  provide 
more  jobs  and  get  full  production  is  to 
place  more  money  in  the  pockets  of  the 
workingman.  The  bill,  in  effect,  pro¬ 
vides  that  -$9.2  billion  will  go  into  the 
pockets  of  the  workingman,  to  enable 
him  to  spend  his  tax  reduction  in  what¬ 
ever  way  he  thinks  is  necessary,  whether 
it  be  to  educate  his  child  or  to  buy  some¬ 
thing  that  his  family  needs,  and  which 
they  have  been  denied  for  some  time. 

For  persons  who  say  that  the  way  to 
get  the  economy  rolling  is  to  give  busi¬ 
ness  some  tax  adavntage,  if  it  is  willing 
to  risk  its  capital  and  build  new  plants 
or  modernize  old  ones  or  expand  existing 
ones,  the  bill  provides  that  that  argu¬ 
ment  will  be  accepted,  too.  The  bill  will 
provide  advantages  and  benefits  which 
the  business  community  says  will  be  good 
for  the  country,  and  that  we  agree  will 
be  good  for  the  country. 

Mr.  SMATHERS.  The  Senator  from 
Louisiana  is  correct.  That  has  been  es¬ 
tablished  by  the  consensus  of  a  large 
number  of  economists,  who  say  that  a 
dollar  spent  in  the  private  sector  of  the 
economy  will  have  a  greater  multiplier 
effect  than  a  dollar  spent  by  the  Govern¬ 
ment.  In  other  words,  rather  than  to 
collect  a  tax  dollar  from  the  citizen  and 
bring  it'  to  Washington  and  have  it  ad¬ 
ministered,  washed  up,  and  sent  out  to  a 
WPA  project,  or  even  to  a  big  dam  or  a 
flood  control  project,  perhaps  in  my 
State  of  Florida — and  Florida  would  like 
to  have  more  of  them — that  Federal  tax 
dollar  will  not  do  as  much  good  in  stimu¬ 
lating  the  economy  as  a  dollar  left  in  the 
hands  of  private  or  corporate  business, 
on  the  one  hand,  or  a  private  individual, 
on  the  other  hand. 

If  the  dollar  is  left  in  the  taxpayer’s 
pocket  rather  than  taken  from  him  in 
taxes,  it  will  have  a  greater  multiplier 
effect  and  will  do  the  economy  more 
good.  The  great  weight  of  economic 
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opinion  agrees  with  that  view.  That  is 
the  theory  of  the  bill  before  the  Senate. 
It  is  believed  that  if  $1,600  million  is  left 
in  the  private  sector,  it  will  do  more 
good  than  if  it  were  administered  by 
the  Federal  Government.  We  are  al¬ 
ways  talking  about  free  enterprise  and 
saying  that  we  believe  in  it.  Why  not 
give  free  enterprise  an  opportunity  to 
work? 

In  1954,  after  the  tax  reduction  bill 
had  been  passed,  the  budget  was 
balanced  and  revenue  was  increased 
within  the  two  succeeding  years.  I  do 
not  say  this  to  start  an  argument  or  to 
compare  what  happened  8  years  ago 
with  what  is  happening  today,  but  there 
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were  a  number  of  deficits,  but  one  of  the 
few  times  the  budget  was  balanced  in  the 
Eisenhower  administration  was  2  years 
following  the  tax  reduction  of  1954. 

The  Senator  from  Louisiana  is 
absolutely  correct. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  yield  to  the 
Senator  from  Tennessee. 

Mr.  GORE.  If  the  way  to  balance  the 
budget  is  to  reduce  taxes,  we  should  have 
made  a  substantial  reduction  in  the  na¬ 
tional  debt  by  now,  because  the  tax  cut 
in  1954  was  approximately  the  same  per¬ 
centage  of  gross  national  product  as  the 
tax  cut  in  the  bill  today.  But,  instead 
of  that  reduction  resulting  in  a  balanced 
budget  and  a  reduction  in  the  national 
debt,  as  the  Senator  from  Virginia  [Mr. 
Byrd]  pointed  out  yesterday,  since  that 
time  the  national  debt  has  been  in¬ 
creased  by  more  than  $40  billion.  So  the 
nostrum  of  which  the  distinguished 
Senator  from  Florida  seem§  to  be  en¬ 
amored  has  not  worked  very  well. 

Since  he  is  now  advocating  a  tax 
reduction  of  $11,700  million  as  a  means  of 
balancing  the  budget,  I  wonder  if  he  does 
not  think  that  if  a  tax  cut  of  $11,700  mil¬ 
lion  would  balance  the  budget  in  the 
near  but  as  yet  indefinite  future,  the 
addition  of  the  excise  tax  reduction  to 
the  bill  would  accomplish  this  great  feat 
a  little  more  readily  and  a  little  sooner. 
If  this  magic  formula  works,  why  stop 
at  an  $11  billion  or  $12  billion  tax  cut? 
Why  not  make  the  reduction  $22  billion 
and  make  a  substantial  reduction  in  the 
national  debt? 

Mr.  SMATHERS.  I  have  deep  affec¬ 
tion  and  respect  for  the  distinguished 
Senator  from  Tennessee.  I  am  sure  he 
recognizes  that  when  a  patient  is  sick,  a 
blood  transfusion  of  a  pint  or  a  quart  can 
sometimes  be  beneficial.  But  if  the 
patient  were  given  a  transfusion  of  a  gal¬ 
lon  of  blood,  the  effect  might  be  severely 
in  the  reverse.  It  is  often  possible  to 
carry  a  good  thing  too  far.  It  is  possible 
to  destroy  one’s  health  even  with  steak. 
Steak  is  good  for  us.  But  it  is  possible  to 
overextend  anything  to  the  point  of 
diminishing  return.  We  believe  that  in 
this  bill  we  have  struck  a  fairly  good 
balance. 

The  Senator  from  Tennessee  used  the 
term  “nostrum.”  I  agree  with  him  that 
actually  we  do  not  know  precisely  how 
much  benefit  will  be  derived  from  it. 
However,  we  are  taking  the  best  advice 
we  can  obtain  from  most  of  the  econo¬ 
mists,  and  also  from  the  A.F.  of  L.  and 
the  CIO.  They  approve  of  this  bill,  al¬ 
though  they  would  like  to  have  a  little 
more  emphasis  placed  on  consumption — 
a  course  which  the  Senator  from  Tennes¬ 


see  also  favors.  We  are  also  taking  the 
best  advice  of  the  business  community 
and  of  everyone  else  who  could  possibly 
be  affected.  We  have  tried  to  arrive  at  a 
consensus.  It  is  their  consensus  that  the 
pending  bill  is  the  best  way  to  proceed. 

Three  different  courses  are  advocated 
to  improve  economic  conditions.  The 
able  Senator  from  Virginia  [Mr.  Byrd] 
has  consistently  advocated  the  course  in 
which  he  believes;  and  no  one  is  more 
consistent  than  he.  He  wants  the  budg¬ 
et  to  be  balanced;  and  he  is  convinced 
that  so  long  as  the  budget  is  not  bal¬ 
anced,  Government  expenditures  should 
not  be  increased,  nor  should  Congress 
pass  a  bill  which  would  cause  a  decrease 
in  the  Treasury’s  revenues.  The  Senator 
from  Virginia  wants  the  budget  to  be 
balanced;  and  he  believes  that  the  best 
way  to  balance  the  budget  is  to  have  Con¬ 
gress  refuse  to  pass  a  tax  reduction  bill 
of  this  sort,  and  also  to  reduce  Govern¬ 
ment  spending. 

I  know  the  Senator  from  Tennessee 
does  not  agree  with  the  Senator  from  Vir¬ 
ginia,  even  though  from  time  to  time  the 
Senator  from  Tennessee  quotes  the  Sena¬ 
tor  from  Virginia.  However,  I  know  the 
Senator  from  Tennessee  does  not  agree 
with  the  conviction  of  the  Senator  from 
Virginia  in  regard  to  the  best  means  of 
dealing  with  the  fact  that  in  24  of  the  last 
30  years  our  Government  has  had 
deficits. 

Both  the  Senator  from  Virginia  and 
the  Senator  from  Tennessee  ask  how  we 
are  to  put  an  end  to  chronic  deficits — 
which  is  what  we  seek  to  do  by  means 
of  this  bill.  I  do  not  subscribe  to  the 
view  of  the  Senator  from  Virginia  as  to 
the  best  course  for  us  to  follow. 

The  second  theory  is  the  one  sub¬ 
scribed  to  by  Leon  Keyserling;  it  is  the 
so-called  Keyserling  theory.  I  do  not 
subscribe  to  his  view,  although  I  know 
the  Senator  from  Tennessee  does.  Mr. 
Keyserling  believes  that  the  best  way 
is,  not  to  decrease  taxes,  but  to  have 
high  taxes,  and  use  them  for  WPA  proj¬ 
ects,  and  so  forth — in  other  words,  to 
have  the  Government,  not  the  private 
sector  of  the  economy,  spend  that 
money. 

The  third  course  is  the  one  the  Sen¬ 
ator  from  Tennessee  calls  a  nostrum. 
However,  we  hope  it  is  not;  and  it  is 
the  judgment  of  most  people — includ¬ 
ing  President  Johnson  and,  I  believe,  two 
former  Presidents,  many  Senators,  and 
many  other  persons  in  the  United 
States — that  it  is  not  a  nostrum.  This 
course  is  the  one  which  accomplishes 
this  result  through  private  enterprise, 
which  believes  that  we  can  end  the 
chronic  deficits  by  doing  two  things: 
First,  by  reducing  the  amount  of  the 
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Government’s  expenditures,  and — as  the 
President  advocates — by  making  the  best 
possible  use  of  every  dollar  of  revenue. 
In  this  manner  the  estimated  deficit  has 
been  reduced  by  50  percent.  Second,  by 
releasing  into  the  private  sector  of  the 
economy  approximately  $11,600  million 
as  a  result  of  the  tax  reductions  to  be 
made  by  this  bill.  Of  course,  the  exact 
amount  of  the  tax  reductions  will  be  de¬ 
termined  only  after  the  conference  report 
on  the  bill  is  written  and  is  agreed  to  by 
both  Houses.  In  that  way,  we  release  the 
private  sector  of  the  economy  to  give  it 
a  chance  to  achieve  the  result  which  all 
of  us  want  achieved.  We  favor  this 
course  and  most  of  the  economists  to 
whom  I  have  listened,  or  whose  works  I 
have  read,  agree — although,  as  I  have 
previously  stated,  not  all  of  them  do.  The 
dollars  spent  by  private  business  or  by 
private  individuals  have  a  multiplying 
effect,  and  thus  are  definitely  more  ef¬ 
fective  than  Government  expenditures 
of  the  same  amount. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  the  Senator  from  Tennessee. 

Mr.^  GORE.  Mr.  President,  the  dis¬ 
tinguished  junior  Senator  from  Florida 
has  made  some  very  astute  observations. 
He  has  said  it  is  possible  to  eat  too  much 
steak — however  good  the  steak  may  be. 
I  agree.  But  I  suggest  to  the  able  Sen¬ 
ator  from  Florida  that  unless  one  exam¬ 
ines  the  substance  with  some  care,  it  is 
also  possible  to  mistake  leather  for  steak, 
and  then  very  little  nourishment  will  be 
had. 

The  Senator  from  Florida  says  he 
wants  us  to  try  this  nostrum,  in  order  to 
attempt  to  achieve  a  balanced  budget. 
But  I  can  suggest  a  much  easier  way.  I 
am  not  sure  it  would  be  easier  for  him, 
but  certainly  it  is  a  much  quicker  and  a 
much  more  certain  way  to  balance  the 
budget;  namely,  to  defeat  this  bill. 

This  is  a  budget-busting  bill.  The 
President’s  budget  calls  for  a  deficit,  next 
year,  of  $4.9  billion,  including  the 
amount  by  which  that  deficit  would  be 
increased  as  a  result  of  the  enactment 
of  this  $11.7  billion  tax-reduction  bill. 
So  if  the  distinguished  Senator  from 
Florida  wants  to  balance  the  budget,  and 
wants  to  balance  it  quickly,  we  should 
reject  this  bill.  That  would  balance  the 
budget  next  year. 

If  the  Senator  from  Florida  will  let 
me  go  one  step  further,  I  point  out  that 
he  has  said  he  took  the  advice  of  certain 
economists  and  experts,  and  that  this 
bill  is  the  result  of  their  recommenda¬ 
tions. 

This  nostrum  was  recommended  by 
the  same  men — Dr.  Heller  and  Secre¬ 
tary  Dillon — who  forecast  a  recession  in 


1964.  Indeed,  this  bill  was  urged  as  in¬ 
surance  against  recession  in  1964. 

This  bill  is  not  particularly  new;  the 
same  thing  that  Secretary  Dillon  says 
now,  can  be  found  almost  verbatim  in 
the  book  of  the  former  Secretary  of  the 
Treasury,  Andrew  Mellon,  in  the  late 
1920’s.  That  course  was  tried  then,  but 
with  sad  and  disastrous  results.  So  this 
bill  is  not  based  on  a  new  notion;  in¬ 
stead,  it  is  based  on  one  which  has  been 
advocated  many  times. 

The  same  thing  was  said  in  1954.  We 
had  a  big  tax  cut  then;  we  also  had  a  big 
tax  cut  the  year  before  last,  with  the 
passage  of  the  investment  credit  and 
adoption  of  liberalized  depreciation 
procedures. 

These  three  actions,  when  taken  to¬ 
gether,  add  up  to  tax  reduction  of  $5 
billion  annually,  and  largely  for  the 
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benefit  of  the  same  segment  of  our 
society  which  would  be  the  principal 
beneficiary  of  the  pending  bill. 

But  have  those  actions  resulted  in  bal¬ 
anced  budgets  and  a  solution  of  the  un¬ 
employment  problem?  Indeed,  no.  As 
the  Senator  from  Virginia  cited  yester¬ 
day,  the  national  debt  has  gone  up  more 
than  $40  billion  in  that  length  of  time. 
What  has  happened  to  the  unemploy¬ 
ment?  True,  we  have  seen  much  im¬ 
provement  in  plants  and  facilities,  and 
our  factories  are  turning  out  many  new 
products  and  much  more  production. 
But  despite  the  fact  that  the  production 
of  our  factories  has  greatly  increased, 
today  almost  1  million  fewer  men  and 
women  are  working  at  production  jobs 
in  factories,  as  compared  to  the  number 
who  were  working  there  7  years  ago. 

So  it  does  not  automatically  follow 
that  the  provision  of  Treasury  funds  for 
the  purchase  of  labor-saving  devices  will 
create  more  jobs.  I  would  not  stop 
progress  or  automation,  but  I  certainly 
will  resist  any  phony  argument  to  the 
effect  that  speeding  up  automation  by 
taking  funds  out  of  the  Treasury  is  the 
way  to  create  more  jobs.  The  result  may 
well  be  fewer  jobs. 

I  thank  the  distinguished  Senator  from 
Florida  [Mr.  Smathers  1  for  yielding  so 
generously  of  his  time. 

Mr.  SMATHERS.  I  thank  the  Sena-' 
tor  from  Tennessee.  I  shall  respond 
briefly  to  his  remarks,  and  then  shall 
yield  to  the  Senator  from  Louisiana. 

As  to  the  predictions  of  Dr.  Heller  and 
Secretary  of  the  Treasury  Dillon,  I  do 
not  believe  they  said  that.  What  they 
said  was  that  we  might  run  into  a  reces¬ 
sion  in  1964,  and  that  since  World  War 
II  we  have  had  an  average  period  of  34 
or  35  months  during  which  the  economy 
has  risen. 
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If  we  can  get  safely  through  the  next 
few  months,  the  period  will  be  the  long¬ 
est  period  during  which  the  economy  has 
been  steady  since  the  end  of  World 
War  II.  It  has  gone  up  slightly  in  the 
past  2  years,  by  virtue  of  investment 
credit  and  by  virtue  of  the  depreciation 
changes  with  respect  to  machinery  and 
depreciable  property.  It  has  improved 
to  the  extent  that  the  deficit  has  been 
cut  in  half  this  year,  compared  with 
what  it  was  last  year. 

So  there  is  evidence  that  the  so-called 
“nostrums”  are  already  working.  The 
belief  that  we  will  pass  this  well-bal¬ 
anced  tax  bill  has  already  lead  to  an 
improvement.  The  tax  cut  we  had  in 
1954  was  only  helpful  temporarily,  be¬ 
cause  it  was  not  the  right  kind.  The  re¬ 
port  of  the  Ways  and  Means  Committee 
of  the  House  states,  on  page  7 :  , 

In  1954  Congress  allowed  the  individual 
income  tax  increases  imposed  during  the 
Korean  war  to  expire,  made  certain  excise  tax 
reductions,  allowed  the  excess  profits  tax  to 
expire  and  made  certain  other  tax  reductions 
as  well.  The  total  of  these  reductions 
amounted  to  about  $7.4  billion.  Yet,  only 
2  years  later,  in  1956,  receipts  were  $3.2 
billion  above  the  level  existing  before  the 
reductions  were  made.  ■ 

That  proves  that  some  stimulus  was 
gained  from  that  reduction.  The  report 
continues: 

However,  these  reductions  did  not  get  to 
the  root  of  the  matter,  the  high  World  War 
II  rates,  with  the  result  that  the  poor  eco¬ 
nomic  performance  of  the  economy  since 
1956  has  left  a  heavy  mark  on  the  Federal 
debt. 

I  agree  with  the  Senator  from  Tennes¬ 
see  that  we  do  have  unemployment, 
which  he  has  talked  about,  and  we  do 
have  automation,  which  he  has  also 
talked  about.  This  bill  is  advocated  in 
an  endeavor  to  increase  employment. 
Even  though  we  build  more  machines — 
machines  which  will  throw  workers  out 
of  jobs — we  must  employ  them  in  the  in¬ 
creased  activity  resulting  both  from  in¬ 
creased  investment  and  from  increased 
consumption.  f 

The  theory  of  the  bill  is  that  we  hope 
to  be  able  to  stimulate  the  economy  in  a 
way  to  make  possible  greater  capital  in¬ 
vestment  to  create  more  jobs.  The  $9.2 
billion  reduction  provided  in  this  bill  to 
the  consumer  also  will  stimulate  demand. 
Because  of  the  increased  consumer  de¬ 
mand  and  investment  stimulants,  there 
will  be  additional  plant  expansion  and 
modernization,  and  that  will  create 
more  jobs.  That  is  what  we  are  working 
for. 

Mr.  LONG  of  Louisiana.  '  Mr.  Presi¬ 
dent,  will  the  Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  LONG  of  Louisiana.  The  Senator 


will  be  interested  to  know  that  moreThan 
400  leading  academic  economists  in  43 
major  universities  and  colleges  of  Amer¬ 
ica  agree  with  his  argument. 

Mr.  SMATHERS.  How  many? 

Mr.  LONG  of  Louisiana.  More  thap 
400  leading  academic  economists  in  43 
major  universities  and  colleges  agree 
with  with  the  arguments  of  the  Senator 
from  Florida. 

Mr.  SMATHERS.  Is  it  not  a  fact, 
when  one  looks  at  the  various  elements  in 
our  economic,  political,  and  working  life, 
that  ranging  from  the  labor  movement  at 
one  end  of  the  spectrum  to  business  coun¬ 
cils  on  the  other,  they  all  approve  of  this 
approach?  '  ,  - 

Mr.  LONG  of  Louisiana.  Labor  agrees 
that  this  is  a  good  bill.  The  AFL  and  the 
CIO  came  before  our  committee  to  testify 
in  its  support.  The  bankers  agree  that 
it  is  a  good  bill.  The  chamber  of  com¬ 
merce  agrees  that  it  is  a  good  bill.  The 
National  Association  of  Manufacturers 
agrees  that  it  is  a  good  bill.  The  insur¬ 
ance  interests  agree  that  it  is  a  good  bill. 
Any  time  a  crowd  of  that  size  gets  to¬ 
gether  under  one  tent,  there  is  a  real 
combination  working  to  agree  that  this 
is  a  good  idea.  That  does  not  mean,  of 
course,  that  we  can  get  everyone  to  agree. 

The  overwhelming  majority  of  people 
who  think  about  these  questions,  and 
are  paid  to  think  about  them,  agree  that 
this  is  a  good  bill. 

Mr.  SMATHERS.  As  I  recall,  Lou 
Harris,  who  I  understand  is  one  of  the 
most  respected  pollsters  in  the  United 
States,  conducted  a  poll  which  showed 
that  the  people  of  America  favor  the  bill 
by  well  over  2  to  1.  Yet  certain  highly 
respected  Senators,  some  of  whom  serve 
on  the  Finance  Committee  with  the  Sen¬ 
ator  from  Louisiana,  v/ho  still  continue 
to  wish  to  save  the  people  in  the  fashion 
in  which  those  Senators  wish  to  -  save 
them,  even  if  the  people  do  not  wish  to 
be  saved  in  that  fashion.  That  is  how 
it  goes.  That  is  what  makes  debate. 
But  in  response  to  the  Senator  from 
Tennessee  [Mr.  Gore],  I  believe  that  the 
approach  we  have  taken  in  the  bill,  which 
puts  the  emphasis  upon  private  enter¬ 
prise  and  the  private  sector  of  the  econ¬ 
omy,  will  be  much  more  effective,  than 
anything  we  have  tried  thus  far.  In  the 
final  analysis,  it  will  prove  to  be  the 
remedy  which  this  country  needs  so  bad¬ 
ly,  in  order  to  reduce  the  number  of  un¬ 
employed  and  at  the  same  time  increase 
business  activity  so  that  the  country 
will  be  strong,  with  plenty  of  jobs  for 
everyone. 

Mr.  President,  let  me  state  what  the 
bill  is  expected  to  do  for  corporate  in¬ 
vestment.  It  is  expected,  as  tlie^Presi- 
dent  indicated  in  his  Budget  LIess&££r- 
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to  increase  corporate  profits  to  about 
$56  billion — more  than  $12  billion  above 
the  level  for  1961. 

That  figure,  of  course,  does  not  re¬ 
flect  the  $2  y2  billion  a  year  in  tax  bene¬ 
fits  from  the  investment  credit  and  de¬ 
preciation  reform.  Neither  docs  it  re¬ 
flect  the  $IV2  billion  which  the  tax  cut 
will  provide  in  after-tax  business  profits 
this  year,  or  the  $2%  billion  it  will  pro¬ 
vide  next  year. 

UNANIMOUS-CONSENT  REQUEST 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Florida  yield 
for  a  unanimous-consent  request? 

Mr.  SMATHERS.  I  am  glad  to  yield. 

Mr.  LONG  of  Louisiana.  I  have  dis¬ 
cussed  the  proposed  unanimous-consent 
request  with  all  Senators  on  both  sides 
of  the  aisle  who  to  my  knowledge  are  in¬ 
terested  in  it.  Therefore,  as  far  as  I 
know,  it  should  be  agreeable. 

On  the  pending  measure,  H.R.  8363, 
I  ask  unanimous  consent  that  the  com¬ 
mittee  amendments,  with  the  exception 
of  those  relating  to  capital  gains  taxes 
beginning  on  page  233  of  the  bill,  be 
agreed  to  en  bloc,  and  that  the  bill  as 
amended  be  considered  as  original  text 
for  the  purpose  of  amendment.  /  C  / 

The  PRESIDING  OFFICER.  Is  fWe 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

The  amendments  agreed  to  en  bloc  are 
as  follows: 

On  page  1,  after  the  enacting  clause,  to 
strike  out : 

"Section  1.  Declaration  by  Congress. 

"It  is  the  sense  of  Congress  that  the  tax 
reduction  provided  by -  this  Act  through 
stimulation  of  the  economy,  will,  after  a 
brief  transitional  period,  raise  (rather  than 
lower)  revenues  and  that  such  revenue  in¬ 
creases  should  first  be  used  to  eliminate  the 
deficits  in  the  administrative  budgets  and 
then  to  reduce  the  public  debt.  To  further 
the  objective  of  obtaining  balanced  budgets 
in  the  near  future,  Congress  by  this  action, 
recognizes  the  importance  of  taking  all 
reasonable  means  to  restrain  Government 
spending  and  urges  the  President  to  declare 
his  accord  with  this  objective.” 

On  page  2,  at  the  beginning  of  line  6,  to 
strike  out  "Sec.  2.”  and  insert  "Section  1.”. 

On  page  2,  line  8,  after  the  word  "of”,  to 
strike  out  "1963”  and  insert  "1964”. 

On  page  13,  at  the  beginning  of  line  21, 
to  strike  out  "or  the  amount  determined 
under  section  1561  (relating  to  surtax  ex¬ 
emptions  in  case  of  certain  controlled  cor¬ 
porations)  ”  and  insert  a  comma  and  “except 
that,  with  respect  to  a  corporation  to  which 
section  1661  (relating  to  surtax  exemptions 
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In  case  of  certain  controlled  corporations) 
applies  for  the  taxable  year,  the  surtax  ex¬ 
emption  for  the  taxable  year  is  the  amount 
determined  under  such  section.” 


On  page  26,  line  13,  after  the  word  “of”, 
to  strike  out  “1963”  and  insert  “1964”. 

On  page  26,  line  22,  after  the  word  “of”, 
to  strike  out  “1963”  and  insert  “1964”. 

On  page  32,  after  line  2,  to  insert  a  new 
section,  as  follows: 

“Sec  202.  Limitation  on  Retirement  In¬ 
come. 

(a)  Increase  in  Limitation  in-  Case  of 
Certain  Married  Couples. — Section  37  (re¬ 
lating  to  retirement  income)  is  amended  by 
redesignating  subsection  (i)  as  subsection 
(J)  and  inserting  after  subsection  (h)  the 
following  new  subsection: 

“‘(i)  Exceptions  to  Limitation  on 
Amount  of  Retirement  Income  in  Case  of 
Certain  Joint  Returns. — In  the  case  of  a 
Joint  return  of  a  husband  and  wife  both  of 
whom  have  attained  the  age  of  65  before  the 
close  of  the  taxable  year — 

“‘(1)  Both  spouses  have  received  earned 
income. — If  both  spouses  are  individuals 
who  have  received  earned  income  before  the 
beginning  of  the  taxable  year  (within  the 
meaning  of  subsection  (b))  and  if  the  sum 
of  the  retirement  income  and  the  amounts 
described  in  paragraphs  (1)  and  (2)  of  sub¬ 
section  (d)  received  by  either  spouse  dur¬ 
ing  the  taxable  year  is  less  than  $762,  the 
$1  ,524  amount  referred  to  in  subsection  (d) 
shall,  with  respect  to  the  other  spouse,  be 
increased  by  an  amount  equal  to  the  amount 
by  which  such  sum  is  less  than  $762. 

“  ‘(2)  One  spouse  has  not  received  earned 
income. — If  either  spouse  is  an  individual 
who  has  not  received  earned  income  before 
the  beginning  of  the  taxable  year  (within 
the  meaning  of  subsection  (b)),  the  $1,524 
amount  referred  to  in  subsection  (d)  shall, 
with  respect  to  the  other  spouse,  be  in¬ 
creased  by  $762,  minus  the  sum  of  the 
amounts  described  in  paragraphs  (1)  and  (2) 
of  subsection  (d)  received  by  his  spouse.’” 

“(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  to  tax¬ 
able  years  beginning  after  December  31, 
1963.” 

On  page  33,  at  the  beginning  of  line  10,  to 
change  the  section  number  from  "202”  to 
“203”. 

On  page  33,  line  31,  after  the  word  “be¬ 
fore”,  to  strike  out  “July  1,  1963”  and  insert 
“January  1,  1964”. 

On  page  33,  line  24,  after  the  word  "be¬ 
fore”,  to  strike  out  “July  1,  1963”  and  insert 
“January  1,  1964”. 

On  page  34,  line  13,  to  strike  out  “July  1, 
1963”  and  insert  "January  1,  1964”. 

On  page  35,  line  1,  after  the  word  “after”, 
to  strike  out  “June  30,  1963”  and  insert  “De¬ 
cember  31,  1963”. 

On  page  35.,  line  11,  after  the  word  “sec¬ 
tion”,  to  strike  out  “202”  and  insert  “203”, 
and  in  the  same  line,  after  the  word  “of”, 
where  it  appears  the  second  time,  to  strike 
out  “1963”  and  insert  “1964”. 

On  page  35,  line  20,  after  the  word  “after”, 
to  strike  out  “June  30,  1963”  and  insert 
“December  31,  1963”. 

On  page  35,  line  23,  after  the  word  “be¬ 
fore”,  to  strike  out  "July  1,  1963”  and  insert 
“January  1,  1964”,  and  on  page  36,  line  1, 
after  the  word  “after”,  to  strike  out  “June 
30,  1963”  and  Insert  “December  31,  1963”. 

On  page  40,  line  1,  to  change- the  section 
number  from  “203”  to  “204”. 


2813 


On  page  40,  after  line  16,  to  strike  out: 

“(1)  the  cost  of  so  much  of  such  insur¬ 
ance  as  does  not  exceed  $30,000  of  protection, 
and”. 

And,  in  lieu  thereof,  to  insert: 

"(1)  the  cost  of  $70,000  of  such  insurance, 
and”. 

On  page  41,  after  line  19,  to  strike  out: 

‘‘(c)  Determination  of  Cost  of  Insur¬ 
ance. — 

“(1)  Uniform  premium  table  method. — 
For  purposes  of  this  section  and  chapter  24, 
the  cost  of  group-term  life  insurance  on  the 
life  of  an  employee  provided  during  any 
period  shall  be  determined  on  the  basis  of 
uniform  premiums  (computed  on  the  basis 
of  6-year  age  brackets)  prescribed  by  regu¬ 
lations  by  the  Secretary  or  his  delegate. 

“(2)  Policy  cost  method. — If  the  employ¬ 
er  so  elects  (at  such  time  and  in  such  man¬ 
ner  as  the  Secretary  or  his  delegate  pre¬ 
scribes)  with  respect  to  any  employee  for 
any  period,  the  cost  of  group-term  life  in¬ 
surance  on  the  life  of  such  employee  shall 
(in  lieu  of  being  determined  under  para¬ 
graph  ( 1 ) )  be  determined  on  the  basis  of  the 
average  premium  cost  under  the  policy  for 
the  ages  included  within  the  age  bracket 
which  would  be  applicable  to  such  employee 
under  paragraph  (1)-  The  preceding  sen¬ 
tence  shall  not  apply  for  purposes  of  deter¬ 
mining  the  cost  of  insurance  provided  under 
a  policy  if  the  premium  on  such  policy  is  not 
computed  on  the  basis  of  the  cost  of  such 
insurance  at  the  ages  (or  at  the  age  brackets 
applicable  under  paragraph  ( 1 ) )  of  the  in¬ 
dividuals  comprising  the  group. 

“(3  Employed  individuals  over  age  64. — 
In  the  case  of  an  employee  who  has  attained 
age  64,  the  cost  determined  under  paragraph 
(1)  or  (2) ,  a£  the  case  may  be,  shall  not  ex¬ 
ceed  the  cost  which  would  be  determined 
under  such  paragraph  with  respect  to  such 
individual  if  he  were  age  63.” 

And,  in  lieu  thereof,  to  insert: 

“(c)  Determination  of  Cost  of  Insur¬ 
ance. — For  purposes  of  this  section  and  sec¬ 
tion  6052,  the  cost  of  group-term  insurance 
on  the  life  of  an  employee  provided  during 
any  period  shall  be  determined  on  the  basis 
of  uniform  premiums  (computed  on  the 
basis  of  5-year  age  brackets)  prescribed  by 
regulations  by  the  Secretary  or  his  delegate. 
In  the  case  of  an  employee  who  has  at¬ 
tained  age  64,  the  cost  prescribed  shall  not 
exceed  the  cost  with  respect  to  such  individ¬ 
ual  if  he  were  age  63.” 

On  page  43,  at  the  beginning  of  line  17, 
to  strike  out  “sections  79  and  218”  and  in¬ 
sert  “section  79”. 

On  page  43,  after  line  19,  to  strike  out: 

“(b)  Certain  Contributions  by  Em¬ 
ployees  for  Group  Term  Life  Insurance. — 
Part  VII  of  subchapter  B  of  chapter  1 
(relating  to  additional  itemized  deductions 
for  individuals)  is  amended  by  inserting 
after  section  217  the  following  new  section: 

“Sec.  218.  Certain  Contributions  by  Em¬ 
ployees  for  Group-Term  Life 
Insurance 

“  ‘In  the  case  of  an  employee  •  on  whose 
life  group  term  life  insurance  in  excess  of 
$30,000  is  provided  for  part  or  all  of  the 
taxable  year  under  a  policy  (or  policies) 
carried  directly  or  indirectly  by  his  em¬ 


ployer  (or  employers),  there  shall  be  allowed 
as  a  deduction  for  such  taxable  year  an 
amount  equal  to  the  excess  (if  any)  of — 

“  4  ( 1 )  the  amount  paid  by  the  employee 
toward  the  purchase  of  such  insurance  in 
excess  of  $30,000,  over 

“  ‘(2)  the  cost  (determined  in  the  manner 
provided  by  paragraph  (1)  of  section  79(c), 
without  regard  to  paragraph  (3)  thereof) 
of  such  insurance  in  excess  of  $30,000. 

For  purposes  of  this  seciton,  there  shall 
not  be  taken  into  account  any  insurance 
the  cost  of  which  is  excepted  from  the  ap¬ 
plication  of  subsection  (a)  of  section  79  by 
subsection  (b)  thereof.’  ” 

On  page  44,  at  the  beginning  of  line  24, 
to  strike  out  “(c)”  and  insert  “(b)”. 

On  page  45,  line  5,  after  the  word  “em¬ 
ployee”,  to  strike  out  the  comma  and  “but 
only  to  the  extent  the  cost  of  such  in¬ 
surance  is  not  includible  in  the  employ¬ 
ee’s  gross  income  under  section  79(a).  For 
purposes  of  this  paragraph,  the  extent  to 
which  the  cost  of  group -term  life  insur¬ 
ance  is  includible  in  the  employee’s  gross 
income  under  section  79(a)  shall  be  de¬ 
termined  as  if  the  employer  were  the  only 
employer  paying  such  employee  remunera¬ 
tion  in  the  form  of  such  insurance”  and 
insert  a  semicolon. 

On  page  45,  after  line  13,  to  insert: 

“(c)  Information  Reporting.— 

“(1)  Requirement. — Subpart  C  of  part  III 
of  subchapter  A  of  chapter  61  (relating  to 
information  and  returns)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
section: 

“  ‘Sec.  6052.  Returns  Regarding  Payment  of 
Wages  in  the  Form  of  Group- 
Term  Life  Insurance. 

“‘(a)  Requirement  of  Reporting. — Every 
employer  who  during  any  calendar  year  pro¬ 
vides  group-term  life  insurance  on  the  life 
of  an  employee  during  part  or  all  of  such 
calendar  year  under  a  policy  (or  policies) 
carried  directly  or  indirectly  by  such  em¬ 
ployer  shall  make  a  return  according  to  the 
forms  or  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate,  setting  forth  the  cost 
of  such  insurance  and  the  name  and  address 
of  the  employee  on  whose  life  such  insurance 
is  provided,  but  only  to  the  extent  that  the 
cost  of  such  insurance  is  includible  in  the 
employee’s  gross  income  under  section  79(a) . 
For  purposes  of  this  section,  the  extent  to 
which  the  cost  of  group-term  life  insur¬ 
ance  is  includible  in  the  employee’s  gross 
income  under  section  79(a)  shall  be  de¬ 
termined  as  if  the  employer  were  the  only 
employer  paying  such  employee  remunera¬ 
tion  in  the  form  of  such  insurance. 

“  ‘(b)  Statements  To  Be  Furnished  to  Em¬ 
ployees  With  Respect  to  Whom  Informa¬ 
tion  Is  Furnished. — Every  employer  mak¬ 
ing  a  return  under  subsection  (a)  shall  fur¬ 
nish  to  each  employee  whose  name  is  set 
forth  in  such  return  a  written  statement 
showing  the  cost  of  the  group-term  life  in¬ 
surance  shown  on  such  return.  The  written 
statement  required  under  the  preceding  sen¬ 
tence  shall  be  furnished  to  the  employee  on 
or  before  January  31  of  the  year  following 
the  calendar  year  for  which  the  return  un¬ 
der  subsection  (a)  was  made.’ 
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“(2)  Penalties  for  failure  to  furnish 

STATEMENTS  TO  PERSONS  WITH  RESPECT  TO 

whom  returns  are  filed. — Section  6678  (re¬ 
lating  to  failure  to  furnish  certain  state¬ 
ments)  is  amended — 

“(A)  by  striking  out  ‘or  6049(c)’  and  in¬ 
serting  in  lieu  thereof  ‘6049(c),  or  6052(b)’; 
and 

“(B)  by  striking  out  ‘or  6049(a)(1),’  and 
inserting  in  lieu  thereof  ‘6049(a)  (1),  or  6052 
(a)/. 

“(3)  Clerical  amendment. — The  table  of 
sections  for  subpart  C  of  part  in  of  subchap¬ 
ter  A  of  chapter  61  is  amended  by  adding  at 
the  end  thereof  the  following : 

“  ‘Sec.  6052.  Returns  regarding  payment  of 
wages  in  the  form  of  group- 
term  life  insurance.’ 

‘‘(4)  Cross  reference. — 

“For  penalty  for  failure  to  file  information 
returns  required  by  section  602(a)  of  the 
Internal  Revenue  Code  of  1954  (added  by 
paragraph  (1)  of  this  subsection),  see  sec¬ 
tion  6652(a)  (3)  of  such  Code  (as  amended 
by  section  222(b)  (2)  of  this  Act) 

On  page  47,  line  11,  after  the  word  “and”, 
to  strike  out  “(b)”  and  insert  “(c),  and 
paragraph  (3)  of  section  6652(a)  of  the  In¬ 
ternal  Revenue  Code  of  1954  (as  amended  by 
section  222(b)  (2)  of  this  Act)”,  and  in  line 
16,  after  the  word  “subsection”,  to  strike  out 
“(c)  ”  and  insert  “(b) 

At  the  top  of  page  48,  to  strike  out: 

“Sec.  204.  Inclusion  in  Gross  Income  of 
Reimbursed  Medical  Expenses 
to  the  Extent  That  the  Reim¬ 
bursement  Exceeds  the  Ex¬ 
penses. 

“(a)  General  Rule. — Part  II  of  subchap¬ 
ter  B  of  chapter  1  (relating  to  items  speci¬ 
fically  included  in  gross  income)  is  amended 
by  adding  at  the  end  thereof  the  following 
new  section : 
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“  ‘Sec.  80.  Reimbursement  of  Medical  Ex¬ 
penses  in  Excess  of  Such  Ex¬ 
penses. 

•‘  ‘Notwithstanding  any  other  provision  of 
this  subchapter,  amounts  received  through 
accident  or  health  Insurance  for  medical  ex¬ 
penses  shall  be  included  in  gross  income  to 
the  extent  the  aggregate  of  such  amounts 
received  for  any  personal  injury  or  sickness 
exceeds  the  aggregate  amount  of  the  medical 
expenses  incurred  by  the  taxpayer  for  such 
personal  injury  or  sickness.  For  purposes  of 
this  section,  the  term  “medical  expenses” 
means  expenses  for  medical  care  as  defined 
in  section  213(e) ,  except  that  it  does  not  in¬ 
clude  amounts  paid  for  accident  or  health 
insurance.’ 

"(b)  Clerical  Amendment. — The  table  of 
sections  for  such  part  II  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following: 

"Sec.  80.  Reimbursement  of  medical  ex¬ 
penses  in  excess  of  such  ex¬ 
penses’. 

"(c)  Technical  Amendment. — Subsection 
(c)  of  section  105  (relating  to  the  definition 
of  accident  and  health  plans)  is  amended 


by  striking  out  ‘this  section’  and  Inserting 
in  lieu  thereof  ‘this  section,  section  80,’. 

“(d)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1963.” 
On  page  55,  after  line  21,  to  insert: 

“(5)  State  and  local  taxes  on  the  sale  of 
gasoline,  diesel  fuel,  and  other  motor  fuels.” 
On  page  55,  after  line  23,  to  insert: 

“(6)  State  and  local  taxes  on  the  regis¬ 
tration  or  licensing  of  highway  motor  ve¬ 
hicles  and  on  licenses  for  the  operation  of 
highway  motor  vehicles." 

On  page  57,  after  line  23,  to  strike  out: 
“(E)  Separately  stated  general  sales 
taxes. — If  the  amount  of  any  general  sales 
tax  is  separately  stated,  then,  to  the  extent 
that  the  amount  so  stated  is  paid  by  the  con¬ 
sumer  (otherwise  than  in  connection  with 
the  consumer’s  trade  or  business)  to  his  sell¬ 
er,  such  amount  shall  be  treated  as  a  tax 
imposed  on,  and  paid  by,  such  consumer.” 
On  page  58,  after  line  12,  to  insert: 

“(5)  Separately  stated  general  sales 
taxes  and  gasoline  taxes. — If  the  amount  of 
any  general  sales  tax  or  of  any  tax  on  the 
sale  of  gasoline,  diesel  fuel,  or  other  motor 
fuel  is  separately  stated,  then,  to  the  extent 
that  the  amount  so  stated  is  paid  by  the  con¬ 
sumer  (otherwise  than  in  connection  with 
the  consumer’s  trade  or  business)  to  his 
seller,  such  amount  shall  be  treated  as  a  tax 
imposed  on,  and  paid  by,  such  consumer.” 
On  page  62,  after  line  6,  to  strike  out: 
"(c)  Effective  Date.  The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1963.” 
And,  in  lieu  thereof,  to  insert: 

"(c)  Effective  Date. — 

“  ( 1 )  General  rule. — Except  as  provided  in 
paragraph  (2),  the  amendments  made  by 
this  section  shall  apply  to  taxable  years  be¬ 
ginning  after  December  31,  1963. 

“(2)  Special  taxing  districts. — Section 
164(c)(1)  of  the  Internal  Revenue  Code  of 
1954  (as  amended  by  subsection  (a))  shall 
not  prevent  the  deduction  under  section  164 
i  of  such  Code  (as  so  amended)  of  taxes  levied 
j  by  a  special  taxing  district  which  is  described 
|  in  section  164(b)  (5)  of  such  Code  (as  in  ef- 
i  feet  for  a  taxable  year  ending  on  December 
31,  1963)  and  which  was  in  existence  on 
December  31,  1963,  for  the  purpose  of  retir¬ 
ing  indebtedness  existing  on  such  date.” 

On  page  64,  after  line  19,  to  insert: 

“(.b)  Limitation  of  Unlimited  Charitable 
Contribution  Deduction. — Section  170(b) 
(1)  (relating  to  limitations  on  amount  of 
deduction  for  charitable  contributions  by 
individuals)  is  amended  by  redesignating 
subparagraph  (D)  as  subparagraph  (E)  and 
by  inserting  after  subparagraph  (C)  the  fol¬ 
lowing  new  subparagraph: 

“’(D)  Application  of  subparagraph  (c> 

FOR  TAXABLE  YEARS  BEGINNING  AFTER  DECEM¬ 
BER  31,  1963.— If  the  taxable  year  begins  after 
December  31, 1963 — • 

“  *(i)  subparagraph  (C)  shall  apply  only  if 
the  taxpayer  so  elects  (at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate 
by  regulations  prescribes) ,  and 

“‘(ii)  for  purposes  of  subparagraph  (C), 
the  amount  of  the  charitable  contributions 
for  the  taxable  year  (and  for  all  prior  tax- 


2815 


able  years  beginning  after  December  31, 
1963)  shall  be  determined  without  the  ap¬ 
plication  of  paragraph  (6)  and  solely  by  ref¬ 
erence  to  charitable  contributions  described 
in  subparagraph  (A) . 

If  the  taxpayer  elects  to  have  subparagraph 
(C)  apply  for  the  taxable  year,  then  for 
such  taxable  year  subsection  (a)  shall  ap¬ 
ply  only  with  respect  to  charitable  contri¬ 
butions  described  in  subparagraph  (A),  and 
no  amount  of  charitable  contributions  made 
in  the  taxable  year  or  any  prior  taxable  year 
may  be  treated  under  (paragraph  (5)  as  hav¬ 
ing  been  made  in  the  taxable  year  or  in  any 
succeeding  taxable  year.’ 

"(c)  5-Year  Carryover  of  Certain  Char¬ 
itable  Contributions  Made  by  Individuals. — 
“(1)  In  general. — Section  170(b)  (relat¬ 
ing  to  limitations  on  amount  of  deduction 
for  charitable  contribution)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
paragraph: 

"‘(5)  Carryover  of  certain  excess  con¬ 
tributions  BY  INDIVIDUALS. - 

"‘(A)  In  the  case  of  an  individual,  if  the 
amount  of  charitable  contributions  described 
in  paragraph  (1)  (A)  payment  of  which  is 
made  within  a  taxable  year  (hereinafter  in 
this  paragraph  referred  to  as  the  “contri¬ 
bution  year”)  beginning  after  December  31, 
1963,  exceeds  30  percent  of  the  taxpayer’s 
adjusted  gross  income  for  such  year  (com¬ 
puted  without  regard  to  any  net  operating 
loss  carryback  to  such  year  under  section 
172) ,  such  excess  shall  be  treated  as  a  chari¬ 
table  contribution  described  in  paragraph 
(1)(A)  paid  in  each  of  the  5  succeeding 
taxable  years  in  order  of  time,  but,  with 
respect  to  any  such  succeeding  taxable  year, 
only  to  the  extent  of  the  lesser,  of  the 
two  following  amounts :  A  /  / 

"'(i)  the  amount  by  which  30  percent  of 
the  taxpayer’s  adjusted  gross  income  for 
such  succeeding  taxable  year  (computed 
without  regard  to  any  net  operating  loss 
carryback  to  such  succeeding  taxable  year 
under  section  172)  exceeds  the  sum  of  the 
charitable  contributions  described  in  para¬ 
graph  (1)  (A)  payment  of  which  is  made  by 
the  taxpayer  within  such  succeeding  tax¬ 
able  year  (determined  without  regard  to 
this  subparagraph)  and  the  charitable  con¬ 
tributions  described  in  paragraph  (1)(A) 
payment  of  which  was  made  in  taxable  years 
(beginning  after  December  31,  1963)  before 
the  contribution  year  which  are  treated 
under  this  subparagraph  as  having  been  paid 
in  such  succeeding  taxable  year;  or 
"'(ii)  in  the  case  of  the  first  succeeding 
taxable  year,  the  amount  of  such  excess,  and 
in  the  case  of  the  second,  third,  fourth,  or 
fifth  succeeding  taxable  year,  the  portion 
of  such  excess  not  treated  under  this  sub- 
paragraph  as  a  charitable  contribution  de¬ 
scribed  in  paragraph  (1)(A)  paid  in  any 
intervening  year  between  the  contribution 
year  and  such  succeeding  taxable  year. 

M,(B)  In  applying  subparagraph  (A),  the 
excess  determined  under  subparargraph  (A) 
for  the  contribution  year  shall  be  reduced 
to  the  extent  that  such  excess  reduces  tax¬ 
able  income  (as  computed  for  purposes  of 
the  second  sentence  of  section  172(b)(2)) 
and  increases  the  net  operating  loss  deduc¬ 
tion  for  a  taxable  year  succeeding  the  con- 
_  tribution  year.’ 


'*(2jr  Technical  amendments. — Section  545 

(b)(2)  (relating  to  deductions  for  charitable 
contributions  by  personal  holding  com¬ 
panies)  and  556(b)  (2)  (relating  to  deduc¬ 
tions  for  charitable  contributions  by  fore¬ 
ign  personal  holding  companies)  are  each 
amended  by  striking  out  ‘section  170(b)  (2)’ 
and  inserting  in  lieu  thereof  ‘section  170 

(b)  (2)  and  (5)’. 

On  page  68,  at  the  beginning  of  line  11,  to 
strike  out  "(b)”  and  insert  “(d) ’’. 

On  page  70,  at  the  beginning  of  line  7,  to 
strike  out  “(c)”  and  insert  “(e)". 

On  page  70,  line  23,  after  the  word  "prop¬ 
erty.”,  to  strike  out  “This  subsection  shall 
not  apply  to  any  charitable  contribution 
where — 

“  '(1)  the  sole  intervening  interest  or  right 
is  a  non-transferable  life  interest  reserved 
by  the  donor,  or  /  '  /  — 

“  '(2)  in  the  case  of  a  joint  gift  by  husband 
and  wife,  the  sole  intervening  interest  or 
right  is  a  nontransferable  life  interest  re¬ 
served  by  the  donors  which  expires  not  later 
than  the  death  of  whichever  of  such  donors 
dies  later. 

For  purposes  of  the  preceding  sentence,  a 
right  to  make  an  earlier  transfer  of  the  re¬ 
served  life  interest  to  the  donee  of  the  future 
interest  shall  not  be  treated  as  making  a  life 
interest  transferable.’ 

“(d)  Effective  Dates. — The  amendments 
made  by  subsections  (a)  and  (b)  shall  apply 
with  respect  to  contributions  which  are  paid 
(or  treated  as  paid  under  section  170(a)  (2) 
of  the  Internal  Revenue  Code  of  1954)  in 
taxable  years  beginning  after  December  31, 
1963.  The  amendments  made  by  subsection 

(c)  shall  apply  to  transfers  of  future  inter¬ 
ests  made  after  December  31,  1963,  in  taxable 
years  ending  after  such  date.” 

On  page  71,  after  line  19,  to  insert: 

“(f)  Effective  Dates. — 

“(1)  The  amendments  made  by  subsec¬ 
tions  (a),  (b),  and  (c),  shall  apply  with  re¬ 
spect  to  contributions  which  are  paid  in  tax¬ 
able  years  beginning  after  December  31,  1963. 

"(2)  The  amendments  made  by  subsection 

(d)  shall  apply  to  taxable  years  beginning 
after  December  31,  1963,  with  respect  to  con¬ 
tributions  which  are  paid  (or  treated  as  paid 
under  section  170(a)  (2)  of  the  Internal  Reve¬ 
nue  Code  of  1954)  in  taxable  years  beginning 
after  December  31,  1961. 

“(3)  The  amendments  made  by  subsection 

(e)  shall  apply  to  transfers  of  future  inter¬ 
ests  made  after  December  31,  1963,  in  taxable 
years  ending  after  such  date.” 

On  page  72,  after  line  9,  to  insert: 

“Sec.  210.  Losses  Arising  From  Expropria¬ 
tion  of  Property  B(Y  Govern¬ 
ments  of  Foreign  Countries. 

“(a)  Net  Operating  Loss  Carryover. — 
Section  172  (relating  to  net  operating  loss 
deduction)  is  amended — 

“(1)  by  striking  out  ‘Except  as  provided 
in  clause  (ii)’  in  subsection  (b)(l)(A)(i) 
and  inserting  in  lieu  thereof  ‘Except  as  pro¬ 
vided  in  clause  (ii)  and  in  subparagraph 
(D)’; 

“(2)  by  striking  out  'Except  as  provided  in 
subparagraph  (C)’  in  subsection  (b)(1)(B) 
and  inserting  in  lieu  thereof  ‘Except  as  pro¬ 
vided  in  subparagraphs  (C)  and  (D)’:-  . 
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“(3)  by  adding  at  the  end  of  subsection 
(b)(1)  the  following  new  subparagraphs: 

“‘(D)  In  the  case  of  a  taxpayer  which 
has  a  foreign  expropriation  loss  (as  defined 
in  subsection  (k) )  for  any  taxable  year  end¬ 
ing  after  December  31,  1958,  the  portion  of 
the  net  operating  loss  for  such  year  attrib¬ 
utable  to  such  foreign  expropriation  loss 
shall  not  be  a  net  operating  loss  carryback 
to  any  taxable  year  preceding  the  taxable 
year  of  such  loss  and  shall  be  a  net  oper¬ 
ating  loss  carryover  to  each  of  the  10  tax¬ 
able  years  following  the  taxable  year  of  such 
loss/;  / 

"(4)  by  adding  at  the  end  of  subsection 
(b)  (3)  the  following  new  subparagraphs: 
*“(C)  Paragraph  (1)  (D)  shall  apply  only 

'“(i)  the  foreign  expropriation  loss  (as 
defined  in  subsection  (k) )  for  the  taxable 
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year  equals  or  exceeds  50  percent  of  the  net 
operating  loss  for  the  taxable  year, 

'“(ii)  In  the  case  of  a  foreign  expropria¬ 
tion  loss  for  a  taxable  year  ending  after 
December  31,  1963,  the  taxpayer  elects  (at 
such  time  and  in  such  manner  as  the  Sec¬ 
retary  or  his  delegate  by  regulations  pre¬ 
scribes)  to  have  paragraph  (1)  (D)  apply, 
and  ' 

“  ‘(iii)  in  the  case  of  a  foreign  expropria¬ 
tion  loss  for  a  taxable  year  ending  after  De¬ 
cember  31,  1958,  and  before  January  1,  1964, 
the  taxpayer  elects  (in  such  manner  as  may 
be  prescribed  by  the  Secretary  or  his  dele¬ 
gate)  on  or  before  December  31,  1965,  to 
have  paragraph  (1)  (D)  apply. 

“‘(D)  If  a  taxpayer  makes  an  election 
under  subparagraph  (C)(iii),  then  (not¬ 
withstanding  any  law  or  rule  of  law),  with 
respect  to  any  taxable  year  ending  before 
January  1,  1964,  affected  by  the  election — 
‘“(i)  the  time  for  making  or  changing 
any  choice  or  election  under  subpart  A  of 
part  III  of  subchapter  N  (relating  to  foreign 
tax  credit)  shall  not  expire  before  January 
1, 1966, 

‘“(ii)  any  deficiency  attributable  to  the 
election  under  subparagraph  (C)  (iii)  or  to 
the  application  of  clause  (i)  of  this  sub- 
paragraph  may  be  assessed  at  any  time  be¬ 
fore  January  1, 1969,  and 

“‘(iii)  refund  or  credit  of  any  overpay¬ 
ment  attributable  to  the  election  under  sub- 
paragraph  (C)  (iii)  or  to  the  application  of 
clause  (i)  of  this  subparagraph  may  be 
made  or  allowed  if  claim  therefore  is  filed 
before  January  1,  1969/; 

“(5)  by  redesignating  subsection  (k)  as 
(1),  and  by  inserting  after  subsection  (j) 
the  following  new  subsection : 

*“(k)  Foreign  Expropriation  Loss  De¬ 
fined. — For  purposes  of  subsection  (b)  — 

“‘(1)  The  term  “foreign  expropriation 
loss”  means,  for  any  taxable  year,  the  sum 
of  the  losses  sustained  with  respect  to  prop¬ 
erly  by  reason  of  the  expropriation,  interven¬ 
tion,  seizure,  or  similar  taking  of  such  prop¬ 
erty  by  the  government  of  any  foreign  coun¬ 
try,  any  political  subdivision  thereof,  or  any 
agency  or  instrumentality  of  the  foregoing. 

“  ‘(2)  The  portion  of  the  net  operating  loss 
for  such  year  attributable  to  a  foreign  ex¬ 
propriation  loss  is  the  amount  of  the  foreign 
expropriation  loss  for  such  year  (but  not  in 


excess  of  the  net  operating  loss  for  such 
year) / 

“(b)  Technical  Amendments. — Section 

172(b)(2)  is  amended — 

*‘(1)  by  striking  out  subparagraph  (B)  and 
Inserting  in  lieu  thereof  the  following: 

*“(B)  by  determining  the  amount  of  the 
net  operating  loss  deduction — 

“  '(i)  without  regard  to  the  net  operating 
loss  for  the  loss  year  or  for  any  taxable  year 
thereafter,  and 

“‘(ii)  without  regard  to  that  portion,  if 
any,  of  a  net  operating  loss  for  a  taxable 
year  attributable  to  a  foreign  expropriation 
loss,  if  such  portion  may  not,  under  para¬ 
graph  (1)(D),  be  carried  back  to  such  prior 
taxable  year/;  and 

“(2)  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  sentence:  ‘For  purposes  of  this 
paragraph,  if  a  portion  of  the  net  operating 
loss  for  the  loss  year  is  attributable  to  a 
foreign  expropriation  to  which  paragraph 
(1)  (D)  applies,  such  portion  shall  be  con¬ 
sidered  to  be  a  separate  net  operating  loss 
for  such  year  to  be  applied  after  the  other 
portion  of  such  net  operating  loss.' 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  in  respect 
of  foreign  expropriation  losses  (as  defined 
in  section  172 (k)  of  the  Internal  Revenue 
Code  of  1954,  as  amended  by  subsection  (a) 
(5)  of  this  section),  sustained  in  taxable 
years  ending  after  December  31, 1958. 

On  page  76,  at  the  beginning  of  line  22,  to 
change  the  section  number  from  “210“  to 
“211”. 

On  page  77,  at  the  beginning  of  line  12,  to 
change  the  section  number  from  “211“  to 
“212”. 

On  page  78,  after  line  5,  to  strike  out: 

“(B)  The  $600  limit  of  subparagraph  (A) 
shall  be  increased  (to  an  amount  not  above 
$900)  by  the  amount  of  expenses  incurred  by 
the  taxpayer  for  any  period  during  which — 
“(i)  the  taxpayer  had  2  or  more  depend¬ 
ents,  and 

“(ii)  paragraph  (2)  does  not  apply.” 

And,  in  lieu  thereof,  to  insert: 

“(B)  The  $600  limit  of  subparagraph 
(A)  — 

“(i)  shall  be  increased  (to  an  amount  not 
above  $900)  by  the  amount  of  expenses  in¬ 
curred  by  the  taxpayer  for  any  period  during 
which  the  taxpayer  had  2  dependents,  and 
“  ( ii )  shall  be  increased  ( to  an  amount  not 
above  $1,000)  by  the  amount  of  expenses  in¬ 
curred  by  the  taxpayer  for  any  period  dur¬ 
ing  which  the  taxpayer  had  3  or  more  de¬ 
pendents.” 

On  page  78,  after  line  21,  to  strike  out: 

“(2)  Working  wives.  In  the  case  of  a 
woman  who  is  married,  the  deduction  under 
subsection  (a)  — 

“(A)  shall  not  be  allowed  unless  she  files 
a  joint  return  with  her  husband  for  the  tax¬ 
able  year,  and 

“(B)  shall  be  reduced  by  the  amount  (if 
any)  by  which  the  adjusted  gross  income  of 
the  taxpayer  and  her  spouse  exceeds  $4,500. 
This  paragraph  shall  not  apply  to  expenses 
incurred  while  the  taxpayer’s  husband  is  in¬ 
capable  of  self-support  because  mentally  or 
physically  defective. 

“(3)  Husbands  with  incapacitated, 
wives. — In  the  case  of  a  husband  whose  wife 
is  incapacitated,  the  deduction  under  sub¬ 
section  (a)  — 
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“(A)  shall  not  be  allowed  unless  he  files  a 
joint  return  with  his  wife  for  the  taxable 
year,  and 

“(B)  shall  be  reduced  by  the  amount  (if 
any)  by  which  the  adjusted  gross  income  of 
the  taxpayer  and  his  spouse  exceeds  $4,500. 
This  paragraph  shall  not  apply  to  expenses 
incurred  while  the  taxpayer’s  wife  is  insti¬ 
tutionalized  if  such  institutionalization  is 
for  a  period  of  at  least  90  consecutive  days 
(whether  or  not  within  one  taxable  year)  or 
a  shorter  period  if  terminated  by  her  death.” 

And,  in  lieu  thereof,  to  insert: 

“(2)  Working  wives  and  husbands  with 
incapacitated  wives. — In  the  case  of  a  wom¬ 
an  who  is  married  and  in  the  case  of  a  hus¬ 
band  whose  wife  is  incapacitated,  the  deduc¬ 
tion  under  subsection  (a)  — 

“(A)  shall  not  be  allowed  unless  the  tax¬ 
payer  and  his  spouse  file  a  joint  return  for 
the  taxable  year,  and 

“(B)  shall  be  reduced  by  the  amount  (if 
any)  by  which  the  adjusted  gross  income  of 
the  taxpayer  and  his  spouse  exceeds  $7,000. 

This  paragraph  shall  not  apply,  in  the  case 
of  a  woman  who  is  married,  to  expenses  in¬ 
curred  while  her  husband  is  incapable  of 
self-support  because  mentally  or  physically 
defective,  or,  in  the  case  of  a  husband  whose 
wife  is  incapacitated,  to  expenses  incurred 
while  his  wife  is  institutionalized  if  such 
institutionalization  is  for  a  perod  of  at  least 
90  consecutive  days  (whether  or  not  within 
one  taxable  year)  or  a  shorter  period  if  ter¬ 
minated  by  her  death.” 

On  page  80,  at  the  beginning  of  line  19, 
to  strike  out  “(4)”  and  insert  “(3)”. 

On  page  83,  at  the  beginning  of  line  1, 
to  change  the  section  number  from  “212”  to 
“213”. 

On  page  86,  after  line  5,  to  strike  out: 

“Sec.  218.  Certain  contributions  by  employ¬ 
ees  for  group  term  life  insur¬ 
ance.” 

And,  in  lieu  thereof,  to  insert: 

“Sec.  218.  Contributions  to  political  candi¬ 
dates  and  political  commit¬ 
tees.” 

On  page  86,  line  13,  after  the  word  “sec¬ 
tion”,  to  strike  out  “203(c)”  and  insert 
“204(b)”. 

On  page  87,  line  2,  after  the  word  “after”, 
to  strike  out  “December  31,  1963”  and  in¬ 
sert  “the  seventh  day  following  the  date  of 
enactment  of  this  Act”. 

On  page  87,  after  line  3,  to  insert  a  new 
section,  as  follows: 

“Sec.  214.  Deduction  for  Political  Contri¬ 
butions. 

“(a)  Allowance  of  Deductions. — Part  VII 
of  subchapter  B  of  chapter  1  (relating  to 
additional  itemized  deductions  for  individ¬ 
uals)  is  amended  by  inserting  after  section 
217  (as  added  by  section  213(a)(1)  of  this 
Act)  the  following  new  section: 

“Sec.  218.  Contributions  to  Political  Can¬ 
didates  and  Political  Commit¬ 
tees. 

“‘(a)  Allowance  of  Deduction. — In  the 
case  of  an  individual,  there  shall  be  allowed 
as  a  deduction  any  political  contribution 
payment  of  which  is  made  by  the  taxpayer 
within  the  taxable  year. 

“  ‘(b)  Limitations. — 


“  ‘  ( 1  j  Amount. — The  deduction  under 
subsection  (a)  shall  not  exceed  $50  for  any 
taxable  year,  except  that,  in  the  case  of  a 
joint  return  of  a  husband  and  wife  under 
section  6013  for  the  taxable  year,  the  deduc¬ 
tion  shall  not  exceed  $100  for  the  taxable 
year. 

“‘(2)  Verification. — The  deduction  under 
subsection  (a)  shall  be  allowed,  with  respect 
to  any  political  contribution,  only  if  such, 
political  contribution  is  verified  in  such 
manner  as  the  Secretary  or  his  delegate  shall 
prescribe  by  regulations. 

“‘(c)  Political  Contribution  Defined. — 
For  purposes  of  this  section,  the  term  ‘poli¬ 
tical  contribution’  means  a  contribution  or 
gift  to — 

“  *  ( 1 )  any  political  candidate,  or 

“‘(2)  any  political  committee, 
but  only  if  such  contribution  or  gift  is  made 
to  further  the  candidacy  of  one  or  more 
individuals  in  a  general,  special,  or  primary 
election  or  a  convention  of  a  political  party. 

“‘(d)  Cross  Reference. — 

“  ‘For  disallowance  of  deduction  to  estates 
and  trusts,  see  section  642 (i) 

“(b)  Technical  Amendment. — Section  642 
(relating  to  special  rules  for  credits  and 
deductions  of  estates  and  trusts)  is  amended 
by  redesignating  subsection  (i)  as  subsection 
(j) ,  and  by  inserting  after  subsection  (h)  the 
following  n^w  subsection: 

“  ‘(i)  Political  Contributions. — An  estate 
or  trust  shall  not  be  allowed  the  deduction 
for  political  contributions  provided  by  sec¬ 
tion  218.’ 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  only  with 
respect  to  contributions  or  gifts  made  on  or 
after  the  date  of  the  enactment  of  this  Act 
in  taxable  years  ending  after  such  date.” 

At  the  top  of  page  89,  to  insert  a  new 
section,  as  follows: 

“Sec.  215.  100  Percent  Dividends  Received 
Deduction  for  Members  of 
Electing  Affiliated  Groups. 

“(a)  100  Percent  Dividends  Received  De¬ 
duction. — Section  243  (relating  to  dividends 
received  by  corporations)  is  amended  to  read 
as  follows: 

“  ‘Sec.  243.  Dividends  Received  by  Corpora¬ 
tions. 

“‘(a)  General  Rule. — In  the  case  of  a 
corporation,  there  shall  be  allowed  as  a  de¬ 
duction  an  amount  equal  to  the  following 
percentages  of  the  amount  received  as  divi¬ 
dends  from  a  domestic  corporation  which  is 
subject  to  taxation  under  this  chapter: 

“  ‘(1)  85  percent,  in  the  case  of  dividends 
other  than  dividends  described  in  paragraph 
(2)  or  (3); 

“  ‘(2)  100  percent,  in  the  case  of  dividends 
received  by  a  small  business  investment  com¬ 
pany  operating  under  the  Small  Business  In¬ 
vestment  Act  of  1958;  and 

“‘(3)  100  percent,  in  the  case  of  qualify¬ 
ing  dividends  (as  defined  in  subsection  (b) 

(D). 

[P.  1421} 

“‘(b)  Qualifying  Dividends. — 

"‘(1)  Definition.— For  purposes  of  sub¬ 
section  (a)(3),  the  term  “qualifying  divi¬ 
dends”  means  dividends  received  by  a  cor- 
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poration  which,  at  the  close  of  the  day  the 
dividends  are  received,  Is  a  member  of  the 
same  affiliated  group  of  corporations  (as  de¬ 
fined  in  paragraph  ( 5 ) )  as  the  corporation 
distributing  the  dividends,  if — 

“  ‘(A)  such  affiliated  group  has  made  an 
election  under  paragraph  (2)  which  is  effec¬ 
tive  for  the  taxable  years  of  its  members 
which  include  such  day,  and 

"‘(B)  such  dividends  are  distributed  out 
of  earnings  and  profits  of  a  taxable  year  of 
the  distributing  corporation  ending  after 
December  31,  1963 — 

“  ' (i )  on  each  day  of  which  the  distribut¬ 
ing  corporation  and  the  corporation  receiv¬ 
ing  the  dividends  were  members  of  such 
affiliated  group,  and 

“  *  (li)  for  which  an  election  under  section 
1562  (relating  to  election  of  multiple  Burtax 
exemptions)  is  not  effective. 

“‘(2)  Election. — An  election  under  this 
paragraph  shall  be  made  for  an  affiliated 
group  by  the  common  parent  corporation, 
and  shall  be  made  for  any  taxable  year  of 
the  common  parent  corporation  at  such  time 
and  in  such  manner  as  the  Secretary  or  his 
delegate  by  regulations  prescribes.  Such 
election  may  not  be  made  for  an  affiliated 
group  for  any  taxable  year  of  the  common 
parent  corporation  for  which  an  election 
under  section  1562  is  effective.  Each  cor¬ 
poration  which  is  a  member  of  such  group  at 
any  time  during  its  taxable  year  which  in¬ 
cludes  the  last  day  of  such  taxable  year  of 
the  common  parent  corporation  must  con¬ 
sent  to  such  election  at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate 
by  regulations  prescribes.  An  election  upd^r 
this  paragraph  shall  be  effective —  V  /  /  / 

"  '(A)  for  the  taxable  year  of  each  member 
of  such  affiliated  group  which' includes  the 
last  day  of  the  taxable  year  of  the  common 
parent  corporation  with  respect  to  which  the 
election  is  made  (except  that  in  the  case  of 
a  taxable  year  of  a  member  beginning  in  1963 
and  ending  in  1964,  if  the  election  is  effective 
for  the  taxable  year  of  the  common  parent 
corporation  which  includes  the  last  day  of 
such  taxable  year  of  such  member,  such 
election  shall  be  effective  for  such  taxable 
year  of  such  member,  if  such  member  con¬ 
sents  to  such  election  with  respect  to  such 
taxable  year) ,  and 

“‘(B)  for  the  taxable  year  of  each  member 
of  such  affiliated  group  which  ends  after  the 
last  day  of  such  taxable  year  of  the  common 
parent  corporation  but  which  does  not  in¬ 
clude  such  date,  unless  the  election  is  termi¬ 
nated  under  paragraph  (4) . 

"*(3)  Effect  of  election. — If  an  election 
by  an  affiliated  group  is  effective  with  respect 
to  a  taxable  year  of  the  common  parent 
corporation,  then  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate — 

“  '(A)  no  member  of  such  affiliated  group 
may  consent  to  an  election  under  section 
1562  for  such  taxable  year. 

“  ‘(B)  the  members  of  such  affiliated  group 
shall  be  treated  as  one  taxpayer  for  purposes 
of  making  the  elections  under  section  901(a) 
(relating  to  allowance  of  foreign  tax  credit) 
and  section  904(b)(1)  (relating  to  election 
of  overall  limitation),  and 
‘“(C)  the  members  of  such  affiliated  group 
shall  be  limited  to  one — 

“‘(i)  $100,000  minimum  accumulated 


earnings  credit  under  section  535(c)  (2)  or 

(ii)  $100,000  limitation  for  exploration 
expenditures  under  section  616  (a)  and  (b), 
‘(ill)  $400,000  limitation  for  exploration 
expenditures  under  section  616(c)(1), 
“'(iv)  $25,000  limitation  on  small  busi¬ 
ness  deduction  of  life  Insurance  companies 
under  sections  804(a)(4)  and  809(d)  (10), 

r  ■ 

"  '(v)  $100,000  exemption  for  purposes  of 
estimated  tax  filing  requirements  under  sec¬ 
tion  6016  and  the  addition  to  tax  under  sec- 
„lion  6655  for  failure  to  pay  estimated  tax. 
"  '(4)  Termination. — An  election  by  an  af¬ 
filiated  group  under  paragraph  (2)  shall 
terminate  with  respect  to  the  taxable  year 
of  the  common  parent  corporation  and  with 
respect  to  the  taxable  years  of  the  members 
of  such  affiliated  group  which  include  the 
last  day  of  such  taxable  year  of  the^  common 

parent  corporation  if —  J;  /  /  _ . 

"  '(A)  Consent  of  member^. — Such  affili¬ 
ated  group  files  a  termination  of  such  elec¬ 
tion  (at  such  time  and  in  such  manner  as 
the  Secretary  or  his  delegate  by  regulations 
prescribes)  with  repsect  to  such  taxable  year 
of  the  common  parent  corporation,  and  each 
corporation  which  is  a  member  of  such  af¬ 
filiated  group  at  any  time  during  its  taxable 
year  which  includes  the  last  day -of  such 
taxable  year  of  the  common  parent  corpora¬ 
tion  consents  to  such  termination,  or 

"‘(B)  Refusal  by  new  member  to  con¬ 
sent. — During  such  taxable  year  of  the  com¬ 
mon  parent  corporation  such  affiliated  group 
includes  a  member  which — 

“‘(i)  was  not  a  member  of  such  group 
during  such  common  parent  corporation’s 
Immediately  preceding  taxable  year,  and 
“  ‘(ii)  such  member  files  a  statement  that 
it  does  not  consent  to  the  election,  at  such 
time  and  in  such  manner  as  the  Secretary  or 
his  delegate  by  regulations  prescribes. 

“‘(5)  Definition  of  affiliated  group. — 
For  purposes  of  this  subsection,  the  term 
“affiliated  group”  has  the  meaning  assigned 
to  it  by  section  1504(a) ,  except  that  for  such 
purposes  sections  1504T(b)  (2)  and  1504(c) 
shall  not  apply. 

‘‘‘(6)  Special  rules  for  insurance  com¬ 
panies. — If  an  election  under  this  subsection 
is  effective  for  the  taxable  year  of  an  insur¬ 
ance  company  subject  to  taxation  under  sec¬ 
tion  802  or  821 — 

"‘(A)  part  II  of  subchapter  B  of  chapter 
6  (relating  to  certain  controlled  corpora¬ 
tions)  shall  be  applied  without  regard  to 
section  1563(a)(4)  (relating  to  certain  in¬ 
surance  companies)  and  section  1563(b)(2) 
(D)  (relating  to  certain  excluded  members) 
with  respect  to  such  company  and  the  other 
corporations  which  are  members  of  the  con¬ 
trolled  group  of  corporations  (as  determined 
under  section  1563  without  regard  to  subsec-  ' 
tions  (a)  (4)  and  (b)  (2)  (D) )  of  which  such 
company  is  a  member,  and 

‘‘‘(B)  for  purposes  of  paragraph  (1),  a 
distribution  by  such  company  out  of  earn- 
_ings  and  profits  of  a  taxable  year  for  which 
an  election  under  this  subsection  was  not 
effective,  and  for  which  such  company  was 
not  a  component  member  of  a  controlled 
group  of  corporations  within  the  meaning 
of  section  1563  solely  by  reason  of  section 
1563(b)(2)(D),  shall  not  be  a  qualifying 
dividend.' 
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“(C)~  "SPECIAL  RtTI.ES  FOR  CERTAIN  DISTRIBU¬ 
TIONS. — For  purposes  of  subsection  (a)  — 
,4*(1)  Any  amount  allowed  as  a  deduction 
under  section  591  (relating  to  deduction  for 
dividends  paid  by  mutual  savings  banks,  etc.) 
shall  not  be  treated  as  a  dividend. 

“  ‘(2)  A  dividend  received  from  a  regulated 
investment  company  shall  be  subject  to  the 
limitations  prescribed  in  section  854;1  / 

*'*(3)  Any  dividend  received  from  a  real 
estate  investment  trust  which,  for  the  tax¬ 
able  year  of  the  trust  in  which  the  dividend 
is  paid,  qualifies  under  part  II  of  subchapter 
M  (section  856  and  following)  shall  not  be 
treated  as  a  dividend. 

'*‘(4)  Any  dividend  received  which  is  de¬ 
scribed  in  section  244  (relating  to  dividends 
received  on  preferred  stock  of  a  public  util¬ 
ity)  shall  not  be  treated  as  a  dividend. 

“  *(d)  Certain  Dividends  From  Foreign 
Corporations. — For  purposes  of  subsection 
(a)  and  for  purposes  of  section  245,  any  divi¬ 
dend  from  a  foreign  corporation  from  earn¬ 
ings  and  profits  accumulated  by  a  domestic 
corporation  during  a  period  with  respect  to 
which  such  domestic  corporation  was  sub¬ 
ject  to  taxation  under  this  chapter  (or  corre¬ 
sponding  provisions  of  prior  law)  shall  be 
treated  as  a  dividend  from  a  domestic  cor¬ 
poration  which  is  subject  to  taxation  under  ' 
this  chapter.’  / 

“(b)  Technical  Amendments. —  / 

“(1)  Section  244  (relating  to  dividends  re¬ 
ceived  on  certain  preferred  stock)  is  amended 
by  inserting.' (a)  General  Rule. — ’  before  ‘in 
case  of  a  corporation,’  and  by  adding  at  the 
end  thereof  the  following  new  subsection: 

*‘‘(b)  Exception. — If  the  dividends  de¬ 
scribed  in  subsection  (a)  (1)  are  qualifying 
dividends  (as  defined  in  section  243(b)(1), 
but  determined  without  regard  to  section 
243(c)  (4))  — 

“'(2)  for  purposes  of  subsection  (a)(3), 
the  percentage  applicable  to  such  qualifying 
dividends  shall  be  100  percent  in  lieu  of  85 
percent.’ 

“(2)  Section  246(b)  (relating  to  limitation 
on  aggregate  amount  of  deductions  for  divi¬ 
dends  received)  is  amended  by  striking  out 
‘243(a),  244,’  each  place  it  appears  therein 
and  inserting  in  lieu  thereof  ‘243(a)(1), 
244(a),’. 

"(3)  Section  804(a)  (5)  (relating  to  the  ap¬ 
plication  of  section  246(b)  to  taxable  invest¬ 
ment  Income  of  life  insurance  companies)  is 
amended  by  striking  out  ‘243(a),  244,’  and 
inserting  in  lieu  thereof  ‘243(a)  (1) ,  244(a) ,’. 

“(4)  Section  809(d)  (8)  (B)  (relating  to  the 
application  of  section  246(b)  to  the  life  in¬ 
surance  company’s  share  of  certain  divi¬ 
dends)  is  amended  by  striking  out  ‘243(a), 
244,’  each  place  it  appears  therein  and  insert¬ 
ing  in  lieu  thereof  ‘243(a)  (1),  244(a),’. 

“(c)  Effective  Date. — The  amendments 
made  by  subsections  (a)  and  (b)  shall  apply 
with  respect  to  dividends  received  in  taxable 
years  ending  after  December  31,  1963.’’ 

On  page  98,  at  the  beginning  of  line  1,  to 
change  the  section  number  from  “213”  to 
“216”. 

On  page  98,  line  20,  after  the  word  "after”, 
to  strike  out  “August  6,  1963”  and  insert 
“December  31,  1963”. 

On  page  100,  after  line  2,  to  insert  a  new 
section,  as  follows: 


“Sec.  217.  Interest  on  Indebtedness  Incurred 
or  Continued  To  Purchase  or 
Carry  Tax-Exempt  Bonds. 

“(a)  Application  With  Respect  to  Cer¬ 
tain  Financial  Institutions. — Section  265 
(relating  to  expenses  and  interest  relating  to 
tax-exempt  income)  is  amended  by  adding 
at  the  end  of  paragraph  (2)  the  following 
new  sentence:  ‘In  applying  the  preceding 
sentence  to  a  financial  Institution  (other 
than  a  bank)  which  is  subject  to  the  bank¬ 
ing  laws  of  the  State  in  which  such  institu¬ 
tion  is  incorporated,  interest  on-face-amount 
certificates  (as  defined  in  section  2(a)  (15) 
of  the  Investment  Company  Act  of  1940  (15 
U.S.C.  80a-2)  issued  by  such  institution,  and 
interest  on  amounts  received  for  the  purchase 
of  such  certificates  to  be  issued  by  such  in¬ 
stitution,  shall  not  be  considered  as  interest 
on  indebtedness  incurred  or  continued  to 
purchase  or  carry  obligations  the  Interest  on 
which  is  wholly  exempt  from  the  taxes  im¬ 
posed  by  this  subtitle,  to  the  extent  that 
the  average  amount  of  such  obligations  held 
by  such  institution  during  the  taxable  year 
(as  determined  under  regulations  prescribed 
by  the  Secretary  or  his  delegate)  does  not 
exceed  25  percent  of  the  average  of  the  total 
assets  held  by  such  institution  during  the 
taxable  year  (as  so  determined).*  '  j  ^ 

“(b)  Effective  Date. — The  amendinent 
made  by  subsection  (a)  shall  apply  with  re¬ 
spect  to  taxable  years  ending  after  the  date 
of  the  enactment  of  this  Act." 

On  page  101,  after  line  5,  to  insert  a  now 
section,  as  follows:  > 

[P.  1422 ] 

“Sec.  218.  Repeal  op  Requirement  or  Al¬ 
location  op  Certain  Traveling 
Expenses 

“(a)  Repeal  op  Section  274(c). — Section 
274  (relating  to  disallowance  of  certain  enter¬ 
tainment,  etc.,  expenses)  is  amended  by 
striking  out  subsection  (c)  (relating  to 
traveling) . 

“(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  with  re¬ 
spect  to  taxable  years  ending  after  Decem¬ 
ber  31,  1962,  but  only  in  respect  of  periods 
after  such  date.” 

On  page  101,  after  line  15,  to  insert  a  new 
section,  as  follows: 

“Sec.  219.  Acquisition  op  Stock  in  Ex¬ 
change  for  Stock  op  Corpo¬ 
ration  Which  Is  in  Control 
op  Acquiring  Corporation. 

“(a)  Definition  of  Reorganization. — Sec¬ 
tion  368(a)(1)  (relating  to  definition  of  re¬ 
organization)  is  amended  by  inserting  after 
’voting  stock’  in  subparagraph  (B)  ‘(or  in 
exchange  solely  for  all  or  a  part  of  the  voting 
stock  of  a  corporation  which  is  in  control  of 
the  acquiring  corporation) 

“(b)  Technical  Amendments. — 

“(1)  Section  368(a)(2)(C)  (relating  to 
special  rules)  is  amended  to  read  as  follows: 

“  ‘(C)  Transfers  op  assets  or  stock  to 

SUBSIDIARIES  IN  CERTAIN  PARAGRAPH  (1)  ( A)  ,  (1) 

<b,)  and  (i)  (c)  cases. — A  transaction  other¬ 
wise  qualifying  under  paragraph  (1)  (A) ,  (1) 
(B),  or  (1)  (C)  shall  not  be  disqualified  by 
reason  of  the  fact  that  part  or  all  of  the  as¬ 
sets  or  stock  which  were  acquired  in  the 
transaction  are  transferred  to  a  corporation 
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controlled  by  the  corporation  acquiring  such 
assets  or  stock.’ 

“(2)  Section  368(b)  (relating  to  definition 
of  party  to  a  reorganization)  is  amended  by 
striking  out  the  last  two  sentences  and  in¬ 
serting  in  lieu  thereof  the  following:  ‘In  the 
case  of  a  reorganization  qualifying  under 
paragraph  (1)  (B)  or  (1)(C)  of  subsection 
(a),  if  the  stock  exchanged  for  the  stock  or 
properties  is  stock  of  a  corporation  which 
is  in  control  of  the  acquiring  corporation, 
the  term  “a  party  to  a  reorganization”  in¬ 
cludes  the  corporation  so  controlling  the 
acquiring  corporation.  In  the  case  of  a  re¬ 
organization  qualifying  under  paragraph 
(1)(A),  ( 1 )  (B) ,  or  (1)  (C)  of  subsection 
(a)  by  reason  of  paragraph  (2)  (C)  of  sub¬ 
section  (a),  the  term  ‘a  party  to  a  reorga¬ 
nization’  includes  the  corporation  control¬ 
ling  the  corporation  to,  which  the  acquired 
assets  or  stock  are  transferred.’  ” 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  re¬ 
spect  to  transactions  after  December  31, 
1963,  in  taxable  years  ending  after  such  date.” 

On  page  103,  after  line  7,  to  insert  a  new 
section,  as  follows  : 

“Sec.  220.  Retroactive  Qualification  of 
Certain  Union-Negotiated  Mul¬ 
tiemployer  Pension  Plans. 

“(a)  Beginning  of  Period  as  Qualified 
Trust. — Section  401  (relating  to  qualified 
pension,  profit-sharing,  and  stock  bonus 
plans)  is  amended  by  redesignating  subsec¬ 
tion  (i)  as  subsection  (J),  and  by  inserting 
after  subsection  (h)  the  following  new 
subsection :  > 

“‘(i)  Certain  Union -Negotiated  Multi-, 
employer  Pension  Plans. — In  the  case  of  a 
trust  forming  part  of  a  pension  plan  which 
has  been  deterr^ued  by  the  Secretary  or  his 
delegate  to  com  ate  a  qualified  trust  under 
subsection  (a)  and  to  be  exempt  from  taxa¬ 
tion  under  section  501(a)  for  a  period  begin¬ 
ning  after  contributions  were  first  made  to 
or  for  such  trust,  if  it  is  shown  to  the  satis¬ 
faction  of  the  Secretary  or  his  delegate  that — 

“  ‘  ( 1 )  such  trust  was  created  pursuant  to 
a  collective  bargaining  agreement  between 
employee  representatives  and  two  or  more 
employers  who  are  not  related  (determined 
under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delejf&te), 

“  ‘(2)  any  disbursements  of  contributions, 
made  to  or  for  such  trust  before  the  time 
as  of  which  the  Secretary  or  his  delegate 
determined  that  the  trust  constituted  a 
qualified  trust,  substantially  complied  with 
the  terms  of  the  trust,  and  the  plan  of 
which  the  trust  is  a  part,  as  subsequently 
qualified,  and 

“  ‘(3)  before  the  time  as  of  which  the  Sec¬ 
retary  or  his  delegate  determined  that  the 
trust  constitutes  a  qualified  trust,  the  con¬ 
tributions  to  or  for  such  trust  were  not 
used  in  a  manner  which  would  jeopardize  the 
interests  of  its  beneficiaries, 
then  such  trust  shall  be  considered  as  hav¬ 
ing  constituted  a  qualified  trust  under  sub- 
sectionf  (a)  and  as  having  been  exempt  from 
taxation  under  section  501(a)  for  the  pe¬ 
riod  beginning  on  the  date  on  which  con¬ 
tributions  were  first  made  to  or  for  such 
trust  and  ending  on  the  date  such  trust 


first  constituted  (without  regard  to  this 
subsection)  a  qualified  trust  under  subsec¬ 
tion  (a) .’ 

“(b)  Effective  Date. — The  amendments 
made  by  subsection  (a)  shall  apply  with 
respect  to  taxable  years  beginning  after  De¬ 
cember  31,  1953,  and  ending  after  August 
16,  1954,  but  only  with  respect  to  contribu¬ 
tions  made  after  December  31,  1954.” 

At  the  top  of  page  105,  to  insert  a  new 
section,  as  follows: 

“Sec.  221.  Qualified  Pension,  Etc.,  Plan 
Coverage  for  Employees  of 
Certain  Subsidiary  Employers. 

“(a)  Employees  of  Foreign  Subsidiaries 
Covered  by  Social  Security  Agreements. — 
Part  I  of  subchapter  D  of  chapter  1  (relating 
to  pension,  profit-sharing,  stock  bonus  plans, 
etc.)  is  amended  by  adding  at  the  end 
thereof  the  following  new  section: 

“  ‘Sec.  406.  Certain  Employees  of  Foreign 
Subsidiaries.  • 

“  ‘(a)  Treatment  as  Employees  of  Domes¬ 
tic  Corporation. — For  purposes  of  applying 
this  part  with  respect  to  a  pension,  profit- 
sharing,  or  stock  bonus  plan  described  in 
section  401(a),  an  annuity  plan  described  in 
section  403(a),  or  a  bond  purchase  plan  de¬ 
scribed  in  section  405(a),  of  a  domestic  cor¬ 
poration,  an  individual  who  is  a  citizen  of  the 
United  States  and  who  is  an  employee  of  a 
foreign  subsidiary  (as  defined  in  section 
3121(1)  (8))  of  such  domestic  corporation 
shall  be  treated  as  an  employee  of  such  do¬ 
mestic  corporation,  if — 

“  ‘  ( 1 )  such  domestic  corporation  has  en¬ 
tered  into  an  agreement  under  section  3121  (1) 
which  applies  to  the  foreign  subsidiary  of 
which  such  individual  is  an  employee; 

“‘(2)  the  plan  of  such  domestic  corpora¬ 
tion  expressly  provides  for  contributions  or 
benefits  for  individuals  who  are  citizens  of 
the  United  States  and  who  are  employees 
of  its  foreign  subsidiaries  to  which  an  agree¬ 
ment  entered  into  by  such  domestic  corpo¬ 
ration  under  section  3121(1)  applies;  and 

“‘(3)  contributions  under  a  funded  plan 
of  deferred  compensation  (whether  or  not  a 
plan  described  in  section  401(a),  403(a),  or 
405(a))  are  not  provided  by  any  other  per¬ 
son  with  respect  to  the  remuneration  paid 
to  such  individual  by  the  foreign  subsidiary. 

“‘(b)  Special  Rules  for  Application  of 
Section  401(a). — 

“  ‘  ( 1 )  Nondiscrimination  requirements. — 
For  purposes  of  applying  paragraphs  (3)  (B) 
and  (4)  of  section  401(a)  with  respect  to 
an  individual  who  is  treated  as  an  employee 
of  a  domestic  corporation  under  subsection 
(a)  — 

“  ‘(A)  if  such  individual  is  an  officer,  share¬ 
holder,  or  person  whose  principal  duties  con¬ 
sist  in  supervising  the  work  of  other  em¬ 
ployees  of  a  foreign  subsidiary  of  such  do¬ 
mestic  corporation,  he  shall  be  treated  as 
having  such  capacity  with  respect  to  such 
domestic  corporation;  and 

“‘(B)  the  determination  of  whether  such 
individual  is  a  highly  compensated  employee 
shall  be  made  by  treating  such  individual’s 
total  compensation  (determined  with  the  ap¬ 
plication  of  paragraph  (2)  of  this  subsec¬ 
tion)  as  compensation  paid  by  such  domestic 
corporation  and  by  determining  such  indi- 
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vidual’s  status  with  regard  to  such  domestic 
corporation. 

“‘(2)  Determination  of  compensation. — 
For  purposes  of  applying  paragraph  (5)  of 
section  401(a)  with  respect  to  an  indi¬ 
vidual  who  is  treated  as  an  employee  of  a 
domestic  corporation  under  subsection  (a)  — 
“‘(A)  the  total  compensation  of  such  in¬ 
dividual  shall  be  the  remuneration  paid  to 
such  individual  by  the  foreign  subsidiary 
which  would  constitute  his  total  compensa¬ 
tion  if  his  services  had  been  performed  for 
such  domestic  corporation,  and  the  basic 
or  regular  rate  of  compensation  of  such  in¬ 
dividual  shall  be  determined  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate;  and 

“‘(B)  such  individual  shall  be  treated  as 
having  paid  the  amount  paid  by  such  do¬ 
mestic  corporation  which  is  equivalent  to  the 
tax  imposed  by  section  3101. 

“‘(c)  Termination  of  Status  as  Deemed 
Employee  Not  To  Be  Treated  as  Separa¬ 
tion  From  Service  for  Purposes  of  Capital 
Gain  Provisions. — For  purposes  of  applying 
section  402(a)  (2)  and  section  403(a)  (2)  with 
respect  to  an  individual  who  is  treated  as  an 
employee  of  a  domestic  corporation  under 
subsection  (a),  such  individual  shall  not  be 
considered  as  separated  from  the  service  of 
such  domestic  corporation  solely  by  reason 
‘of  the  fact  that — 

“‘(1)  the  agreement  entered  into  by  such 
domestic  corporation  under  section  3121(1) 
which  covers  the  employment  of  such  in¬ 
dividual  is  terminated  under  the  provisions 
of  such  section, 

“‘(2)  such  individual  becomes  an  em¬ 
ployee  of  a  foreign  subsidiary  with  respect 
to  which  such  agreement  does  not  apply, 

“  ‘(3)  such  individual  ceases  to  be  an  em¬ 
ployee  of  the  foreign  subsidiary  by  reason  of 
which  he  is  treated  as  an  employee  of  such 
domestic  corporation,  if  he  becomes  an  em¬ 
ployee  of  another  corporation  controlled  by 
such  domestic  corporation,  or 

“‘(4)  the  provision  of  the  plan  described 
in  subsection  (a)(2)  is  terminated. 

“‘(d)  Deductibility  of  Contributions. — 
For  purposes  of  applying  sections  404  and 
405(c)  with  respect  to  contributions  made 
to  or  under  a  pension,  profit-sharing,  stock 
bonus,  annuity,  or  bond  purchase  plan  by 
a  domestic  corporation,  Or  by  another  cor¬ 
poration  which  is  entitled  to  deduct  its  con¬ 
tributions  under  section  404(a)(3)(B),  on 
behalf  of  an  individual  who  is  treated  as  an 
employee  of  such  domestic  corporation  under 
subsection  (a)  — 

“  ‘(1)  except  as  provided  in  paragraph  (2) , 
no  deduction  shall  be  allowed  to  such 
domestic  corporation  or  to  any  other  corpo¬ 
ration  which  is  entitled  to  deduct  its  contri¬ 
butions  under  such  sections, 

“‘(2)  there  shall  be  allowed  as  a  deduc¬ 
tion  to  the  foreign  subsidiary  of  which  such 
individual  is  an  employee  an  amount  equal 
to  the  amount  which  (but  for  paragraph  ( 1 ) ) 
would  be  deductible  under  section  404  (or 
section  405(c))  by  the  domestic  corporation 
if  he  were  an  employee  of  the  domestic  cor¬ 
poration,  and 

“  ‘(3)  any  reference  to -compensation  shall 
be  considered  to  be  a  reference  to  the  total 
compensation  of  such  individual  (determined 


with  the  application  of  subsection  (b)(2)). 
Any  amount  deductible  by  a  foreign  sub¬ 
sidiary  under  this  subsection  shall  be  deduc¬ 
tible  for  its  taxable  year  with  or  within  which 
the  taxable  year  of  such  domestic  corporation 
ends. 

“  ‘(e)  Treatment  as  Employee  Under  Re¬ 
lated  Provisionsi — An  individual  who  is 
treated  as  an  employee  of  a  domestic  corpo¬ 
ration  under  subsection  (a)  shall  also  be 
treated  as  an  employee  of  such  domestic  cor- 
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poration  for  purposes  of  applying  the  follow¬ 
ing  provisions  of  this  title: 

“  '(1)  Section  72(d)  (relating  to  employees’ 
annuities) . 

“‘(2)  Section  72(f)  (relating  to  special 
rules  for  computing  employees’  contribu¬ 
tions). 

“‘(3)  Section  101(b)  (relating  to  em¬ 
ployees’  death  benefits) . 

“  ‘(4)  Section  20311  (relating  to  annuities). 

“  ‘(5)  Section  2517  (relating  to  certain  an¬ 
nuities  under  qualified  plan) .’ 

“(b)  Employees  of  Domestic  Subsidiaries 
Encaged  in  Business  Outside  the  United 
States. — Part  I  of  subchapter  D  of  chapter  1 
(relating  to  pension,  profit-sharing,  stock 
bonus  plans,  etc.)  is  amended  by  adding  after 
section  406  (as  added  by  subsection  (a) )  the 
following  new  section: 

“  ’Sec.  407.  Certain  employees  of  domestic 
Subsidiaries  Engaged  in  Busi¬ 
ness  Outside  the  United 
States 

“  ‘(a)  Treatment  as  Employees  of  Domes¬ 
tic  Parent  Corporation. — 

“  ‘(1)  In  general. — For  purposes  of  apply¬ 
ing  this  part  with  respect  to  a  pension,  profit- 
sharing,  or  stock  bonus  plan  described  in  sec¬ 
tion  401(a),  an  annuity  pl?.r  described  in 
section  403(a),  or  a  bond  purchase  plan  de¬ 
scribed  in  section  405(a),  of  a  domestic  par¬ 
ent  corporation,  an  individual  who  is  a  citi¬ 
zen  of  the  United  States  and  who  is  an  em¬ 
ployee  of  a  domestic  subsidiary  (within  the 
meaning  of  paragraph  (2) )  of  such  domestic 
parent  corporation  shall  be  treated  as  an 
employee  of  such  domestic  parent  corpora¬ 
tion,  if — 

“  ‘(A)  the  plan  of  such  domestic  parent 
corporation  expressly  provides  for  contribu¬ 
tions  or  benefits  for  individuals  who  are  citi¬ 
zens  of  the  United  States  and  who  are  em¬ 
ployees  of  its  domestic  subsidiaries;  and 

“‘(B)  contributions  under  a  funded  plan 
of  deferred  compensation  (whether  or  not 
a  plan  described  in  section  401(a),  403(a), 
or  405(a))  are  not  provided  by  any  other 
person  with  respect  to  the  remuneration  paid 
to  such  individual  by  the  domestic  subsid¬ 
iary. 

“'(2)  Definitions. — For  purposes  of  this 
section — 

“  ‘  ( A)  Domestic  subsidiary. — A  corporation 
shall  be  treated  as  a 'domestic  subsidiary  for 
any  taxable  year  only  if — 

“‘(i)  such  corporation  is  a  domestic  cor¬ 
poration  80  percent  or  more  of  the  outstand¬ 
ing  voting  stock  of  which  is  owned  by  another- 
domestic  corporation; 

"‘(ii)  95  percent  or  more  of  its  gross  in¬ 
come  for  the  three-year  period  immediately 
preceding  the  close  of  its  taxable  year  which 


2822 


'ends  on  or  before  the  close  of  the  taxable 
year  of  such  other  domestic  corporation  (or 
for  such  part  of  such  period  during  which 
the  corporation  was  In  existence)  was  de¬ 
rived  from  sources  without  the  United 
States;  and 

“  ‘(iii)  90  percent  or  more  of  its  gross  in¬ 
come  for  such  period  (or  such  part)  was 
derived  from  the  active  conduct  of, a  trade 
or  business.  '  f 

""(B)  Domestic  parent  corporatjIon.- — The 
domestic  parent  corporation  of  an^  domestic 
subsidiary  is  the  domestic  corporation  which 
owns  80  percent  or  more  of  the  outstanding 
voting  stock  of  such  domestic  subsidiary. 

"‘(b)  Special  Rules  for  Application  of 
Section  401(a). — 

“‘(1)  Nondiscrimination  requirements. — 
For  purposes  of  applying  paragraphs  (3)  (B) 
and  (4)  of  section  401(a)  with  respect  to  an 
individual  who  is  treated  as  an  employee 
of  a  domestic  parent  corporation  under  sub¬ 
section  (a)  — 

"  ‘(A)  if  such  individual  is  an  officer,  share¬ 
holder.  or  person  whose  principal  duties  con- 
s.ss  .a  supervising  the  work  of  other  em- 
"..ojves  of  a  domestic  subsidiary,  he>hall  be 
..rated  as  having  such  capacity  with  respect 
to  such  domestic  corporation;  and 
*"(B)  the  determination  of  whether  such 
individual  is  a  highly  compensated  employee 
shall  be  made  'by  treating  such  individual's 
total  compensation  (determined  with  the  ap¬ 
plication  of  paragraph  (2)  of  this  subsection) 
as  compensation  paid  by  such  domestic  par¬ 
ent  corporation  and  by  determining  such  in¬ 
dividual’s  status  with  regard  to  such  do¬ 
mestic  parent  corporation,  j  /•••  / 

"‘(2)  Determination  of  compensation. — 
For  purposes  of  applying  paragraph  (5)  of 
section  401(a)  with  respect  to  an  individual 
who  is  treated  as  an  employee  of  a  domestic 
parent  corporation  under  subsection  (a) ,  the 
total  compensation  of  such  individual  shall 
be  the  remuneration  paid  to  such  individual 
by  the  domestic  subsidiary  which  would  con¬ 
stitute  his  total  compensation  if  his  services 
had  been  performed  for  such  domestic  par¬ 
ent  corporation,  and  the  basic  or  regular 
rate  of  compensation  of  such  individual 
shall  be  determined  under  regulations  pre- 
scibed  by  the  Secretary  or  his  delegate. 

“‘(c)  Termination  of  Status  as  Deemed 
Employee  Not  To  Be  Treated  as  Separation 
From  Service  for  Purposes  of  Capital  Gain 
Provisions. — For  purposes  of  applying  sec¬ 
tion  402(a)(2)  and  section  403(a)(2)  with 
respect  to  an  individual  who  is  treated  as 
an  employee  of  a  domestic  parent  corpora¬ 
tion  under  subsection  (a),  such  individual 
shall  not  be  considered  as  separated  from  the 
service  of  such  domestic  parent  corporation 
solely  by  reason  of  the  fact  that — 

"  ‘(1)  the  corporation  of  which  such  indi¬ 
vidual  is  an  employee  ceases,  for  any  taxable 
year,  to  be  a  domestic  subsidiary  within  the 
meaning  of  subsection  (a)  (2)  (A), 

such  individual  ceases  to  be  an  em¬ 
ployee  of  a  domestic  subsidiary  of  such  do¬ 
mestic  parent  corporation,  if  he  becomes  an 
employee  of  another  corporation  controlled 
by  such  domestic  parent  corporation,  or 
*“(3)  the  provision  of  the  plan  described 
in  subsection  (a)  (1)  (A)  is  terminated. 

*‘‘(d)  Deductibility  of  Contributions.— 
For  purposes  of  applying  sections  404  and 


406(c)  with  respect  to  contributions  made  to 
or  under  a  pension,  profit-sharing,  stock 
bonus,  annuity,  or  bond  purchase  plan  by  a 
domestic  parent  corporation,  or  by  another 
corporation  which  is  entitled  to  deduct  its 
contributions  under  section  404(a)(3)(B), 
on  behalf  of  an  individual  who  is  treated 
as  an  employee  of  such  domestic  corpora¬ 
tion  under  subsection  (a)  — 

"  ‘(1)  except  as  provided  in  paragraph  (2) , 
no  deduction  shall  be  allowed  to  such 
domestic  parent  corporation  or  to  any  other 
corporation  which  is  entitled  to  deduct  Its 
contributions  under  such  sections,  *  j  J,.  - 
‘“(2)  there  shall  be  allowed  as  a  (leduc- 
vtion  to  the  domestic  subsidiary  of  which 
such  individual  is  an  employee  an  amount 
equal  to  the  amount  which  (but  for  para¬ 
graph  (1))  would  be  deductible  under  sec¬ 
tion  404  (or  section  405(c) )  by  the  domestic 
parent  corporation  if  he  were  an  employee 
of  the  domestic  parent  corporation,  and 
“  ‘(3)  any  reference  to  compensation  shall 
be  considered  to  be  a  reference  to  the  total 
compensation  of  such  individual  (deter¬ 
mined  with  the  application  of  subsection 
(b) (2)). 

“  ‘Any  amount  deductible  by  a  domestic  sub¬ 
sidiary  under  this  subsection  shall  be  de¬ 
ductible  for  its  taxable  year  with  or  within 
which  the  taxable  year  of  such  domestic 
parent  corporation  ends. 

"  ‘(e)  Treatment  as  Employee  Under  Re¬ 
lated  Provisions. — An  individual  who  is 
treated  as  an  employee  of  a  domestic  parent 
corporation  under  subsection  (a)  shall  also 
be  treated  as  an  employee  of  such  domestic 
parent  corporation  for  purposes  of  applying 
the  following  provisions  of  this  title: 

*“(1)  Section  72(d)  (relating  to  employ¬ 
ees'  annuities) . 

*"(2)  Section  72(f)  (relating  to  special 
rules  for  computing  employees’  contribu¬ 
tions)  . 

“  ‘(3)  Section  101(b)  (relating  to  employ¬ 
ees’  death  benefits) . 

“‘(4)  Section  2039  (relating  to  annuities) . 
‘“(5)  Section  2517  (relating  to  certain  an¬ 
nuities  under  qualified  plan) .’ 

“(c)  Technical  Amendments. — 

"(1)  The  table  of  sections  for  part  I  of 
'  subchapter  D  of  chapter  1  is  amended  by 
adding  at  the  end  thereof  the  following: 

••  'Sec.  224.  Certain  Employees  of  Foreign 
Subsidiaries.  7  *"' /  ~ 

•*  ‘Sec.  407.  Certain  Employees'^ 6f  Domestic 
Subsidiaries  Engaged-  in  Busi¬ 
ness  Outside  the  United 

States.’ 

"(2)  Section  3121(a)  (5)  (relating  to  defi¬ 
nition  of  wages)  is  amended  by  striking  out 
.  ‘or’  at  the  end  of  subparagraph  (A)  and  by 
striking  out  subparagraph  (B)  and  inserting 
in  lieu  thereof  the  following  new  subpara¬ 
graphs  : 

“  ‘(B)  under  or  to  an  annuity  plan  which, 
;at  the  time  of  such  payment,  is  a  plan  de¬ 
scribed  in  section  403(a),  or 

*“(C)  under  or  to  a  bond  purchase  plan 
which,  at  the  time  of  such  payment,  is  a 
qualified  bond  purchase  plan  described  in 
section  405(a);’. 
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"(3)  Section  209(e)  of  the  Social  Security 
Act  (relating  to  the  definition  of  wages) 
Is  amended  to  read  as  follows: 

"  ‘(e)  Any  payment  made  to,  or  on  behalf 
of,  an  employee  or  his  beneficiary  (1)  from  or 
to  a  trust  exempt  from  tax  under  section 
165(a)  of  the  Internal  Revenue  Code  of  1939 
at  the  time  of  such  payment  or,  in  the  case 
of  a  payment  after  1954,  under  sections  401 
and  501(a)  of  the  Internal  Revenue  Code  of 
1954,  unless  such  payment  is  made  to  an  em¬ 
ployee  of  the  trust  as  remuneration  for 
services  rendered  as  such  employee  and  not 
as  a  beneficiary  of  the  trust,  or  (2)  under 
or  to  an  annuity  plan  which,  at  the  time  of 
such  payment,  meets  the  requirements  of 
section  165(a)  (3),  (4),  (5),  and  (6)  of  the 
Internal  Revenue  Code  of  1939  or,  in  the  case 
of  a  payment  after  1954  and  prior  to  1963, 
the  requirements  of  section  401(a)  (3),  (4), 
(5),  and  (6)  of  the  Internal  Revenue  Code 
of  1954,  or  (3)  .under  or  to  an  annuity  plan 
which,  at  the  time  of  any  such  payment  after 
1962,  is  a  plan  described  in  section  403(a) 
of  the  Internal  Revenue  Code  of  1954,  or  (4) 
under  or  to  a  bond  purchase  plan  which,  at 
the  time  of  any  such  payment  after  1962,  is 
a  qualified  bond  purchase  plan  described  in 
section  405(a)  of  the  Internal  Revenue  Code 
of  1954;'.  ,  /  / 

“(d)  Effective  Date. — The  amendments 
made  by  subsections  (a),  (b),  and  (c)(1) 
shall  apply  to  taxable  years  ending  after 
December  31,  1963.  The  amendments  made 
by  subsections  (c)  (2)  and  (3)  shall  apply 
to  remuneration  paid  after  December  31, 
1962.“ 

On  page  118,  at  the  beginning  of  line  8, 
to  change  the  section  number  from  “214”  to 
“222”' 

On  page  121,  line  10,  after  the  word  “the”, 
where  it  appears  the  second  time,  to  strike 
out  “amount,”  and  insert  “amount”. 

On  page  122,  line  17,  after  the  word 
“after”,  to  strike  out  “June  11,  1963”  and 
insert  “December  31,  1963”,  and  in  lino  19,- 
after  “section  424(c)”,  to  strike  out  “(4)” 
and  insert  “(3) 

On  page  125,  line  20,  to  strike  out  “June  11, 
1963”  and  Insert  “December  31,  1963”,  and 
in  line  24,  after  the  word  “before”,  to  strike 
out  “June  12,  1963”  and  insert  "January  1, 
1964”. 

On  page  126,  at  the  beginning  of  line  18, 
to  strike  out  "or”  and  insert  “and”. 

On  page  128,  line  1,  after  the  word  “the”, 
to  strike  out  “amount  paid  for”  and  insert 
“adjusted  basis  of”. 

On  page  128,  after  line  12,  to  insert: 

“(6)  Exception  to  application  of  subsec¬ 
tion  (b)(6). — Paragraph  (5)  of  subsection 
(b)  shall  not  apply  if — 
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“  (A)  the  option  being  granted  and  all  out¬ 
standing  qualified  (or  restricted)  stock  op¬ 
tions  referred  to  in  subsection  (b)(5)  are  to 
purchase  stock  of  the  same  class  in  the  same 
corporation,  and 

“(B)  the  price  payable  under  each  such 
outstanding  option  (as  of  the  date  of  grant 
of  the  option  being  granted)  is  not  more 
than  the  option  price  of  the  option  being 
granted.” 

On  page  129,  line  4,  after  the  word  “after”, 
to  strike  out  “June  11,  1963”  and  insert  “De¬ 


cember  31,  1963”,  and  in  line  7,  after  “sec¬ 
tion  424(c)”,  to  strike  out  “(4)”  and  insert 
“(3)”. 

On  page  130,  line  6,  after  the  word  “such”, 
to  strike  out  “corporations”  and  insert 
“corporation”. 

On  page  135,  line  22,  after  the  word  “be¬ 
fore”,  to  strike  out  “June  12,  1963”  and  insert 
“January  1,  1964”;  in  line  24,  after  “subsec¬ 
tion  (c)”,  to  strike  out  “(4)”  and  insert 
“(3)”,  and  in  the  same  line,  after  the  word 
“after”,  to  strike  out  “June  11,  1963”  and 
insert  “December  31,  1963”. 

On  page  136,  line  24,  after  the  word  “is”,  to 
strike  out  “granted,”  and  insert  “granted”. 

On  page  139,  after  line  3,  to  strike  out: 

“(2)  Stockholder  approval. — For  purposes 
of  this  section,  if  the  grant  of  an  option  is 
subject  to  approval  by  stockholders,  the  date 
of  grant  of  the  option  shall  be  determined 
as  if  the  option  had  not  been  subject  to 
such  approval.” 

On  page  139,  at  ti  e  beginning  of  line  9,  to 
strike  out  “(3)”  and  insert  “(2)”. 

On  page  139,  at  the  beginning  of  line  23, 
to  strike  out  “(4)”  and  insert  “(3)”;  in  the 
same  line,  after  the  word  “after”,  to  strike 
out  “June  11,  1963”  ancj  insert  “December 
31,  1963”;  in  line  25,  after  the  word  “after”, 
to  strike  out  “June  11,  1963”  and  insert  “De¬ 
cember  31,  1963”;  on  page  140,  line  4,  after 
the  word  “before”,  to  strike  out  “June  12, 
1963”  and  insert  “January  1,  1964”;  in  line 
6,  after  the  word  “before”,  to  strike  out 
“June  12,  1963”  and  insert  “January  1,  1964”, 
and  in  line  7,  after  the  word  “of”,  where  it 
appears  the  first  time,  to  strike  out  “June  12, 
1963”  and  insert  “January  1,  1964”. 

On  page  145,  line  12,  after  the  word  “be¬ 
fore”,  to  strike  out  “June  12,  1963”  and  in¬ 
sert  “January  1,  1964”;  in  line  13,  after  the 
word  “after”,  to  strike  out  “June  11,  1963” 
and  insert  “December  31,  1963”,  and  in  line 
15,  after  the  word  “before”,  to  strike  out 
“June  12,  1963”  and  insert  “January  1,  1964”. 

On  page  146,  line  7,  after  “(a)”,  to  strike 
out  “or”. 

On  page  146,  line  9,  after  “424(b)”,  to 
strike  out  “(2).’”  and  insert 

“(2);  or 

“(C)  in  the  case  of  an  option  not  immedi¬ 
ately  exercisable  in  full,  to  accelerate  the 
time  at  which  the  option  may  be  exercised.” 

On  page  146,  after  line  18,  to  insert: 

“(i)  Stockholder  Approval. — For  pur¬ 
poses  of  this  part,  if  the  grant  of  an  option 
is  subject  to  approval  by  stockholders,  the 
date  of  grant  of  the  option  shall  be  deter¬ 
mined  as  if  the  option  had  not  been  subject 
to  such  approval.” 

On  page  146,  at  the  beginning  of  line  23, 
to  strike  out  “(i)”  and  insert  “(j)’\ 

On  page  149,  after  line  7,  to  strike  out: 

“(a)  Returns  Relating  to  Payments  op 
Dividends,  Etc.,  and  Certain  Transfers  op 
Stock.  In  the  case  of  each  failure  to  file  a 
statement  of — 

“(1)  the  aggregate  amount  of  payments 
to  another  person  required  by  section 
6042(a)(1)  (relating  to  payments  of  divi¬ 
dends  aggregating  $10  or  more),  section 
6044(a)  (1)  (relating  to  payments  of  patron¬ 
age  dividends  aggregating'$10  or  more),  or 
section  6049(a)  (1)  (relating  to  payments  of 
nterest  aggregating  $10  or  more),  or 

“(2)  the  transfer  of  stock  or  the  transfer 
legal  title  of  stock  required  by  section 
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6039  (relating  to  information  in  connection 
with  certain  options) , 

on  the  date  prescribed  therefor  (determined 
with  regard  to  any  extension  of  time  for  fil¬ 
ing),  unless  it  is  shown  that*such  failure  is 
due  to  reasonable  cause  and  not  to  willful 
neglect,  there  shall  be  paid  (upon  notice  and 
demand  by  the  Secretary  or  his  delegate  an?d 
in  the  same  manner  as  tax) ,  by  the  person 
failing  to  so  file  the  statement,  $10  for  each 
such  statement  not  so  filed,  but  the  total 
amount  imposed  on  the  delinquent  person 
for  all  such  failures  during  any  calendar 
year  shall  not  exceed  $25,000.” 

And,  in  lieu  thereof,  to  insert: 

“(a)  Returns  Relating  to  Payments  of 
Dividends,  Etc.,  and  Certain  Transfers  of 
Stock. — In  the  case  of  each  failure — 

“(1)  to  file  a  statement  of  the  aggregate 
amount  of  payments  to  another  person  re¬ 
quired  by  section  6042(a)(1)  (relating  to 
payments  of  dividends  aggregating  $10  or 
more),  section  6044(a)(1)  (relating  to  pay¬ 
ments  of  patronage  dividends  aggregating 
$10  or  more) ,  or  section  6049(a)  (1)  (relating 
to  payments  of  interest  aggregating  $10  or 
more) , 

“(2)  to  make  a  return  required  by  section 
6039(a)  (relating  to  reporting  information 
in  connection  with  certain  options)  with 
respect  to  a  transfer  of  stock  or  a  transfer  of 
legal  title  to  stock,  or 

‘‘(3)  to  make  a  return  required  by  section 
6052(a)  (relating  to  reporting  payment  of 
wages  in  the  form  of  group-term  life  insur¬ 
ance)  with  respect  to  group -term  life  insur¬ 
ance  on  the  life  of  an  employee, 

on  the  date  prescribed  therefor  (determined 
with  regard  to  any  extension  of  time  for  fil¬ 
ing)  ,  unless  it  is  shown  that  such  failure  is 
due  to  reasonable  cause  and  not  to  willful 
neglect,  there  shall  be  paid  (upon  notice  and 
demand  by  the  Secretary  or  his  delegate  and 
in  the  same  manner  as  tax) ,  by  the  person 
failing  to  file  a  statement  referred  to  in  para¬ 
graph  (1)  or  failing  to  make  a  return  re¬ 
ferred  to  in  paragraph  (2)  or  (3) ,  $10  for  each 
such  failure,  but  the  total  amount  imposed 
on  the  delinquent  person  for  all  such  fail¬ 
ures  during  any  calendar  year  shall  not  ex¬ 
ceed  $25,000.” 

At  the  top  of  page  153,  to  strike  out: 
“(e)  Effective  Date. — 

“(1)  Except  as  provided  in  paragraph  (2), 
the  amendments  made  by  this  section  shall 
apply  to  taxable  years  ending  after  June  11, 
1963.  . 

“(2)  The  amendments  made  by  subsec¬ 
tion  (b)  shall  apply  to  stock  transferred 
pursuant  to  options  exercised  on  or  after 
January  1,  1964.” 

And,  in  lieu  thereof,  to  insert: 

“(e)  Effective  Dates  and  Transition 
Rules. — 

“(1)  Except  as  provided  in  paragraphs 
(2)  and  (3),  the  amendments  made  by  this 
section  shall  apply  to  taxable  years  ending 
after  December  31,  1963. 

"(2)  The  amendments  made  by  para¬ 
graphs  (1)  and  (3)  of  subsection  (b),  and 
paragraph  (2)  of  section  6652(a)  of  the 
Internal  Revenue  Code  of  1954  (as  amended 
by  paragraph  (2)  of  subsection  (b)),  shall 
apply  to  stock  transferred  pursuant  to  op¬ 
tions  exercised  on  or  after  January  1,  1964. 


“(3)  In  the  case  of  an  option  granted 
after  December  31,  1963,  and  before  Janu¬ 
ary  1,  1965 — 

(A)  paragraphs  (1)  and  (2)  of  section  422 
(b)  of  the  Internal  Revenue  Code  of  1954 
(as  added  by  subsection  (a) )  shall  not  apply, 
and 

“(B)  paragraph  (1)  of  section  425(h)  of 
such  Code  (as  added  by  subsection  (a)) 
shall  not  apply  to  any  change  in  the  terms 
of  such  option  made  before  January  1,  1965, 
to  permit  such  option  to  qualify  under  para¬ 
graphs  (3),  (4),  and  (5)  of  such  section 
422(b).” 

On  page  154,  after  line  2,  to  insert  a  new 
section,'  as  follows: 

“Sec.  223.  Installment  Sales  by  Dealers  in 
Personal  Property. 

“(a)  Installment  Plans. — Section  453(a) 
(relating  to  reporting  of  income  by  dealers 
in  personal  property  from  sales  on  the  in¬ 
stallment  plan)  is  amended  to  read  as  fol¬ 
lows: 

“‘(a)  Dealers  in  Personal  Property. — 

“‘(1)  General  rule. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
a  person  who  regularly  sells  or  otherwise 
disposes  of  personal  property  on  the  install¬ 
ment  plan  may  return  as  income  therefrom 
in  any  taxable  year  that  proportion  of  the 
installment  payments  actually  received  in 
that  year  which  the  gross  profit,  realized  or 
to  be  realized  when  payment  is  completed, 
bears  to  the  total  contract  price. 

“  ‘(2)  Installment  plan. — For  purposes  of 
paragraph  (1),  the  term  “installment  plan” 
includes  any  plan  which  provides  for  the 
payment  by  the  purchaser  for  the  personal 
property  sold  to  him  in  a  series  of  periodic 
installments  of  an  agreed  part  or  installment 
of  the  debt  due  the  seller. 

“  ‘(3)  Total  contract  price. — For  purposes 
of  paragraph  ( 1 ) ,  the  term  “total  contract 
price”  includes  all  charges  relative  to  the 
sale  of  the  personal  property,  including  the 
time  price  differential  which  represents  the 
amount  paid  or  payable  for  the  privilege  of 
purchasing  the  personal  property  to  be  paid 
for  by  the  purchaser  in  installments  over  a 
period  of  time.’ 

“(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  to  taxable 
years  beginning  after  December  31,  1963.” 

On  page  155,  after  line  7,  to  insert  a  new 
section,  as  follows: 

“Sec.  224.  Timing  of  Deductions  and  Credits 
in  Certain  Cases  Where 
Asserted  Liabilities  Are  Con¬ 
tested. 

“(a)  Taxable  Year  of  Deduction  or 
Credit. — 

“(1)  Section  461  (relating  to  general  rule 
for  taxable  year  of  deduction)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
subsection : 

“‘(f)  Contested  Liabilities. — If — 

“  ‘  ( 1 )  the  taxpayer  contests  an  asserted 
liability, 

“‘(2)  the  taxpayer  transfers  money  or 
other  property  to  provide  for  the  satisfaction 
of  the  asserted  liability, 

“‘(3)  the  contest  with  respect  to  the  as¬ 
serted  liability  exists  after  the  time  of  the 
transfer,  and 
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“‘(4)  but  for  the  fact  that  the  asserted 
liability  is  contested,  a  deduction  or  credit 
would  be  allowed  for  the  taxable  year  of  the 
transfer  (or  for  an  earlier  taxable  year) , 
then  the  deduction  or  credit  shall  be  allowed 
for  the  taxable  year  of  the  transfer.’ 

“(2)  Section  43  of  the  Internal  Revenue 
Code  of  1939  (relating  to  period  for  which 
deductions  and  credits  taken)  is  amended 
by  adding  at  the  end  thereof  the  following 
new  sentence:  “If — 

“  ‘  ( 1 )  the  taxpayer  contests  an  asserted 
liability, 

“‘(2)  the  taxpayer  transfers  money  or 
other  property  to  provide  for  the  satisfaction 
of  the  asserted  liability, 

“‘(3)  the  contest  with  respect  to  the  as¬ 
serted  liability  exists  after  the  time  of  the 
transfer,  and 

“‘(4)  but  for  the  fact  that  the  asserted 
liability  is  contested,  a  deduction  or  credit 
would  be  allowed  for  the  taxable  year  of 
the  transfer  (or  for  an  earlier  taxable  year), 
then  the  deduction  or  credit  shall  be 
allowed  for  the  taxable  year  of  the  transfer.’ 

“(b)  Effective  Dates. — Except  as  provided 
in  subsections  (c)  and  (d)  — 

“(1)  the  amendment  made  by  subsection 
(a)  (1)  shall  apply  to  taxable  years  beginning 
after  December  31,  1953,  and  ending  after 
August  16,  1954,  and 

[P.  1425} 

“(2)  the  amendment  made  by  subsection 
(a)  (2)  shall  apply  to  taxable  years  to  which 
the  Internal  Revenue  Code  of  1939  applies. 

"(c)  Election  as  to  Transfers  in  Taxable 
Years  Beginning  Before  January  1,  1964. — 
“(1)  The  amendments  made  by  subsection' 
(a)  shall  not  apply  to  any  transfer  of  money 
or  other  property  described  in  subsection  (a) 
made  in  a  taxable  year  beginning  before 
January  1,  1964,  if  the  taxpayer  elects,  in  the 
manner  provided  by  regulations  prescribed 
by  the  Secretary  of  the  Treasury  or  his  dele¬ 
gate,  to  have  this  paragraph  apply.  Such 
an  election —  J"  rA  / 

"(A)  must  be  made  within  one  year  after 
the  date  of  the  enactment  of  this  Act, 

“(B)  may  not  be  revoked  after  the  expira¬ 
tion  of  such  one-year  period,  and 

"(C)  shall  apply  to  all  transfers  described 
in  the  first  sentence  of  this  paragraph  (other 
than  transfers  described  in  paragraph  (2)). 

In  the  case  of  any  transfer  to  which  this 
paragraph  applies,  the  deduction  or  credit 
shall  be  allowed  only  for  the  taxable  year  in 
which  the  contest  with  respect  to  such  trans¬ 
fer  is  settled. 

"(2)  Paragraph  (1)  shall  not  apply  to  any 
transfer  if  the  assessment  of  any  deficiency 
which  would  result  from  the  application  of 
the  election  in  respect  of  such  transfer  is,  on 
the  date  of  the  election  under  paragraph  (1) , 
prevented  by  the  operation  of  any  law  or  nils 
of  law. 

"(3)  If  the  taxpayer  makes  an  election 
under  paragraph  ( 1 ) ,  and  if,  on  the  date  of 
such  election,  the  assessment  of  any  de¬ 
ficiency  which  results  from  the  application 
of  the  election  in  respect  of  any  transfer  is 
not  prevented  by  the  operation  of  any  law 
or  rule  of  law,  the  period  within  which 
assessment  of  such  deficiency  may  be  made 


shall  not  expire  earlier  than  2  years  after 
the  date  of  the  enactment  of  this  Act. 

"(d)  Certain  Other  Transfers  in  Taxable 
Years  Beginning  Before  January  1,  1964. — > 
The  amendments  made  by  subsection  (a) 
shall  not  apply  to  any  transfer  of  money  or 
other  property  described  in  subsection  (a) 
made  in  a  taxable  year  beginning  before 
January  1,  1964,  if — 

"(1)  no  deduction  or  credit  has  been  al¬ 
lowed  in  respect  of  such  transfer  for  any  tax¬ 
able  year  before  the  taxable  year  in  which 
the  contest  with  respect  to  such  transfer  is 
settled,  and  J!  j 

"(2)  refund  or  credit  of  any  overpayment 
which  would  result  from  the  application  of 
such  amendments  to  such  transfer  is  pre¬ 
vented  by  the  operation  of  any  law  or  rule 
of  law. 

In  the  case  of  any  transfer  to  which  this 
subsection  applies,  the  deduction  or  credit 
shall  be  allowed  for  the  taxable  year  in  which 
the  contest  with  respect  to  such  transfer  is 
settled.” 

On  page  159,  at  the  beginning  of  line  3„ 
to  change  the  section  number  from  "215” 
to  “225”. 

On  page  163,  after  line  10,  to  strike  out: 

“(c)  Certain  Carrying  Charges. — The  first 
sentence  of  section  163(b)  (1)  (relating  to  in¬ 
stallment  purchases  where  interest  charge  is 
not  separately  stated)  is  amended  by  strik¬ 
ing  out  'personal  property  is  purchased’  and 
inserting  in  lieu  thereof  'personal  property 
or  services  are  purchased’.” 

One  page  163,  after  line  16,  to  strike  out: 

“(a)  Effective  Dates. — The  amendments 
made  by  subsections  (a)  and  (b)  shall  ap¬ 
ply  to  payments  made  after  December  31, 
1963,  on  account  of  sales  or  exchanges  of 
property  occurring  after  June  30,  1963.  The 
amendment  made  by  subsection  (c)  shall 
apply  to  payments  made  during  taxable  years 
beginning  after  December  31,  1963.” 

And,  in  lieu  thereof,  to  insert: 

“(c)  effective  Date. — The  amendments 
made  by  subsections  (a)  and  (b)  shall  ap¬ 
ply  to  payments  made  after  December  31, 
1963,  on  account  of  sales  or  exchanges  of 
property  occurring  after  June  30,  1963,  other* 
than  any  sale  or  exchange  made  pursuant 
to  a  binding  written  contract  (including  an 
irrevocable  written  option)  entered  into  be¬ 
fore  July  1,  1963.” 

On  page  164,  at  the  beginning  of  line  7, 
to  change  the  section  number  from  "216”  to 
"226”. 

On  page  166,  line  1,  after  the  word  “share¬ 
holders”,  to  strike  out  the  comma  and  "plus 
the  interest  described  in  section  543(b)(2) 
(C),”. 

On  page  167,  line  8,  after  the  word  “loans”, 
to  strike  out  “or”. 

On  page  167,  line  10,  after  the  word  "in¬ 
stallment”,  to  strike  out  "obligations.”  and 
insert  "obligations,  or  (iii)  rendering  serv¬ 
ices  or  making  facilities  available  to  an¬ 
other  corporation  which  is  engaged  in  the 
lending  or  finance  business  (within  the 
meaning  of  this  subparagraph),  but  only  if 
such  other  corporation  and  the  corporation 
rendering  services  or  making  facilities  avail¬ 
able  are  members  of  the  same  affiliated  group 
(as  defined  in  section  1504) .” 
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On  page  169,  after  line  3,  to  strike  out: 

“(3)  Income  receved  from  certain  do¬ 
mestic  subsidiaries. — For  purposes  of  subsec¬ 
tion  (c)(6)(B),  in  the  case  of  a  lending 
company  which  is  authorized  to  engage  in 
and  is  actively  and  regularly  engaged  in  the 
small  loan  business  (consumer  finance  busi¬ 
ness)  under  one  or  more  State  statutes  pro¬ 
viding  for  the  direct  regulation  of  such  busi¬ 
ness,  and  which  meets  the  requirements  of 
subsection  (c)(6)(A),  there  shall  not  be 
treated  as  personal  holding  company  income 
the  lawful  income  received  from  domestic 
subsidiary  corporations  (of  which  stock  pos¬ 
sessing  at  least  80  percent  of  the  voting 
power  of  all  classes  of  stock  and  of  which  at 
least  80  percent  of  each  class  of  nonvoting 
stock  is  owned  directly  by  such  lending  com¬ 
pany)  which  are  themselves  excepted  under 
subsection  (c)(6).” 

And,  in  lieu  thereof,  to  insert: 

“(3)  Income  received  from  certain  af¬ 
filiated  corporations. — For  purposes  of  sub¬ 
section  (c)(6)(B),  in  the  case  of  a  lending 
or  finance  company  which  meets  the  re¬ 
quirements  of  subsection  (c)(6)(A),  there 
shall  not  be  treated  as  personal  holding 
company  income  the  lawful  income  received 
from  a  corporation  which  meets  the  re¬ 
quirements  of  subsection  (c)(6)  and  which 
is  a  member  of  the  same  affiliated  group  (as 
defined  in  section  1504)  of  which  such  com¬ 
pany  is  a  member.”  $  <y  >  j 

On  page  171,  after  line  8,  to  /trike  cfiit: 

“(B)  the  personal  holding  company  in¬ 
come  for  the  taxable  year  (computed  with¬ 
out  regard  to  this  paragraph  and  paragraph 
(6),  and  computed  by  including  as  personal 
holding  company  income  copyright  royalties 
and  the  adjusted  income  from  mineral,  oil, 
and  gas  royalties)  is  not  more  than  10  per¬ 
cent  of  the  ordinary  gross  income.” 

“(B)  the  sum  of — 

“(i)  the  dividends  paid  during  the  taxable 
year  (determined  under  section  562) , 

“(ii)  the  dividends  considered  as  paid  on 
the  last  day  of  the  taxable  year  under  section 
583(c)  (as  limited  by  the  second  sentence  of 
section  663(b)),  and 

“(iii)  the  consent  dividends  for  the  tax¬ 
able  year  (determined  under  section  565), 

equals  or  exceeds  the  amount,  if  any,  by 
which  the  personal  holding  company  income 
for  the  taxable  year  (computed  without  re¬ 
gard  to  this  paragraph  and  paragraph  (6), 
and  computed  by  including  as  personal  hold¬ 
ing  company  income  copyright  royalties  and 
the  adjusted  income  from  mineral,  oil,  and 
gas  royalties)  exceeds  10  percent  of  the 
ordinary  gross  income.” 

On  page  178,  line  14,  after  the  word  “and”, 
to  strike  out  "amortization,”  and  insert 
“amortization  of  property  other  than  tan¬ 
gible  personal  property  which  is  not  cus¬ 
tomarily  retained  by  any  one  lessee  for  more 
than  three  years,”. 

On  page  179,  line  3,  after  the  word  “in”, 
to  strike  out  “subsection  (a)  (3)”  and  insert 
“paragraph  (4)”. 

On  page  180,  line  24,  after  the  word 
“from”,  to  strike  out  “such  royalties”  and 
Insert  “mineral,  oil,  and  gas  royalties  (in¬ 
cluding  production  payments  and  overriding 
royalties)”.  /'/  ‘ 

On  page  190,  line  9,  after  the  word  “sec¬ 
tion”,  to  strike  out  “552,”  and  insert 
“552—”. 


OH-page  192,  line  4,  after  “January  1,”, 
to'  strike  out  "1966”  and  insert  “1967”;  in 
line  6,  after  “January  1,”,  to  strike  out 
“1966”  and  insert  “1967”;  in  line  14,  after 
the  word  “were”,  to  strike  out  “class  B"  and 
insert  “long-term”;  in  line  16,  after  the  word 
“after”,  to  strike  out  “August  1”  and  Insert 
“December  31”;  and  at  the  beginning  of  line 
20,  to  strike  out  “August  1”  and  insert 
“December  31”. 

On  page  193,  line  2,  to  strike  out  “1955” 
and  insert  "1966”. 

On  page  193,  line  4,  after  "December  31,”, 
to  strike  out  “1965”  and  insert  “1966”. 

On  page  193,  line  13,  after  “January  1,”, 
to  strike  out  “1966”  and  insert  “1967”,  and 
at  the  beginning  of  line  16,  to  strike  out 
“class  B”  and  insert  “long-term”. 

On  page  193,  at  the  beginning  of  line  21, 
to  strike  out  “August  1”  and  insert  "Decem¬ 
ber  31”,  and  in  line  24,  after  the  word  “on”, 
to  strike  out  “August  1”  and  insert  "Decem- 
ber  31”.  * 

On  page  3  94,  line  9,  after  the*’ word  “on”, 
to  strike  out  "August  1,  1963”  and  insert  <* 
“January  1,  1964”. 

On  page  194,  line  12,  after  "January  1,”, 
to  strike  out  “1967”  and  insert  “1968”. 

On  page  195,  line  5,  after  the  word-  “on”, 
to  strike  out  “August  1,  1963”  and  Insert 
“January  1,  1964”. 

On  page  195,  line  16,  after  the  word  "obso¬ 
lescence”,  to  strike  out  “or”,  and  in  line  17, 
after  the  word  “amortization”,  to  insert  a 
comma  and  “or  depletion”. 

On  page  195,  line  21,  after  the  word  “be¬ 
fore”,  to  strike  out  "the  date  of  the  enact¬ 
ment  of  this  subsection”  and  insert  “Decem¬ 
ber  31,  1963”,  and  on  page  196,  line  3,  after 
the  word  “taxable”,  to  strike  out  “year.”  ” 
and  insert  “year.”. 

On  page  196,  after  line  3,  to  insert: 

"(4)  Mistake  as  to  applicability  of  sub¬ 
section. — An  election  made  under  this  sec¬ 
tion  by  a  qualified  electing  shareholder  of  a 
corporation  in  which  such  shareholder  states 
that  such  election  is  made  on  the  assump¬ 
tion  that  such  corporation  is  a  corporation 
referred  to  in  paragraph  (3)  shall  have  no 
force  or  effect  if  it  is  determined  that  the 
corporation  is  not  a  corporation  referred  to 
in  paragraph  (3) .” 

On  page  198,  line  2,  after  the  word  “be¬ 
fore”,  to,  strike  out  “the  date  of  the  enact¬ 
ment  of  this  subsection”  and  insert  “Decem¬ 
ber  31.  1963”. 

Or.  page  198,  line  19,  after  the  word  “be¬ 
fore”,  to  strike  out  “August  1,  1963,”  and 
insert  “January  1,  1964,”;  in  line  21,  after 
the  word  “after”,  to  strike  out  "July  31, 
1963,”  and  insert  “December  31,  1963,”,  and 
in  line  24,  after  the  word  “but”,  to  strike 
out  the  comma  and  "in  the  case  of  such  a 
payment  or  set  aside  which  is  made  on  or 
after  the  first  day  of  the  first  taxable  year 
beginning  after  December  31,  1963,”. 

On  page  199,  line  9,  after  the  word  “after”, 
to  strike  out  "July  31,”  and  insert  “Decem¬ 
ber  31,”. 

On  page  200,  line  16,  after  the  word  “ob¬ 
solescence”,  to  strike  out  “or  amortization” 
and  insert  “amortization,  or  depletion”. 

On  page  201,  line  12,  after  the  word  “to”, 
to  strike  out  “the”  and  insert  “an”;,  in  Une,— 
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13,  after  the  word  “obsolescence”,  to  strike 
out  “or  amortization”  and  insert  "amortiza¬ 
tion,  or  depletion”,  and  in  line  14,  after  the 
word  “after”,  to  strike  out  “July  31,”  and 
insert  “December  31,“. 

[P.  1426} 

On  page  202,  after  line  9,  to  strike  out: 

“(j)  Increase  in  Basis  With  Respect  to 
Certain  Foreign  Personal  Holding  Com¬ 
pany  Holdings. — 

“(1)  In  general.  Part  II  of  subchapter  O 
of  chapter  1  (relating  to  basis  rules  of  gen¬ 
eral  application)  is  amended  by  redesignat¬ 
ing  section  1022  as  section  1023  and  by  in¬ 
serting  after  section  1021  the  following  new 
section : 

“  ‘Sec.  1022.  Increase  in  Basis  With  Re¬ 
spect  to  Certain  Foreign 
Personal  Holding  Company 
Holdings. 

“‘(a)  General  Rule. — The  basis  (deter¬ 
mined  under  section  1014(b)  (5),  relating  to 
basis  of  stock  or  securities  in  a  foreign  per¬ 
sonal  holding  company)  of  a  share  of  stock 
or  a  security,  acquired  from  a  decedent  dying 
after  August  15,  1963,  of  a  corporation  which 
was  a  foreign  personal  holding  company  for 
its  most  recent  taxable  year  ending  before 
the  date  of  the  enactment  of  this  section 
shall  be  increased  by  its  proportionate  share 
of  any  Federal  estate  tax  attributable  to 
the  net  appreciation  in  value  of  all  of  such 
shares  and  securities  determined  as  provided 
in  this  section. 

“‘(b)  Proportionate  Share. — For  pur¬ 
poses  of  subsection  (a),  the  proportionate 
share  of  a  share  of  stock  or  of  a  security 
is  that  amount  which  bears  the  same  ratio 
to  the  aggregate  increase  determined  under 
subsection  (c)(2)  as  the  appreciation  in 
value  of  such  share  or  security  bears  to  the 
aggregate  appreciation  in  value  of  all  such 
shares  and  securities  having  appreciation  in 
value. 

“‘(c)  Special  Rules  and  Definitions. — 
For  purposes  of  this  section — 

“  '  ( 1 )  Federal  estate  tax. — The  term  ‘Fed¬ 
eral  estate  tax’  means  only  the  tax  imposed 
by  section  2001  or  2101,  reduced  by  any  credit 
allowable  with  respect  to  a  tax  on  prior 
transfers  by  section  2013  or  2102. 

‘‘‘(2)  Federal  estate  tax  attributable  to 
net  appreciation  in  value. — The  Federal 
estate  tax  attributable  to  the  net  apprecia¬ 
tion  in  value  of  all  shares  of  stock  and  se¬ 
curities  to  which  subsection  (a)  applies  is 
that  amount  which  bears  the  same  ratio  to 
the  Federal  estate  tax  as  the  net  apprecia¬ 
tion  in  value  of  all  of  such  shares  and  se¬ 
curities  bears  to  the  value  of  the  gross  estate 
as  determined  under  chapter  11  (including 
section  2032,  relating  to  alternative  valua¬ 
tion)  . 

“‘(3)  Net  appreciation. — The  net  appre¬ 
ciation  in  value  of  all  shares  and  securities 
to  which  subsection  (a)  applies  is  the 
amount  by  which  the  fair  market  value  of 
all  such  shares  and  securities  exceeds  the 
basis  of  such  property  in  the  hands  of  the 
decedent. 

“‘(4)  Fair  market  value. — For  purposes 
of  this  section,  the  term  ‘fair  market  value’ 
means  fair  market  value  determined  under 
chapter  11  (including  section  2032,  relating 
to  alternate  valuation). 


“  ‘(d)  Limitations. — This  section  shall  not 
apply  to  any  foreign  personal  holding  com¬ 
pany  referred  to  in  section  342(a)(2).’ 

“(2)  Amendment  of  section  1016(a). — 
Section  1016(a)  (relating  to  adjustments  to 
basis)  is  amended  by  striking  out  the  period 
at  the  end  thereof  and  by  inserting  in  lieu 
thereof  a  semicolon  and  by  adding  at  the 
end  thereof  the  following  new  paragraph: 

“‘(21)  to  the  extent  provided  in  section 
1022,  relating  to  increase  in  basis  for  certain 
foreign  personal  holding  company  holdings, 
or  in  section  216 (J)  (4)  of  the  Revenue  Act 
of  1963.’ 

“(3)  Clerical  amendments. 

“(A)  The  table  of  sections  for  part  II  of 
subchapter  O  of  chapter  1  is  amended  by 
striking  out  ■ 

‘Sec.  1022.  Cross  references.” 
and  inserting  in  lieu  thereof  the  following: 

“  ‘Sec.  1022.  Increase  in  basis  with  respect 
to  certain  foreign  personal 
holding  company  holdings. 
“‘Sec.  1023.  Cross  references’.” 

“(4)  One  month  liquidations.  If — 

“(A)  a  corporation  was  a  foreign  per¬ 
sonal  holding  company  for  its  most  recent 
taxable  year  ending  before  the  date  of  the 
enactment  of  this  Act, 

“(B)  all  of  the  stock  of  such  corporation 
is  owned  on  August  15,  1963,  and  at  the  time 
of  liquidation,  by  individuals  and  estates, 
and 

“(C)  the  transfer  of  all  the  property  un¬ 
der  the  liquidation  occurs  within  one  of  the 
first  4  calendar  months  ending  after  such 
date  of  enactment, 

then  such  corporation  shall  be  treated  as  a 
domestic  corporation  for  purposes  of  section 
333  of  the  Internal  Revenue  Code  of  1954 
(relating  to  1  month  liquidations),  and  shall 
be  treated  as  a  foreign  corporation  for  pur¬ 
poses  of  section  367  of  such  Code  (relating 
to  foreign  corporations).  In  applying  such 
section  367  for  purposes  of  this  paragraph, 
references  in  the  first  sentence  of  such  sec¬ 
tion  367  to  other  sections  of  such  Code  shall 
be  treated  as  including  a  reference  to  such 
section  333. 

“(5)  Basis  of  certain  property  acquired 

FROM  A  DECEDENT. 

“(A)  In  the  case  of  property  described  in 
subparagraph  (B)  acquired  from  a  dece¬ 
dent  or  passing  from  a  decedent  (within  the 
meaning  of  section  1014(b)  of  the  Internal 
Revenue  Code  of  1954),  the  basis  shall  (In 
lieu  of  being  the  basis  provided  by  section 
1014  of  such  Code)  be  the  basis  immediately 
before  the  death  of  the  decedent,  increased 
by  the  amount  of  any  Federal  estate  tax  at¬ 
tributable  to  the  net  appreciation  in  value 
of  such  property  (determined  in  accordance 
with  section  1022  of  such  Code  as  if  such 
property  were  stock  and  securities  referred 
to  in  such  section) . 

“(B)  Subparagraph  (A)  shall  apply  to — 
“(i)  property  which  the  decedent  received 
as  a  qualified  electing  shareholder,  and 
“(ii)  property  the  basis  of  which  (with¬ 
out  the  application  of  this  paragraph)  is  a 
substituted  basis  (as  defined  in  section  1016 
(b)  of  the  Internal  Revenue  Code  of  1954) 
determined  by  reference  to  the  basis  of  such 
property  or  other  property  received  by  any 
individual  or  estate  as  a  qualified  electing 
shareholder. 
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For  purposes  of  this  subparagraph,  property 
shall  be  treated  as  property  received  as  a 
qualified  electing  shareholder  if,  with  respect 
to  such  property,  the  recipient  was  a  quali¬ 
fied  electing  shareholder  (within  the  mean¬ 
ing  of  section  333(c)  of  such  Code)  in  a 
corporate  liquidation  to  which  section  333  of 
such  Code  applied  by  reason  of  paragraph 
(4)  of  this  subsection. 

“(C)  In  the  case  of  property  acquired  from 
the  decedent  by  gift,  the  increase  in  basis 
under  this  paragraph  shall  not  exceed  the 
amount  by  which  the  increase  under  this 
paragraph  is  greater  than  the  increase  allow¬ 
able  under  section  1015(d)  of  the  Internal 
Revenue  Code  of  1954. 

“(6)  Limitations. — The  provisions  of 
paragraphs  (4)  and  (5)  of  this  subsection 
shall  not  apply  to  any  foreign  corporation 
referred  to  in  section  342(a)(2)  of  the  In¬ 
ternal  Revenue  Code  of  1954. 

“(7)  Meaning  of  terms. — Terms  used  in 
paragraphs  (4)  through  (6)  of  this  subsec¬ 
tion  shall  have  the  same  meaning  as  when 
used  in  chapter  1  of  the  Internal  Revenue 
Code  of  1954.” 

On  page  208,  at  the  beginning  of  line  1, 
to  strike  out  “(k)  ”  and  insert  “(J) 

On  page  210,  at  the  beginning  of  line  14, 
to  strike  out  "(1)”  and  insert  “(k) 

On  page  210,  line  16,  after  “(f)”,  to  strike 
out  “(g),  and  (j)”  and  insert  “and  (g))”. 

At  the  top  of  page  211,  to  strike  out: 

“  (4)  The  amendments  made  by  paragraphs 
(1),  (2),  and  (3)  of  subsection  (j)  shall 
apply  in  respect  of  decedents  dying  after 
August  15,  1963.” 

On  page  211,  at  the  beginning  of  line  4,  to 
strike  out  “(5)”  and  insert  ‘‘(4)”. 

On  page  211,  at  the  beginning  of  line  6, 
to  change  the  section  number  from  “217”  to 
“227”. 

On  page  215,  line  10,  after  the  word  “of”, 
to  strike  out  “1963”  and  insert  “1964”. 

On  page  219,  at  the  beginning  of  line  1,  to 
change  the  section  number  from  “218”  to 
“228”. 

On  page  219,  line  9,  after  the  word  “or” 
to  insert  “Domestic”;  after  line  10,  to  strike 
out: 

“(B)  by  inserting  ‘or  iron  ore’  after  ‘coal 
(including  lignite)’;  and”. 

And  in  lieu  thereof  to  insert : 

“(B)  by  inserting  ‘or  iron  ore  mined  in  the 
United  States,’  after  ‘coal  (including  lig¬ 
nite),’;”. 

In  line  16,  after  “section  631”  to  strike 
out  “(c).”  and  insert  “(c);  and”. 

“(D)  by  adding  at  the  end  thereof  the 
following  new  sentence: 

“  ‘This  subsection  shall  not  apply  to  any 
disposal  of  iron  ore — 

“  ‘  ( 1 )  to  a  person  whose  relationship  to 
the  person  disposing  of  such  iron  ore  would 
result  in  the  disallowance  of  losses  under 
section  267  or  707(b),  or 

“  ‘(2)  to  a  person  owned  or  controlled  di¬ 
rectly  or  indirectly  by  the  same  interests 
which  own  or  control  the  person  disposing  of 
such  iron  ore.’  ” 

On  page  220,  line  13,  after  the  word  “Or”, 
to  insert  “Domestic”. 

On  page  221,  line  2,  after  the  word  “Or”  to 
insert  “Domestic”;  after  line  5,  in  “Sec.  631”, 
after  the  word  “or”,  where  it  occurs  the  .sec¬ 


ond  time,  to  insert  “domestic”;  in  line  8, 
after  the  word  “Or”,  to  insert  “Domestic”; 
after  line  11,  in  “Sec.  272”,  after  the  word 
“or”,  to  insert  “domestic”,  and  in  line  13, 
after  the  word  “or”,  to  insert  “domestic”. 

At  the  top  of  page  222,  to  insert: 

“(7)  Section  211(a)(3)  of  the  Social  Se¬ 
curity  Act  is  amended  by  striking  out  clause 
(B)  and  inserting  in  lieu  thereof  ‘(B)  from 
the  cutting  of  timber,  or  the  disposal  of  tim¬ 
ber,  coal,  or  iron  ore,  if  section  631  of  the 
Internal  Revenue  Code  of  1954  applies  to 
such  gain  or  loss,’.” 

On  page  222,  after  line  6,  to  strike  out: 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  iron  ore 
mined  in  taxable  years  beginning  after  De¬ 
cember  31,  1963.” 

And  in  lieu  thereof,  to  insert: 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  re¬ 
spect  to  amounts  received  or  accrued  in  tax¬ 
able  years  beginning  after  December  31,  1963, 
attributable  to  iron  ore  mined  in  such  tax¬ 
able  years.” 

On  page  222,  after  line  13,  to  insert  a  new 
section,  as  follows: 

“Sec.  229.  Insurance  Companies. 

“  ( a)  Certain  Mutualization  Distributions 
Made  in  1962. — 

j  “(1)  Deduction  for  certain  mutualiza¬ 
tion  distributions. — Section  809(d)  (11)  (re¬ 
lating  to  deductions  in  computing  gain  from 
operations  in  the  case  of  certain  mutualiza¬ 
tion  distributions)  is  amended  by  striking 
out  ‘and  1961’  and  inserting  in  lieu  thereof 
‘1961,  and  1962’. 

“(2)  Application  of  section  sis. — Section 
809(g)  (3)  (relating  to  application  of  section 
815  to  certain  mutualization  distributions) 
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is  amended  by  striking  out  ‘or  1961’  and  in- 
;  serting  in  lieu  thereof  '1961,  or  1962'. 

“(b)  Accrual  of  Bond  Discount. — 

“(1)  Life  insurance  companies. — Section 
818(b)  (relating  to  amortization  of  premium 
and  accrual  of  discount)  is  amended  by  add-, 
ing  at  the  end  thereof  the  following  new 
paragraph : 

“‘(3)  Exception. — For  taxable  years  be¬ 
ginning  after  December  31,  1962,  no  accrual 
of  discount  shall  be  required  under  para¬ 
graph  (1)  on  any  bond  (as  defined  in  section 
171(d) ) ,  except  in  the  case  of  discount  which 
iS— 

“  ‘(A)  interest  to  which  section  103  ap¬ 
plies,  or 

‘“(B)  original  issue  discount  (as  defined 
in  section  1232(b) ). 

For  purposes  of  section  805(b)(3)(A),  the 
current  earnings  rate  for  any  taxable  year 
beginning  before  January  1,  1963,  shall  be 
determined  as  if  the  preceding  sentence  ap¬ 
plied  to  such  taxable  year.’ 

“(2)  Mutual  insurance  companies. — Sec¬ 
tion  822(d)(2)  (relating  to  amortization  of 
premium  and  accrual  of  discount)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  sentence:  'For  taxable  years 
beginning  after  December  31,  1962,  no  accrual 
of  discount  shall  be  required  under  this 
paragraph  on  any  bond  (as  defined  in  section 
171(d) ).’ 

“(c)  Contributions  to  Qualified,  etc., 
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Plans.— Section  832(c)  (10)  (relating~Io  de¬ 
ductions  allowed  in  computing  taxable  in¬ 
come  of  certain  insurance  companies)  is 
amended  by  inserting  before  the  semicolon 
at  the  end  thereof  ‘and  in  part  I  of  subchap¬ 
ter  D  (sec.  401  and  following,  relating  to 
pension,  profit-sharing,  stock  bonus  plans, 
etc.) 

"(d)  Effective  Dates. — The  amendment 
made  by  subsection  (a)  shall  apply  to  tax¬ 
able  years  beginning  after  December  31,  1961. 
The  amendment  made  by  subsection  (c) 
shall  apply  to  taxable  years  beginning  after 
December  31,  1953,  and  ending  after  August 
16,  1954."  "O  /  / 

On  page  224,  after  line  13,  to  insert  a  new 
section,  as  follows:  « 

Sec.  230.  Regulated  Investment  ^Companies. 

“(a)  Time  for  Mailing  Certain  Notices 
to  Shareholders. — The  following  provisions 
(relating  to  notices  to  shareholders  by  reg¬ 
ulated  investment  companies)  are  amended 
by  striking  out  ‘30  days',  wherever  appear¬ 
ing  therein,  and  inserting  in  lieu  thereof 
*45  days’: 

"(1)  Section  852(b)(3)(C), 

“(2)  Section  852(b)  (3)  (D)  (i), 

“(3)  •  Section  853(c) , 

“(4)  Section  854(b)  (2),  and 
“(5)  Section  855(c). 

“(b)  Certain  Redemptions  by  Unit  In¬ 
vestment  Trusts. — Section  852  (relating  to 
taxation  of  regulated  investment  companies 
and  their  shareholders)  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new 
subsection:, 

“‘(d)  Distributions  in  Redemption  of 
Interests  in  Unit  Investment  Trusts. — In 
the  case  of  a  unit  Investment  trust — 

“‘(1)  which  is  registered  under  the  In¬ 
vestment  Company  Act  of  1940  and  issues 
periodic  payment  plan  certificates  (as  de¬ 
fined  in  such  Act) ,  and 

“‘(2)  substantially  all  of  the  assets  of 
which  consist  of  securities  issued  by  a  man¬ 
agement  company  (as  defined  in  such  Act), 

section  562(c)  (relating  to  preferential  di¬ 
vidends)  shall  not  apply  to  a  distribution  by 
such  trust  to  a  holder  of  an  interest  in  such 
trust  in  redemption  of  part  or  all  of  such  in¬ 
terest,  with  respect  to  the  net  capital  gain  of 
such  trust  attributable  to  such  redemption.’ 

“(c)  Effective  Dates. — The  amendments 
made  by  subsection  (a)  shall  apply  to  tax¬ 
able  years  of  regulated  investment  com¬ 
panies  ending  on  or  after  the  date  of  the 
enactment  of  this  Act.  The  amendment 
made  by  subsection  (b)  shall  apply  to  tax¬ 
able  years  of  regulated  investment  companies 
ending  after  December  31,  1963.” 

At  the  top  of  page  226,  to  insert  a  new 
section,  as  follows :  ^  /  f 

“Sec.  231.  Foreign  Tax  Credit' With  Respect 
to  Certain  Foreign  Mineral 
Income. 

"(a)  Limitation  on  Amount  of  Foreign 
Taxes  To  Be  Taken  Into  Account. — Section 
901  (relating  to  taxes  of  foreign  countries 
and  possessions  of  the  United  States)  is 
amended — 

"(1)  by  redesignating  subsection  (d)  as 
(e);  and 

"(2)  by  inserting  after  subsection  (c)  the 
following  new  subsection: 


-  ~*(d)  Foreign  Taxes  of  Mineral  In¬ 

come. — 

“  ‘  ( 1 )  Reduction  of  amounts  to  be 

TAKEN  INTO  ACCOUNT.— r 

“‘(A)  Per-country  limitation  taxpay¬ 
ers. — In  the  case  of  a  taxpayer  to  whom  the 
limitation  provided  by  section  904(a)(1) 
applies  for  the  taxable  year,  the  amount  of 
taxes  paid  or  accrued  during  the  taxable  year 
to  any  foreign  country  with  respect  to  min¬ 
eral  income  which  would  (but  for  this  para¬ 
graph)  be  taken  into  account  for  purposes 
of  this  subpart  shall  be  reduced  by  the 
amount  (if  any)  by  which — 

"‘(i)  the  amount  of  such  taxes,  (or,  if 
smaller,  the  amount  of  the  tax  which  would 
be  computed  under  this  chapter  with  respect 
to  such  income  determined  without  the  de¬ 
duction  allowed  under  section  613),  exceeds 
•*  *  (ii)  the  amount  of  the  tax  computed 
under  this  chapter  with  respect  to  such 
income. 

"'(B)  Overall  limitation  taxpayers. — In 
the  case  of  a  taxpayer  to  whom  the  limita¬ 
tion  provided  by  section  904(a)  (2)  applies 
for  the  taxable  year,  the  amount  of  taxes 
paid  or  accrued  during  the  taxable  year  to  all 
foreign  countries  with  respect  to  mineral  in¬ 
come  which  would  (but  for  this' paragraph) 
be  taken  into  account  for  purposes  of  .  this 
subpart  shall  be  reduced  by  the  ipnount  (if 
any)  by  which —  P  ^  ^ 

•"(i)  the  amount  of  such  taxes’"! or,  if 
smaller,  the  amount  of  the  tax  which  would 
be  computed  under  this  chapter  with  respect 
to  such  income  determined  without  the  de¬ 
duction  allowed  under  section  613),  exceeds 
“  *  ( ii)  the  amount  of  tax  computed  under 
this  chapter  with  respect  to  such  income. 
“‘(2)  Mineral  income. — 

“'(A)  In  general. — For  purposes  of  this 
subsection,  the  term  "mineral  income”  means 
income  derived  from  sources  without  the 
United  States  from  mineral  activities,  in¬ 
cluding,  but  not  limited  to — 

*"(i)  dividends  received  from  corpora¬ 
tions  in  which  5  percent  or  more  of  the  vot¬ 
ing  stock  is  owned  directly  or  indirectly  by 
the  taxpayer,  to  the  extent  such  dividends 
are  attributable  to  mineral  activities,-  and 
"‘(ii)  that  portion  of  the  taxpayer’s  dis¬ 
tributive  share  of  income  of  partnerships 
attributable  to  mineral  activities. 

"'(B)  Mineral  activities. — For  purposes 
of  subparagraph  (A),  the  term  "mineral 
activities”  includes  the  extraction  of  min¬ 
erals  from  mines,  wells,  or  other  natural  de¬ 
posits,  the  processing  of  such  minerals  into 
their  primary  products,  and  the  transporta¬ 
tion,  distribution,  or  sale  of  such  minerals 
or  primary  products.’ 

“(b)  Effective  Date. — The  amendments 
made  by  subsection  (a)  shall  apply  with 
respect  to  taxable  years  beginning  after  De¬ 
cember  31,  1963.” 

At  the  top  of  page  229,  to  insert  a  new  sec¬ 
tion,  as  follows: 

"Sec.  232.  Amounts  Received  From  Employ¬ 
er  on  Sale  of  Residence  of  Em- 
ployee  in  Connection  With 
Transfer  to  New  Place  of 
Work. 

"(a)  Treatment  of  Certain  Amounts  Re- 
_  cetved  From  Employer  on  Sals  of  Residence 
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of  Employee  in  Connection  With  Transfer 
to  New  Place  of  Work. — 

“(1)  Part  I  of  subchapter  O  of  chapter  1 
(relating  to  determination  of  amount  of  and 
recognition  of  gain  or  loss)  Is  amended  by 
adding  at  the  end  thereof  the  following  new 
section: 

“  'Sec  1003.  Amounts  Received  From  Em¬ 
ployer  on  Sale  of  Residence 
of  Employee  in  Connection 
With  Transfer  to  New  Place 
of  Work.  _  , 

“‘(a)  General  Rule. — If —  /  / 

“‘(1)  property  (in  this  section  cabled  “old 
residence”)  used  by  the  taxpayer  as  his  prin¬ 
cipal  residence  Is  sold  by  the  taxpayer  or  his 
spouse  pursuant  to  a  sales  contract  entered 
Into  within  the  forced  sale  period  for  the  old 
residence,  and 

“‘(2)  the  taxpayer’s  employer,  not  later 
than  one  year  after  the  date  such  sales  con¬ 
tract  was  entered  Into,  pays  part  or  all  of  the 
sale  differential  on  the  old  residence, 

then,  for  purposes  of  this  chapter,  the 
amount  so  paid  shall  be  treated  by  the  tax¬ 
payer  or  his  spouse  (as  the  case  may  be)  as 
an  additional  amount  realized  on  the  sale  of 
the  old  residence  to  the  extent  that  it  does 
not  exceed  the  lesser  of  (A)  the  sale  differ¬ 
ential,  or  (B)  15  percent  of  the  gross  sales 
price  of  the  old  residence. 

"‘(b)  Limitations. — 

"'(1)  Period  of  employment. — This  sec¬ 
tion  shall  not  apply  unless,  for  the  six-month 
period  ending  on  the  day  on  which  the  tax¬ 
payer  commences  work  at  the  new  principal 
place  of  work,  he  was  an  employee  of  the  em¬ 
ployer. 

“‘(2)  Location  of  new  place  of  work;. — 
This  section  shall  not  apply  unless  the  tax¬ 
payer’s  new  principal  place  of  work — 

“  '(A)  is  :east  20  miles  farther  from  the 
old  residence  than  was  his  former  principal 
place  of  work,  or 

“  ‘(B)  if  he  had  no  former  principal  place 
of  work,  is  at  least  20  miles  from  the  old  res¬ 
idence. 

"‘(c)  Definitions;  special  rules. — For 
purposes  of  this  section — 

“‘(1)  Forced  sale  period. — The  term 
“forced  sale  period”  means  the  period  begin¬ 
ning  90  days  before,  and  ending  180  after, 
the  date  on  which  the  taxpayer  commences 
work  as  an  employee  at  the  new  principal 
place  of  work. 

‘‘‘(2)  Sale  differential. — The  term  ‘‘sale 
differential”  means  the  amount  by  which — 

“  ‘(A)  the  appraised  value  of  the  old  resi¬ 
dence,  exceeds 

"  ‘(B)  the  gross  sales  price  of  the  old  resi¬ 
dence  reduced  by  the  selling  commissions, 
legal  fees,  and  other  expenses  incident  to  the 
transfer  of  ownership  of  the  old  residence. 

“‘(3)  Appraised  value. — The  appraised 
value  of  the  old  residence  is  the  average  of 
two  or  more  appraisals  of  fair  market  value 
made,  on  or  after  the  valuation  date  and  on 
or  before  the  date  on  which  the  sales  con¬ 
tract  is  entered  into,  by  independent  real 
estate  appraisers  selected  by  the  employer, 
but  shall  not  exceed  the  fair  market  value. 
Determination  of  appraised  value  shall  be 
made  as  of  the  valuation  date. 

"‘(4)  Valuation  date. — The  term  "valu¬ 
ation  date”  means  the  date  selected  by  the 


employer  for  purposes  of  determlningr~thb 
amount  to  be  paid  with  respect  to  the  sale 
differential.  Such  date  shall  be  on  or  be¬ 
fore  the  date  the  sales  contract  is  entered 
into  and  within  the  forced  sale  period. 

“'(5)  Employer. — The  term  "employer” 
means  the  person  who  employs  the  taxpayer 
as  an  employee  at  the  new  principal  place  of 
work.  Such  term  includes  any  predecessor 
or  successor  corporation  and  any  parent  cor¬ 
poration  or  subsidiary  corporation.  For 
purposes  of  the  preceding  sentence,  the  de¬ 
termination  of  whether  a  corporation  is  a 
parent  corporation  or  a  subsidiary  corpora¬ 
tion  shall  be  made  under  subsections  (e)  and 
(f)  of  section  425  but  by  reference  to  the 
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date  on  which  the  taxpayer  commences  work 
as  an  employee  at  the  new  principal  place  of 
work  (in  lieu  of  as  of  the  time  of  the  grant¬ 
ing  of  the  option) . 

“‘(0)  Exchanges. — An  exchange  by  the 
taxpayer  or  his  spouse  of  an  old  residence 
for  other  property  shall  be  treated  as  a  sale. 

“‘(7)  Tenant-stockholder  in  a  coopera¬ 
tive  housing  corporation. — References  to 
property  used  by  the  taxpayer  as  his  princi¬ 
pal  residence  includes  stock  held  by  a  ten¬ 
ant-stockholder  (as  defined  in  section  216) 
in  a  cooperative  housing  corporation  (as  de¬ 
fined  in  such  section)  if  the  house  or  apart¬ 
ment  which  the  taxpayer  was  entitled  to 
occupy  as  such  stockholder  was  used  by  him 
as  his  principal  residence. 

*•  ‘(d)  Regulations. — The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as 
may  be  necessary  to  carry  out  the  purposes 
of  this  section.’ 

"(2)  The  table  of  sections  for  part  I  of 
subchapter  O  of  chapter  1  is  amended  by 
adding  at  the  end  thereof  the  following: 

**  ‘Sec.  1003.  Amounts  received  from  employ¬ 
er  on  sale  of  residence  of  em¬ 
ployee  in  connection  with 
transfer  to  new  place  of  work.’ 

“(b)  Effective  Date. — The  amendments 
made  by  subsection  (a)  shall  apply  to 
amounts  paid  with  respect  to  sales  contracts 
entered  into  after  December  31,  1903,  in  tax¬ 
able  years  ending  after  such  date.” 

At  the  top  of  page  272,  to  change  the 
section  number  from  “220”  to  "233’’. 

On  page  287,  line  6,  to  change  the  sec¬ 
tion  number  from  “221’’  to  “234”. 

On  page  292,  line  2,  after  the  word  “in¬ 
come”,  to  strike  out:  “  ‘means,  for  any  tax¬ 
able  year  beginning  after  December  31,  1963, 
the  amount  (if  any)  by  which— 

“‘(A)  the  sum  of  the  adjusted  class  A 
capital  gain  and  the  adjusted  class  B  capital 
gain,  exceeds 

"‘(B)  the  deduction  allowable  under  sec¬ 
tion  1202(a). 

The  term  “capital  gain  net  income”  means, 
for  any  taxable  year  beginning  before  Janu¬ 
ary  1,  1964,’  ’’ 

And  insert  “means”. 

On  page  300,  after  line  4,  to  strike  out: 

“(B)  the  sum  of — 

“(i)  21  percent  of  the  adjusted  class  A 
capital  gain,  and 

“(ii)  25  percent  of  the  adjusted  class  B 
capital  gain.” 


2831 


And  in  lieu  thereof,  to  insert: 

“(B)  an  amount  equal  to  25  percent  of  the 
excess  of  the  net  long-term  capital  gain  over 
the  net  short-term  capital  loss.” 

On  page  301,  after  line  21,  to  insert: 

“(c)  Amendment  of  Section  144. — Sec-" 
tion  144  (relating  to  election  of  standard  de¬ 
duction)  is  amended  by  adding  after  subsec¬ 
tion  (c)  (as  added  by  112(c)  (2)  of  this  Act) 
the  following  new  subsection: 

“‘(d)  Individuals  Electing  Income  Aver¬ 
aging. — In  the  case  of  a  taxpayer  who  chooses 
to  have  the  benefits  of  part  I  of  subchapter 
Q  (relating  to  income  averaging)  for  the 
taxable  year — 

“‘(1)  subsection  (a)  shall  not  apply  for 
such  taxable  year,  and 

“‘(2)  the  standard  deduction  shall  be 
allowed  if  the  taxpayer  so  elects  in  his  re¬ 
turn  for  such  taxable  year. 

The  Secretary  or  his  delegate  shall  by  regu¬ 
lations  prescribe  the  manner  of  signifying 
such  election  in  the  return.  If  the  taxpayer 
on  making  his  return  fails  to  signify,  in  the 
manner  so  prescribed,  his  election  to  take 
the  standard  deduction,  such  failure  shall  be 
considered  his  election  not  to  take  the  stand¬ 
ard  deduction.’  ” 

On  page  302,  at  the  beginning  of  line  17, 
to  strike  out  “(c)”  and  insert  “(d)”. 

On  page  304,  at  the  beginning  of  line  5,  to 
strike  out  “(d)”  and  insert  “(e)”. 

On  page  304,  at  the  beginning  of  line  24, 
to  strike  out  "(e)”  and  insert  “(f)”. 

On  page  305,  at  the  beginning  of  line  10, 
to  strike  out  “(f)”  and  insert  “(g)”. 

On  page  306,  line  17,  after  the  word  “Act”, 
to  insert  “and  if  he  elects  to  have  subsection' 
(e)  of  such  section  1307  apply)  section  170 
(b)  (5)  of  such  Code  as  amended  by  this  Act 
shall  not  apply  to  charitable  contributions 
paid  in  such  taxable  year.” 

On  page  306,  after  line  20,  to  insert  a  new 
section,  as  follows: 

Sec.  235.  Small  Business  Corporations. 

“(a)  Ownership  of  Certain  Stock  Disre¬ 
garded. — Section  1371  (relating  to  definition 
of  small  business  corporation)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
subsection : 

“  ‘(d)  Ownership  of  Certain  Stock. — For 
purposes  of  subsection  (a),  a  corporation 
shall  not  be  considered  a  member  of  an 
affliated  group  at  any  time  during  any  tax¬ 
able  year  by  reason  of  the  ownership  of 
stock  in  another  corporation  if  such  other 
corporation — 

“  ‘  ( 1 )  has  not  begun  business  at  any  time 
on  or  after  the  date  of  its  incorporation  and 
before  the  close  of  such  taxable  year,  and 

“‘(2)  does  not  have  taxable  income  for 
the  period  included  within  such  taxable 
year.’ 

“(b)  Certain  Distributions  of  Money 
After  Close  of  Taxable  Year. — Section  1375 
(relating  to  special  rules  applicable  to  dis¬ 
tributions  of  electing  small  business  corpora¬ 
tion)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

“‘(e)  Certain  Distributions  After  Close 
of  Taxable  Year. — 

“‘(1)  In  general. — For  purposes  of  this 
chapter,  if — 

“‘(A)  a  corporation  makes  a  distribution 
of  money  to  its  shareholders  on  or  before 


the  15th  day  of  the  third  month  following 
the  close  of  a  taxable  year  with  respect  to 
which  it  was  an  electing  small  business 
corporation,  and 

“  ‘(B)  such  distribution  is  made  pursuant 
to  a  resolution  of  the  board  of  directors  of 
the  corporation,  adopted  before  the  close  of 
such  taxable  year,  to  distribute  to  its  share¬ 
holders  all  or  a  part  of  the  proceeds  of  one 
or  more  sales  of  capital  assets,  or  of  property 
described  in  section  1231(b),  made  during 
such  taxable  year, 

such  distribution  shall,  at  the  election  of 
the  corporation,  be  treated  as  a  distribution 
of  money  made  on  the  last  day  of  such 
taxable  year. 

“‘(2)  Shareholders.  —  An  election  under 
paragraph  (1)  with  respect  to  any  distribu¬ 
tion  may  be  made  by  a  corporation  only  if 
each  person  who  is  a  shareholder  on  the 
day  the  distribution  is  received — 

“‘(A)  owns  the  same  proportion  of  the 
stock  of  the  corporation  on  such  day  as 
he  owned  on  the  last  day  of  the  taxable 
year  of  the  corporation  preceding  the  dis¬ 
tribution,  and 

“‘(B)  consents  to  such  election  of  such 
time  and  in  such  manner  as  the  Secretary  or 
his  delegate  shall  prescribe  by  regulations. 

“‘(3)  Manner  and  time  *  of  election. — 
An  election  under  paragraph  (1)  shall  be 
made  in  such  manner  as  the  Secretary  or 
his  delegate  shall  prescribe  by  regulations. 
Such  election  shall  be  made  not  later  than 
the  time  prescribed  by  law  for  filing  the 
return  for  the  taxable  year  during  which  the 
sale  was  made  (including  extensions  thereof) 
except  that,  with  respect  to  any  taxable  year 
ending  on  or  before  the  date  of  the  enact¬ 
ment  of  the  Revenue  Act  of  1964,  such  elec¬ 
tion  shall  be  made  within  120  days  after 
such  date.’ 

“(c)  Effective  Dates. — The  amendment 
made  by  subsection  (a)  shall  apply  with 
respect  to  taxable  years  of  corporations  be¬ 
ginning  after  December  31,  1962.  The 

amendment  made  by  subsection  (b)  shall 
apply  with  respect  to  taxable  years  of  cor¬ 
porations  beginning  after  December  31, 
1957.” 

On  page  309,  line  12,  to  change  the  section 
number  from  “222”  to  “236”, 

On  page  318,  line  1,  to  change  the  section 
number  from  “223”  to  “237”. 

On  page  32,  after  line  11,  to  strike  out: 
“This  paragraph  shall  not  apply  to  the  tax¬ 
able  year  of  a  corporation  if  no  other  cor¬ 
poration  which  is  a  component  member  of 
such  controlled  group  on  the  December  31 
included  in  such  corporation’s  taxable  year 
has  taxable  income  for  its  taxable  year  in¬ 
cluding  such  December  31.”  and  in  lieu 
thereof,  to  insert  “This  paragraph  shall  not 
apply  to  the  taxable  year  of  a  corporation 
if— 

“(A)  such  corporation  is  the  only  com¬ 
ponent  member  of  such  controlled  group  on 
the  December  31  included  in  such  corpora¬ 
tion’s  taxable  year  which  has  taxable  Income 
for  a  taxable  year  including  such  December 
31,  or 

“(B)  such  corporation’s  surtax  exemption 
is  disallowed  for  such  taxable  year  under  any 
provision  of  this  subtitle.” 

On  page  325,  line  23,  after  the  word  “De¬ 
cember”,  to  strike  out  “31,”  and  Insert  “31”. 
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On  page  327,  after  line  17,  to  strike  out: 

“(g)  Tolling  of  Statute  of  Limitations. — 
In  any  case  in  which  a  controlled  group  of 
corporations  makes  an  election  or  termina¬ 
tion  under  this  section — 

“(1)  the  statutory  period  for  assessment 
of  any  deficiency  against  a  corporation  which 
is  a  component  member  of  such  group  for 
any  taxable  year,  to  the  extent  such  defici¬ 
ency  is  attributable  to  the  application  of  this 
part,  shall  not  expire  before  the  expiration 
of  one  year  after  the  date  such  election  or 
termination  is  made;  and 

“(2)  if  credit  or  refund  of  any  overpay¬ 
ment  of  tax  by  a  corporation  which  is  a 
component  member  of  such  group  for  any 
taxable  year  is  prevented,  at  any  time  on  or 
before  the  expiration  of  one  year  after  the 
date  such  election  or  termination  is  made,  by 
the  operation  of  any  law  or  rule  of  law,  cred¬ 
it  or  refund  of  such  overpayment  may,  nev¬ 
ertheless,  be  allowed  or  made,  to  the  extent 
such  overpayment  is  attributable  to  the  ap? 
plication  of  this  part,  if  claim  therefor  is 
filed  on  or  before  the  expiration  of  such  one- 
year  period.” 

And  in  lieu  thereof,  to  insert: 

«'  “(g)  Tolling  of  Statute  of  Limitations. — 

In  any  case  in  which  a  controlled  group  of 
corporations  makes  an  election  or  termina¬ 
tion  under  this  section,  the  statutory  pe¬ 
riod — 

“(1)  for  assessment  of  any  deficiency 
against  a  corporation  which  is  a  component 
member  of  such  group  for  any  taxable  year, 
to  the  extent  such  deficiency  is  attributable 
to  the  application  of  this  part,  shall  not 
expire  before  the  expiration  of  one  year  after 
the  date  such  election  or  termination  is 
made;  and 

“(2)  for  allowing  or  making  credit  or  re¬ 
fund  of  any  overpayment  of  tax  by  a  cor¬ 
poration  which  is  a  component  member  of 
such  group  for  any  taxable  year,  to  the  ex¬ 
tent  such  credit  or  refund  is  attributable  to 
the  application  of  this  part,  shall  not  ex¬ 
pire  before  the  expiration  of  one  year  after 
the  date  such  election  or  termination  is 
made.” 

On  page  334,  line  15,  after  “(2)”,  to  strike 
out  the  comma  and  “but  not  including  stock 
owned  by  the  parent  corporation  which  is 
constructively  owned  by  such  individual”, 
and  on  page  335,  line  2,  after  the  word 
“such”,  to  strike  out  “corporation;”  and 
insert  "corporation,”. 

On  page  340,  line  5,  after  “(D)”,  to  strike 
out  “The”  and  insert  “Such”. 
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On  page  342,  after  line  21,  to  insert: 

“(e)  shall  not  be  treated  as  owned  by  him 
for  purposes  of  again  applying  such  para¬ 
graphs  in  order  to  make  another  the  pon.r 
structive  owner  of  such  stock.  .  / 

treated  as  excluded  stock  under  subsection 
(c)(2),  if  by  reason  of  treating  such  stock 
as  excluded  stock  the  result  is  that  such 
corporation  is  not  a  component  member  of 
&  controlled  group  of  corporations." 

On  page  343,  line  8.  after  the  word  "of”, 
to  insert  "a  corporation  which  is  a  member 
of”,  and  in  line  11,  after  the  word  “of”,  to 
strike  out  "a”  and  insert  “such”. 

On  page  347,  line  3,  after  the  word  “or”,  to 


strike  out  “at  least”  and  insert  “more  than”. 
On  page  347,  after  line  9,  to  strike  out: 

“(c)  Corporations  Electing  Multiple 
Surtax  Exemptions. — If  the  surtax  exemp¬ 
tion  is  disallowed  to  a  transferee  corporation 
lor  any  taxable  year,'  section  1562(b)  shall 
not  apply  with  respect,  to  such  transferee 
corporation  for  such  taxable  year.” 

On  page  347,  at  the  beginning  line  15,  to 
strike  out  “(d)”  and  insert  “(c)”. 

On  page  348,  after  line  5,  to  strike  out: 
“income  tax)  is  amended — 

“(A)  by  striking  out  ‘then  such  deduc¬ 
tion,  credit,  or  other  allowance  shall  not  be 
allowed’  at  the  end  of  the  first  sentence  and 
inserting  in  lieu  thereof  ‘then  the  Secretary 
or  his  delegate  may  disallow  such  deduction, 
credit,  or  other  allowance’;  and 

“(B)  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  subsection : 

“‘(d)  Corporations  Electing  Multiple 
Surtax  Exemptions. — -If  the  surtax  exemp¬ 
tion  is  disallowed  to  an  acquired  corporation 
under  subsection  (a)  for  any  taxable  year, 
section  1562(b)  shall  not  apply  with  respect 
to  such  acquired  corporation  for  such  tax¬ 
able  year.’  ” 

And  in  lieu  thereof  to  insert:  "income  tax) 
is  amended  by  striking  out  ‘then  such  deduc¬ 
tion,  credit,  or  other  allowance  shall- not  be 
allowed’  at  the  end  of  the  first  sentence  and 
inserting  In  lieu  thereof  ‘then  the  Secretary 
or  his  delegate  may  disallow  such  deduction, 
credit,  or  other  allowance’.” 

On  page  350,  after  line  3,  to  insert  a  new 
section,  as  follows: 

“Sec.  238.  Validity  of  Tax  Liens  Against 
Mortgatees,  Pledgees,  and  Pur¬ 
chasers  of  Motor  Vehicles. 

“(a)  Mortgagees,  Pledgees,  and  Purchas¬ 
ers  Without  Actual  Notice  or  Knowledge 
of  Lien. — Section  6323(c)  (relating  to  excep¬ 
tion  in  case  of  securities)  is  amended — 

“(1)  by  striking  out  the  heading  and  in¬ 
serting  in  lieu  thereof  ‘Exception  in  Case  of 
Securities  and  Motor  Vehicles. — ’; 

“(2)  by  striking  out  ‘a  security,  as  defined 
in  paragraph  (2)  of  this  subsection,’  in  para¬ 
graph  (1)  and  inserting  in  lieu  thereof  ‘a 
security  (as  defined  in  paragraph  (2)  or  a 
motor  vehicle  (as  defined  in  paragraph  (3) )  ’; 

“(3)  by  inserting  after  ‘such  security’  in 
paragraph  (1)  ‘or  such  motor  vehicle’;  and 
“(4)  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  paragraph: 

“‘(3)  Definition  of  Motor  Vehicle. — As 
used  in  this  subsection,  the  term  “motor  ve¬ 
hicle”  means  a  vehicle  (other  than  a  house 
trailer)  which  is  registered  for  highway  use 
under  the  laws  of  any  State  or  foreign  coun¬ 
try.’ 

“(b)  Liens  for  Estate  and  Gift  Taxes. — 
Section  6324  (relating  to  special  liens  for 
estate  and  gift  taxes)  is  amended— 

“(1)  by  striking  out  ‘(relating  to  trans¬ 
fers  of  securities)'  in  subsections  (a)  and 
(b)  and  inserting  in  lieu  thereof  ‘(relating 
to  securities  and  motor  vehicles)’;  and 

“(2)  by  striking  out  subsection  (c)  and 
inserting  in  lieu  thereof  the  following: 

“  ‘(c)  Exception  in  Case  of  Securities  and 
Motor  Vehicles. — The  lien  imposed  by  sub¬ 
section  (a)  or  (b)  shall  not  be  valid  with 
respect  to  a  security  (as  defined  in  section 
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6323(c)(2))  or  •'motor  vehicle  (as  defined 
In  section  6323(c)  (3) )  as  against  any  mod^ 
gagee,  pledgee,  or  purchaser  of  any  sxlch 
security  or  motor  vehicle,  for  an  adequate 

and  full  consideration  in  money  or  money’s 
worth,  If  at  the  time  of  such  mortgage, 
pledge,  or  purchase  such  mortgagee,  pledgee, 
or  purchaser  is  without  notice  or  knowledge 
of  the  existence  of  such  lien.’ 

"(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  only  with 
respect  to  mortgages,  pledges,  and  purchases 
made  after  the  date  of  the  enactment  of  this 
Act.  ^  , 

On  page  365,  after  line  13,  to  strike  out: 
"(a)  Percentage  Method  of  Withhold¬ 
ing.  Subsection  (a)  of  section  3402  (relat¬ 
ing  to  requirement  of  withholding)  is 
amended  to  read  as  follows: 

"‘(a)  Requirement  of  Withholding. 
Every  employer  making  payment  of  wages 
shall  deduct  and  withhold  upon  such  wages 
(except  as  provided  in  subsection  (j) )  a  tax 
equal  to  the  following  percentage  of  the 
amount  by  which  the  wages  exceed  the 
number  of  withholding  exemptions  claimed*- 


multiplied  by  the  amount  of  one  such  ex¬ 
emption  as  shown  in  subsection  (b)  (1) : 

"  *(1)  15  percent  in  the  case  of  wages  paid 
during  the  calendar  year  1964,  and 

"*(2)  14  percent  in  the  case  of  ivages 
paid  after  December  31,  1964.’ 

And  in  lieu  thereof  to  insert: 

"(a)  Percentage  Method  of  Withhold¬ 
ing. — Subsection  (a)  of  section  3402  (relat¬ 
ing  to  requirement  of  withholding)  is 
amended  by  striking  out  *18  percent’  and 
inserting  in  lieu  thereof  *14  percent’.” 

On  page  366,  after  line  10,  to  strike  out: 
"(b)  Wage  Bracket  Withholding. — Para¬ 
graph  (1)  of  section  3402(c)  (relating  to 
wage  bracket  withholding)  is  amehded  to 
read  as  follows: 

'  "  *(1)  (A)  Wages  paid  during  calendar 
year  1964. — At  the  election  of  the  employer 
with  respect  to  any  employee,  the  employer 
shall  deduct  and  withhold  upon  the  wages 
paid  to  such  employee  during  the  calendar 
year  1964  a  tax  determined  in  accordance 
‘‘  with  the  following  tables,  which  shall  be 
/in  lieu  of  the  tax  required  to  be  deducted 
and  withheld  under  subsection  (a) : 
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If  the  payroll  period  with  respect  to  an  employee  is  weekly — Continued 


[P.  1430 ] 


And  the  number  of  withholding  exemptions  claimed  is— 

10  or  more 

The  amount  of  income  tax  to  be  withheld  shall  be— 
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And  the  wages  are — 

But  less  than— 
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15  percent  of  the  excess  over  $200  plus— 

08  01 

“  ‘If  the  payroll  period  with  respect  to  an  employee  is  biweekly 

And  the  number  of  withholding  exemptions  claimed  is— 

10  or  more 

The  amount  of  income  tax  to  be  withheld  shall  be— 
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But  less  than— 
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15  percent  of  the  excess  over  $30.plus- 


At  the  top  of  page  372,  to  strike  out: 

“(B)  WAGES  PAID  AFTER  DECEMBER  31,  1964. - 

At  the  election  of  the  employer  with  respect 
to  any  employee,  the  employer  shall  deduct 
and  withhold  upon  the  wages  paid  to  such 
employee  after  December  31,  1964,  a  tax  de¬ 
termined  in  accordance  with  the  following 
tables,  which  shall  be  in  lieu  of  the  tax  re¬ 
quired  to  be  deducted  and  withheld  under 
subsection  (a) 

And  in  lieu  thereof,  to  insert: 

“(b)  Wage  Bracket  Withholding. — Para¬ 
graph  (1)  of  section  3402(c)  (relating  to 
wage  bracket  withholding)  is  amended  to 
read  as  follows: 

“  ‘  ( 1 )  At  the  election  of  the  employer  with 
respect  to  any  employee,  the  employer  shall 
deduct  and  withhold  upon  the  wages  paid 
to  such  employee  a  tax  determined  in  ac¬ 
cordance  with  the  following  tables,  which 
shall  be  in  lieu  of  the  tax  required  to  be 
deducted  and  withheld  under  subsection 

(a) :’”. 

At  the  top  of  page  378,  to  strike  out. 

“(c)  Withholding  of  Tax  on  Certain 
Nonresident  Aliens. 

“(1)  Section  1441(a)  (relating  to  general 
rule)  is  amended  by  striking  out  ‘the  tax 
shall  be  equal  to  18  percent  of  such  item.’ 
and  inserting  in  lieu  thereof:  ‘the  tax  shall 
be  equal  to — 

“‘(1)  15  percent  in  the  case  of  payments 
made  during  the  calendar  year  1964,  and 

“  ‘(2)  14  percent  in  the  case  of  payments 
made  after  December  31, 1964/ 

“(2)  Section  1441(b)  (relating  to  income 
items)  is  amended  by  striking  out  ‘18  per¬ 
cent’  and  by  inserting  in  lieu  thereof  *15 
percent  or  14  percent  (as  the  case  may  be)’. 

And  in  lieu  thereof,  to  insert: 

“(c)  Withholding  of  Tax  on  Certain 
Nonresident  Aliens. — Subsections  (a)  and 

(b)  of  section  1441  (relating  to  withholding 
of  tax  on  nonresident  aliens)  are  amended 
by  striking  out  ‘18  percent’  and  inserting  in 
lieu  thereof  ‘14  percent.’  ” 

On  page  379,  line  1,  after  the  word  “after”, 
to  strike  out  “December  31,  1963”,  and  insert 
“the  seventh  day  following  the  date  of  the 
enactment  of  this  Act”,  and  in  line  4,  after 
the  word  “after”,  to  strike  out  “December 
31,  1963”  and  insert  “the  seventh  day  follow¬ 
ing  the  date  of  the  enactment  of  this  Act.”  . 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  am  happy  to  announce  to  the 
Senate  that  we  have  just  agreed  to  152 
amendments  to  the  bill. 

Mr.  SMATHERS.  The  Senator  from 
Louisiana  is  absolutely  right.  I  inter¬ 
rupt  myself  to  say  this,  because  it  is  just 
the  point  I  was  trying  to  make  this 
morning  when  I  was  under  rather  heavy 
castigation  from  some  Senators,  that 
sometimes  we  can  make  more  progress 
even  if  it  does  seem  as  though  the  Senate 
is  going  slow.  After  one  has  been  in  the 
Senate  for  a  short  while,  we  come  to 
realize  that  every  Senator  considers  him¬ 
self  an  expert  on  every  problem  which 
comes  before  the  Senate,  and  he  wants 
to  be  consulted  about  it.  I  do  not  believe 
we  are  all  experts  but  we  all  seem  to  feel 
that  way. 


Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield. 

Mr.  GORE.  I  listened  with  amuse¬ 
ment  to  the  colloquy  earlier  in  the  day. 
I  believe  the  distinguished  junior  Sen¬ 
ator  from  Florida  mistook  it  if  he  con¬ 
siders  it  castigation.  I  thought  it  was 
a  clever  job  of  defense. 

Mr.  SMATHERS.  If  one  is  on  the  giv¬ 
ing  end,  it  is  needling.  If  one  is  on  the 
receiving  end,  it  is  castigation.  In  any 
event,  I  think  it  demonstrates  that  the 
leadership  always  has  some  problems  on 
these  questions,  why  Senators  cannot 
take  over  and  say  that  they  are  ready, 
and  therefore  everyone  else  should  be 
ready.  It  does  not  always  follow  that 
that  is  the  best  way  to  proceed. 

I  am  delighted  that’  the  Senate  has 
now  adopted  152  amendments.  That  is 
great  progress.  I  am  sure  that  the  Presi¬ 
dent  of  the  United  States  will  be  de¬ 
lighted  to  receive  that  information. 
Perhaps  the  telephones  will  not  be  in 
such  constant  use. 

I  am  delighted  that  the  Senator  from 
Illinois  is  now  present. 

Mr.  DIRKSEN.  Which  Senator  from 
Illinois? 

Mr.  SMATHERS.  The  junior  Senator 
from  Illinois,  the  minority  leader.  The 
Senate  has  now  adopted  by  unanimous 
consent  152  committee  amendments. 
The  junior  Senator  from  Illinois  and  I 
were  receiving  some  castigation  this 
morning.  By  holding  the  line  in  the  face 
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of  that  castigation  and  touching  the 
bases  that  we  must  touch  in  this  body  of 
100  men,  where  every  Senator  feels  that 
he  as  an  individual  Senator  has  a  right 
to  be  consulted  on  his  views,  and  we 
must  at  least  talk  with  him  about  the 
question,  sometimes  we  make  greater 
progress  when  we  seem  to  be  going  slow, 
as  we  were  this  morning,  and  now  we 
have  proved  our  point.  *  ; 

Mr.  DIRKSEN.  Yes. 

Mr.  SMATHERS.  We  are  making  a 
great  deal  of  progress. 

Mr.  President,  there  are  so  few  things 
to  boast  about  these  days  that  I  could 
not  help  boasting  a  little  about  that. 

These  profit  figures  are  vitally  im¬ 
portant  not  only  to  American  business 
but  to  all  Americans,  because  invest¬ 
ment  is  vital  to  all  Americans.  It  is 
obvious  under  our  system  that  business 
will  not  invest  unless  it  can  see  a  profit. 

No  head  of  a  corporation  is  going  to 
risk  his  stockholders’  money  on  a  ven¬ 
ture  that  does  not  offer  an  adequate 
return. 

No  jobs  are  going  to  be  provided  and 
no  incomes  or  tax  revenues  are  going  to 
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"Be  raised  by  Investments  that  are  not 
made. 

Obviously  if  jobs  are  going  to  be  pro¬ 
vided,  it  is  the  private  sector  of  our  econ¬ 
omy,  through  capital  investment,  that  is 
going  to  provide  them.  -  ; 

We  can,  of  course,  create  new  jobs 
by  continually  increasing .  Government 
spending,  and  letting  out  bigger  and  big¬ 
ger  defense  contracts  that  will  mean 
more  jobs,  more  income,  more  tax  rev¬ 
enue,  but  of  course  more  Government 
spending.  In  other  words  the  Govern¬ 
ment  is  principal  spender,  architect  of, 
and  controller  of  the  American  economy 
under  that  particular  weapon.  That  is 
the  second  theory  about  which  I  talked 
a  moment  ago  in  my  colloquy  with  the 
able  Senator  from  Tennessee.  The  Gov¬ 
ernment  would  do  it  all.  I  have  the  feel¬ 
ing  that  certain  Senators  believe  that 
that  is  the  better  way  to  proceed.  How¬ 
ever,  fortunately,  I  think  the  majority  of 
Senators  on  this  side  and  on  the  other 
side  of  the  aisle  do  not  agree  that  that 
is  the  better  way  to  proceed — to  turn  all 
the  spending  and  the  operation  of  the 
economy  over  to  the  Government. 

I  think  the  better  way  by  far  is  to  stim¬ 
ulate  the  private  sector  of  the  economy, 
to  step  up  private  consumer  demand  and 
at  the  same  time  give  private  business 
the  additional  investment  incentives  to 
modernize  and  build  so  as  to  make  the 
most  of  that  consumer  demand. 

I  do  not  think  there  is  any  widespread 
opposition  to  the  belief  that  the  admin¬ 
istration  program  of  holding  down  on 
Federal  expenditures  and  at  the  same 
time  cutting  taxes  will  prove  effective  in 
moving  our  economy  ahead. 

As  the  President  indicated  in  his 
budget  message,  the  estimated  gross  na¬ 
tional  product  for  1964  would  be  $623 
billion — an  increase  of  more  than  20 
percent  in  3  years.  In  dollar  terms,  this 
means  that  it  would  equal  the  largest 
year-to-year  increase  in  total  national 
output  in  the  peacetime  history  of  the 
United  States. 

We  are  all  aware  that  with  every  pass¬ 
ing  month  as  the  withholding  rate  stays 
at  18  percent,  as  under  present  law,  in¬ 
stead  of  14  percent  as  provided  in  this 
proposal,  our  economy  is  deprived  of  $800 
million  in  additional  spending  i  power 
which  it  sorely  needs.  /  / 

I  think  that  many  of  us  have*  a  tend¬ 
ency  to  overlook  the  importance  of  capi¬ 
tal  investment,  to  forget  that  ours  is  a 
market  economy,  and  to  ignore  the  re¬ 
sponsibilities  of  the  free  enterprise  sys¬ 
tem.  Most  people  and  most  economists 
agree  we  need  more  demand.  I  agree. 
But  I  also  think  it  is  equally  important 
if  our  system  is  to  expand  to  maximum 
efficiency  that  we  also  have  more  in¬ 
vestment.  It  is  important  not  only  for 


our  domestic  economy,  but  for  interna¬ 
tional  reasons  as  well. 

Only  by  making  the  United  States 
more  attractive  both  for  foreign  and  do¬ 
mestic  investment  capital,  and  by  ex¬ 
panding  our  export  trade,  can  we  hope 
to  maintain  the  significant  improvement 
we  have  seen  in  our  balance-of -payments 
picture  in  the  last  6  months. 

Only  by  increasing  investment  will 
our  economy  develop  the  dynamic  ex¬ 
pansionary  momentum  we  need  to  keep 
domestic  funds  at  home  and  attract  for¬ 
eign  investment  in  greater  quantity  from 
abroad. 

Only  by  increasing  capital  investment 
can  we  raise  domestic  productive  effici¬ 
ency  to  the  point  where  our  producers 
can  overcome  the  increasing  challenge 
from  foreign  producers  in  competitive 
markets  at  home  and  around  the  globe. 

It  is  interesting  to  observe  at  that 
point  that  there  have  been  unfavorable 
balances  of  payments  for  a  number  of 
years,  but  since  we  adopted  the  invest¬ 
ment  credit  and  since  we  changed  the 
depreciation  guidelines,  we  have  found 
that  by  modernizing  and  improving  our 
own  industrial  capacity,  we  have  been 
better  able  to  compete  in  the  foreign 
markets.  We  have  been  better  able  to 
resist  competition  from  foreign  markets, 
with  the  result  that  while  we  have  not 
finally  solved  the  balance-of-payments 
deficit  problem,  nonetheless  it  has  been 
reduced  substantially,  and  since  last 
June  we  seem  to  be  on  our  way  to  the 
solution  of  the  balance-of-payments 
problem.  Certainly  we  hope  so.  V',/ 

Only  by  increasing  capital  investment 
can  we  step  up  our  rate  of  economio 
growth  and  move  toward  the  time  when 
we  can  plan  and  accomplish  a  balanced 
budget  without  skimping  on  national 
needs. 

Investment  alone,  of  course,  is  not 
enough,  for  our  economy  depends  on 
both  supply  and  demand,  on  both  in¬ 
vestment  incentives  and  consumer  de¬ 
mand.  The  pending  measure  is  a  bal¬ 
anced  bill  with  direct  and  indirect  in¬ 
centives  to  both  greater  investment  and 
greater  consumption. 

Through  its  net  reduction  in  individ¬ 
ual  rates,  the  bill  involves  an  initial  in¬ 
crease  of  more  than  $8  billion  in  con¬ 
sumer  spending,  and  then  it  goes  up  to 
$9.4  billion  in  the  second  year. 

In  this  reliance  on  both  consumer  de¬ 
mand  and  investment  incentive  to 
achieve  economic  growth  lies  the  eco¬ 
nomic  balance  of  this  bill. 

The  sizable  share  of  tax  reduction  de¬ 
voted  to  consumer  demand  is  a  tangible 

recognition  that,  if  we  are  to  lift  actual 
output,  our  most  pressing  and  immediate 
need  is  an  increase  in  consumer  demand. 
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The  bill,  in  short,  recognizes  that  the 
forces  of  consumer  demand  and  invest¬ 
ment  stimulus  are  mutually  reinforcing 
and  that  their  interaction  will  provide 
our  economy  with  a  strength  that  nei¬ 
ther  would  offer  alone. 

This  is  also  a  fair  bill  in  terms  of  the 
distribution  of  individual  tax  reductions 
among  the  various  income  groups. 

Eighty-five  percent  of  American  tax¬ 
payers  earn  $10,000  or  less.  These  peo¬ 
ple,  who  now  carry  50  percent  of  the  tax 
load,  will  receive  60  percent  of  the  bene¬ 
fits  under  the  bill. 

Taxpayers  in  the  bottom  income 
group — earning  $3,000  or  less — will  get 
three  times  the  percentage  tax  reduction 
of  those  in  the  top  of  the  income  group — 
earning  $50,000  up.  f  ■  ■  , 

We  have  heard  previously,  and  will 
hear  again  in  the  course  of  this  debate, 
that  the  person  who  makes  $100,000  ac¬ 
tually  will  have  a  larger  increase  in  take- 
home  pay  under  this  bill  than  the  man 
who  makes  $3,000  or  $4,000  a  year, 
and  therefore  the  bill  is  not  fair.  The 
man  who  makes  $100,000  and  who  may 
be  in  the  78-  or  80-percent  bracket,  pays 
a  large  amount  of  money  in  taxes.  Al¬ 
though  his  percentage  of  reduction  will 
not  be  as  great  as  that  of  most  men  in 
the  low-income  groups,  he  will  actually 
receive  more  tax  dollars  back,  because  he 
has  been  paying  more  into  the  Treasury 
in  the  past.  Even  though  the  percent¬ 
age  of  reduction  for  him  is  lower  than  it 
is  for  most  men  in  the  lower-income 
groups,  he  will  receive  more  money  as  a 
result  of  the  bill  than  the  man  who  has 
been  paying  a  very  small  tax. 

It  seems  to  me  that  the  argument  is 
unfair,  is  fallacious,  because  if  we  believe 
in  a  graduated  tax — which  we  do — in  the 
case  of  a  tax  increase,  the  income  after 
tax  for  the  man  in  the  higher  brackets 
must  decrease  more  than  for  the  man  in 
the  lower  brackets.  Conversely,  when 
there  is  a  decrease  in  taxes  the  income 
after  taxes  of  the  man  in  the  upper 
brackets  must  increase  more.  It  is  ob¬ 
vious  that  the  man  who  has  given  the 
most  will  get  back  more  when  there  is  a 
reduction  than  the  man  who  has  been 
paying  considerably  less. 

The  benefits  of  this  tax  cut  will  not 
be  limited  to  the  direct  and  immediate 
dollar  benefits  that  will  go  to  taxpayers 
as  a  result  of  the  cut  itself.  As  consumer 
purchasing  power  is  increased,  it  will 
provide  a  vital  and  immediate  stimulus 
to  our  economy. 

A  higher  level  of  economic  activity  will 
benefit  those  who  are  working,  by  in¬ 
creasing  the  opportunities  for  advance¬ 
ment.  Even  more  important,  it  will 
benefit  those  4  million  Americans  who 
are  now  jobless — because  only  with  a 
higher  level  of  production  and  demand 


can  we  expect  our  economy  to  generate 
the  millions  of  additional  jobs  that  those 
who  now  cannot  find  jobs  need,  as  well 
as  those  that  will  be  needed  each  year  in 
the  years  ahead,  as  our  labor  force  grows 
in  numbers  each  year.  '  / 

The  major  goal  of  the  entire  tax  pro¬ 
gram  is  to  provide  more  jobs.  At  present, 
an  estimated  million  jobs  a  year  are  lost 
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to  automation.  A  million  more  will  be 
required  each  year  to  meet  the  needs  of 
new  people  entering  the  labor  force. 

It  is  impossible  to  predict  with  ac¬ 
curacy  exactly  how  many  jobs  will  be 
produced  as  a  result  of  the  tax  cut,  but 
it  has  been  estimated  that  when  fully 
effective,  it  will  produce  between  2  and  3 
million  additional  new  jobs  each  year. 
These  are  jobs  that  are  vital  to  our 
Nation’s  youth,  to  our  Nation’s  older  peo¬ 
ple,  and  to  our  Nation’s  workers,  con¬ 
sumers,  and  families. 

The  tax  program  will  help  in  the  war 
on  poverty.  It  will  help  partly  because, 
as  more  jobs  are  provided,  there  will  be 
a  greater  chance  that  those  new  jobless 
can  find  work. 

In  short,  this  is  a  tax  program  which 
will  benefit  people,  as  anyone  can  see  by 
considering  what  it  does  for  taxpayers 
in  various  income  brackets. 

Again  I  want  to  emphasize  that,  in 
the  final  analysis,  it  is  calculated  to  help 
people.  In  the  final  analysis,  that  is 
what  we  are  concerned  with  doing.  In 
the  final  analysis,  they  are  the  ones  we 
should  help. 

Let  me  cite  a  few  illustrations: 

A  married  couple,  with  no  dependents, 
with  an  income  of  $3,000,  filing  a  joint 
return,  taking  the  standard  deduction, 
now  pays  $300  in  taxes.  Under  the  bill, 
the  couple  would  pay  $200,  a  reduction 
of  $100,  or  33  percent. 

A  married  couple,  with  two  depend¬ 
ents,  with  an  income  of  $3,000,  filing  a 
joint  return,  taking  a  standard  deduc¬ 
tion,  now  pays  $60  in  taxes.  Under  this 
bill,  the  couple  would  pay  no  taxes. 

On  the  average,  those  with  incomes  in 
the  $3,000  to  $5,000  range  would  have 
their  taxes  cut  by  over  27  percent. 

A  married  couple  with  no  dependents, 
and  with  a  $5,000  income,  filing  a  joint 
return,  taking  a  standard  deduction, 
now  pays  $660  in  taxes.  Under  the  bill, 
the  couple  would  pay  $501,  a  reduction 
of  $159,  or  24  percent. 

A  married  couple,  with  no  dependents, 
with  a  $5,000  income,  filing  a  joint  re¬ 
turn,  typical  average  itemized  deduc¬ 
tions,  now  pays  $540  in  taxes.  Under 
the  bill*  the  couple  would  pay  $405,  a 
reduction  of  $135,  or  25  percent. 

A  married  couple  with  two  dependents. 
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and  with  an  income  of  $5,000,  filing  a 
joint  return,  taking  the  standard  deduc¬ 
tion,  now  pays  $420  in  taxes.  Under  the 
bill,  the  couple  would  pay  $290,  a  reduc¬ 
tion  of  $130,  or  31  percent. 

A  married  couple  with  two  dependents, 
with  a  $5,000  income,  filing  a  joint  re¬ 
turn,  taking  the  typical  average  itemized 
deductions,  now  pays  $300  in  taxes.  Un¬ 
der  the  bill,  the  couple  would  pay  only 
$218,  a  reduction  of  $82,  or  27  percent. 

Oh  the  average,  those  with  incomes  in 
the  $5,000  to  $10,000  range  would  have 
their  taxes  cut  by  nearly  21  percent. 

A  married  couple,  with  no  dependents, 
and  a  $10,000  income,  filing  a  joint  re¬ 
turn,  with  standard  reduction,  now  pays 
$1,636  in  taxes.  Under  the  new  bill,  the 
couple  would  pay  only  $1,342,  a  reduction 
of  $294,  or  18  percent. 

A  married  couple,  with  no  dependents, 
and  a  $10,000  income,  filing  a  joint  re¬ 
turn,  typical  itemized  average  deductions, 
now  pays  $1,460  in  taxes.  Under  this 
bill,  the  couple  would  pay  only  $1,201, 
a  reduction  of  $259,  or  18  percent. 

It  is  interesting  to  observe,  as  we  move 
from  the  $3,000  bracket  up  to  the  $10,000 
bracket,  that  the  percentage  of  reduction 
drops  off  as  we  move  higher. 

A  married  couple,  with  two  depend¬ 
ents,  and  $10,000  income,  filing  a  joint 
return,  taking  the  standard  deduction, 
now  pays  $1,372  in  taxes.  Under  the  bill, 
the  couple  would  pay  only  $1,114,  a  re¬ 
duction  of  $258  or  19  percent. 

A  married  couple,  with  two  depend¬ 
ents,  a  $10,000  income,  filing  a  joint  re¬ 
turn,  with  typical  itemized  average  de¬ 
ductions,  now  pays  $1,196  in  taxes.  Un¬ 
der  the  new  bill,  the  couple  would  pay 
only  $973,  a  reduction  of  $223,  or  19 
percent. 

On  the  average,  those  with  incomes 
of  more  than  $10,000,  would  have  their 
taxes  reduced  by  more  than  15  percent. 

In  this  bill  we  have  tried  to  make  spe¬ 
cial  provision  for  elderly  taxpayers. 

There  is  great  concern  in  the  Nation 
over  the  fact  that  our  elderly  citizens 
have  great  difficulty  surviving,  econom¬ 
ically  speaking,  because  it  is  difficult  for 
them  to  get  jobs.  They  find  that,  every 
time  the  cost  of  living  goes  up,  they  are 
caught  in  the  squeeze,  because  they  live 
on  fixed  incomes.  There  is  great  con¬ 
cern  in  the  Senate  and  the  House,  and 
throughout  the  Nation,  about  doing 
something  for  our  elderly  citizens. 

I  was  happy  to  be  one  of  those  who 
joined  with  the  able  Senator  from  Con¬ 
necticut,  who  now  so  regally  presides 
over  this  body,  in  the  amendment  which 
made  it  possible  for  the  elderly  citizen 
with  a  wife  to  obtain  a  larger  retirement 
income  credit.  That  particular  legisla¬ 
tion,  , of  which  he  is  the  author — and  I 


wish  I  could  have  thought  of  it  first  and 
in  connection  with  which  I  was  happy  to 
join  the  Senator  from  Connecticut — will 
be  very  much  appreciated  in  the  State  of 
Florida. 

Elderly  taxpayers  will  also  benefit  sub¬ 
stantially  from  the  tax  bill. 

For  example: 

A  single  taxpayer  over  65,  with  an  in¬ 
come  of  $2,000  taking  a  standard  deduc¬ 
tion,  now  pays  $120  in  taxes.  Under  the 
bill,  he  would  pay  only  $56,  a  reduction 
of  $64  or  53  percent. 

A  single  taxpayer  over  65,  with  an  in¬ 
come  of  $4,000,  taking  the  standard  de¬ 
duction,  now  pays  $488  in  taxes.  Under 
this  bill,  he  would  pay  only  $386,  a  re¬ 
duction  of  $102  or  21  percent. 

A  married  couple,  both  over  65,  with 
an  income  of  $3,000,  filing  a  joint  return, 
taking  the  standard  deduction,  now  pays 
$60  in  taxes.  Under  the  bill,  the  couple 
would  pay  no  tax. 

A  married  couple,  both  over  65,  with 
an  income  of  $5,000,  filing  a  joint  return, 
taking  the  standard  deduction,  now  pays 
$420  in  taxes.  Under  the  bill,  the  couple 
would  pay  only  $290,  a  reduction  of  $130 
or  31  percent. 

The  experience  of  the  $6  billion  tax 
reduction  program  carried  out  in  1954, 
is  solid  evidence  of  what  can  be  achieved 
by  adopting  the  course  of  the  proposal 
before  us.  Two  years  after  the  enact¬ 
ment  of  the  1954  tax  reduction  program, 
our  gross  national  product  jumped 
from  $363  billion  in  1954  to  $419  billion 
in  1956.  Even  at  lower  rates  our  tax 
revenues  increased  as  a  result.  In  1954 
our  Federal  tax  revenues  totaled  $63.8 
billion.  In  1955  these  tax  revenues 
jumped  well  above  their  pre-tax-cut 
levels  to  a  total  of  $72.8  billion. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Florida 
yield? 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  the  distinguished  Senator  from 
Louisiana. 

UNANIMOUS-CONSENT  AGREEMENT 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  at 
4  o’clock  on  Monday,  amendment  No. 
329,  to  be  offered  by  the  Senator  from 
Connecticut  [Mr.  Ribicoff],  be  the 
pending  amendment,  and  that  the  time 
for  debate  on  that  amendment  be 
equally  divided  between  the  author  of 
the  amendment  and  the  Senator  in 
charge  of  the  bill,  the  Senator  from 
Louisiana  [Mr.  Long];  that  when  the 
Senate  meets  on  Tuesday  debate  on  the 
amendment  be  limited  to  1  hour,  to  be 
equally  divided,  as  I  previously 
described;  and  that  the  Senate  vote  at 
the  conclusion  of  that  1  hour  of  debate. 

The  PRESIDING  OFFICER  (Mr. 


2848 


Ribicoff  in  the  chair) .  Is  there  objec¬ 
tion? 

Mr.  DIRKSEN.  Mr.  President,  a 
parliamentary  inquiry.  _ 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  DIRKSEN.  That  will  include 
amendment  No.  329  submitted  by  the  oc¬ 
cupant  of  the  chair,  the  Senator  from 
Connecticut  [Mr.  Ribicoff],  and  all 
amendments  thereto.  Is  that  correct? 

Mr.  LONG  of  Louisiana.  Yes. 

Mr.  DIRKSEN.  That  the  debate  begin 
at  4  o’clock  and  that  it  run,  equally  di¬ 
vided,  until  the  Senate  adjourns  on  Mon¬ 
day  ;  and  then  the  debate  will  be  resumed 
after  the  morning  hour  on  Tuesday. 

Mr.  LONG  of  Louisiana.  It  would  be 
well  to  specify  also  that  the  time  on 
amendments  to  the  Ribicoff  amendment 
will  be  divided  equally  between  the  au¬ 
thor  of  the  amendment  and  the  Senator 
from  Connecticut,  unless  the  Senator 
from  Connecticut  agrees  with  the  amend¬ 
ment,  in  which  event  the  time  in  opposi¬ 
tion  to  the  amendment  be  controlled  by 
the  Senator  in  charge  of  the  bill,  the 
Senator  from  Louisiana  [Mr.  Long]  . 

Mr.  SMATHERS.  Mr.  President,  re¬ 
serving  the  right  to  object — and  I  shall 
not  object — in  order  to  get  this  matter 
more  clearly  in  my  mind,  is  my  under¬ 
standing  correct,  that  at  4  o’clock  on 
Monday  the  Senate  will  take  up  for  con¬ 
sideration  amendment  No.  329,  the  so- 
called  Ribicoff  education  amendment, 
and  that  that  amendment  will  be  debated 
without  limitation  as  to  time,  however 
late  the  Senate  sits  on  Monday? 

Mr.  DIRKSEN.  Yes.  It  may  be  late. 

Mr.  LONG  of  Louisiana.  And  Sena¬ 
tors  will  continue  to  debate  amendments 
to  that  amendment. 

Mr.  SMATHERS.  How  shall  we  know 
how  to  divide  the  time? 

Mr.  LONG  of  Louisiana.  When  one 
side  has  spoken  for  a  half  hour,  the  other 
side  is  entitled  to  speak  for  one-half  hour. 
The  time  will  be  equally  divided.  . 

[P.  1437] 

Mr.  SMATHERS.  May  I  make  a  sug¬ 
gestion?  Would  it  not  be  agreeable  to 
have  a  specified  time — for  example,  to 
take  it  up  at  4  o’clock  and  proceed  to  de¬ 
bate  it  that  evening  for  no  longer  than  4 
hours,  which  would  make  it  8  o’clock  at 
night,  and  that  the  time  be  equally  di¬ 
vided?  Then  we  would  know  what  to 
divide. 

Mr.  DIRKSEN.  The  Senate  may  sit 
until  10  o’clock  on  Monday  night.  In 
that  event  there  will  be  ample  time  for 
consideration  of  amendments  to  the 
Ribicoff  amendment. 

Mr.  SMATHERS.  I  hope  I  am  not 


inadvertently  complicating  the  situation. 
However,  it  seems  to  me  that  once  the 
Ribicoff  amendment  is  taken  up,  the  de¬ 
bate  on  it,  until  the  time  of  the  vote, 
will  l"  pretty  well  germane  to  the  Ribi-  - 
coff  amendment.  If  some  specified  time 
could  be  set  that  could  be  divided,  it 
would  help. 

Mr.  LONG  of  Louisiana.  How  .about 
5  hours?  >  /  ,4*- 

Mr.  DIRKSEN.  With'  the/  time  for 
debate  limited  to  4  hours,  equally  di¬ 
vided,  and  1  hour  on  each  amendment 
thereto,  equally  divided. 

Mr.  SMATHERS.  That  would  be 
much  more  desirable,  it  seems  to  me. 

Mr.  DIRKSEN.  And  that  all  amend¬ 
ments  be  germane. 

Mr.  SMATHERS.  Yes. 

(At  this  point  Mr.  Bennett  took  the 
chair  as  Fresiding  Officer.) 

Mr.  RIBICOFF.  First  I  thank  the 
distinguished  Senator  from  Utah  for  his 
courtesy. 

I  wish  to  say  to  the  minority  leader 
that  my  understanding  is  that,  begin¬ 
ning  at  4  o’clock  on  Monday  the  order 
of  business  will  be  the  so-called  Ribicoff 
amendment,  No.  329;  that  the  Senate 
will  proceed  to  debate  that  amendment 
for  4  hours,  the  time  to  be  equally  di¬ 
vided  between  the  proponents;  that  in 
accordance  with  the  suggestion  of  the 
minority  leader,  1  hour  be  allowed  on 
each  amendment  to  the  Ribicoff  amend¬ 
ment,  the  time  to  be  equally  divided. 

Mr.  DIRKSEN.  Yes;  and  that  on. 
‘Tuesday  morning  the  time  be  equally  di¬ 
vided  and  limited  to  the  Ribicoff  amend¬ 
ment. 

Mr.  RIBICOFF.  That  means  that  on 
Tuesday  for  1  hour  the  time  of  debate 
will  be  equally  divided  between  the  pro¬ 
ponents  and  the  opponents,  and  that  the 
Senate  will  proceed  to  vote  1  hour  after 
the  morning  hour  is  concluded  on  Tues¬ 
day. 

Mr.  LONG  of  Louisiana.  Yes. 

Mr.  SMATHERS.  I  wish  to  empha¬ 
size,  after  what  happened  earlier,  when 
we  were  being  castigated — — 

Mr.  LONG  of  Louisiana.  I  hope  the 
Senator  will  not  object.  We  would  like 
to  have  the  unanimous-consent  agree¬ 
ment  agreed  to. 

Mr.  SMATHERS.  I  will  not  object, 
but  I  wish  to  make  these  remarks. 

Sometimes  we  must  emphasize  the  fact 
that  the  leadership,  even  if  one  is  as  far 
down  on  the  scale  as  I  am,  has  certain 
responsibilities,  among  which  is  the  re¬ 
sponsibility  of  touching  all  bases. 
Sometimes  greater  speed  can -be  made 
than  may  seem  to  be  possible  on  the  sur¬ 
face,  by  proceeding  in  that  way. 

So  we  took  it  hot  and  heavy  from  the 
Senator  from  Tennessee  [Mr.  Gore]  and 
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the  Senator  from  Illinois  [Mr.  DbUftLAS  j 
today.  The  minority  leader  and  I  were 
accused  of  not  wanting  to  get  a  quick 
vote;  we  were  the  ones  who  were  delay¬ 
ing  the  bill.  But  since  that  particular 
colloquy  occurred,  152  amendments  have 
been  agreed  to. 

The  Senate  has  now  agreed  to  a  limita¬ 
tion  of  debate  on  a  major  amendment, 
and  it  is  evident  that  we  shall  be  finished 
with  that  particular  amendment,  if  the 
Senate  will  convene  at  10  p’clock  on  Tues¬ 
day  morning,  by  1  o’clock  on  Tuesday 
afternoon.  By  that  time  the  amend¬ 
ment  should  be  voted  on  one  way  or  the 
other.  So  we  are  really  making  much 
progress.  I  find  no  fault  with  the  posi¬ 
tion  which  the  minority  leader  took  ear¬ 
lier  today.  He  had  a  responsibility  to 
fulfill,  and  he  did  so  with  great  courage. 

The  PRESIDING  OFFICER  (Mr.  Ben¬ 
nett  in  the  chair).  Is  there  objection 
to  the  unanimous-consent  request?  The 
Chair  hears  none,  and  it  is  so  ordered. 

The  unanimous-consent  >  agreement 
subsequently  reduced  to  writing  is  as 
follows: 

Unanimous-Consent  Agreement 

Ordered,  That  on  Monday,  February  3, 
1964,  at  the  hour  of  4  o'clock,  p.m.,  the  Sen¬ 
ate  proceed  to  consider  the  amendment 
(No.  329)  intended  to  be  proposed  by  the 
Senator  from  Connecticut,  Mr.  Ribicoff,  to 
the  pending  bill  H.R.  8363,  the  tax  bill;  that 
debate  on  said  amendment  continue  for  4 
hours,  the  time  to  be  equally  divided  ber 
tween  the  proponents  and  the  opponents 
and  controlled  In  the^  manner  provided  by 
the  usual  form;  that  after  the  hour  of  8 
o’clock,  pjn.,  the  Senate  proceed  to  the  con¬ 
sideration  of  any  amendment  that  may  be 
proposed  to  the  so-called  Ribicoff  amend¬ 
ment,  the  time  on  any  amendment  thereto 
to  be  limited  to  1  hour  and  equally  divided 
between  the  mover  of  the  amendment  and 
Mr.  Ribicoff,  provided  he  is  opposed  to  any 
such  amendment:  Provided,  That  no  amendv 
ment  that  is  not  germane  to  the  provisions 
of  said  amendment  No.  329  shall  be  received. 

Ordered  further,  That  on  Tuesday,  Febru¬ 
ary  4,  1964,  after  the  conclusion  of  the  morn¬ 
ing  business,  the  Senate  resume  the  consid¬ 
eration  of  the  said  amendment  No.  329,  and 
that  debate  on  it  continue  for  1  hour,  the 
time  to  be  equally  divided  between  the  pro¬ 
ponents  and  the  opponents,  and  that  at  the 
expiration  of  said  hour,  the  Senate  proceed 
to  vote  on  the  question  of  agreeing  to  the 
amendment.  C  S  j  j 

Mr.  RIBICOFF.  'Mr.  ,/President,  now 
that  the  request  has  been  agreed  to,  I 
believe  there  is  no  question  that  the  dis¬ 
tinguished  Senator  from  Illinois  [Mr. 
Dirksen]  and  the  distinguished  Senator 
from  Tennessee  [Mr.  Gore]  were  “nee¬ 
dling”  in  their  earlier  remarks  this  morn¬ 
ing. 

Mr.  DIRKSEN.  What  were  they  do¬ 
ing? 


Mr.  RIBICOFF.  Needling.  But  as  a 
freshman  Senator,  I  should  like  to  say 
on  the  floor  of  the  Senate,  as  I  have  said 
publicly  around  the  country,  that  in  a 
long  experience  in  politicial  life,  in  every 
branch  of  the  government,  I  have  never 
met  or  dealt  with  leadership  on  both 
the  Republican  and  Democratic  sides 
that  has  been  so  courteous  and  coopera¬ 
tive  as  are  the  distinguished  men  who 
lead  the  Senate  on  the  Republican  and 
Democratic  sides  of  the  aisle.  They  are 
thoughtful  and  courteous  toward  all  100 
Senators.  They  are  dedicated  men,  who 
seek  the  best  for  the  country.  We  are' 
fortunate  in  having  the  distinguished 
Senator  from  Montana  [Mr.  Mansfield] 
as  the  majority  leader  and  the  distin¬ 
guished  Senator  from  Illhois  [Mr.  Dirk¬ 
sen]  as  the  minority  leader.  They  al¬ 
ways  proceed,  in  the  final  analysis,  to 
act  for  what  they  believe  are  the  best 
interests  of  the  Nation,  taking  into  ac¬ 
count  the  great  winds  of  controversy  and 
the  diverse  ideas  that  exist  in  the  Nation 
at  large.  We  represent  50  States,  and 
the  people  of  50  States  think  differently, 
no  matter  how  one  or  another  would  try 
to  force  their  thinking  into  one  groove. 

Again,  I  express  my  thanks  for  the 
leadership  on  both  sides  of  the  aisle.  ' 

Mr.  DIRKSEN.  I  thank  the  Senator 
from  Connecticut. 

Mr.  SMATHERS.  I,  too,  'tlf^fk  tKe 
Senator  from  Connecticut. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Connecticut  has  described  himself 
as  a  freshman  Senator.  The  record 
'  should  show  that  he  is  not  a  neophyte  at 
the  business  of  legislating.  He  is  a  for¬ 
mer  Governor  of  his  State,  a  former 
Member  of  the  House  of  Representatives, 
and  a  former  member  of  the  President’s 
Cabinet.  He  is  an  able  advocate  or  an 
able  adversary  depending  on  whichever 
side  he  decides  to  take  on  a  particular 
issue.  We  all  respect  him  for  that. 

Mr.  RIBICOFF.  I  think  the  Senator 
from  Louisiana. 

Mr.  SMATHERS.  Any  time  I  can 
have  the  able  Senator  from  Connecticut 
on  my  side,  I  feel  much  more  strength¬ 
ened,  and  confidence  pours  out  of  each 
and  every  pore  of  my  body. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Florida  yield? 

The  PRESIDING  OFFICER  (Mr.  Ribi¬ 
coff  in  the  chair) .  Does  the  Senator 
from  Florida  yield  to  the  Senator  from 
Louisiana? 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  the  Senator  from  Louisiana,  who  is  in 
charge  of  the  bill. 

Mr.  LONG  of  Louisiana.  We  were 
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speaking  of  the  progress  that  hasr  been 
made.  We  have  agreed  tentatively  to  152 
amendments.  We  have  agreed  to  vote 
not  later  than  1  hour  after  the  Senate 
concludes  its  morning  business  on  next 
Tuesday,  on  one  of  the  most  important, 
significant,  and  controversial  amend¬ 
ments  that  will  be  offered  to  the  bill. 
m  I  predict  that  with  any  sort  of  luck  at 
all,  the  Senate  will  have  voted  by  that 
time  on  another  of  the  most  important 
issues  that  will  come  before  the  Senate, 
namely,  the  capital  gains  proposal.  So 
while  we  shall  not  have  voted  today  on 
controversial  amendments,  we  shall  have 
set  the  stage  so  that,  I  believe,  we  can 
anticipate  the  passage  of  the  bill  pome 
time  next  week.  A  '  /  •' 

Mr.  SMATHERS.  I  completely  agree 
with  the  able  Senator  from  Louisiana, 
who  is  in  charge  of  the  bill.  The  agree¬ 
ments  that  we  have  been  able  to  reach 
under  his  leadership  today  have  been 
most  useful.  Frankly,  I  believe  the  bill 
will  be  passed  or  defeated — one  way  or 

[P.  1 438] 

the  other — certainly  by  Thursday  or  Fri¬ 
day  of  next  week,  which  is  what  we  liave 
hoped  for  from  the  beginning  of  the  de¬ 
bate. 

Mr.  LONG  of  Louisiana.  As  the  Sen¬ 
ator  in  charge  of  the  bill,  I  express  my 
gratitude  both  to  the  Democratic  and 
Republicans  Senators  who  had  doubts 
about  the  progress  of  the  bill.  They 
have  been  considerate  and  cooperative 
in  helping  to  make  progress  in  the  con¬ 
sideration  of  this  important  measure. 

Mr.  SMATHERS.  I  am  sure  the  able 
Senator  from  Louisiana,  in  pursuing  the 
goal  of  expediting  the  bill — which  he  has 
been  doing  so  well — will  continue  to  con¬ 
sult  with  the  leadership  on  Tuesday. 
Possibly  we  may  then  be  able  to  enter 
into  a  unanimous-consent  agreement  as 
to  when  the  Senate  might  vote  on  the 
excise-tax  amendment,  the  so-called 
Dirksen  amendment.  I  would  encour¬ 
age  him  to  do  so.  Since  we  are  now  in 
a  happy  situation,  we  might  be  able  to 
continue  the  progress  which  we  are 
making. 

Mr.  LONG  of  Louisiana.  At  the  mo¬ 
ment,  we  have  made  good  progress  from 
a  procedural  point  of  view.  I  wish  we 
could  make  as  good  progress  with  sub¬ 
stantive  amendments.  But  we  will 
worry  about  that  later. 

Mr.  SMATHERS,  Mr.  Presideilt, 
England  put  into  effect  a  program  not 
basically  different  from  the  one  we  are 
now  considering  and  is  already  reaping 
abundant  economic  benefits  as  a  result. 

The  pending  bill  will  breathe  new  life 
Into  our  private  economy. 

It  is  a  bill  that  will  give  our  economy 


new  weapons  and  new  responsibilities  to 
help  it  move  with  maximum  momentum 
far  closer  to  its  enormous  gross  national 
product  potential. 

It  is  a  bill  that  will  contribute  far 
more  to  the  solution  of  our  most  pressing 
economic  problems — unemployment,  per¬ 
sistent  deficits  in  our  budget,  and  our 
international  accounts— than  any  other 
proposal  we  have  thus  far  had  under 
discussion. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Florida 
yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  LONG  of  Louisiana.  I  believe  the 
Senator  from  Florida  well  recognizes 
that  a  large  number  of  our  business 
economists  advise  that  the  prosperity 
the  country  is  now  enjoying,  or  the  re¬ 
covery  from  the  last  depression  or  reces¬ 
sion,  is  the  longest  continued  period  of 
recovery  in  the  history  of  the  country, 
except  one.  That  was  the  recovery  that 
started  from  the  very  depths  of  the  de¬ 
pression  in  the  1930’s,  when  the  country’s 
economy  had  fallen  so  far  down  that  the 
recovery  had  to  be  a  long,  gradual  one, 
and  continued  until  *  the  eruption  of 
World  War  EL 

In  peacetime,  minus  war  and  minus  a 
major  depression,  there  has  never  been 
a  period  of  recovery  as  long  as  the  pres¬ 
ent  one.  Many  persons  feel  that  the 
reason  the  present  recovery  has  con¬ 
tinued  for  so  long  is  that  business  has 
already  been  discounting  the  tax  cut. 

Mr.  SMATHERS.  What  the  Senator 
means  by  “discounting”  is  that  business 
has  been  anticipating  the  eventual  ap-' 
proval  of  a  tax  reduction  bill. 

Mr.  LONG  of  Louisiana.  Yes.  In  any 
event,  money  is  being  spent  to  improve 
equipment  and  to  do  other  things  neces¬ 
sary  to  produce  additional  commodities, 
to  provide  new  jobs,  and  to  sell  products 
for  which  the  demand  will  be  created  by 
the  proposed  tax  cut. 

If  the  tax  cut  should  not  now  be  ap¬ 
proved,  a  large  number  of  people,  includ¬ 
ing  myself,  greatly  fear  for  the  conse¬ 
quences  of  the  national  economy. 

With  regard  to  a  balanced  budget, 
many  persons  share  the  view  that  if  a 
tax  cut  is  not  passed,  there  will  be  a 
tremendous  deficit  at  existing  tax  rates, 
because  there  will  be  a  deep  recession. 
If  that  should  occur,  the  Government 
would  have  to  increase  spending  to  try 
to  get  the  country  out  of  the  recession  or 
depression,  as  the  case  may  be,  and  the 
deficit  thus  incurred  would  be  far  great¬ 
er  than  it  would  be  if  the  tax  bill  were 
passed  and  a  recession  avoided. 

Mr.  SMATHERS.  I  thank  the  able 
Senator  from  Louisiana  for  his  state¬ 
ment.  One  reason  for  the  almost  unan- 
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imous  support  for  a  tax  cut  is  that  busi¬ 
nessmen  have  been  encouraged  to  be¬ 
lieve  that  the  bill  will  be  passed  and 
that  it  will  enable  them  to  spend  addi¬ 
tional  money  for  improving  and  mod¬ 
ernizing  their  plants.  That  in  itself  will 
mean  more  jobs.  They  have  already  be¬ 
gun  to  procure  the  material  that  will  be 
needed,  and  that  is  one  of  the  factors 
which  account  for  the  economy  doing  as 
well  as  it  has. 

As  the  able  Senator  points  out,  we 
have  had  downturns  regularly — at  least 
every  33  or  34  months  since  the  end  of 
World  War  II,  I  believe;  although  we 
have  had  none  recently,  as  the  Senator 
said,  because  the  business  community 
has  either  “discounted”  this  bill  or,  to 
state  it  another  way,  has  counted  on  its 
being  passed.  As  a  result,  the  improve¬ 
ment  in  our  economic  position  has  con¬ 
tinued.  However,  the  fact  remains  that 
it  has  not  improved  rapidly  enough. 

Sufficient  jobs  are  not  available.  We 
must  do  something  more.  We  cannot 
leave  the  situation  in  its  present  condi¬ 
tion,  and  just  say,  “It  is  going  along 
great  now;  and  if  we  do  nothing,  it  will 
continue  to  do  very  well.” 

Mr.  LONG  of  Louisiana.  Is  the  Sen¬ 
ator  from  Florida  aware  of  the  fact  that 
Raymond  J.  Saulnier,  who  formerly  was 
Chairman  of  the  Council  of  Economic 
Advisers,  under  President  Eisenhower — 
serving  during  a  Republican  administra¬ 
tion — made  the  statement;  “As  things 
stand  now,  the  prospect  of  tax  reduction 
has  been  so  thoroughly  built  into  tax  ex¬ 
pectations  and  plans,  and  also  to  some 
extent  into  the  financial  commitments  of 
individuals,  that  it  would  be  seriously 
deflationary  to  call  it  off.” 

This  man,  who  was  President  Eisen¬ 
hower’s  adviser  under  a  Republican  ad¬ 
ministration,  said  he  believed  this  would 
be  a  very  serious  matter;  and  he  said 
that  to  call  off  this  tax  cut,  after  business 
had  begun  to  rely  on  it,  feeling  that  it 
was  a  certainty  to  become  law,  could 
have  a  dangerous  impact  upon  our  econ¬ 
omy.  That  is  precisely  what  President 
Johnson’s  economic  advisers  tell  us,  and 
it  is  also  what  President  Kennedy’s  eco¬ 
nomic  advisers  were  telling  him.  So 
while  some  may  not  agree  with  them, 
the  storm  warning  is  out;  and,  in  the 
main,  the  ablest  economists  in  the  United 
States  agree  with  the  Senator’s  argument 
that  enactment  of  this  tax  reduction  bill 
is  a  “must,”  and  that  every  day  of  delay 
in  its  enactment  is  a  real  danger  to  the 
national  economy. 

Mr.  SMATHERS.  I  totally  agree  with 
the  able  Senator  from  Louisiana;  and  I 
must  say  that  is  one  of  the  reasons  why 
I  decry — and  I  know  the  Senator  from 
Louisiana  does,  too — changing  the  em¬ 
phasis  of  the  bill.  The  business  com¬ 


munity  is  discounting  it,  as  the  Senator 
from  Louisiana  says — and  as  I 'say— in' 
the  high  expectation  that  shortly  there 
will  be  this  tax  reduction.  The  corpora¬ 
tions  are  expecting  a  reduction  of  $2.4 
billion  and  individuals  expect  to  receive 
a  $9.2  billion  reduction.  If  we  begin  to 
reduce  excise  taxes — thus  changing  the 
emphasis  of  the  bill — ^jid  if,  as  a  result, 
it  is  necessary  to  increase  the  individual 
tax  rate  schedules,  I  am  afraid  the  na¬ 
tional  economy  will  be  greatly  harmed, 
rather  than  helped. 

From  the  time  when  the  bill  was  re¬ 
ported  by  the  House  Ways  and  Means 
Committee  and  then  was  passed  by  the 
House — on  September  30  of  last  year — 
these  men  have  anticipated  that  the 
Senate  would  finally  pass  a  somewhat 
similar  bill,  based  on  a  similar  reduction. 
If  we  tinker  very  much  with  this  bill, 
then — instead  of  accomplishing  some 
great  good — we  might  suddenly — al¬ 
though  inadvertently — frighten  and  as¬ 
tound  the  business  leaders  of  the  Nation 
by  our  inconsistency.  In  that  case,  I  am 
afraid  they  might  withdraw  or  renege  on 
their  plans  to  expand  their  businesses; 
and  the  result  might  be  a  sudden  and 
very  serious  depression. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Florida  yield 
further? 

Mr.  SMATHERS.  I  am  happy  to  yield. 

Mr.  LONG  of  Louisiana.  Those  of  us 
who  support  this  bill  subscribe  to  the 
theory  that  if  the  bill  is  enacted,  we 
shall  have  a  balanced  budget,  and  even 
a  budget  surplus  by  1967  or  1968;  but 
that  if  the  bill  is  not  enacted,  not  only 
will  there  not  be  a  balanced  budget, 
but — even  worse— there  will  be  a  reces¬ 
sion,  because  a  failure  to  reduce  taxes 
would  result  in  a  definite  decrease  in 
business  activity.  And,  of  course,  de¬ 
creased  business  activity  would  mean 
greatly  reduced  revenues,  which  in  turn 
would  mean  an  end  to  our  hopes  to  bal¬ 
ance  the  budget.  In  addition,  the  mil¬ 
lions  of  jobs  which  the  bill  would  make 
available  would  not  become  available, 
and  therefore  the  anticipated  increase 
in  the  gross  national  production — and 
an  increase  to  the  extent  of  billions  of 
dollars  is  anticipated — would  not  occur. 
Of  course,  expanded  gross  national  pro¬ 
duction  benefits,  directly  or  indirectly, 
all  190  million  of  the  people  of  the 
United  States.  Does  the  Senator  from 
Florida  agree? 

Mr.  SMATHERS.  I  agree  entirely.  If 
the  bill  is  not  enacted,  then  I  believe — 
and  many  others  agree  with  me — that  at 
no  time  in  the  future  can  we  expect  to 
have  a  balanced  budget.  I  concur  in  the 
statement  made  recently  by  Mr.  Stewart 
Saunders,  formerly  president  of  the 
Norfolk  &  Western  Railroad,  and  now 
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chainnan  of  the  board  of  the  Pennsyl¬ 
vania  Railroad  Co.,  who— although  he 
had  been  only  a  country  boy — has  worked  j 
his  way  to  the  top  of  perhaps  the  largest 
railroad  in  the  United  States. 

Mr.  Saunders  said — as  I  recall — to  the  \ 
chairman  of  our  committee,  Senator 
Byrd  of  Virginia,  whom  I  admire  and. 
Vlove  very  much: 

Mr.  Chairman,  we  must  change  our 
1  method,  if  we  are  ever  to  get  rid  of  these 
deficits.  We  have  had  them  in  24  of  the  last 
30  years,  and  we  are  in  a  chronic  deficit 
position.  I  am  afraid  we  shall  stay  there 
unless  we  free  the  private  segment  of  the 
economy,  by  removing  the  deterrent  of  the 
$11.6  billions  which  is  presently  paid  in 
taxes,  and  in  that  way  stimulate  business 
I  activity,  and  thereby  increase  the  Govern¬ 
ment's  revenues,  and,  as  a  result,  yHag.about 
a  balanced  budget.  f 

Mr.  Saunders  is  not  even  a  member  of 
the  party  to  which  the  Senator  from 
Louisiana  [Mr.  Long]  and  I  belong;  he  is 
a  well-known  member  of  the  other  party, 
and  is  a  conservative  by  every  standard. 
Nevertheless,  he  told  our  committee  that 
this  is  the  only  way  to  achieve  the  result 
all  of  us  desire,  and  that  we  must  pro¬ 
ceed  in  this  way  if  we  are  to  avoid  a 
series  of  chronic  deficits  similar  to  those 
we  have  been  having. 

Mr.  LONG  of  Louisiana.  I  am  sure 
the  Senator  from  Florida  realizes  that 
nothing  could  have  as  great  a  stifling 
effect  on  initiative  and  business  growth 
as  a  91 -percent  tax  rate  on  individual  in¬ 
comes.  Consider  the  effect  on  the  cap¬ 
tains  of  American  industry  when  they 
find  themselves  in  such  a  tax  bracket. 
As  a  result,  they  have  very  little,  incen¬ 
tive  to  expand  or  accelerate  their  busi¬ 
ness  activities.  That  is  inevitably  the 
result  when  they  find  they  can  retain 
only  9  cents  of  every  dollar  they  earn. 
Although  it  is  true  that  some  of  them 
find  ways  to  manipulate  their  positions 
so  as  to  keep  their  taxes  low,  in  many 
respects  some  of  the  things  they  have  to 
do  to  arrive  at  that  result  are  frequently 
not  in  the  national  interest. 

Mr.  SMATHERS.  I  totally  agree  with* 
the  able  Senator  from  Louisiana  that,  as 
reasonable  and  sensible  members  of  the 
committee — I  hope  we  are  reasonable  and 
sensible;  certainly  we  try  to  be — we  must 
reach  the  conclusion,  on  the  basis  of  the 
best  information  we  can  obtain  about 
every  segment  of  our  economic  life,  our 
social  life,  and  our  political  life,  and  the 
best  advice  we  can  receive  from  all 
sources,  that  only  by  means  of  the  enact¬ 
ment  of  this  bill  will  it  be  possible  for 
the  Nation  to  put  an  end  to  the  cycle  of 
chronic  and  serious  deficits. 


American  business  supports  the  tax 
cut.  The  American  people  are  over¬ 
whelmingly  in  support  of  a  tax  cut  im¬ 
mediately.  A  recent  Louis  Karris  survey 
indicated  that  the  public  favors  an  im¬ 
mediate  tax  reduction  by  an  overwhelm¬ 
ing  majority — better  than  2  to  1. 

.  If  our  free  enterprise  system  is  to 
>  Maintain  this  country  as  the  first  among 
‘  nations  both  militarily  and  economically, 

.  ms  get  on  with  the  job  of  assuring  that 
our  economy  will  make  a  maximum  con¬ 
tribution  to  that  system.  f  (  J  / 

Since  the  pending  bill  is  in  the  na/ioilal 
interest,  it  merits  the  overwhelming 
support  of  the  Congress. 

Mr.  President,  I  suggest  the  absence  of 
a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

.The  legislative  clerk  proceeded  to  call 
,  the  roll. 

Mr.  LONG  of  Louisiana.  Mr.  Presi- 
1  dent,  I  ask  unanimous  consent  that  the 
order  for  the .  quorum  call  may  be  re¬ 
scinded.  V'  I  b  />■ 

The .  PRESIDING  OFFICE^,.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  should  like  to  say  a  few  words 
about  the  problems  involved  in  the  con¬ 
troversial  section  203(e)  sent  to  us  by 
the  House  of  Representatives,  and  with 
which  the  majority  of  the  Committee  on 
Finance  finds  itself  in  agreement.  Some 
large  figures  have  been  used  in  the  dis¬ 
cussion  of  the  impact  this  would  have 
on  consumers  and  various  and  sundry 
other  groups.  It  is  the  view  of  the  ma¬ 
jority  of  the  committee  that  the  trans¬ 
portation  industry  is  a  competitive  in¬ 
dustry,  and  that  this  industry  should  be 
permitted  the  same  tax  incentives  in 
terms  of  a  tax  credit  that  is  available  to 
manufacturing  industries. 

According  to  some  economists,  trans¬ 
portation  is  a  part  of  manufacture.  In 
view  of  the  fact  that  pipelines  compete 
with  other  pipelines,  and  pipelines  com¬ 
pete  with  the  huge  tanker  fleets  that  sail 
the  seas,  one  transporting  one  commod¬ 
ity  and  .another  transporting  a  compet¬ 
ing  commodity  such  as  residual  fuel  oil, 
which  in  many  instances  can  be  pro¬ 
vided  on  a  B.t.u.  basis  at  various  points 
cheaper  than  gas,  and  in  view  of  the 
fact  that  both  those  industries  compete 
with  the  railroads,  which  haul  coal  in 
hopper  cars  and  oil  in  tank  cars,  those  in¬ 
dustries  should  be  encouraged  to  mod¬ 
ernize,  improve,  and  expand.  That  is 
the  view  which  the  Interstate  Commerce 
Commission  takes  of  the  subject.  The 
ICC  has  the  responsibility  of  regulat¬ 
ing  the  rates  of  the  railroads,  the  barge 
lines,  the  trucking  lines,  and  the  bus 
lines.  That  Commission  takes  the  view 
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that  Congress  intended  that  the  trans¬ 
portation  industry  should  have  the  tax 
credit  as  an  incentive  to  modernize  and 
improve  that  industry. 

While  it  may  have  the  power  to  do  so, 
the  Civil  Aeronautics  Board  does  not 
regulate  the  rates  of  the  airlines.  The 
airlines  enjoy  the  full  benefit  of,  the  7- 
percent  tax  credit.  *  &  6  / 

The  tax  credit  has  undoubtedly  helped 
the  airlines  to  buy  new  equipment  and 
provide  better  and  faster  service,  in 
many  instances  at  lower  cost  than  ex¬ 
isted  previously.  The  tax  credit  has 
already  played  a  part  in  helping  to 
modernize  the  railroads  'and  provide  new 
equipment,  and  to  bring  about  better 
transportation  service,  in  many  in¬ 
stances  at  a  lesser  cost  to  the  American 
people.  .  *" 

The  Federal  Power  Commission  takes 
a  different  view.  The  Federal  Power 
Commission  is  of  the  view  that  the  tax 
credit  was  not  intended  to  benefit  the 
pipelines  themselves.  They  were  to  be 
required  to  pass  the  credit  through  to 
their  users.  The  FPC  seeks  to  do  just 
that.  Of  course,  if  that  is  to  be  the 
jesult,  from  the  point  of  view  of  the 
pipelines  and  the  power  companies,  there 
would  be  no  point  in  providing'a  tax 
credit. 

None  of  the  argument  which  I  have 
heard  against  section  203(e)  has  been 
directed  against  section  203(e)  (1) .  Sec¬ 
tion  203(e)(1)  provides  what  the  elec¬ 
tric  power  companies  and  the  telephone 
companies  think  would  be  fair  in  regu¬ 
lating  them.',  A  ^ 

In  other  words,  the  proposal  provides 
that  they  would  pass  through  to  the 
users  the  benefit  of  the  tax  credit,  but 
only  over  the  life  of  the  product  or  the 
object  that  they  buy.  For  example,  if 
they  should  buy  a  large  boiler  and  the 
boiler  cost  $1  million,  or  if  they  should 
install  additional  lines  that  would  cost 
$1  million,  they  would  have  a  tax  credit 
of  $70,030,  and  they  would  pass  that 
amount  through  to  their  users  over  the 
life  of  the  boiler  or  over  the  life  of 
that  line — perhaps  20  or  30  years.  So 
the  companies  would  pass  a  little 
through  each  year.  Presumably  they 
would  have  the  benefit  of  the  interest  on 
the  money  during  the  period  that  the 
amount  would  be  passed  through.  That 
is  all  they  ask. 

There  is  no  logic  in  treating  those  util¬ 
ities  differently  from  the  pipelines  be¬ 
cause  a  person  has  to  have  electricity  in 
his  home,  whether  one  is  heating  his 
home  with  electricity  or  using  it  to  op¬ 
erate  a  deep  freeze  or  some  major  ap¬ 
pliance.  The  fact  nevertheless  remains 
that  that  company  is  entitled  to  make  a 
fair  return  on  its  investment,  even,  if 


it  has  to  make  such  return  by'charging 
a  very  high  rate  fo};  the  electricity  that 
a  consumer  burns  in  a  light  bulb. 

But  there  is  a  different  problem  v/ith 
regard  to  the  railroads  and  the  pipelines. 
The  Interstate  Commerce  Commission, 
with  regard  to  both  the  pipelines  and  the 
railroads,  has  made  it  a  point  not  to  try 
to  bring  their  rates  down.  Tire  Com¬ 
mission  is  trying  to  keep  them  from 
bringing  their  rates  down.  The  usual 
problem  in  the  regulation  of  rail  rates 
is  that  the  railroad  desires  to  cut  its 
rates  to  a  point  at  which  it  would  be 
losing  money  in  carrying  traffic  which 
would  otherwise  go  to  another  carrier. 
The  principal  problem  before  the'  Inter¬ 
state  Commerce  Commission  has  usually 
been  to  find  some  way  to  adjust  the 
various  differences  so  that  neither  a 
barge  line  nor  a  rail  line  will  cut  a  rate 
so  low  that  it  would  lose  money  and 
hurt  the  other  carrier  at  the  same  time. 

I  have  heard  no  objection  to  that  part 
of  section  203.  No  Senator  has  argued 
about  that.  Apparently  the  fire  is  di¬ 
rected  to  section  203(a)  (2) ,  which  would 
accord  to  the  pipelines  the  same  treat¬ 
ment  that  is  presently  being  enjoyed  by 
the  railroads,  the  barge  lines,  the  ship¬ 
ping  lines,  the  truck  lines,  and  others. 
So  the  proposal  would  treat  that  com¬ 
petitor  the  same  as  the  other  transpor¬ 
tation  competitors  are  being  treated  by 
the  commissions  that  regulate  them,  in¬ 
cluding  the  airlines.  *7  /.  ■  .£ 

The  figure  has  been  used  oh  the  floor 
of  the  Senate  rather  loosely  that  that 
could  mean  $600  million  a  year  in  addi¬ 
tional  charges  to  the  consumer.  That 
did  not  make  any  sense  to  the  junior 
Senator  from  Louisiana  when  it  was 
uttered  and  it  does  not  make  any  sense 
to  him  now. 
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Another  figure  was  used  that  the  pro¬ 
posal  could  make  a  difference  of  $300 
million  per  year  in  consumer  rates.  That 
did  not  make  any  sense  to  the  Senator 
from  Louisiana  when  it  was  uttered.  It 
does  not  make  any  sense  to  him  now. 

So  I  undertook  to  find  out  exactly  how 
much  we  are  talking  about  when  we  say 
that  the  pipelines  are  entitled  to  the 
same  treatment  that  is  presently  being 
accorded  to  railroads.  The  best  I  could 
make  of  it  is  that  the  figures  would  work 
out  approximately  as  follows:  There  are 
presently  before  the  Federal  Power  Com¬ 
mission  applications  to  construct  ap¬ 
proximately  $1  billion  of  facilities  in  the 
nature  of  pipelines.  Not  all  of  th^  appli¬ 
cations  will  be  granted.  /  / 

In  some  instances  three  or  fdur  com¬ 
panies  make  application  to  construct  a 
pipeline  to  the  same  point.  The  Corn- 
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mission  would  be  very  much  im-error 
if  it  were  to  grant  four  or  five  Carriers 
permits  to  build  pipelines  to  one  point. 
The  only  efficient  way  to  operate  would 
be  to  limit  the  utility  to  one  pipeline. 
So  in  all  probability  about  50  percent 
of  the  applications  would  be  rejected. 
It  is  likely  that  approximately  two- 
thirds  of  them  would  be  rejected.  Then 
perhaps  $300  million  of  pipelines  would 
be  constructed  in  a  year.  That  is  as¬ 
suming  that  the  $1  billion  of  applications 
could  be  processed  in  1  year  and  that 
the  pipelines  could  all  be  constructed  in 
1  year.  That  is  entirely  unlikely.  It 
would  be  unlikely  that  more  than  half 
of  the  applications  would  be  approved 
and  contracted  in  1  year.  But  assuming 
that  they  could  be  all  processed  and 
constructed  in  1  year,  the  figure  repre¬ 
senting  the  amount  of  applications 
granted  by  the  Commission  would  be 
$300  million,  and  7  percent  of  that 
amount  would  be  $21  million. 

As  the  Senator  from  Louisiana  under¬ 
stands,  the  tax  incentive  that  Senators 
are  looking  at  would  be  about  $21  mil¬ 
lion.  The  Senator  from  Illinois  [Mr. 
Douglas]  is  not  present,  but  he  can  re¬ 
fute  what  I  am  about  to  say  in  the 
Record  if  he  cares  to  do  so.  When  he 
uses  the  figure  of  $600  million,  he  is 
dreaming  up  hobgoblins.  He  is  talking 
about  a  figure  that  is  20  times  as  large 
as  the  actual  incentive  figure  about 
which  we  are  talking,  and  even  that 
figure  may  be  high. 

It  is  true  that  in  the  event  the  tax 
credit  were  denied  to  the  pipelines  and 
the  case  were  pursued  to  the  court  of 
last  resort,  and  that  court  decided 
against  the  pipelines,  then  the  stage 
would  be  set  to  put  pressure  upon  the 
Interstate  Commerce  Commission  to  pro¬ 
ceed  in  a  similar  fashion  against  the 
railroads. 

The  Federal  Power  Commission  gen¬ 
erally  spends  its  time  trying  to  make 
the  power  companies  bring  their  rates 
down;  but  the  Senate,  and  the  public, 
should  realize  that  there  is  not  going 
to  be  the  efficient  service  there  should 
be  from  any  industry  if  that  industry  is 
not  permitted  to  make  a  profit  that  is 
competitive  with  other  industries.  They 
all  have  to  Seek  equity  capital.  They  all 
have  to  borrow  money,  perhaps  from  New 
York  banks  or  elsewhere,  to  finance  their 
operations.  If  heavy  taxes  are  placed  on 
pipelines  that  are  not  placed  on  rail¬ 
roads,  for  example,  if  heavy  taxes  are 
placed  on  pipelines  that  are  not  placed  on 
shipping  companies  or  other  competitors 
of  the  pipelines,  pipeline  services  is  re¬ 
stricted  artificially,  rather  than  letting 
competition  decide  what  is  the  best  serv¬ 
ice  that  can  be  provided  users. 


Many  of  the  statements  made  on  the 
Senate  floor  have  left  some  people  un¬ 
der  the  impression  that  the  tax  credit 
provision  has  something  to  do  with  rates 
consumers  will  pay  for  gas  in  New  York, 
Philadelphia,  Washington,  and  else¬ 
where.  It  does  not.  Those  lines  are  al¬ 
ready  established.  They  would  not  be 
eligible  for  tax  credit.  The  provision  re¬ 
lates  to  new  pipelines  to  be  constructed 
to  serve  people  who  do  not  have  such 
service  now. 

I  wish  to  make  the  point  that  these 
pipelines  will  be  constructed  in  places 
where  people  will  be  getting  better  fuel 
for  lower  prices  than  the  consumers  are 
receiving  now.  If  a  pipeline  could  not 
find  enough  customers  to  justify  build¬ 
ing  it,  the  company  would  not  build  it, 
because  it  would  lose  money.  / 

So,  in  order  to  justify  the  construc¬ 
tion  of  the  pipeline,  someone  has  to  see 
the  prospect  of  making  a  profit  com¬ 
mensurate  with  the  risk  of  investing  his 
money.  Someone  has  to  see  the  prospect 
of  obtaining  a  sufficient  profit  to  justify 
a  loan  and  the  venturing  his  own  money 
in  the  pipeline. 

When  the  product  reaches  the  con¬ 
sumer,  it  will  not  be  sold  unless  it  is  sold 
at  a  lower  price  than  that  which  the  con¬ 
sumer  is  now  paying  for  a  similar  prod¬ 
uct,  or  will  be  sold  at  the  same  price  for 
providing  a  better  product. 

Reference  was  made  to  the  fact  that 
consumers  in  Washington  consume  gas; 
and  if  this  proposal  had  been  the  law, 
perhaps  the  consumers  would  *be  paying 
a  little  more  than  they  are  now.  They 
might  be  paying  exactly  the  same.  The 
only  difference  would  be  that  when  the 
company  built  the  pipeline,  it  would  have 
had  a  little  better  tax  situation  than  it 
has  at  the  present  time. 

What  did  natural  gas  do  for  Wash¬ 
ington,  D.C.?  Previously  Washington 
homes  had  been  heated  by  artificial  gas 
manufactured  from  coal  or  oil.  If  one 
lived  in  a  home  or  apartment  heated 
with  such  gas,  the  person  living  there 
would  have  had  to  wash  the  walls  down 
frequently  to  get  rid  of  the  residue  from 
the  inferior  product  of  manufactured  gas 
produced  from  coal  or  oil.  The  manu¬ 
factured  gas  tended  to  accumulate  a  res¬ 
idue  and  tended  to  leave  soot  through¬ 
out  the  city.  The  atmosphere  of  Wash¬ 
ington,  D.C.,  is  mufch  cleaner  today  be¬ 
cause  this  service  was  provided.  We 
hope  the  same  advantages  will  accrue 
to  other  communities  that  will  use  natu¬ 
ral  gas.  The  State  of  Louisiana  has  a 
very  large  amount  of  gas  it  would  like 
to  sell. 

I  point  out  that  a  good  percentage  of 
the  gas  belongs  to  the  Federal  Govern¬ 
ment,  because  it  is  beyond  the  3 -mile 
limit  in  the  Gulf  of  Mexico.  But  it  is 
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not  going  to  do  anybody  any  good  un¬ 
less  someone  constructs  a  pipeline  to  the 
gas,  brings  it  to  shore,  and  brings  it  to 
another  pipeline,  so  it  can  be  sold  to  con¬ 
sumers.  What  would  happen?  The  Fed¬ 
eral  Government  would  make  a  vast 
amount  of  money,  the  companies  would 
make  a  profit,  and  the  consumers  would 
have  a  better  product  at  a  much  cheaper 
price. 

One  reason  why  the  atmosphere  over 
Washington  is  much  cleaner  than  that 
over  New  York  City,  for  example,  is  that 
most  apartment  houses  in  New  York  City 
are  heated  by  residual  fuel  oil.  In  this 
city  natural  gas  is  used,  which  is  a  much 
cleaner  product.  It  is  a  competitive 
product,  and  competitors  should  be 
treated  alike. 

I  have  been  dismayed  at  efforts  to 
eliminate  section  203(e),  which  provides 
simply  for  justice  and  equity.  I  have 
said  to  those  who  oppose  it  that  if  they 
are  to  deny  this  relief  to  pipelines — and 
some  of  them  come  from  States  that  do 
not  have  a  significant  amount  of  pipe¬ 
lines,  but  have  railroads — the  railroads 
should  then  be  treated  the  same  way.  So 
should  the  shipping  companies,  and  the 
trucklines.  What  was  their  answer? 
They  do  not  want  to  go  into  that.  They 
know  the  case  is  just  and  that  the  pipe¬ 
lines  should  receive  this  investment 
credit. 

To  some  of  those  gentlemen  the  word 
“discrimination”  is  not  a  pleasant  word, 
but  they  would  discriminate  as  between 
legitimate  businesses  which  are  seeking 
to  serve  the  public  and  make  a  profit. 

I  wished  to  make  this  statement  to 
clarify  the  misunderstanding  as  to  the 
figures  and  to  show  that  the  amount  of 
money  involved  has  been  grossly  exag¬ 
gerated.  Simple  justice  and  equity  de¬ 
mand  that  these  transportation  com¬ 
panies  be  treated  the  same. 


[ February  3,  1964 ] 

IP.  1644 } 

ABSENTEES  AND  PROGRESS  ON 
THE  TAX  BILL 

Mr.  MANSFIELD.  Mr.  President,  it 
is  my  understanding  that  on  Friday  last, 
there  were  in  the  neighborhood  of  30 
absentees  in  the  Senate.  I  am  frank  to 
say  that  the  majority  leader  was  neces¬ 
sarily  among  them.  But  I  am  also 
frank  to  say  that  I  did  not  ask  for  any 
special  consideration  because  I  was  un¬ 
able  to  be  on  the  floor  that  day.  I  did 
not  ask  that  any  vote  or  votes  be  put  off 
because  of  my  absence.  I  sought  no  un¬ 
derstanding  to  that  effect  with  any  other 
Member,  and  I  had  no  such  understand¬ 
ing. 


The  fact  is  that  I  was  unable  to  be 
present  on  Thursday,  as  well  as  on  Fri¬ 
day;  and  on  Thursday,  there  were  votes 
which  I  missed.  But  thanks  to  the 
graciousness  and  consideration  of  the 
Senator  from  Virginia  [Mr.  Robertson], 
for  which  I  am  most  grateful,  a  live  pair 
that  had  the  effect  of  neutralizing  my 
absence  was  arranged. 

I  fully  expected  that  on  Friday  there 
would  be  additional  votes  for  which  I 
could  not  be  present.  It  is  entirely  true, 
as  was  stated,  that,  along  with  others, 
the  Senator  from  Illinois  [Mr.  Douglas] 
and  the  Senator  from  Tennessee  [Mr. 
Gore]  were  here,  prepared  to  do  the 
business  of  the  Senate,  despite  their 
known  opposition  to  substantial  por¬ 
tions  of  the  pending  tax  bill.  They 
were  prepared  to  help  move  the  measure 
forward  without  delay.  Indeed,  may  I 
say  that  there  has  not  been  any  disposi¬ 
tion  on  the  part  of  Senators  who  do  op¬ 
pose  this  measure  in  whole  or  part  to 
delay.  They  have  acted  most  responsi¬ 
bly,  expeditiously,  and  cooperatively  in 
this  matter  from  the  outset;  and  I  re¬ 
gret  most  sincerely  that  the  large  num¬ 
ber  of  absences  on  Friday  may  have  in¬ 
convenienced  them  in  any  way.  Never¬ 
theless,  an  excellent  beginning  was  made 
on  the  tax  bill  on  Friday,  thanks  in  great 
part  to  their  cooperation  and  to  the  ef¬ 
forts  of  the  acting  majority  leader,  the 
Senator  from  Florida  [Mr.  Smathers], 
the  distinguished  floor  manager  of  the 
bill  [Mr.  Long],  and  the  distinguished 
minority  leader,  the  Senator  from  Illinois 
[Mr.  Dirksen]  .  I  do  hope  that  with  most 
of  the  committee  amendments  now  dis¬ 
posed  of  en  bloc  we  shall  move  steadily 
and  promptly  toward  the  final  disposi¬ 
tion  of  this  measure. 

I  want  to  say  again  that  while  it  is 
invariably  necessary  for  Senators  to  be 
absent  on  occasion,  I  would  hope  that 
no  Member  would  expect  the  work  of  the 
entire  Senate  to  be  held  up  for  that  rea¬ 
son.  I  would  hope  that  when  these  oc¬ 
casions  do  arise,  Senators  would  be  pre¬ 
pared  to  take  their  chances,  insofar  as 
votes  are  concerned.  The  majority  lead¬ 
er  has  proceeded  on  that  basis,  as  he  did 
last  Thursday  and  Friday,  and  it  would 
be  my  hope  that  other  Members  would 
be  similarly  disposed. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Montana 
yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  LONG  of  Louisiana.  I  was  com¬ 
pelled,  for  various  and  sundry  reasons — 
partially  the  political  situation  in  my 
State — to  be  absent  a  considerable  por¬ 
tion  of  last  year;  but  I  tried  to  accom¬ 
modate  myself  to  the  situation  of  other 
Senators  and  to  the  situation  in  the  Sen¬ 
ate;  and  I  tried  to  agree  that,  so  far  as 
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I  was  concerned,  the  Senate  would  pro¬ 
ceed  to  vote  and,  if  possible,  to  accord 
me  a  pair  on  votes  I  had  to  miss. 

Generally,  it  makes  very  little  differ¬ 
ence  whether  one  Senator  is  absent,  be¬ 
cause  most  issues  are  not  decided  by  a 
single  vote;  also,  in  most  instances  a 
Senator  is  able  to  arrange  a  pair,  so  that 
the  result  is  the  same  as  it  would  have 
been  if  he  had  been  present  and  voting, 
insofar  as  voting  on  amendments  is 
concerned. 

On  the  other  hand,  it  is  a  great  incon¬ 
venience  to  the  Senate  if  a  Senator  sends 
word  that  he  does  not  want  any  action 
taken  until  he  returns.  Furthermore,  if 
one  Senator  begins  to  do  that,  others 
will  feel  similarly  privileged;  and  soon 
the  Senate  will  be  unable  to  take  any 
action,  because  of  the  fact  that  many 
Senators  will  be  absent  and  will  not  want 
any  action  taken  until  they  return.  In 
such  a  situation,  it  is  as  if  99  or  even  100 
Senators  were  absent. 

Mr.  MANSFIELD.  The  Senator  from 
Louisiana  is  correct,  and  that  has  been 
done  time  and  time  again.  I  hope  that 
from  now  on,  no  Senator  will  make  such 
a  request. 

I  repeat  that,  so  far  as  I  am  concerned, 
I  am  willing  to  take  my  chances,  and  I 
hope  other  Senators  will  take  the  same 
position. 

Furthermore,  the  use  of  the  live  pair 
should  be  given  serious  consideration  by 
Senators  on  both  sides,  so  that  in  the 
future  it  can  receive  the  recognition  and 
meaning  that  it  used  to  receive  in  years 
past. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Montana  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Montana  for  his  characteristically 
generous  statement,  which  I  deeply  ap¬ 
preciate. 

I  had  hoped  the  Senate  would  take 
some  definite  votes  on  Friday,  and  thus 
would  be  able  to  move  the  bill  further 
along.  However,  that  situation  is  now  a 
bygone;  and  I  am  ready  to  forget  all 
about  it.  I  appreciate  very  much  the 
statement  the  Senator  from  Montana  has 
made. 

So  far  as  I  am  concerned — and  I  be¬ 
lieve  I  also  speak  for  the  Senator  from 
Tennessee  [Mr.  Gore],  the  Senator  from 
Wisconsin  [Mr.  Proxmire],  and  other 
Senators  who  propose  to  offer  amend¬ 
ments,  and  who  are  critical  of  at  least 
some  portions  of  the  bill — we  shall  not 
resort  to  delaying  tactics.  We  shall  offer 

[P.  1645] 

the  amendments,  and  make  our  state¬ 
ments  in  regard  to  them.  I  hope  there 
will  be  a  full  attendance  of  Senators,  so 


that  the  amendments  can  be  promptly 
considered  and  voted  on. 

I  believe  it  would  be  unfortunate  if 
amendments  were  to  be  offered  when 
there  was  a  very  small  attendance  in 
the  Senate,  with  the  result  that  when  the 
remaining  Senators  came  to  the  Cham¬ 
ber,  to  participate  in  the  vote,  they  would 
not  be  precisely  certain  as  to  what  they 
would  vote  on,  and  would  follow  what 
they  believed  to  be  directives  coming 
from  the  outside. 

Again  I  thank  the  Senator  from  Mon¬ 
tana. 

I  also  thank  the  secretary  for  the  ma¬ 
jority,  Mr.  Valeo,  who,  I  believe,  behaved 
with  complete  rectitude  in  connection 
with  this  matter;  and  if  any  informa¬ 
tion  to  the  effect  that  Senators  on  our 
side  of  the  aisle  would  be  able  to  absent 
themselves  without  incurring  any  risk 
was  given,  I  am  sure  such  information 
did  not  come  from  him.  I  have  found 
Mr.  Valeo  to  be  completely  honorable  and 
completely  reliable,  and  I  regard  him 
as  a  distinctly  valuable  addition  to  the 
Senate  staff. 

Mr.  MANSFIELD.  I  thank  the  Sen¬ 
ator  from  Illinois  for  his  statement.  He 
Is  always  courteous,  gracious,  and  un¬ 
derstanding.  I  also  thank  him  for  his 
kind  words  about  the  secretary  for  the 
majority,  Mr.  Valeo,  who  is  absolutely 
trustworthy  and  will  give  to  all  Senators 
the  same  information  at  all  times. 


[P.  1669] 

REVENUE  ACT  OF  1964 

Mr.  TALMADGE  obtained  the  floor. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield  for  a  unani¬ 
mous-consent  request? 

Mr.  TALMADGE.  I  am  delighted  to 
yield  to  my  friend  from  Louisiana. 

Mr.  LONG  of  Louisiana.  I  believe 
that  the  Senator  intends  to  address  him¬ 
self  to  the  tax  bill.  Automatically  the 
bill  would  come  before  the  Senate  at  2 
o’clock.  Since  the  Senator  intends  to 
address  himself  to  that  bill,  I  ask  unan¬ 
imous  consent  that  the  tax  bill  now  be 
laid  before  the  Senate. 

[P.  1670] 

There  being  no  objection,  the  Senate 
resumed  the  consideration  of  the  bill 
(H.R.  8363)  to  amend  the  Internal  Rev¬ 
enue  Code  of  1954  to  reduce  individual 
and  corporate  income  taxes,  to  make  cer¬ 
tain  structural  changes  with  respect  to 
the  income  tax,  and  for  other  purposes. 

Mr.  TALMADGE.  Mr.  President,  1 
year  ago,  when  tax  reduction  legislation 
was  proposed  to  this  Congress,  I  shared 
with  many  here  in  this  Chamber — and 
with  many  thoughtful  citizens  through- 
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out  our  land — the  gravest  doubts  about 
its  wisdom.  / 

I  did  not  doubt  that  tax  reduction  was 
desirable,  for  I  was  convinced  that  the  re¬ 
moval  of  restrictive  tax  rates,  which  have 
so  long  helped  dampen  the  historic 
American  reliance  upon  private  initia¬ 
tive  and  incentives,  was  long  overdue. 

But  I  was  gravely  concerned  that  the 
fiscal  posture  of  this  Nation  was  too 
warped,  and  too  weakened  with  deficits 
and  debt,  to  bear  the  burden  of  so  large 
a  tax  reduction. 

I  will  never  cease  to  be  concerned  about 
the  fiscal  posture  of  this  Nation  as  long 
as  we  have  deficits — as  long  as  we  are 
adding  to  our  debt  instead  of  reducing 
it. 

But  I  am  encouraged  by  indications 
that  the  budgetary  reins  of  this  Nation 
are  being  pulled  in,  and  that  we  seem  to 
be  taking  positive  steps  toward  fiscal 
soundness  and  solvency. 

I  am  convinced  that  we  can  now  vote 
for  this  tax  bill  in  good  conscience — and 
according  to  the  severe  dictates  of  prud¬ 
ence  and  frugality. 

The  new  budget  calls  for  estimated  ex¬ 
penditures  in  fiscal  1965  of  $97.9  billion, 
more  than  half  a  billion  dollars  below 
the  level  of  the  current  fiscal  year.  It 
calls  for  new  obligational  authority  of 
$103.8  billion — more  than  $4  billion  un¬ 
der  last  year’s  request  of  $107.9  billion. 
It  forecasts  a  deficit  of  $4.9  billion — less 
than  half  the  deficit  for  the  current  year 
and  less  than  half  the  widely  anticipated 
deficit  for  next  year.  It  proposes  a  re¬ 
duction  in  civilian  employment  in  the 
executive  branch — not  a  reduction  to  be 
publicized  now  and  by  the  end  of  the 
year  to  exist  only  on  paper,  but  a  reduc¬ 
tion  we  can  expect  to  actually  occur  by 
the  steps  the  President  has  already  taken 
to  make  certain  that  it  will. 

Mr.  President,  I  cannot  say  that  these 
reductions  are  all  I  would  like  to  see. 
But  they  are  more — far  more — than  I 
could  see  on  any  realistic  horizon  when 
the  proposals  for  tax  reduction  were  first 
presented. 

I  am  also  aware  that  budgetary  re¬ 
ductions — and  budgetary  figures — are 
no  always  what  they  seem.  But  I  have 
examined  this  budget  with  great  care 
and  with  considered  skepticism,  and  I 
am  satisfied  that  this  budget  is  relative¬ 
ly  lean  and  hard.  I  am  satisfied  that 
its  reductions  in  expenditures  and  in 
new  obligational  authority  will  be  re¬ 
flected  in  real  savings  this  year,  and  for 
several  years  to  come. 

I  do  not  pretend  to  endorse  each  item 
in  this  budget — but  this  is  not  the  time, 
nor  have  we  now  the  time  or  the  need, 
to  go  into  that  kind  of  detail.  We  will 
have  ample  opportunity  to  deal  with  ap¬ 
propriations  as  the  session  goes  on. 


Meanwhile,  the  need  for  this  tax  bill  is 
urgent,  and  the  important  facts  about 
our  new  budgetary  and  expenditure  pos¬ 
ture  are  simple  and  clear.  I  would  like, 
briefly,  to  highlight  these  facts  as  I  see 
them. 

First,  I  recall  how  last  year  the  fig¬ 
ure  of  $98  billion  had  a  habit  of  appear¬ 
ing  and  reappearing  as  the  unalterable 
ceiling  beyond  which  1965  expenditures 
could  not  pass  if  the  tax  cut  were  at  all 
to  be  justified. 

That  was  the  limit  that  the  minority 
party  in  the  House  of  Representatives 
proposed  to  set  upon  the  expenditure 
estimate  for  1965 — or  else  foreclose  upon 
the  tax  cut. 

That  was  the  limit  upon  expenditures 
that  General  Eisenhower  said  we  should 
commit  ourselves  to  until  the  budget  was 
balanced — or  else  forgo  the  tax  cut. 

And  that  is  the  limit  beyond  which  the 
new  budget  does  not  pass — the  ceiling 
which  the  new  budget,  in  fact,  observes. 

I  realize  that,  from  time  to  time,  other 
assorted  ceilings  were  suggested  which 
the  new  estimates  for  the  current  and 
the  coming  year  do  not  observe.  But 
while  ceilings  can  remain  immutable  and 
unmoved  by  either  argument  or  event, 
men  cannot.  And  I  say  that  the  new 
budget  does  generally  meet  reasonable 
conditions  for  frugality  and  prudence. 

The  fact  that  the  reduction  in  ex¬ 
penditures  was  accomplished  in  the  face 
of  the  so-called  built-in  Increases  of  $3V2 
billion  not  only  highlights  that  accom¬ 
plishment — but  far  more  importantly,  it 
underscores  the  significance  of  the  more 
than  $4  billion  drop  in  requests  for  new 
obligational  authority. 

Every  Member  of  this  Congress  knows 
that  while  it  is  not  beyond  the  pale  of 
possibility  for  an  administration  to  cut 
current  spending,  it  is  beyond  the  pale 
of  probability.  For  current  spending  is 
born  of  past  appropriations — of  past 
proposals  and  approvals  of  new  obliga¬ 
tional  authority.  At  any  given  time,  a 
good  half  of  current  spending  goes  ^ to 
pay  old  bills. 

The  way  to  cut  spending  is  not  to  re¬ 
fuse  to  pay  those  bills — the  way  to  cut 
spending  is  to  cut  down  on  new  bills. 
And  the  way  to  cut  down  on  new  bills 
is  to  cut  down  on  requests  for  new  ob¬ 
ligational  authority — and  on  approvals 
for  new  obligational  authority. 

Last  year,  this  Congress  appropriated 
$6.5  billion  less  than  it  was  asked  to  ap¬ 
propriate.  This  year,  the  President  has 
met  us  at  least  half  way  by  asking  less. 
I  will  not  say  that  I  would  not  have 
preferred  the  President  to  have  met  us 
all  the  way  by  presenting  a  balanced 
budget — or  that  I  would  not  have  pre¬ 
ferred  greater  savings  in  appropriations 
last  year.  > — 
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But  I  am  impressed  with  the  hard  evi¬ 
dence — with  the  promise,  not  of  word 
alone,  but  of  deed  as  well — that  this 
Congress  is  making  an  effort  to  prune 
spending,  and  that  the  administration 
is  joining  us  in  that  effort. 

In  short,  Mr.  President,  there  are,  I 
am  convinced,  solid  grounds  for  hope 
that  the  day  when  once  again  the  fiscal 
affairs  of  this  country  will  be  set  aright, 
when  once  again  we  can  conduct  the 
business  of  government  within  the  se¬ 
curity  of  a  balanced  budget — that  that 
day  is  now  nearer  at  hand  than  it  has 
been  for  years.  And  there  are,  I  am 
convinced,  equally  solid  grounds  to  ex¬ 
pect  that  the  tax  bill  will  bring  that  day 
nearer  yet. 

For  as  the  Congress  and  the  adminis¬ 
tration  unite  in  holding  Federal  expendi¬ 
tures  down,  there  is  every  evidence  that 
the  tax  cut  will  bring  Federal  revenues 
up  by  generating  greater  economic  activi¬ 
ty.  This  is  no  new  and  untried  theory — 
it  is  a  historical  fact.  I  am  sure  that 
every  Member  of  this  Congress  remem¬ 
bers  how  we  cut  taxes  in  1954,  and  how 
within  2  years’  time  revenues  exceeded 
pretax  cut  levels  by  7  percent.  Not  only 
was  that  no  isolated  instance,  but  it 
reflected  the  consistent  experience  this 
country  has  had  with  major  tax  cuts 
throughout  this  century. 

One  of  the  most  incisive  and  persua¬ 
sive  analyses  of  this  question  appeared 
just  a  year  ago  in  Fortune  magazine  in 
an  article  authored  by  one  of  its  editors, 
Max  Ways. 

•  Mr.  Ways  points  out  what  we  too  often 
forget  in  our  discussions  of  this  tax  bill — 
that: 

Our  tax  structure,  even  when  its  rates  are 
left  unchanged,  tightens  its  restrictive  grip 
on  the  economy  in  every  year  that  the  econ¬ 
omy  grows  at  all. 

He  shows  for  example  that,  as  fast  as 
our  economy  grows,  the  individual  in¬ 
come  tax  grows  even  faster.  In  1929,  the 
individual  income  tax  was  only  1.1  per¬ 
cent  of  the  gross  national  product;  in 
1952  it  was  8  percent  of  the  gross  national 
product;  and  in  1962 — despite  the  modest 
tax  cut  of  1954 — it  was  8.3  percent  of  the 
gross  national  product. 

Mr.  President,  I  say  we  can  no  longer 
afford  the  luxury  of  a  tax  system  that 
bites  the  very  hand  that  feeds  it — that 
ultimately  defeats  its  own  purpose  of 
raising  adequate  revenues  by  encroach¬ 
ing  upon  its  very  source  of  revenue. 

I  say  that  we  must  once  again  allow 
our  private  economy  the  freedom  it 
needs  to  draw  upon  its  own  inherent  re¬ 
sources  for  growth — that  we  must  once 
again  restore  individual  initiative  and 
incentive  and  effort  to  the  proud  and 
prominent  place  in  our  economic  life 


that  they  must  have  if  our  system  is  to 
grow  and  thrive. 

This  tax  bill,  I  am  convinced,  is  a 
program  to  promote  economic  growth 
by  promoting  economic  freedom.  It  is 
a  program  that — vigorously  accompanied 
by  the  expenditure  control  already  in 
evidence — will  restore  balance  to  the  fis¬ 
cal  affairs  of  this  Nation  by  removing 
the  imbalance  that  now  exists  between 
the  public  and  private  sectors  of  our 
economy.  v 

Mr.  President,  let  no  one  mistake  the 
choice  that  now  confronts  us.  No  one 
could  put  it  better  than  did  the  dis¬ 
tinguished  chairman  of  the  House  Ways 
and  Means  Committee,  Mr.  Wilbur 
Mills,  when  he  opened  the  House  de¬ 
bate  on  the  tax  bill.  He  said: 

I  am  convinced  that  there  are  two  roads 
the  Government  can  follow.  *  *  *  I  believe 
we  are  at  the  fork  of  those  two  roads  today. 
One  of  these  is  the  tax  reduction  road.  The 
other  is  the  road  of  Government  expendi¬ 
ture  -increases. 

[P.  7677] 

I  think  that,  with  the  new  budget  and 
with  the  record  of  this  Congress  last 
year  on  appropriations,  we  have  already 
taken  the  better  of  those  choices — that 
we  are  at  last  moving  down  the'  road 
j:  toward  fiscal  soundness  and  solvency. 

The  passage  of  this  tax  bill  will  put 
us  a  lot  further  down  that  road — and 
make  it  a  lot  harder  to  turn  back. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  TALMADGE.  I  am  delighted  to 
yield  to  my  friend  the  distinguished  Sen¬ 
ator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  I  congratu¬ 
late  the  junior  Senator  from  Georgia  on 
the  outstanding  statement  he  has  made 
on  the  subject  of  the  tax  bill.  I  should 
like  to  ask  him  if  I  correctly  understand 
the  point  he  has  made;  namely,  that 
those  who  contend  they  want  a  balanced 
budget  should  realize  that  some  of  us 
feel  that  the  problem  is  one  for  consid¬ 
eration  by  the  Appropriations  Commit¬ 
tee,  not  by  the  Committee  on  Finance. 

Mr.  TALMADGE.  The  Senator  from 
Louisiana  is  entirely  correct.  As  I  point¬ 
ed  out — and  I  thank  my  friend  from  Lou¬ 
isiana  for  his  kind  personal  references 
to  me — the  way  to  control  expenditures 
is  by  doing  two  things:  first,  to  deny  new 
obligational  authority,  and,  second,  to 
reduce  appropriations.  Of  course,  as  the 
Senator  so  well  knows,  the  Finance  Com¬ 
mittee  has  the  obligation  of  raising  the 
necessary  revenue  with  which  to  pay  ap¬ 
propriations,  not  to  appropriate  money 
or  to  approve  obligational  authority. 

Mr.  LONG  of  Louisina.  Therefore,  if 
the  budget  expenditures  could  be  reduced 
and  if  Senators  who  are  on  the  Appro- 


2859 


69-108  O — 66 — pt.  3/ — ♦ — 2i5 


priations  Committee  would  vote  to  do 
that,  it  would  be  agreeable  to  many  of 
us  on  the  Finance  Committee.  We  would 
be  happy  to  see  the  foreign  aid  appro¬ 
priations  reduced,  for  example,  and  also 
to  see  certain  other  unnecessary  expendi¬ 
tures  reduced.  ~ 

Mr.  TALMADGE.  The  Senator  from 
Georgia  has  so  voted  on  many  occasions. 

I  point  out  that  the  Congress  rendered 
an  outstanding  service  last  year  in  re¬ 
ducing  requests  of  the  budget  by  $6% 
billion.  If  something  like  that  could  be 
done  this  year  the  budget  might  well  be 
balanced  next  year. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  from  Georgia. 

I  now  ask  that  the  Senate  proceed  to 
the  consideration  of  the  remaining  com¬ 
mittee  amendment. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  next  committee  amendment  was 
on  page  233,  after  line  10,  to  strjke  out: 

Sec.  219.  Capitol  Gains  and  Losses 

(a)  Alternative  Tax,  Etc. 

( 1 )  In  general. — 

(A)  Alternative  tax. — Subsection  (b)  of 
section  1201  (relating  to  alternative  tax  on 
taxpayers  other  than  corporations)  is 
amended  to  read  as  follows : 

"(b)  Other  Taxpayers. — If,  for  any  tax¬ 
able  year,  a  taxpayer  (other  than  a  corpora¬ 
tion)  is  allowed  a  deduction  under  section 
1202,  then,  in  lieu  of  the  tax  imposed  by 
sections  1  and  511(b),  there  is  hereby  im¬ 
posed  a  tax  (if  such  a  tax  is  less  than  the 
tax  imposed  by  such  sections)  which  shall 
consist  of  the  sum  of — 

“(1)  a  partial  tax  computed  on  the  tax¬ 
able  income  reduced  by  an  amount  equal  to 
the  sum  of — 

"(A)  40  percent  of  the  adjusted  class  A 
capital  gain,  and 

“(B)  50  percent  of  the  adjusted  class  B 
capital  gain, 
plus 

"(2)  an  amount  equal  to  the  sum  of — 

"(A)  21  percent  of  the  adjusted  class  A 
capital  gain,  and 

"(B)  25  percent  of  the  adjusted  class  B 
capital  gain.” 

(B)  Deduction  for  capital  gains. — Sec¬ 
tion  1202  (relating  to  deduction  for  capital 
gains)  is  amended  to  read  as  follows: 

“Sec.  1202.  Deduction  for  Capital  Gains. 

"(a)  General  Rule. — In  the  case  of  a  tax¬ 
payer  other  than  a  corporation,  a  deduction 
from  gross  income  shall  be  allowed  equal 
to  the  sum  of — 

“(1)  60  percent  of  the  adjusted  class  A  cap¬ 
ital  gain,  and  I 

"(2)  50  percent  of  the  adjusted  class  B  cap-  1 
ital  gain. 

"(b)  Special  Rule. — In  the  case  of  an  es¬ 
tate  or  trust,  the  deduction  allowable  under 
subsection  (a)  shall  be  computed  by  ex¬ 
cluding  the  portion  (if  any) ,  of  the  gains  for 
the  taxable  year  from  sales  or  exchanges  of 
capital  assets,  which,  under  sections  652  and 
662  (relating  to  inclusions  of  amounts  in 


gross  income  of  beneficiaries  of  trusts),  is 
includible  by  the  income  beneficiaries  as 
gain  derived  from  the  sale  or  exchange  of 
capital  assets." 

(C)  Definitions. — Section  1222  (relating 
to  other  terms  relating  to  capital  gains  and 
losses)  is  amended  to  read  as  follows: 

"Sec.  1222.  Other  Terms  Relating  to  Capital 
Gains  and  Losses. 

"(a)  Terms  Applicable  to  All  Taxpay¬ 
ers — For  purposes  of  this  subtitles¬ 
'll)  Short-term  capital  gain. — The  term 
'short-term  capital  gain'  means  gain  from 
the  sale  or  exchange  of  a  capital  asset  held 
for  not  more  than  6  months,  if  and  to  the 
extent  such  gain  is  taken  into  account  in 
computing  gross  income. 

"(2)  Short-term  capital  loss. — The  term 
‘short-term  capital  loss’  means  loss  from  the 
sale  or  exchange  of  a  capital  asset  held  for 
not  more  than  6  months,  if  and  to  the  ex¬ 
tent  that  such  loss  is  taken  into  account  in 
computing  taxable  Income. 

“(3)  Net  short-term  capital  gain. — The 
term  ‘net  short-term  capital  gain’  means  the 
excess  of  short-term  capital  gains  for  the 
taxable  year  over"  the  short-term  capital 
losses  for  such  year. 

"(4)  Net  short-term  capital  loss. — The 
term  ‘net  short-term  capital  loss’  means  the 
excess  of  short-term  capital  losses  for  the 
taxable  year  over  the  short-term  capital 
gains  for  such  year. 

“(b)  Terms  Applicable  to  Corporations. — 
For  purposes  of  this  subtitle,  in  the  case  of  a 
corporation — 

"(1)  Long-term  capital  gain. — The  term 
‘long-term  capital  gain’  means  gain  from  the 
sale  or  exchange  of  a  capital  asset  held  for 
more  than  6  months,  if  and  to  the  extent 
such  gain  1s  taken  into  account  in  comput¬ 
ing  gross  income, 

“(2)  Long-term  capital  loss. — The  term 
‘long-term  capital  Iocs’  means  loss  from  the 
sale  or  exchange  of  a  capital  asset  held  for 
more  than  6  months,  if  and  to  the  extent 
that  such  loss  is  taken  into  account  in  com¬ 
puting  taxable  income. 

“(3)  Net  long-term  capital  gain. — The 
term  ‘net  long-term  capital  gain’  means  the 
excess  of  long-term  capital  gains  for  the  tax¬ 
able  year  over  the  long-term  capital  losses 
for  such  year. 

"(4)  Net  long-term  capital  loss. — The 
term  ‘net  long-term  capital  loss’  means  the 
excess  of  long-term  capital  losses  for  the 

. . long-term  capital  gains 

for  such  year. 

"(5)  Net  capital  gain. — The  term ‘net  cap¬ 
ital  gain’  means  the  excess  of  the  gains  from 
sales  or  exchanges  of  capital  assets  over  the 
losses  from  such  sales  or  exchanges. 

"(6)  Net  capital  loss. — The  term ‘net  cap¬ 
ital  loss’  means  the  excess  of  the  losses  from 
sales  or  exchanges  of  capital  assets  over  the 
sum  allowed  under  section  1211(a) .  For  pur¬ 
poses  of  determining  losses  under  this  para¬ 
graph,  amounts  which  are  short-term  capital 
losses  under  section  1212  shall  be  excluded. 

“(c)  Terms  Applicable  to  Taxpayers 
Other  Than  Corporations. — For  purposes  of 
this  subtitle,  in  the  case  of  a  taxpayer  other 
than  a  corporation — 

“  ( 1 )  Class  B  capital  gain. — The  term  ‘class 
B  capital  gain’  means  gain  from  the  sale  or 
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exchange  of  a  capital  asset  held  for  more 
than  6  months  but  not  more  than  2  years, 
If  and  to  the  extent  such  gain  is  taken  into 
account  in  computing  gross  income. 

“(2)  Class  b  capital  loss. — The  term  ‘class 
B  capital  loss’  means  loss  from  the  sale  or 
exchange  of  a  capital  asset  held  for  more 
than  6  months  but  not  more  than  2  years, 
if  and  to  the  extent  that  such  loss  is  taken 
into  account  in  computing  taxable  income. 

“(3)  Class  a  capital  gain. — The  term 
‘class  A  capital  gain’  means  gain  from  the 
sale  or  exchange  of  a  capital  asset  held  for 
more  than  2  years,  if  and  to  the  extent  such 
gain  is  taken  into  account  in  computing 
gross  income. 

“(4)  Class  a  capital  loss. — The  term  ‘class 
A  capital  loss’  means  loss  from  the  sale  or 
exchange  of  a  capital  asset  held  for  more 
than  2  years,  if  and  to  the  extent  that  such 
loss  is  taken  into  account  in  computing  tax¬ 
able  income. 

“(5)  Net  class  b  capital  gain. — The  term 
‘net  class  B  capital  gain’  means  the  excess 
of  class  B  capital  gains  for  the  taxable  year 
over  the  class  B  capital  losses  for  such  year 

“(6)  Net  class  b  capital  loss. — The  term 
‘net  class  B  capital  loss’  means  the  excess 
of  class  B  capital  losses  for  the  taxable  year 
over  the  class  B  capital  gains  for  such  year. 

“(7)  Net  class  a  capital  gain. — The  term 
‘net  class  A  capital  gain’  means  the  excess 
of  class  A  capital  gains  for  the  taxable  year 
over  the  class  A  capital  losses  for  such  year. 

“(8)  Net  class  a  capital  loss. — The  term 
‘net  class  A  capital  loss’  means  the  excess  of 
class  A  capital  losses  for  the  taxable  year 
over  the  class  A  capital  gains  for  such  year. 

“(9)  Adjusted  class  b  capital  gain. — The 
term  ‘adjusted  class  B  capital  gain’  means 
the  net  class  B  capital  gain  for  the  taxable 
year  reduced  by  losses  which  reduce  such  net 
gain  as  provided  in  subsection  (d) . 

“(10)  Adjusted  class  a  capital  gain. — The 
term  ‘adjusted  class  A  capital  gain’  means 
the  net  class  A  capital  gain  for  the  taxable 
year  reduced  by  losses  which  reduce  such 
net  gain  as  provided  in  subsection  (d) . 

“(d)  Rules  for  Reducing  Net  Capital 
Gains  by  Capital  Losses. — For  purposes  of 
paragraphs  (9)  and  (10)  of  subsection  (c) 
and  for  purposes  of  reducing  any  net  short¬ 
term  capital  gain,  if  for  a  taxable  year  a  tax¬ 
payer  (other  than  a  corporation)  has  a  net 
short-term,  net  class  B,  or  net  class  A  capital 
loss,  such  loss  shall  reduce  any  net  short¬ 
term,  net  class  B,  or  net  Class  A  capital  gain 
for  such  year  by  applying  paragraph  ( 1 ) , 
then  paragraph  (2) ,  and  then  paragraph  (3)  : 

“(1)  A  net  class  A  capital  loss  shall  re¬ 
duce  first  any  net  class  B  capital  gain  and 
then  any  net  short-term  capital  gain. 

“(2)  A  net  class  B  capital  loss  shall  reduce 
first  any  net  class  A  capital  gain  and  then 
any  net  short-term  capital  gain. 

“(3)  A  net  short-term  capital  loss  shall 
reduce  first  any  net  class  B  capital  gain  and 
then  any  net  class  A  capital  gain.” 

(2)  Property  used  in  the  trade  or  busi¬ 
ness  AND  INVOLUNTARY  CONVERSIONS - 

[P.  1672 ] 

(A)  Subsection  (a)  of  section  1231  (relat¬ 
ing  to  property  used  in  a  trade  or  business) 
is  amended  to  read  as  follows: 


“(a)  General  Rule. — If,  during  the  tax¬ 
able  year — 

“(1)  the  recognized  gains  from  sales  or 
exchanges  of  property  used  in  the  trade  or 
business,  plus 

“(2)  the  recognized  gains  from  the  com¬ 
pulsory  or  involuntary  conversion  (as  a  re¬ 
sult  of  destruction,  in  whole  or  in  part,  theft 
or  seizure,  or  an  exercise  of  the  power  of 
requisition  or  condemnation  or  the  threat 
or  imminence  thereof)  of  property  used  in 
the  trade  or  business  and  of  capital  assets 
held  for  more  than  6  months  into  other 
property  or  money, 

exceed  the  recognized  losses  from  such  sales, 
exchanges,  and  conversions,  each  such  gain 
or  loss  shall  be  considered  as  gain  or  loss 
from  the  sale  or  exchange  of  a  capital  asset. 
If  such  gains  do  not  exceed  such  losses,  such 
gains-  and  losses  shall  not  be  considered  as 
gains  and  losses  from  sales  or  exchanges  of 
capital  assets.” 

(B)  Section  1231  is  amended  by  adding  at 
the  end  thereof  the  following  new  subsection: 
“(c)  Special  Rules. — 

“(1)  Gains  and  losses  taken  into  ac¬ 
count. — For  purposes  of  subsection  (a)  — 
“(A)  Any  gain  described  in  subsection  (a) 
shall  be  included — 

“(i)  only  if  and  to  the  extent  taken  into 
account  in  computing  gross  income,  and 
“(ii)  only  to  the  extent  not  required  (by 
any  provision  of  this  subtitle  other  than  this 
section)  to  be  treated  as  gain  from  the  sale 
or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  this 
section. 

“(B)  Losses  described  in  subsection  (a) 
shall  be  included  only  if  and  to  the  extent 
taken  into  account  in  computing  taxable 
income,  except  that  section  1211  shall  not 
apply. 

“(C)  Losses  upon  the  destruction,  in  whole 
or  in  part,  theft  or  seizure,  or  requisition  or 
condemnation  of  property  used  in  the  i;rade 
or  business  and  held  for  more  than  6  months, 
or  of  a  capital  asset  held  for  more  than  6 
months,  shall  be  considered  losses  from  a 
compulsory  or  involuntary  conversion. 

“(2)  Certain  losses  from  casualty  or 
theft. — In  the  case  of  any  property  used  in 
the  trade  or  business,  and  in  the  case  of  any 
capital  asset  held  for  more  than  6  months 
and  held  for  the  production  of  income,  sub¬ 
section  (a)  shall  not  apply  to  any  loss,  in 
respect  of  which  the  taxpayer  is  not  compen¬ 
sated  for  by  insurance  in  any  amount,  aris¬ 
ing  from  fire,  storm,  shipwreck,  or  other  cas¬ 
ualty  or  from  theft. 

“(3)  Gains  and  losses  treated  as  class  b 
gains  and  losses. — In  the  case  of  a  taxpayer 
other  than  a  corporation,  gain  or  loss — 

“(A)  from  a  sale,  exchange,  or  conversion 
of  property  to  which  subsection  (b)  (2), 

(3) ,  or  (4)  applies,  and 
“(B)  which  by  reason  of  subsection  (a) 
is  considered  as  gain  or  loss  from  the  sale  or 
exchange  of  a  capital  asset, 
shall  be  considered  as  class  B  capital  gain  or 
loss  whether  or  not  such  property  was  held 
for  more  than  2  years.” 

(3 )  Certain  ditributions  under  employees 
trusts  and  annuity  plans. — 

(A)  Distribution  under  employees’ 
trusts. — Section  402(a)  (relating  to  taxabil- 
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ity  of  beneficiary  of  exempt  trust)  is  amend¬ 
ed — 

(i)  by  adding  at  the  end  of  paragraph  (1) 
the  following  new  sentence:  “Any  gain  on 
the  subsequent  sale  or  other  disposition  of 
any  such  security  by  the  distributee  (or  by 
any  other  person  in  whose  hands  the  basis 
of  such  security  is  determined  by  reference 
to  the  basis  of  the  security  in  the  hands  of 
the  distributee)  shall,  to  the  extent  of  the 
amount  of  such  net  unrealized  appreciation 
attributable  to  such  security,  be  considered 
a  gain  from  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  6  months  but  not 
more  than  2  years.'*; 

(ii)  by  adding  immediately  before  the  pe¬ 
riod  at  the  end  of  the  first  sentence  of  par¬ 
agraph  (2)  the  words  “but  not  more  than  2 
years”;  and 

(iii)  by  adding  immediately  before  the  last 
sentence  of  paragraph  (2)  the  following  new 
sentence:  “Any  gain  on  the  subsequent  sale 
or  other  disposition  of  any  such  security  by 
the  distributee  (or  by  any  other  person  in 
whose  hands  the  basis  of  such  security  is  de¬ 
termined  by  reference  to  the  basis  of  the 
security  in  the  hands  of  the  distributee) 
shall,  to  the  extent  of  the  amount  of  such 
net  unrealized  appreciation  attributable  to 
such  security,  be  considered  a  gain  from  the 
sale  or  exchange  of  a  capital  asset  held  for 
more  than  6  months  but  not  more  than  2 
years.’’ 

(B)  Distributions  under  employee  annu¬ 
ities. — Section  403(a)(2)(A)  relating  to 
capital  gains  treatment  for  certain  distribu¬ 
tions)  is  amended  by  adding  immediately 
before  the  period  at  the  end  of  the  first  sen¬ 
tence  the  words  “but  not  more  than  2  years”. 

(C)  Effective  date. — 

(i)  The  amendments  made  by  subpara¬ 
graphs  (A)  (ii)  and  (B)  shall  apply  with  re¬ 
spect  to  distributions  or  amounts  paid  in 
taxable  years  of  the  distributees  beginning 
after  December  31,  1963. 

(ii)  The  amendments  made  by  subpara¬ 
graphs  (A)  (i)  and  (iii)  shall  apply  with 
respect  to  securities  which  are  sold  or  other¬ 
wise  disposed  of  in  taxable  years  beginning 
after  December  31,  1963. 

(4)  Sale  or  exchange  of  patents. — Sub¬ 
section  (a)  of  section  1235  (relating  to  the 
sale  or  exchange  of  patents)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
sentences : 

“In  the  case  of  a  holder  described  in  sub¬ 
section  (b)(1),  any  gain  or  loss  on  such  a 
transfer  shall  be  treated  as  class  B  capital 
gain  or  loss.  In  the  case  of  a  holder  de¬ 
scribed  in  subsection  (b)(2),  any  gain  or 
loss  on  such  a  transfer  shall  be  treated  as 
class  A,  or  class  B,  capital  gain  or  loss  de¬ 
pending  on  the  period  for  which  the  property 
was  held  (or  deemed  held) .” 

(5)  Employee  termination  payments. — 
Section  1240  (relating  to  taxability  to  em¬ 
ployee  of  termination  payments)  is  amended 
by  striking  out  “6  months”  and  inserting  in 
lieu  thereof  “6  months  but  not  more  than  2 
years”. 

(b)  Unlimited  Capital  Loss  Carryover. — 
Section  1212  (relating  to  capital  loss  carry¬ 
over)  is  amended — 

(1)  by  striking  out  “If  for  any  taxable 
year  the  taxpayer”  and  inserting  in  lieu 
thereof : 


“(a)  Corporations. — If  for  any  taxable 
year  a  corporation”;  and 

(2)  by  adding  the  following  new  subsec¬ 
tion: 

“(b)  Other  Taxpayers. — 

“(1)  To  the  extent,  for  any  taxable  year, 
a  taxpayer,  other  than  a  corporation,  has  a 
net  short-term  net  class  B,  or  net  class  A, 
capital  loss  which  does  not  reduce  capital 
gains  under  the  rules  provided  in  section 
1222(d),  such  loss,  reduced  as  provided  in 
paragraph  (2),  shall  be  carried  forward  and 
treated  in  the  succeeding  taxable  year  as  a 
short  term  class  B,  or  class  A,  capital  loss, 
as  the  case  may  be,  sustained  in  such  suc¬ 
ceeding  year. 

“(2)  An  amount  equal  to  the  excess  of  the 
sum  allowable  under  section  1211(b)  over 
the  gains  from  sales  or  exchanges  of  capital 
assets  for  the  taxable  year  shall  reduce,  in 
order,  any  net  short-term  class  B,  or  class 
A,  capital  loss  for  the  taxable  year  which  does 
not  reduce  capital  gains  for  such  year  under 
the  rules  provided  in  section  1222(d). 

“(3)  For  purposes  of  this  subsection,  a  net 
capital  loss  for  a  taxable  year  beginning  be¬ 
fore  January  1,  1964,  shall  be  determined 
under  the  applicable  law  relating  to  the 
computation  of  capital  gains  and  losses  in 
effect  before  such  date,  and  the  amount  of 
any  such  capital  loss  so  determined  which 
such  applicable  law  allows  to  be  carried  over 
to  the  first  taxable  year  of  the  taxpayer  be¬ 
ginning  after  December  31,  1963,  shall  be 
treated  as  a  short-term  capital  loss  occurring 
in  such  taxable  year.” 

(c)  Technical  Amendments. 

(1)  Section  172(d)  (2)  (B)  (relating  to  net 
operating  loss  deduction)  is  amended  by 
striking  out  “long-term”. 

(2)  Section  333(e)(2)  (relating  to  non¬ 
corporate  shareholders  of  certain  liquidating 
corporations)  is  amended  by  striking  out 
“short-term  or  long-term  capital  gain,”  and 
inserting  in  lieu  thereof  “short-term,  class 
A,  or  class  B  capital  gain,”. 

(3)  Section  341(a)  (relating  to  collapsible 
corporations)  is  amended  by  striking  out  “6 
months”  and  inserting  in  lieu  thereof  “6 
months  but  not  more  than  2  years  or  held 
for  more  than  2  years,  as  the  case  may  be,”. 

(4)  Section  584(c)(1)  (relating  to  dom- 
mon  trust  funds)  is  amended — 

(A)  by  striking  out  in  subparagraph  (B) 
wherever  it  appears  “6  months”  and  inserting 
in  lieu  thereof  “6  months  but  not  more  than 
2  years”,  and 

(B)  by  redesignating  subparagraph  (C)  as 
subparagraph  (D)  and  by  inserting  after  sub- 
paragraph  (B)  the  following  new  subpara¬ 
graph: 

“(C)  as  part  of  its  gains  and  losses  from 
sales  or  exchanges  of  capital  assets  held  for 
more  than  2  years,  its  proportionate  share  of 
the  gains  and  losses  of  the  common  trust 
fund  from  sales  or  exchanges  of  capital  as¬ 
sets  held  for  more  than  2  years;”. 

(5)  Section  642(c)  (relating  to  special 
rules  for  credits  and  deductions)  is  amended 
by  striking  out  “6  months,”  and  inserting  in 
lieu  thereof  “6  months  but  not  more  than 
2  years  or  held  for  more  than  2  years,  as  the 
case  may  be,”. 

(6)  Section  702(a)  (2)  (relating  to  income 
and  credits  of  partners)  is  amended  by  strik¬ 
ing  out  “6  months,”  and  inserting  in  lieu 
thereof  “6  months  but  not  more  than  2  years 
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or  held  for  more  than  2  years,  as  the  case 
.may  be,”. 

(7)  (A)  Section  852  (relating  to  taxation 
of  regulated  investment  companies  and  their 
shareholders)  is  amende^  by  striking  out 
subparagraphs  (B)  and  (C)  of  subsection 
(b)(3)  and  inserting  in  lieu  thereof  the 
following : 

“(B)  Treatment  of  capital  gain  dividends 
by  shareholders. — A  capital  gain  dividend 
shall  be  treated  by  shareholders,  other  than 
corporations,  as  a  class  A  or  class  B  capital 
gain  to  the  extent  so  designated  by  the  com¬ 
pany.  Shareholders  which  are  corporations 
shall  treat  a  capital  gain  dividend  as  a  long¬ 
term  capital  gain. 

“(C)  Definition  of  capital  gain  divi¬ 
dends. — For  purposes  of  this  part,  a  capital 
gain  dividend  is  any  dividend,  or  part  there¬ 
of,  which  is  designated  by  the  company  in  a 
written  notice  mailed  to  its  shareholders  not 
later  than  30  days  after  the  close  of  its  tax¬ 
able  year,  as  a  distribution  of  class  A  or  class 
B  capital  gain.  In  the  case  of  a  share¬ 
holder  which  is  a  corporation,  if  the  aggre¬ 
gate  amount  designated  as  a  capital  gain 
dividend  with  respect  to  a  taxable  year  of 
the  company  (including  capital  gains  divi¬ 
dends  paid  after  the  close  of  the  taxable  year 
described  in  section  855)  is  greater  than  the 
excess  of  the  net  long-term  capital  gain 
over  the  net  short-term  capital  loss  of  the 
taxable  year,  the  portion  of  each  distribu¬ 
tion  which  shall  be  a  capital  gain  dividend 
shall  be  only  that  proportion  of  the  amount 
so  designated  which  such  excess  of  the  net 
long-term  capital  gain  over  the  net  short¬ 
term  capital  loss  bears  to  the  aggregate 
amount  so  designated.  In  the  case  of  a 
shareholder  other  than  a  corporation,  if  the 
aggregate  amount  designated  as  class  A 
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capital  gain,  or  as  class  B  capital  gain  with 
respect  to  a  taxable  year  of  the  company  (in¬ 
cluding  capital  gains  dividends  paid  after 
the  close  of  the  taxable  year  described  in  sec¬ 
tion  855)  is  greater  than  the  adjusted  class 
A,  or  adjusted  class  B  capital  gain,  respec¬ 
tively —  -  S'  - 

“(i)  the  portion  of  each  distribution 
which  shall  be  treated  as  a  class  A  capital 
gain  shall  be  only  that  proportion  of  the 
amount  so  designated  as  class  A  capital  gain 
which  the  adjusted  class  A  capital  gain  bears 
to  the  aggregate  amount  so  designated,  and 

“(ii)  the  portion  of  each  distribution 
which  shall  be  treated  as  a  class  B  capital 
gain  shall  be  only  that  proportion  of  the 
amount  so  designated  as  class  B  capital  gain 
which  the  adjusted  class  B  capital  gain  bears 
.to  the  aggregate  amount  so  designated. 

For  purposes  of  the  preceding  sentence,  the 
adjusted  class  A  or  adjusted  class  B  capital 
gain  shall  be  computed  as  though  the  com¬ 
pany  were  a  taxpayer  other  than  a  corpora¬ 
tion  except  that  section  1212(a)  shall  apply 
in  lieu  of  section  1212(b) .” 

(B)  Section  852(b)(3)(D)  is  amended  by 
striking  out  clauses  (i),  (ii),  and  (iii)  and 
Inserting  in  lieu  thereof  the  following: 

“(i)  Every  shareholder  of  a  regulated  in¬ 
vestment  company  at  the  close  of  the  com¬ 
pany’s  taxable  year  shall,  in  the  case  of  a 
corporation,  in  computing  its  long-term 


capital  gains,  and,  in  the  case  of  a  share¬ 
holder  other  than  a  corporation,  in  comput¬ 
ing  his  class  A  and  class  B  capital  gains. 
Include  in  his  return  for  his  taxable  year  in 
which  the  last  day  of  the  company’s  taxable 
year  falls,  such  amounts  as  the  company  shall 
designate  in  respect  of  such  shares  in  a  writ¬ 
ten  notice  mailed  to  its  shareholders  at  any 
time  prior  to  the  expiration  of  30  days  after 
the  close  of  its  taxable  year,  but  the  amount 
so  includible  by  any  shareholder  shall  not 
exceed  that  part  of  the  amount  subjected  to 
tax  in  subparagraph  (A)  which  he  would 
have  received  if  all  of  such  amount  had  been 
distributed  as  capital  gain  dividends  by  the 
company  to  the  holders  of  such  shares  at 
the  close  of  its  taxable  year. 

“(ii)  For  purposes  of  this  title,  every  such 
shareholder  shall  be  deemed  to  have  paid, 
for  his  taxable  year  under  clause  (i),  the  tax 
of  25  percent  imposed  by  subparagraph  (A) 
on  the  amounts  required  by  this  subpara¬ 
graph  to  be  included  in  respect  of  such 
shares,  in  the  case  of  a  corporation,  in  com¬ 
puting  its  long-term  capital  gains,  and,  in 
the  case  of  a  shareholder  other  than  a  cor¬ 
poration,  in  computing  his  class  A  and  class 
B  capital  gains,  for  that  year;  and  such 
shareholder  shall  be  allowed  credit  or  refund, 
as  the  case  may  be,  for  the  tax  so  deemed  to 
have  been  paid  by  him. 

“(iii)  The  adjusted  basis  of  such  shares 
in  the  hands  of  the  shareholder  shall  be  in¬ 
creased  by  75  percent  of  the  amount  required 
by  this  subparagraph  to  be  included  in  com¬ 
puting  his  capital  gains.” 

(C)  Section  852(b)  (4)  is  amended  to  read 
as  follows: 

“(4)  Loss  ON  SALE  OR  EXCHANGE  OF  STOCK 

held  less  than  31  days.  If,  under  subpara¬ 
graph  (B)  or  (D)  of  paragraph  (3)  a  share¬ 
holder  of  a  regulated  investment  company  is 
required,  with  respect  to  any  share,  to  treat 
any  amount  as  long  term,  class  A,  or  class  B 
capital  gain,  and  such  share  is  held  by  the 
taxpayer  for  less  than  31  days,  then  any  loss 
on  the  sale  or  exchange  of  such  share  shall — 

“(A)  in  the  case  of  a  corporation,  to  the 
extent  of  such  long-term  capital  gain,  be 
treated  as  loss  from  the  sale  or  exchange  of 
a  capital  asset  held  for  more  than  6  months, 
or 

“(B)  in  the  case  of  a  shareholder  other 
than  a  corporation — 

“(i)  to  the  extent  of  such  class  A  capital 
gain,  be  treated  as  loss  from  the  sale  or  ex¬ 
change  of  a  capital  asset  held  for  more  than 
2  years,  and 

“(ii)  to  the  extent  of  such  class  B  capital 
gain,  be  treated  as  loss  from  the  sale  or  ex¬ 
change  of  a  capital  asset  held  for  more  than 
6  months  but  not  more  than  2  years. 

If  there  is  a  loss  on  the  sale  or  exchange  of 
such  share  which  is  less  than  the  sum  of 
such  class  A  and  class  B  capital  gains,  then 
a  portion  of  such  loss  equal  to  the  proportion 
which  such  class  A  capital  gain  bears  to  the 
sum  of  such  class  A  and  class  B  capital  gains 
shall  'be  a  class  A  capital  loss;  and  the  re¬ 
mainder  of  such  loss  shall  be  a  class  B 
capital  loss. 

For  purposes  of  this  paragraph,  the  rules  of 
section  246(c)  (3)  shall  apply  in  determining 
whether  any  share  of  stock  has  been  held 
for  less  than  31  days;  except  that  ‘30  days’ 
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shall  be  substituted  for  ‘15  days’  in  subpara¬ 
graph  (B)  of  section  246(c)(3)/’ 

(8)  (A)  Section  857  (relating  to  the  taxa¬ 
tion  of  real  estate  investment  trusts  and  their 
beneficiaries)  is  amended  by  striking  out 
subparagraphs  (B)  and  (C)  of  subsection 
(b)  (3)  and  inserting  in  lieu  thereof  the  fol¬ 
lowing: 

“(B)  Treatment  op  capital  gain  dividends 
by  shareholders.  A  capital  gain  dividend 
shall  be  treated  by  the  shareholders  or  hold¬ 
ers  of  beneficial  interests,  other  than  corpo¬ 
rations,  as  a  class  A  or  class  B  capital  gain 
to  the  extent  so  designated  by  the  real  estate 
Investment  trust.  Shareholders  or  holders  of 
beneficial  Interests  which  are  corporations 
shall  treat  a  capital  gain  dividend  as  a  long¬ 
term  capital  gain. 

“(C)  Definition  op  capital  gain  dividend. 
For  purposes  of  this  part,  a  capital  gain  divi¬ 
dend  is  any  dividend,  or  part  thereof,  which 
is  designated  by  the  real  estate  Investment 
trust  in  a  written  notice  mailed  to  its  share¬ 
holders  or  holders  of  beneficial  interests  at 
any  time  before  the  expiration  of  30  days 
after  the  close  of  its  taxable  year  as  a  distri¬ 
bution  of  class  A  or  class  B  capital  gain.  In 
the  case  of  a  shareholder  or  holder  of  ben¬ 
eficial  interest  which  is  a  corporation.  If  the 
aggregate  amount  designated  as  a  capital 
gain  dividend  with  respect  to  a  taxable  year 
of  the  trust  (including  capital  gain  dividends 
paid  after  the  close  of  the  taxable  year  de¬ 
scribed  in  section  858)  is  greater  than  the 
excess  of  the  net  long-term  capital  gain  over 
the  net  short-term  capital  loss  of  the  taxable 
year,  the  portion  of  each  distribution  which 
shall  be  a  capital  gain  dividend  shall  be  only 
that  proportion  of  the  amount  so  designated 
which  such  excess  of  the  net  long-term  cap¬ 
ital  gain  over  the  net  short-term  capital  loss 
bears  to  the  aggregate  amount  so  designated. 
In  the  case  of  a  shareholder  or  holder  of  a 
beneficial  Interest  other  than  a  corporation, 
if  the  aggregate  amount  designated  as  class 
A  or  as  class  B  capital  gain  with  respect  to  a 
taxable  year  of  the  trust  (including  capital 
gains  dividends  paid  after  the  close  of  the 
taxable  year  described  In  section  858)  is 
greater  than  the  adjusted  class  A  or  adjusted 
class  B  capital  gain,  respectively — 

“(i)  the  portion  of  each  distribution  which 
shall  be  treated  as  a  class  A  capital  gain  shall 
be  only  that  proportion  of  the  amount  so 
designated  as  class  A  capital  gain  which  the 
adjusted  class  A  capital  gain  bears  to  the 
aggregate  amount  so  designated,  and 

“(ii)  the  portion  of  each  distribution 
which  shall  be  treated  as  a  class  B  capital 
gain  shall  be  only  that  proportion  of  the 
amount  so  designated  as  class  B  capital  gain 
which  the  adjusted  class  B  capital  gain  bears 
to  the  aggregate  amount  so  designated. 

For  purposes  of  the  preceding  sentence, 
the  adjusted  class  A  or  class  B  capital  gain 
shall  be  computed  as  though  the  trust  were  a 
taxpayer  other  than  a  corporation  except 
that  section  1212(a)  shall  apply  in  lieu  of 
section  1212(b).” 

(B)  Section  857  is  amended  by  striking 
out  paragraph  (4)  of  subsection  (b)  and  in¬ 
serting  in  lieu  thereof  the  following: 

“(4)  LOSS  ON  SALE  OB  EXCHANGE  OF  STOCK 
held  less  than  3i  days. — If,  under  subpara- 
raph  (B)  of  paragraph  (3)  a  shareholder  of, 
or  a  holder  of  a  beneficial  interest  in,  a  real 


estate  Investment  trust  is  required,  with 
respect  to  any  share  or  beneficial  Interest,  to 
treat  any  amount  as  a  long  term,  class  A,  or 
class  B  capital  gain,  and  such  share  or  inter¬ 
est  is  held  by  the  taxpayer  for  less  than  31 
days,  then  any  loss  on  the  sale  or  exchange 
of  6uch  share  or  interest  shall — 

“(A)  in  the  case  of  a  corporation,  to  the 
extent  of  such  long-term  capital  gain,  be 
treated  as  loss  from  the  sale  or  exchange  of 
a  capital  asset  held  for  more  than  6 
months,  or 

“(B)  in  the  case  of  a  shareholder  other 
than  a  corporation —  ' 

“(i)  to  the  extent  of  such  class  A  capital 
gain,  be  treated  as  loss  from  the  sale  or  ex¬ 
change  of  a  capital  asset  held  for  more  than 
2  years,  and 

“(ii)  to  the  extent  of  such  class  B  capital 
gain,  be  treated  as  loss  from  the  sale  or  ex¬ 
change  of  a  capital  asset  held  for  more  than  6 
months  but  not  more  than  2  years. 

If  there  is  a  loss  on  the  sale  or  exchange 
of  such  share  or  interest  which  is  less  than 
the  sum  of  such  class  A  and  class  B  capital 
gains,  then  a  portion  of  such  loss  equal  to 
the  proportion  which  such  class  A  capital 
gain  bears  to  the  sum  of  such  class  A  and 
class  B  capital  gains  shall  be  a  class  A  capital 
loss;  and  the  remainder  of  such  loss  shall 
be  a  class  B  capital  loss. 

For  purposes  of  this  paragraph,  the  rules 
of  section  246(c)  (3)  shall  apply  in  deter¬ 
mining  whether  any  share  of  stock  or  bene¬ 
ficial  interest  has  been  held  for  less  than  31 
days;  except  that  ‘30  days’  shall  be  substi¬ 
tuted  for  ‘15  days’  in  subparagraph  (B)  of 
section  246(c)(3).” 

(9)  The  last  sentence  of  section  1232(a) 
(2)  (A)  (relating  to  bonds  and  other  evi¬ 
dences  of  indebtedness)  is  amended  to  read 
as  follows:  “Gain  in  excess  of  such  amount 
shall,  in  the  case  of  a  corporation,  be  con¬ 
sidered  gain  from  the  sale  or  exchange  of  a 
capital  asset  held  more  than  6  months  or  in 
the  case  of  a  taxpayer  other  than  a  corpora¬ 
tion,  be  considered  gain  from  the  sale  or 
exchange  of  a  capital  asset  held  for  more 
than  6  months  but  not  more  than  2  years 
or  held  for  more  than  2  years,  as  the  case 
may  be.” 

(10)  (A)  Subsection  (b)  of  section  1233 
(relating  to  gains  and  losses  from  short 
sales)  is  amended  to  read  as  follows: 

"(b)  Short  Term  and  Class  B  Gains  and 
Holding  Period. — If  gain  or  loss  from 
a  short  sale  is  considered  as  gain  or  loss  from 
the  sale  or  exchange  of  a  capital  asset  under 
subsection  (a)  and  if  on  the  date  of  such 
short  sale  substantially  identical  property 
has  been  held  by  the  taxpayer — 

“(1)  for  not  more  than  6  months  (deter¬ 
mined  without  regard  to  the  effect,  under  the 
second  sentence  of  this  subsection,  of  such 
short  sale  on  the  holding  period),  or  if  sub¬ 
stantially  identical  property  is  acquired  by 
the  taxpayer  after  such  short  sale  and  on  or 
before  the  date  of  the  closing  thereof,  any 
gain  on  the  closing  of  such  short  sale  shall 
be  considered  as  a  gain  on  the  sale  or  ex¬ 
change  of  a  capital  asset  held  for  not  more 
than  6  months  (notwithstanding  the  period 
of  time  any  property  used  to  close  such 
short  sale  has  been  held) ;  or 
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“(2)  in  the  case  of  a  taxpayer  other  than 
a  corporation,  for  more  than  6  months  but 
not  more  than  2  years  (determined  without 
regard  to  the  effect,  under  the  second  sen¬ 
tence  of  this  subsection,  of  such  short  sale 
on  the  holding  period) ,  any  gain  on  the  clos¬ 
ing  of  such  short  sale  shall  be  considered  as 
a  gain  on  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  6  months  but  not 
more  than  2  years  (notwithstanding  the  pe- 
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riod  of  time  any  property  used  to  close  such 
short  sale  has  been  held) . 

The  holding  period  of  such  substantially 
identical  property  shall  be  considered  to  be¬ 
gin  (notwithstanding  section  1223,  relating 
to  the  holding  period  of  property)  on  the  date 
of  the  closing  of  the  short  sale,  or  on  the  date 
of  a  sale,  gift,  or  other  disposition  of  such 
property,  whichever  date  occurs  first.  The 
preceding  sentence  shall  apply  to  such  sub¬ 
stantially  identical  property  in  the  order  of 
the  dates  of  the  acquisition  of  such  property, 
but  only  to  so  much  of  such  property  as  does 
not  exceed  the  quantity  sold  short.  For  pur¬ 
poses  of  this  subsection,  the  acquisition  of  an 
option  to  sell  property  at  a  fixed  price  shall 
be  considered  as  a  short  sale,  and  the  exercise 
or  failure  to  exercise  such  option  shall  be  con¬ 
sidered  as  a  closing  of  such  short  sale.” 

(B)  Subsection  (d)  of  section  1233  is 
amended  to  read  as  follows: 

“(d)  Long  Term,  Class  A,  and  Class  B 
Losses. — If  on  the  date  of  such  short  sale 
substantially  identical  property  has  been  held 
by  the  taxpayer — 

“(1)  In  the  case  of  a  corporation,  for  more 
than  6  months,  any  loss  on  the  closing  of  such, 
short  sale  shall  be  considered  as  a  loss  on  the 
sale  or  exchange  of  a  capital  asset  held  for 
more  than  6  months  (notwithstanding  the 
period  of  time  any  property  used  to  close  such 
short  sale  has  been  held,  and  notwithstand¬ 
ing  section  1234) . 

“(2)  In  the  case  of  a  taxpayer  other  than 
a  corporation — 

“(A)  for  more  than  2  years,  any  loss  on  the 
closing  of  such  short  sale  shall  be  considered 
as  a  loss  on  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  2  years  (notwith¬ 
standing  the  period  of  time  any  property  used 
to  close  such  short  sale  has  been  held,  and 
notwithstanding  section  1234) ,  or 

“(B)  for  more  than  6  months  but  not 
more  than  2  years,  any  loss  on  the  closing 
of  such  short  sale  shall  be  considered  as  a 
loss  on  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  6  months  but  not 
more  than  2  years  (notwithstanding  the 
period  of  time  any  property  used  to  close 
such  short  sale  has  been  held,  and  notwith¬ 
standing  section  1234) 

(C)  Paragraph  (1)  of  section  1233(e)  is 
amended  to  read  as  follows: 

“(1)  Subsection  (b)  or  (d)  shall  not 
apply  to  the  gain  or  loss,  respectively,  on 
any  quantity  of  property  used  to  close  such 
short  sale  which  is  in  excess  of  the  quantity 
of  the  substantially  identical  property  re¬ 
ferred  to  in  the  applicable  subsection.  In 
the  case  of  a  taxpayer  other  than  a  corpora¬ 
tion — 

“(A)  subsection  (b)(1)  or  (d)(2)(A) 
shall  not  apply  to  the  gain  or  loss,  respec¬ 
tively,  on  any  quantity  of  property  used  to 


close  such  short  sale  which  is  in  excess  of 
the  quantity  of  the  substantially  identical 
property  to  which  either  subsection  (b)(1) 
or  (d)(2)(A)  applies  (determined  without 
regard  to  this  subparagraph),  and 

“(B)  subsection  (b)(2)  or  (d)(2)(B) 
shall  apply  only  to  the  gain  or  loss,  respec¬ 
tively,  on  the  excess  described  in  subpara¬ 
graph  (A),  but  only  to  the  extent  of  the 
quantity  of  the  substantially  identical  prop¬ 
erty  to  which  either  subsection  (b)(2)  or 
(d)  (2)  (B)  applies  (determined  without  re¬ 
gard  to  this  subparagraph) 

(D)  Section  1233(e)(4)(A)  is  amended 
by  striking  out  “for  not  more  than  6 
months,”  in  clause  (i)  and  inserting  in  lieu 
thereof  “in  the  case  of  a  corporation,  for 
not  more  than  6  months,  or  in  the  case  of 
a  taxpayer  other  than  a  corporation,  for  not 
more  than  2  years,”  and  by  striking  out 
“subsection  (b)  (2)”  in  the  language  follow¬ 
ing  clause  (ii)  and  inserting  in  lieu  thereof 
“the  second  and  third  sentences  of  subsec¬ 
tion  (b)”. 

(E)  Section  1233(f)  is  amended  by  strik¬ 
ing  out  “subsection  (b)  (2) M  each  place  it 
appears  and  inserting  in  lieu  thereof  “the 
second  and  third  sentences  of  subsection 
(b)”. 

(11)  (A)  Section  1247  (relating  to  election 
by  foreign  investment  companies  to  dis¬ 
tribute  income  currently)  is  amended  by 
striking  out  subparagraph  (B)  of  subsec¬ 
tion  (a)(1)  and  inserting  in  lieu  thereof  the 
following: 

“(B)  designate  in  a  written  notice  mailed 
to  its  shareholders  at  any  time  before  the 
expiration  of  45  days  after  the  close  of  its 
taxable  year  the  pro  rata  amount  for  the 
taxable  year  of  the  adjusted  class  A  and  ad¬ 
justed  class  B  capital  gain  (determined  as 
though  such  corporation  were  a  taxpayer 
other  than  a  corporation  except  that  section 
1212(a)  shall  apply  in  lieu  of  section  1212 
(b));  and  the  portions  thereof  which  are 
being  distributed;  and” 

(B)  Clause  (i)  of  section  1247(a)  (2)  (A) 
is  amended  to  read  as  follows  : 

“(i)  the  adjusted  class  A  and  adjusted 
class  B  capital  gain  referred  to  in  para¬ 
graph  ( 1 )  (B) ,” 

(C)  Subparagraph  (C)  of  section  1247 
(a)(2)  is  amended  to  read  as  follows: 

“(C)  Carry.over  of  capital  losses  from 
NONELECTION  YEARS  DENIED. — In  COmpueting 
the  adjusted  class  A  and  adjusted  class  B 
capital  gains  referred  to  in  paragraph  (1) 
(B) ,  section  1212  shall  not  apply  to  losses 
inct/rred  in  or  with  respect  to  taxable  years 
before  the  first  taxable  year  to  which  the 
election  applies.” 

(D)  Section  1247(c)  (2)  is  amended  by 
striking  out  “his  long-term  capital  gains” 
and  inserting  in  lieu  thereof  “in  the  case 
of  a  shareholder  which  is  a  corporation,  its 
long-term  capital  gains,  and  in  the  case  of 
a  shareholder  other  than  a  corporation,  his 
class  A  and  class  B  capital  gains”; 

(E)  Subsection  (d)  of  section  1247  is 
amended  to  read  as  follows: 

(d)  Treatment  of  Distributed  and  Undis¬ 
tributed  Capital  Gains  by  a  Qualified 
Shareholder. — Every  qualified  shareholder 
of  a  foreign  investment  company  for  any 
taxable  year  of  such  company  with  respect 
to  which  an  election  pursuant  to  subsection 
(a)  is  in  effect  shall — 
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“(1)  if  such  shareholder  is  a  taxpayer 
other  than  a  corporation — 

“(A)  include  in  computing  his  class  A  or 
class  B  capital  gain  for  his  taxable  year  in 
which  received,  his  pro  rata  share  of  the 
distributed  portion  of  the  adjusted  class  A 
or  adjusted  class  B  capital  gain,  respectively, 
and 

“(B)  include  in  computing  his  class  A  or 
class  B  capital  gain  for  his  taxable  year  in 
which  or  with  which  the  taxable  year  of 
such  company  ends,  his  pro  rata  share  of 
the  undistributed  portion  of  the  adjusted 
class  A  or  adjusted  class  B  capital  gain,  re¬ 
spectively,  or 

“(2)  if  such  shareholder  is  a  corporation, 
include  in  computing  its  long-term  capital 
gains — 

"“(A)  for  its  taxable  year  in  which  received, 
its  pro  rata  share  of  the  distributed  portion 
of  the  sum  of  the  adjusted  class  A' and  ad¬ 
justed  class  B  capital  gains,  and 

“(B)  for  its  taxable  year  in  which  or  with 
which  the  taxable  year  of  such  company  ends, 
its  pro  rata  share  of  the  undistributed  por¬ 
tion  of  the  sum  of  the  adjusted  class  A  and 
adjusted  class  B  capital  gains. 

For  purposes  of  this  subsection  the  adjusted 
class  A  and  adjusted  class  B  capital  gains 
shall  be  determined  as  provided  in  subsec¬ 
tion  (a)  (1)  (B) 

(F)  Subsection  (i)  of  section  1247  is 
amended  to  read  as  follows: 

“(i)  Loss  on  Sale  or  Exchange  of  Certain 
Stock. 

“(1)  Shareholders  other  than  corpora¬ 
tions.  If,  under  this  section,  any  qualified 
shareholder  other  than  a  corporation  treats 
any  amount  designated  under  subsection 
(a)  (1)  (B)  with  respect  to  a  share  of  stock 
as — 

“(A)  class  B  capital  gain  and  such  share  is 
held  by  the  taxpayer  for  6  months  or  less, 
then  any  loss  on  the  sale  or  exchange  of  such^ 
share  shall,  to  the  extent  of  the  amount 
treated  as  class  B  capital  gain,  be  treated  as 
a  loss  from  the  sales  or  exchange  of  a  capital 
asset  held  for  more  than  6  months  but  not 
more  than  2  years, 

“(B)  class  A  capital  gain  and  such  share 
is  held  by  the  taxpayer  for  2  years  or  less, 
then  any  loss  on  the  sale  or  exchange  of 
such  share  shall,  to  the  extent  of  the  amount 
treated  as  class  A  capital  gain,  be  treated  as 
a  loss  from  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  2  years,  or 

“(C)  both  class  A  and  class  B  capital  gains 
and  such  share  is  held  by  the  taxpayer  for 
6  months  or  less  and  there  is  a  loss  on  the 
sale  or  exchange  of  such  stock  which  is  less 
than  the  sum  of  the  amount  so  designated, 
then  an  amount  of  such  loss  shall  be  treated 
as  a  loss  from  the  sale  or  exchange  of  a 
capital  asset  held  for  more  than  6  months 
but  not  more  than  2  years  which  bears  the 
same  relation  to  such  loss  as  the  class  B 
capital  gain  so  designated  bears  to  the  sum 
of  such  class  B  and  the  class  A  capital  gains 
so  designated:  and  the  remainder  of  such  loss 
shall  be  treated  as  a  loss  from  the  sale  or 
exchange  of  a  capital  asset  held  for  more 
than  2  years. 

“(2)  Corporate  shareholders.  If,  under 
this  section,  any  qualified  shareholder  which 
is  a  corporation  treats  any  amount  desig¬ 
nated  under  subsection  (a)  (1)  (B)  with  re¬ 


spect  to  a  share  of  stock  as  long-term  capital 
gain  and  such  share  is  held  by  the  taxpayer 
for  6  months  or  less,  then  any  loss  on  the 
sale  or  exchange  of  such  share  shall,  to  the 
extent  of  the  amount  treated  as  long-term 
capital  gain,  be  treated  as  ^  loss  from  the 
sale  or  exchange  of  a  capital  asset  held  for 
more  than  6  months.” 

(12)  Section  1248(b)  (relating  to  gain  from 
certain  sales  or  exchanges  of  stock  in  certain 
foreign  corporations)  is  amended  by  striking 
out  “6  months,”  each  place  it  appears  and 
inserting  in  lieu  thereof  “6  months  but  not 
more  than  2  years  or  held  for  more  than  2 
years,  as  the  case  may  be,”. 

(13)  Section  1375(a)  (relating  to  special 
rules  applicable  to  capital  gains  of  electing 
small  business  corporations)  is  amended  to 
read  as  follows: 

“(a)  Capital  Gains. — 

“(1)  Treatment  in  hands  of  sharehold¬ 
ers. — The  amount  includible  in  the  gross  in¬ 
come  of  a  shareholder  as  dividends  (includ¬ 
ing  amounts  treated  as  dividends  under  sec¬ 
tion  1373(b))  from  an  electing  small  busi¬ 
ness  corporation  during  any  taxable  year  of 
the  corporation,  to  the  extent  such  amount 
is  a  distribution  of  property  out  of  earnings 
and  profits  of  the  taxable  year  as  specified  in 
section  316(a)(2),  shall  be  treated  (i)  as 
class  A  capital  gain  to  the  extent  of  the 
shareholder’s  pro  rata  share  of  the  adjusted 
class  A  capital  gain  (computed  by  the  cor¬ 
poration  as  though  it  were  a  taxpayer  other 
than  a  corporation  except  that  section  1212 
(b)  (2)  shall  not  apply)  for  such  taxable 
year,  and  (ii)  as  class  B  capital  gain  to  the 
extent  of  the  shareholder’s  pro  rata  share  of 
the  adjusted  class  B  capital  gain  (computed 
by  the  corporation  as  though  it  were  a  tax¬ 
payer  other  than  a  corporation  except  that 
section  1212(b)(2)  shall  not  apply)  for  such 
taxable  year.  For  purposes  of  this  para¬ 
graph,  the  adjusted  class  A  capital  gain  or 
the  adjusted  class  B  capital  gain  shall  be 
deemed  not  to  exceed  an  amount  equal  to 
that  portion  of  the  corporation’s  taxable  in¬ 
come  (computed  as  provided  in  section  1373 
(d) )  for  the  taxable  year  which  bears  the 
same  ratio  to  such  taxable  income  as  such 
adjusted  class  A  capital  gain  or  such  ad¬ 
justed  class  B  capital  gain  (determined  with¬ 
out  regard  to' the  provisions  of  this  sentence) 
bears  to  the  sum  of  such  adjusted  class  A 
and  adjusted  class  B  capital  gains. 

“(2)  Determination  of  shareholder's  pro 
rata  share. — A  shareholder’s  pro  rata  share 
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of  the  adjusted  class  A  or  adjusted  class  B 
capital  gain  (computed  as  provided  in  para¬ 
graph  ( 1 ) )  for  any  taxable  year  shall  be  an 
amount  which  bears  the  same  ratio  to  such 
adjusted  class  A  capital  gain  or  such  ad¬ 
justed  class  B  capital  gain  as  the  amount  of 
dividends  described  in  paragraph  (1)  in¬ 
cludible  in  the  shareholder’s  gross  income 
bears  to  the  entire  amount  of  dividends  de¬ 
scribed  in  paragraph  (1)  includible  in  the 
gross  income  of  all  shareholders.” 

(d)  Effective  Date. — 

(1)  General  rule. — Except  as  otherwise 
specifically  provided,  and  except  as  provided 
by  paragraph  (2),  the  amendments  made  by 
this  section  shall  apply  to  taxable  years  be¬ 
ginning  after  December  31,  1963. 
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(2)  Transition  rules. — 

(A)  Distributions  of  capital  gains. — 

(i)  If  a  taxpayer,  other  than  a  corporation, 
is  required  to  include  as  capital  gain  in  his 
gross  income  for  a  taxable  year  beginning 
after  December  31,  1963,  an  amount  at¬ 
tributable  to  sales  or  exchanges  of  capital 
assets  held  for  more  than  6  months  and  such 
gain  was  realized  in  a  taxable  year  beginning 
before  January  1,  1964,  by  a  person  described 
in  clause  (iii),  such  amount  shall  be  treated 
by  such  taxpayer  as  class  B  capital  gain. 

(ii)  If  a  taxpayer,  other  than  a  corporation, 
is  required  to  include  as  capital  gain  in  his. 
gross  income  for  a  taxable  year  beginning 
before  January  1,  1964,  an  amount  attribu¬ 
table  to  sales  or  exchanges  of  capital  assets 
held  for  more  than  6  months  and  such  gain 
was  realized  in  a  taxable  year  beginning  after 
December  31,  1963,  by  a  person  described  in 
clause  (iii),  such  amount  shall  be  treated 
by  such  taxpayer  as  long-term  capital  gain. 

(iii)  This  subparagraph  applies  in  respect 
of  a  regulated  investment  company  or  a 
real  estate  investment  trust  to  which  sub¬ 
chapter  M  of  chapter  1  of  the  Internal  Rev¬ 
enue  Code  of  1954  applies,  a  foreign  invest¬ 
ment  company  to  which  section  1247  of  such 
Code  applies,  an  electing  small  business  cor¬ 
poration  to  which  subchapter  S  of  chapter  1 
of  such  Code  applies,  a  common  trust  fund 
to  which  section  584  applies,  a  partnership, 
an  estate,  and  a  trust, 

(B)  LOSS  ON  SALE  OR  EXCHANGE  OF  CERTAIN 

stock.  If  a  shareholder  (or  a  holder  of  a 
beneficial  interest),  other  than  a  corpora¬ 
tion,  in  a  regulated  investment  company, 
real  estate  investment  trust,  or  foreign  in¬ 
vestment  company  is  required  for  a  taxable 
year  beginning  before  January  1,  1964,  under 
section  852(b)  (3)  (B)  or  (D) ,  section  857(b) 
(3)  (B) ,  or  section  1247(d),  to  treat  an 
amount  with  respect  to  a  share  (or  beneficial 
interest),  as  a  long-term  capital  gain,  and 
such  share  (or  beneficial  interest)  is  held  by 
the  taxpayer  for  less  than  31  days  (6  months 
or  less  in  case  of  a  shareholder  of  a  foreign 
investment  company) ,  then  a  loss  on  the  sale 
or  exchange  of  such  share  in  taxable  year  of 
such  shareholder  beginning  after  Decem¬ 
ber  31,  1963,  shall  to  the  extent  of  such  long¬ 
term  capital  gain,  be  treated  as  loss  from  the 
sale  or  exchange  or  a  capitals  asset  held  for 
more  than  6  months  but  not  more  than  2 
years. 

(C)  Regulatory  authority.  The  Secretary 


or  his  delegate  shall  prescribe  such  regula¬ 
tions  as  may  be  necessary  to  carry  out  the 
purposes  of  this  subsection. 

(D)  Meaning  of  terms.  Terms  used  in 
this  subsection  shall  have  the  same  meaning 
as  when  used  in  chapter  1  of  the  Internal 
Revenue  Code,  of  1954. 

Mr.  LONG  of  Louisiana.  I  believe  that 
the  case  has  been  made,  both  in  the  com¬ 
mittee  report  and  in  the  Senate  discus¬ 
sion,  that  the  House  amendment  on 
capital  gains  should  not  be  agreed  to. 
There  are  a  number  of  reasons  for  that. 
In  the  first  place,  notwithstanding  the 
high  rate  of  progression  in  the  tax  on  the 
upper  bracket  income  taxpayers,  many 
of  the  people  in  the  upper  brackets  find 
ways  to  avoid  paying  large  amounts  of 
taxes  which  the  steep  graduated  rates 
would  seem  to  demand  of  them.  The 
most  effective  way  to  reduce  tax  liability 
seems  to  be  by  means  of  capital  gains  in¬ 
come  and  by  taking  advantage  of  the 
provision  in  the  law  relating  to  charit¬ 
able  contributions. 

A  Treasury  study  of  the  subject  of 
capital  gains  indicates  that  persons  with 
relatively  high  percentages  of  capital 
gains  pay  relatively  low  effective  rates, 
considering  their  income. 

For  example,  if  persons  making  $2  mil¬ 
lion  or  more,  have  a  high  ratio  of  capital 

gains  Income,  they  pay  an  effective  rate 
of  about  20.9  percent  under  present  law, 
or  roughly  21  percent. 

Persons  having  a  low  ratio  of  capital 
gains  income,  the  same  Treasury  study 
shows,  have  an  effective  rate  of  tax  of 
56.7  percent. 

I  ask  unanimous  consent  that  the 
‘^Treasury  study  be  included  in  the 
Record  at  this  point  in  connection  with 
my  remarks. 

The  PRESIDING  OFFICER  (Mr. 
Walters  in  the  chair).  Is  there  objec¬ 
tion? 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows: 


Changes  in  effective  tax  rates  from  present  law ,  under  House  hill,  and  under  Finance  Com¬ 
mittee  hill  which  returns  present  capital  gain  provisions,  for  high-income  taxpayers  with 
low,  medium,  and  high  proportions  of  capital  gains 


Adjusted  gross  income 

Tax  under 
present  law 

Tax  under 
House  bill 1 

Tax  under 
Finance 
Committee 
bill 

Tax  reduction  as  percent 
of  present  law  tax 

Percent  of  realized  income 

House  bill 1 

Finance 

Committee 

bill 

High  proportion  of  capital  gains 

$120,000 . . 

27.6 

24.2 

25.9 

12.2 

6.3 

$170,000 . - . - . 

25.4 

22.4 

24.5 

11.9 

3.6 

$300,000 . . . 

22.4 

19.6 

22.3 

12.5 

.4 

$700,000 . . . . . 

20.1 

18.1 

21.1 

10.4 

-4.5 

$2.000,000 . . . 

20.9 

18.5 

21.3 

12.6 

-1.9 
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Changes  in  effective  tax  rates  from  -present  law,  under  House  bill,  and  under  Finance  Com¬ 
mittee  bill  which  returns  present  capital  gain  provisions ,  for  high-income  taxpayers  with, 
low,  medium,  and  high  proportions  of  capital  gains 


Adjusted  gross  income 

• 

-• 

Tax  under 
present  law 

Tax  under 
House  bill 1 

Tax  under 
Finance 
Committee 
bill 

Tax  reduction  as  percent 
of  present  law  tax 

Percent  of  realized  incomo 

ITouso  bill 1 

Finance 

Committee 

bill 

Medium  proportion  of  capital  gains 

$120,000 . . 

32.0 

28.1 

29.1 

12.1 

8.9 

$170,000 . - . 

31.6 

27.8 

29.2 

11.8 

7.6 

$300,000 . . . . 

30.6 

27.1 

28.9 

11.2 

6.4 

$700,000 . 

26.3 

23. 1 

26.4 

12.3 

3.5 

$2,000,000 . - . 

30.2 

26.7 

28.0 

14.9 

7.3 

Low  proportion  of  capital  gains 

$120,000 . 

39.6 

34.8 

34.9 

12.2 

12.1 

$170,000 . . . . . - 

42.2 

37.0 

37.2 

12.4 

11.9 

$300,000 . . . . 

48.2 

41.3 

41.6 

14.0 

13.6 

$700,000 . 

47.6 

39.9 

40.6 

16.3 

14.8 

$2,000,000 . — - 

66.7 

46.0 

46.4 

19.0 

18.2 

j 

i  Assumes  that  the  40-percent  inclusion  factor  would  be  applicable  to  90  percent  of  net  capital  gains. 


Note. — Realized  income  is  the  adjusted  gross  income  increased  by  the  60  percent  of  capital  gains  excluded  in 
computing  adjusted  gross  income.  Realized  income  does  not  include  tax-exempt  interest  and  the  deduction  of 
depletion  from  gross  income. 

Source:  Treasury  Department. 


Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MILLER.  Does  the  Treasury 
study  give  any  indication  of  how  the 
capital  gains  impact  works  with  respect 
to  assets  held  within  the  periods  envi¬ 
sioned  by  the  House  amendment?  I 
mean  as  between  class  A  and  class  B? 

Mr.  LONG  of  Louisiana.  No;  it  does 
not. 

Mr.  MILLER.  Would  the  Senator  esti¬ 
mate  that  the  bulk  of  the  capital  gain 
arises  in  the  transfer  of  assets  which 
have  been  held  for  less  than  2  years? 

Mr.  LONG  of  Louisiana.  No;  the  bulk 
of  the  gains  involved  would  be  with  re¬ 
spect  to  assets  which  had  been  held  for 
more  than  2  years.  As  the  Senator  well 
knows,  there  is  no  tax  on  capital  gains 
unless  and  until  a  person  disposes  of  an 
asset,  no  matter  how  long  he  may  have 
held  it. 

The  appreciation  in  the  value  of  assets, 
whether  they  be  stocks  or  bonds  or  any¬ 
thing  else,  is,  in  effect,  income  to  a  per¬ 
son  which  is  not  taxable  until  he  decides 
to  sell  the  stock  or  bond. 

If,  under  the  various  exemptions  in  the 
tax  law,  a  person  gives  appreciated  prop¬ 
erty  either  to  a  foundation  or  to  some 
charitable  or  educational  institution,  the 
income  never  becomes  taxable,  either  in 
his  lifetime  or  after  his  lifetime. 


Mr.  MILLER.  I  am  familiar  with  that 
point.  As  I  understand  the  House- 
passed  bill,  the  only  change  that  would 
be  made  would  be  that  if  an  asset  were 
held  for  more  than  2  years,  the  maxi¬ 
mum  capital  gains  rates  would  drop  from 
25  to  21  percent,  and  the  amount  to  be 
reported  on  the  income  tax  return  would 
drop  from  half  of  the  gain  to  40  percent 
of  the  gain. 

I  thought  it  would  be  helpful  if  we 
had  an  idea  of  how  much  of  the  total 
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capital  gains  taxation  is  derived  from 
assets  which  had  been  held  for  more 
than  2  years,  because  it  is  that  area 
which  is  receiving  the  benefit  under  the 
House  provision. 

Mr.  LONG  of  Louisiana.  I  should  say 
that,  overall,  it  is  perhaps  more  than  50 
percent  of  all  capital  gains  income  on  as¬ 
sets  held  more  than  2  years.  If  the  Sen¬ 
ator  will  turn  to  page  162  of  the  commit¬ 
tee  report,  he  will  notice  the  great  dif¬ 
ference  that  is  made  so  far  as  high 
bracket  income-taxpayers  are  concerned. 
For  example,  if  one  reads  table  11  in 
connection  with  table  12,  on  page  162  of 
the  report,  it  will  be  seen  that  taxpayers 
having  an  adjusted  income  of  more  than 
$200,000  represent  only  about  one  one- 
hundredth  of  1  percent  of  all  taxpayers. 
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However,  note  that  these  taxpayers  re¬ 
ceive  16  percent  of  all  capital  gains  in¬ 
come. 

Taxpayers  having  incomes  of  more 
than  $100,000  represent  four  one-hun¬ 
dredths  of  1  percent  of  taxpayers,  and 
they  receive  24  percent  of  all  capital 
gains  income.  That  is  a  small  percent¬ 
age  of  all  taxpayers;  but,  as  the  Senator 
can  see,  they  would  receive  a  large  per¬ 
centage  of  all  capital  gains  income. 

I  ask  unanimous  consent  that  the  two 
tables  shown  on  page  162  of  the  commit¬ 
tee  report  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 


Table  11. — Capital  gains,  by  income  levels 


Returns  with  ad¬ 
justed  gross  income 
of— 

Comprise  this  per¬ 
centage  of  all  tax¬ 
payers — 

But  receive 
this  per¬ 
centage  of 
all  capital 
gains 

$200,000  and  over _ 

0.0096  of  1  percent.:. 

16 

$100,000  and  over _ 

0.04  of  1  percent . 

24 

-$50,000  and  over . 

0.2  of  1  percent _ 

35 

$10,000  and  over _ 

8.7  percent  - .  _ 

69 

Less  than  $5,000 _ 

57.8*  percent . . 

17 

Source:  Treasury  Department. 

Table  12. — Overall  distributional  effects  of 
the  House  bill  ( including  capital  gains 
changes)  and  the  Finance  Committee  bill 
(which  retains  present  law  capital  gains 
treatment) 


Adjusted  gross  in¬ 
come. class  (in 
thousands  of  dollars) 

Total  tax 
as  perce 
presei 

House 

biU 

reduction 
ntage  of 
it  tax 

Finance 
Commit¬ 
tee  bill 

Capital 
gains  tax 
reduction 
in  House 
bill  as  per¬ 
centage  of 
total 

present  tax 

Oto  3 . . 

38.6 

38.6 

0.3 

3  to  5.- . 

26.5 

27.3 

.3 

5  to  10-- . . 

20.1 

20.9 

.2 

10  to  20 _ _ 

16.9 

17.3 

.4 

20  to  50.- _ _ 

16.0 

15.8 

1.0 

50  to  100 _ 

13.5 

12.3 

2.0 

100  to  200 . . . 

12.2 

9.7 

3.4 

200  to  500 _ 

12.4 

8. 1 

5.0 

500  to  1,000 . . 

12.1 

5.7 

7.2 

1,000  and  over _ 

12.0 

5.6 

7.4 

Total— . 

18.9 

19.1 

.7 

Source:  Treasury  Department. 


Mr.  MILLER.  Mr.  President,  I  am 
not  certain  thpt  I  understand  the  last 
column.  If  we  add  the  figures  shown 
in  the  last  column,  the  total  is  more 
than  100  percent. 

Mr.  LONG  of  Louisiana.  That  col¬ 
umn  presents  a  cumulative  total  down 

to  adjusted  gross  income  levels  of  $10,- 

000. 

Mr.  MILLER.  Then  the  point  the 
Senator  from  Louisiana  is  making  is 
that  people  enjoying  incomes  of  $100,- 
000  or  over  would  receive  40  percent  of 


the  total  of  capital  gains,  according  to 
the  last  column. 

Mr.  LONG  of  Louisiana.  It  would  be 
24  percent.  I  was  not  totaling  the  fig¬ 
ures.  Those  having  incomes  of  more 
than  $100,000  represent  four  one-hun¬ 
dredths  of  1  percent  of  all  taxpayers, 
and  they  receive  at  present  24  percent  of 
all  capital  gains  income.  That  is  the 
adjusted  gross  income;  it  is  after  one  de¬ 
ducts  business  expenses  and  after  he 
deducts  one-half  of  his  capital  gains. 
Those  with  adjusted  gross  income  of 
$50,000  and  over  represent  two-tenths  of 
1  percent  of  all  taxpayers.  They  are 
getting  35  percent  of  all  capital  gains 
income. 

Taxpayers  having  incomes  of  over 
$10,000  represent  8.7  percent  of  all  tax¬ 
payers,  and  they  receive  69  percent  of 
all  capital  gains  income. 

By  contrast,  let  us  drop  to  a  lower  in¬ 
come  level  and  see  what  the  distribu¬ 
tion  of  capital  gains  is  to  taxpayers  hav¬ 
ing  less  than  $5,000  income.  Those  tax¬ 
payers  represent  57.8  percent — almost  60 
percent— of  all  taxpayers,  but  they  re¬ 
ceive  only  17  percent  of  all  capital  gains. 

The  point  has  repeatedly  been  made 
on  the  floor  of  the  Senate  by  a  number 
of  Senators — especially  the  Senator  from 
Tennessee  [Mr.  Gore]  and  the  Senator 
from  Illinois  [Mr.  Douglas]  that  tax¬ 
payers  having  large  incomes  frequently 
do  not  pay  a  large  percentage  of  their 
incomes  in  taxes.  I  placed  in  the  Record 
a  table  to  illustrate  that  point.  The 
fact  agreed  that  only  one-half  of  cap¬ 
ital  gains  are  taxable  is  the  principal 
reason  for  those  low  effective  rates. 

Mr.  MILLER.  I  appreciate  having 
the  Senator  from  Louisiana  point  this 
information  out,  but  I  am  still  confused 
about  the  last  column,  which  indicates 
that  taxpayers  having  less  than  $5,000 
income  receive  17  percent  of  all  capital 
gains.  Is  that  correct? 

Mr.  LONG  of  Louisiana.  Yes. 

Mr.  MILLER.  The  next  group,  mov¬ 
ing  up  the  column,  consists  of  taxpayers 
having  incomes  of  $10,000  and  over,  and 
they  receive  69  percent  of  all  capital 
gains. 

Mr.  LONG  of  Louisiana.  I  regret  to 
say  that  this  table  may  be  somewhat 
confusing.  If  the  Senator  will  proceed 
down  the  column,  starting  with  taxpay¬ 
ers  having  $200,000  adjusted  gross  in¬ 
come  and  over,  he  will  note  that  these 
taxpayers  receive  16  percent  of  all  cap- 
tal  gains. 

The  next  group  are  those  having  in¬ 
comes  of  $100,000  and  over,  and  that 
$100,000  includes  those  making  over 
$200,000. 

Mr.  MILLER.  I  understand.  That  is 
24  percent.  Then  the  groups  proceed  to 
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35  percent,  to  69  percent,  and  17  per¬ 
cent.  Why  it  does  not  go  to  100  percent, 
I  cannot  understand. 

Mr.  LONG  of  Louisiana.  The  last 
figure  is  cumulative  in  the  other  direc¬ 
tion.  It  proceeds  upward  from  those 
who  have  zero  percentage  of  taxable  in¬ 
come  to  $5,000. 

Mr.  MILLER.  Surely  it  must  proceed 
from  those  who  make  less  than  $5,000  to 
bring  the  figure  up  to  100  percent. 

Mr.  LONG  of  Louisiana.  The  missing 
figure  would  be  for  those  having  ad¬ 
justed  gross  incomes  between  $5,000  and 
$10,000.  They  receive  14  percent  of  the 
capital  gains. 

Mr.  MILLER.  That  clears  up  the 
problem.  I  suggest  that  the  Senator 
from  Louisiana  modify  the  table  he  has 
placed  in  the  Record  so  as  to  show  that 
information,  because  as  it  is  now  con¬ 
stituted,  I  believe  the  table  is  confusing. 
Would  the  Senator  be  willing  to  do  that? 
It  would  require  the  addition  of  one  more 
line  in  the  table. 

Mr.  LONG  of  Louisiana.  I  will  under¬ 
take  to  see  that  the  Record  is  not  con¬ 
fused. 

Mr.  MILLER.  Perhaps  an  explana¬ 
tory  note  would  suffice. 

Mr.  LONG  of  Louisiana.  Yes. 

Mr.  MILLER.  On  the  same  point  we 
are  talking  about,  the  Senator  from 
Louisiana  has  shown  where  the  great 
impact  of  capital  gains  benefits  is,  but 
I  am  sure  he  recognizes  that  one  of  the 
purposes  of  the  House  amendment,  or  the 
House  provision,  if  not  the  only  pur¬ 
pose,  is  to  encourage  the  holding  of 
capital  assets  for  a  longer  period,  rather 
than  to  make  quick  in-and-out  profits. 
Does  not  the  Senator  from  Louisiana 
believe  that  it  might  be  beneficial  to 
encourage  the  holding  of  capital  assets 
for  longer  than  6-month  periods  by  pro¬ 
viding  some  preferential  treatment  in 
rates?  For  example,  if  a  person  makes 
an  investment  for  2,  3,  or  4  years,  why 
should  not  his  capital  gains  benefit  be  a 
little  better  than  that  of  someone  who 
is  in  and  out  in  a  matter  of  6  months? 

Mr.  LONG  of  Louisiana.  By  holding 
on  to  his  asset  longer,  a  person  obtains 
a  rate  of  return  on  his  capital  gains  not 
reduced  for  taxes,  for  that  much  longer. 
The  full  asset  is  available  to  him,  when 
otherwise  a  portion  of  it  would  be  paid  in 
taxes.  He  can  earn  a  rate  of  return  on 
this  portion  as  long  as  he  does  not  have 
to  pay  tax  on  it. 

Mr.  MILLER.  There  is  no  incentive 
for  him  to  hold  his  assets  for  more  than 
6  months. 

Mr.  LONG  of  Louisiana.  The  very  best 
that  can  be  said  in  this  regard  is  that  a 
person  who  had  $1  million  of  capital- 


gains  income — which  was  all  apprecia¬ 
tion — and  who  proceeded  to  realize  that 
income  would  have  to  pay  part  of  it  in 
taxes.  However,  he  would  certainly  re¬ 
alize  that  the  longer  he  kept  that  asset 
and  did  not  sell  it,  the  longer  he  could 
defer  that  tax  liability  and  could  earn 
income  on  that  amount  in  the  meanwhile. 
If  when  he  passed  away  he  had  not  sold 
that  asset,  the  potential  capital-gains 
tax  liability  would  never  accrue.  So 
there  is  an  incentive  to  keep  such  an 
asset. 

i 

The  longer  he  was  in  possession  of  that 
valuable  asset,  which  would  include  the 
25  percent  which  otherwise  would  have 
gone  into  taxes,  the  longer  he  could  make 
additional  income  on  it. 

Mr.  MILLER.  But  in  the  case  the  Sen¬ 
ator  has  mentioned,  the  tax  would  be 
the  same  regardless  of  whether  the  per¬ 
son  realized  a  capital -gains  profit  inf  6 
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months  or  whether  he  retained  the  asset 
for  5  years. 

Mr.  LONG  of  Louisiana.  But  there 
would  be  a  substantial  incentive  to  post¬ 
pone  a  tax  liability  of  one-quarter  of  a 
million  dollars.  He  still  would  have  the 
one-quarter  of  a  million  dollars;  and  he 
could  use  it  in  various  and  sundry  ways 
to  his  advantage,  so  long  as  he  postponed 
entering  into  a  transaction  which  would 
make  the  tax  due.  So  he  would  have  the 
i  advantage  of  having  $250,000  of  assets 
which  otherwise  would  have  been  taken 
from  him  in  taxes  if  he  had  made  a 
transaction  in  which  he  had  realized  a 
gain  which  was  taxable. 

Mr.  MILLER.  I  realize  that,  and  I  ap¬ 
preciate  the  helpfulness  of  the  Senator 
from  Louisiana  in  pointing  it  out. 

Is  it  is  the  conclusion  of  the  Senator 
from  Louisiana  that  it  is  not  desirable 
for  us  to  try  to  scale  down  the  capital- 
gains  tax  rates  according  to  whether  a 
person  holds  his  property  for  6  months 
or  whether  he  holds  it  for  1  year  or  2 
years  or  5  years?  Is  that  the  policy  the 
Senator  from  Louisiana  favors? 

Mr.  LONG  of  Louisiana.  Not  precisely. 
I  support  the  Treasury’s  view  that  this 
field  needs  reform,  but  that  it  should  not 
be  reformed  in  the  wrong  direction.  In 
other  words,  the  Treasury’s  recommen¬ 
dation  was  that  this  whole  subject  should 
be  reformed,  both  by  making  the  capital- 
gains  treatment  more  favorable,  and  by 
making  these  gains  subject  to  tax  at 
death. 

As  for  the  argument  in  favor  of  the 
position  taken  by  the  House,  I  point  out 
that  the  House  version  would  make  a 
very  great  reduction  for  those  who  profit 
from  capital  gains,  because  it  would  cut 
theVi£ax  both  from  the  top  and  from  the 
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bottom.  In  other  words,  at  present  only 
60  percent  is  taxable,  whereas  under  the 
House  provision  only  40  percent  would  be 
taxable,  where  the  asset  was  held  2  years 
or  more.  That  in  itself  would  reduce  by 
20  percent  the  tax  on  capital  gains. 

In  addition,  a  person  who  is  paying 
in  the  50-percent  bracket  would  be  bene¬ 
fited  by  the  overall  limitation  of  a  25- 
percent  tax  on  capital  gains.  The  House 
bill  would  have  provided  a  reduction  from 
25  to  21  percent  in  this  case  where  the 
asset  is  held  over  2  years.  In  this  case 
he  receives  an  additional  14 -percent  re¬ 
duction.  This  would  appear  to  be  the 
most  favored  group  of  taxpayers  in  the 
entire  country,  and  they  would  receive  a 
tax  reduction  on  that  portion  of  their 
income  from  capital  gains  over  and 
above  the  reduction  generally  available. 

If  the  Senator  will  examine  the  table 
which  I  placed  in  the  Record  earlier  to¬ 
day,  he  will  find  that  the  classes  of  tax¬ 
payers  in  the  brackets  of  $2  million  and 
over  who  realize  a  high  percentage  of 
their  income  by  means  of  capital  gains 
are  now  paying  at  an  effective  rate  of 
only  21  percent;  whereas,  those  who  have 
the  same  amount  of  income,  but  with 
only  a  small  percentage  of  it  coming 
from  capital  gains,  are  presently  paying 
at  an  effective  rate  of  56.7  percent.  So 
they  are  paying  at  more  than  twice  the 
others’  rate. 

With  regard  to  what  the  pending  bill 
will  do,  the  Senator  from  Iowa  will  note 
that  the  House  version  would  have  the 
effect  of  conferring  a  much  higher  per¬ 
centage  of  tax  reduction  on  those  who 
realize  a  higher  percentage  of  their  in¬ 
come  as  capital  gains,  as  compared  to 
what  the  Senate  committee  version 
would  do. 

Actually,  under  the  Senate  commit¬ 
tee  version,  those  who  received  more  than 
$2  million  a  year,  with  most  of  it  in  cap¬ 
ital  gains,  would  be  paying  a  little  more 
tax  than  is  presently  required,  because 
of  the  loophole-tightening  provisions 
elsewhere  in  the  bill.  In  other  words, 
those  who  have  been  the  subject  of  the 
illustration  used  by  the  Senator  from 
Tennessee — persons  who  have  millions  of 
dollars  of  income,  but  pay  little  tax — 
would  pay  more  under  the  Senate  Fi¬ 
nance  Committee  version;  but  taxpayers 
with  incomes  of  similar  amount  and  who 
pay  more  than  half  of  it  in  taxes  would 
be  substantially  benefited  by  this  ver¬ 
sion.  r 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  In  this  particular  instance, 

I  wish  to  compliment  and  congratulate 
the  Senate  Finance  Committee  upon  its 
action.  As  the  distinguished  junior  Sen¬ 


ator  from  Louisiana  knows,  I  have  dis¬ 
agreed  many  times  with  the  majority  of 
the  Senate  Finance  Committee.  How¬ 
ever,  I  am  pleased  to  state  that  in  this 
instance  I  voted  with  the  majority,  and 
I  was  highly  pleased  by  the  action  of 
the  Senate  Finance  Committee,  which  by 
a  small  majority  voted  to  strike  this  pro¬ 
vision  out  of  the  House  version. 

As  the  Senator  from  Louisiana  has- 
pointed  out,  under  existing  law  this  is  an 
area  of  very  preferential  treatment,  not 
only  with  respect  to  the  inclusion  of 
only  50  percent  of  gain  in  adjusted  gross 
income,  but  also  with  respect  to  the  max¬ 
imum  rate  of  25  percent.  In  addition, 
many  gains  which  are  not  in  fact  capital 
gains  are  so  treated  by  the  law.  So  even 
under  present  law,  capital  gains  income 
is  given  very  preferential  treatment. 
However,  the  House  version  of  the  bill — 
as  the  able  Senator  has  so  well  pointed 
out — would  make  the  existing  situation 
much  worse  in  two  respects,  if  I  may 
repeat:  first,  by  reducing  the  amount 
which  must  be  included  as  income  from 
50  percent  to  only  40  percent;  second, 
by  reducing  the  maximum  rate  from  25 
percent  to  21  percent. 

If  the  Senator  from  Louisiana  will 
yield  further,  at  this  point  I  should  like 
to  call  the  attention  of  the  Senate  to 
what  I  believe  to  be  a  fact — and  the 
junior  Senator  from  Louisiana  has  just* 
now  indicated  that  it  is  also  his  belief — 
namely,  that  the  preferential  treatment 
of  capital  gains  profits  or  income  is  one 
reason  why  persons  with  very  large  in¬ 
comes  pay  a  relatively  low  effective  tax 
rate.  Capital  gains  is  by  no  means  the 
pnly  vehicle  used  to  reduce  effective 
rates;  there  are  many  other  exclusions 
and  deductions. 

I  wish  to  call  attention  to  the  chart 
which  is  displayed  on  the  easel  in  the 
rear  of  the  Chamber.  It  is  constructed 
from  statistics  which  have  been  supplied 
by  the  Treasury  Department.  Those 
statistics  can  be  found  on  page  181  of  the 
committee  report.  Contrary  to  the  im¬ 
pression  which  many  persons  have 
gained — that  all  persons  in  the  very  high 
income  groups  pay  the  so-called  confis¬ 
catory  taxes  about  which  we  hear — this 
table  shows  that  the  highest  rate  among 
“typical”  taxpayers  is  reached  at  an  in¬ 
come  of  $100,000,  and  that  under  the 
House  version  of  the  bill  the  “typical” 
taxpayer  in  the  $100,000  bracket^— one 
with  adjusted  gross  income  of  $100,000  a 
year — would  pay,  not  the  maximum  70 
percent  rate,  but  an  effective  rate  of  only 
26.2  percent  of  his  realized  income,  in 
taxes. 

From  there  on,  startling  as  it  may 
appear,  as  the  income  goes  up  the  tax 
rate  goes  down  until  we  reach  the  “typi- 
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cal”  taxpayer  with  a  realized  income  of 
$1,500,000  a  year,  where  the  effective 
tax  rate  is  reduced  to  less  than  16 
percent. 

This  has  proved  shocking  to  many 
people,  but  it  is  in  accordance  with  the 
statistics  of  the  Treasury.  I  did  not 
select  the  term  “typical.”  It  was  ex¬ 
plained  later  that  “typical”  meant  more 
or  less  the  average. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

The  PRESIDING  OFFICER  (Mr.  Nel¬ 
son  in  the  chair).  Does  the  Senator 
from  Tennessee  yield  to  the  Senator 
from  Ohio? 

Mr.  GORE.  I  yield. 

Mr.  LAUSCHE.  Will  the  Senator 
from  Tennessee  inform  me  how  that  re¬ 
sult  is  achieved,  in  the  face  of  what  was 
supposed  to  be  a  higher  figure  for  those 
who  pay  only  16  percent?  How  does  it 
come  about? 

Mr.  GORE.  T^he  Senator  has  asked  a 
key  question:  How  do  people  with  large 
'annual  incomes  avoid  paying  much  tax? 

To  begin  with,  there  are  loopholes  in 
the  law.  One  can  take  advantage  of 
many  of  these  loopholes,  however,  only 
if  he  has  large  financial  resources.  One 
man  may  be  able  to  buy  a  painting  for 
$50,000  and  contribute  it  to  an  institu¬ 
tion  and  have  it  valued  at  a  quarter  of 
a  million  dollars,  but  he  must  have  the 
$50,000  and  be  able  to  invest  in  a  paint¬ 
ing  in  the  first  place. 

What  I  am  trying  to  say  is  that  there 
are  many  loopholes  in  the  law  of  which 
one  can  only  take  full  advantage  if  he 
has  large  amounts  of  money. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  GORE.  I  shall  be  glad  to  yield 
when  I  have  finished  one  more  point  on 
this  chart. 

We  were  told  in  executive  session — 
and  I  am  not  violating  any  confidence ;  I 
am  sure  the  Treasury  Department  would 
be  glad  to  furnish  the  statistics  in  open 
session — that  of  the  assets  contributed  to 
so-called  charities,  including  private 
foundations,  for  which  the  taxpayer  gets 
a  deduction  of  the  current  value - 

Mr.  LONG  of  Louisiana.  The  fair 
market  value. 

Mr.  GORE.  The  current  fair  market 
value,  which  is  often  arrived  at  by  esti¬ 
mates — the  average  markup  from  cost, 
or  basis  in  the  hands  of  the  donor,  is 
45  to  1. 

Mr.  LONG  of  Louisiana.  Appreciation 
in  value. 

[P.  1678] 

Mr.  GORE.  In  other  words,  the  aver¬ 
age  taxpayer  who  contributes  assets  to  a 


foundation,  school,  museum,  or  some¬ 
thing  that  is  deemed  to  be  organized  for 
a  charitable  purpose - 

Mr.  LONG  of  Louisiana.  Even  to  his 
own  private  foundation. 

Mr.  GORE.  Even  to  his  own  private 
foundation,  which  may  be  a  far  cry  from 
charity — he  gets  a  tax  deduction  on  the 
average  of  45  times  the  cost  of  the  assets. 
This  is  one  way  in  which  this  low  rate 
is  accomplished,  but  only  one  of  the 
many  ways. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
Senator  from  Tennessee  may  yield  to  the 
Senator  from  Illinois,  with  the  under¬ 
standing  that  I  do  not  losexmy  right  to 
the  floor. 

Mr.  DOUGLAS.  In  addition  to  what 
the  Senator  from  Louisiana  and  the 
Senator  from  Tennessee  have  been  dis¬ 
cussing,  there  is  our  old  friend  the  deple¬ 
tion  allowance,  which  greatly  reduces  the 
rate  of  taxation. 

Mr.  GORE.  That  is  true,  although  this 
income  is  not  reflected  in  adjusted  gross 
income. 

Mr.  LONG  of  Louisiana.  Since  the 
Senator  from  Illinois  has  brought  up  the 
subject  of  depletion  allowance,  and  he 
will  be  offering  his  depletion  allowance 
amendment  after  a  while,  let  me  say  that 
studies  I  have  made  indicate  that  insofar 
as  the  Senator  wishes  to  contend  that 
more  income  taxes  should  be  levied 
against  the  oil  companies  and  people  who 
receive  an  income  from  oil,  most  of  what 
he  is  talking  about  is  at  the  corporate 
level.  I  believe  the  overwhelming  bulk, 
about  80  percent,  of  what  he  is  talking 
about  with  regard  to  depletion  allow¬ 
ances,  is  at  the  corporate  level,  pot  at 
the  personal  level.  /  - 

In  addition,  When  the  time  comes  to 
debate  this  question,  I  shall  present  some 
charts  showing  the  amount  of  taxes  that 
the  oil  companies  actually  are  paying. 

It  will  astound  the  Senator  from  Illi¬ 
nois,  because  while  he  looks  upon  the  de¬ 
pletion  allowance  as  an  advantage  that 
a  manufacturing  industry  does  not  get, 
because  it  does  not  have  the  same  prob¬ 
lem,  if  we  consider  all  the  taxes  the  oil 
industry  pays  and  take  into  account  ex¬ 
cise  taxes,  for  example,  those  companies 
pay  a  high  amount  of  taxes.  It  is  doubt¬ 
ful  whether  one  could  justify  increasing 
them.  We  shall  reach  that  subject  at 
the  appropriate  time,  but  I  should  like 
to  say  one  additional  thing - 

Mr.  GORE.  Let  me  refer  to  my  chart 
at  that  point. 

Mr.  LONG  of  Louisiana.  Certainly. 

Mr.  GORE.  No  income  from  tax- 
exempt  securities,  no  income  that  is  tax 
exempt  because  of  the  depletion  allow¬ 
ance  and  intangible  drilling  costs,  is  in- 
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volved  in  this  chart.  If  Senators  will 
refer  to  the  table - 

Mr.  LONG  of  Louisiana.  The  Senator 
has  all  the  capital  gains  included  in  his 
chart,  I  believe?  >  ' 

Mr.  GORE.  The  Senator  is  correct. 

Mr.  LONG  of  Louisiana.  And  I  would 
assume  the  chart  of  the  Senator  from 
Tennessee  treats  charitable  contribu¬ 
tions  as  though  they  had  actually  been 
a  product  of  personal  income  realized  in 
the  first  instance,  which  in  my  judgment 
they  were.  The  taxpayer  made  the  mon¬ 
ey,  but  we  make  the  allowance.  But  one 
reason  the  effective  rate  comes  down  is 
that  those  people  make  large  contribu¬ 
tions  to  charities  and,  to  be  fair  about 
it,  they  are  legitimate  and  proper  con¬ 
tributions.  The  Senator  knows  chari¬ 
table  contributions  generally  are  limited. 
There  is  the  20 -percent  limitation,  and 
the  30-percent  limitation  based  on  in¬ 
come;  and  in  addition,  there  is  the  so- 
called  limited  charitable  contribution 
which  is  available  where  the  person  has 
given  90  percent  of  his  income  in-charity 
or  taxes  during  8  out  of  the  past  10  years. 

That  latter  provision  was  subject  to 
severe  question  by  the  Senator  from 
Tennessee,  and  certainly  by  the  Senator 
from  Illinois.  If  I  remember  correctly, 
I  believe  it  became  law  as  a  result  of  a 
legitimate  situation  involving  a  Catholic 
nun  who  did  not  have  a  tax  avoidance 
purpose  as  her  intention,  of  course;  but 
subsequently  certain  schemes  have  been 
developed  which  make  the  100 -percent 
charitable  contribution  deduction  one 
of  the  finest  tax-avoidance  schemes  in 
the  entire  Internal  Revenue  Code. 

But,  if  one  looks  to  the  legislative  in¬ 
tent  that  was  involved  at  that  point,  he 
will  see  that  it  involved  a  legitimate  in¬ 
tent  at  the  time  it  was  voted. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  I  wish  to  emphasize  a 
phrase  which  the  Senator  used.  He  .said, 
“if  the  tax  and  the  so-called  charitable 
contribution  together  total  90  percent  of 
income.”  For  example,  suppose  a  per¬ 
son  is  in  the  70-percent  bracket. 

Mr.  LONG  of  Louisiana.  If  the  Sen¬ 
ator  will  make  it  87  percent,  then  he  will 
be  talking  about  the  kind  of  people  who 
would  employ  that  practice. 

Mr.  GORE.  I  should  like  to  use  the 
70-percent  figure.  Then  all  that  person 
would  be  required  to  do  to  achieve  a  pre¬ 
ferred  status  would  be  to  contribute  some 
paintings  on  which  he  had  obtained  a 
very  hansome  evaluation,  or  some  old 
building  that  he  needs  to  get  rid  of  any¬ 
way,  and  on  which  he  has  a  high  esti¬ 
mated  value,  for  the^remaining  20  per¬ 
cent.  Under  present  law  he  can  donate 


the  painting  and  get  a  reduction  for  it, 
even  though  he  keeps  it  on  his  own  wall . 
as  long  as  he  lives.  Another  provision  in 
the  Senate  bill,  that  is  ah  improvement, 
would  change  that.  I  wish  to  be  fair 
about  this  bill.  There  are  a  few  items  in 
the  bill  that  are  good. 

Mr.  LONG  of  Louisiana.  The  Senator 
is  not  getting  at  one  of  the  principal 
loopholes  that  the  Committee  on  Fi¬ 
nance  and  also  the  Committee  on  Ways 
and  Means  seek  to  close.  Suppose  a  tax¬ 
payer  were  to  go  to  a  professional  tax 
consultant.  I  mean  a  good  one.  I  do 
not  mean  one  of  the  “fly-by-nights”  who 
hang  shingles  in  various  places.  I  mean 
a  person  who  has  three  or  four  college 
degrees  and  who  makes  a  good  income 
showing  taxpayers  how  to  keep  their  tax 
liabilities  low.  Suppose  that  taxpayer 
made  $1,500,000  last  year  and  paid  out 
most  of  it  in  taxes,  and  that  he  expected 
to  do  the  same  thing  again.  As  the 
law  has  stood  up  until  now,  one  of  the 
first  things  the  professional  tax  consul¬ 
tant  would  do  would  be  to  explore  the 
possibilities  of  establishing  for  that  tax¬ 
payer  personal  holding  companies.  He 
would  then  find  ways  to  contribute 
money  to  those  personal  holding  com¬ 
panies,  and  the  income  on  this  money 
would  be  retained  in  those  holding  com¬ 
panies  and  the  taxpayer  would  pay  a 
very  small  amount  of  tax.  He  could  per¬ 
haps  reduce  the  amount  of  tax  he  would 
pay  by  90  percent  through  holding  the 
money  in  the  holding  companies  rather 
than  receiving  it  directly  himself.  The 
Senator  is  familiar  with  that  practice. 

The  Senator  knows  that  we  have  pro¬ 
posed  a  very  effective  set  of  amendments 
to  the  bill  to  prevent  that  result  from 
occurring.  I  believe  one  reason  that  we 
are  doing  a  good  job  is  that  the  Treas¬ 
ury  expert  who  helped  to  draft  the  pro¬ 
posals  is  one  who,  as  a  private  practi¬ 
tioner  of  law,  used  to  advise  people  how 
to  set  up  devices  of  that  sort.  So  I  be¬ 
lieve  the  Senator  will  find  that  there  is 
another  way  in  which  we  have  under¬ 
taken  to  strike  out  what  we  believe  to  be 
loopholes  that  should  be  closed. 

Incidentally,  I  have  received  enough 
protests  to  know  that  we  must  be  squeez¬ 
ing  someone  with  our  proposal.  There 
are  a  great  many  people  who  feel  that 
we  are  going  far  beyond  what  they  be¬ 
lieve  our  legitimate  intent  might  be. 

In  connection  with  what  we  have  been 
discussing,  I  point  out  that  there  ap¬ 
peared  in  yesterday’s  issue  of  the  New 
York  Times,  a  most  unfair  editorial  en¬ 
titled  “Recklessness  on  Taxes.”  That 
editorial  seemed  to  assume  that  the  Con¬ 
gress — and  it  used  the  term  “Con¬ 
gress” — had  done  certain  things  merely 
because  some  Senator  proposed  that  they 
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be  done.  It  seems  to  be  most  unfair  in 
the  first  place  for  the  editors  of  that 
great  newspaper  to  seek  to  blame  the 
House  of  Representatives  for  something 
that  the  Senate  is  merely  thinking  about 
doing.  The  Senate  has  not  agreed  to 
do  it.  If  I  understand  what  was  stated 
in  the  editorial  to  which  I  have  referred, 
that  newspaper  seems  to  assume  that 
the  Congress  has  done  something  merely 
because  a  minority  of  Senators  on  the 
committee  seem  to  think  that  that  result 
should  obtain. 

It  seems  most  unfair  to  me  that  writers 
of  editorials  should  say  that  we  are  cre¬ 
ating  vast  additional  loopholes  when,  as 
a  practical  matter,  we  have  proposed  to 
strike  out  the  $250  million  item  which, 
if  I  were  a  millionaire,  would  be  the  first 
thing  I  would  be  looking  for  to  arrange 
things  so  that  whatever  small  percentage 
of  taxes  I  had  failed  to  avoid,  I  could 
proceed  to  avoid  in  the  future  to  a  con¬ 
siderable  degree.  It  seems  to  me  that 
that  is  unfair  when  one  considers  the 
very  large  extent  to  which  we  are  actu-  ; 
ally  closing  tax  loopholes  with  the  bill,  j 

The  chart  submitted  by  the  Senator  i 
fails  to  illustrate  something  which  I  be¬ 
lieve  would  make  his  point  even  better. 
He  has  a  line  which  would  seek  to  arrive 
at  a  so-called  average  or  typical  tax¬ 
payer.  The  fact  is  that  that  line  is  ar¬ 
rived  at  by  averaging  two  taxpayers 
together.  At  the  $1,500,000  level,  Sen¬ 
ators  will  find  one  taxpayer  who  is  pay¬ 
ing  87  percent  of  his  income  in  taxes.  ! 

[P.  1679 ] 

There  are  very  few.  Then  Senators  will 
find  another  taxpayer  who  is  paying 
from  1  to  5  percent  of  his  income  in 
taxes. 

The  Senator  has  arrived  at  that  17- 
percent  point  for  a  taxpayer  whose  in¬ 
come  is  $1,500,000  by  averaging  the  in¬ 
come  of  those  two  taxpayers  together — 
the  one  who  is  paying  altogether  too 
much  in  that  prohibitive  tax  bracket, 
and  the  other  who  is  paying  not  nearly 
enough. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  DOUGLAS.  The  Senator  has 
made  a  very  significant  point.  In  fact, 
tables  which  I  introduced  some  weeks 
ago  indicate  that  in  1959,  20  Americans 
with  incomes  over  $500,000  did  not  pay 
a  single  cent  in  taxes.  I  believe  15  of 
those  had  incomes  over  $1  million.  They 
did  not  pay  a  single  cent.  Some  of  those 
men  have  not  paid  a  single  cent  for 
4  years  in  succession.  We  believe  that 
there  was  one  man  who,  from  1948  to 
1960,  received  an  income  every  year  of 


over  $1  million,  and  yet  he  never  paid 
a  cent  in  taxes. 

Mr.  LONG  of  Louisiana.  The  Sena¬ 
tor  has  examined  the  tables.  He  did  not 
analyze  all  of  them.  He  analyzed  the 
one  which  the  Senator  described  on  a 
television  program.  He  thought  that 
that  one  was  misleading.  That  table  in¬ 
volved  a  taxpayer  who  was  alleged  to 
have  made  $26  million  and  had  paid  no 
taxes  in  that  year.  The  Senator  cor¬ 
rected  the  Record  after  he  put  in  that 
table,  and  I  looked  at  it.  I  noted  that 
it  happened  to  involve  an  installment 
sale,  in  which  only  $10  million  of  the 
$26  million  was  collected,  and  therefore 
taxable  in  the  year  to  which  the  Sena¬ 
tor  referred.  So  he  was  not  talking  about 
a  $26  million  sale,  insofar  as  the  install¬ 
ment  sale  was  concerned.  He  was  talk¬ 
ing  about  a  $10  million  sale.  Under  the 
capital  gains  provision  only  one-half  of 
that  amount  would  have  been  taxable. 
The  part  that  was  taxable  would  have 
amounted  to  about  $5  million.  That  in¬ 
dividual  had  a  loss  carryforward  of 
$3,900,000  from  the  previous  year. 

If  I  recall  correctly,  the  man  had  spent 
an  amount  that  considerably  exceeded 
the  $1,100,000,  which  was  then  taxable, 
in  his  attempt  to  find  additional  oil  in 
that  year.  He  was  selling  his  oil  prop¬ 
erties.  I  assume  that  he  was  selling  the 
entire  field.  But  in  doing  so  he  was  try¬ 
ing  to  find  more  oil  and  drilling  more 
wells  in  trying  to  achieve  that  result. 

I  do  not  know  whether  the  Senator 
has  ever  discussed  the  oil  problem  and 
intangible  drilling  costs  with  those  in 
the  business.  The  large  independents 
tend  to  think  in  terms  of  trying  to  take 
what  they  get  from  their  intangible  drill¬ 
ing  costs  and  what  they  are  allowed  by 
their  percentage  depletion  for  the  en¬ 
tire  operation,  and  putting  that  back 
into  drilling  more  wells  in  the  same  year, 
on  the  theory  that  in  the  business  one 
either  grows  or  contracts,  and  if  a  drill¬ 
ing  program  were  not  continued,  even¬ 
tually  one  would  be  out  of  business. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  DOUGLAS.  We  shall  come  to  the 
question  of  depletion  allowances  later. 
On  that  point  the  Senator  from  Louisi¬ 
ana  and  I  shall  differ.  What  I  am  trying 
to  do  at  the  moment  is  to  reenforce  the 
position  of  the  Senator  from  Louisiana, 
who  is  trying  to  reduce  some  of  the  dam¬ 
age  created  by  the  House  bill.  The  Sen¬ 
ator  from  Tennessee  has  pointed  out  that 
the  average  is  only  about  16  percent. 

Mr.  GORE.  A  little  less  than  16  per¬ 
cent. 

Mr.  DOUGLAS.  15.9  percent.  Not 
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only  were  there  20  men  in  the  year  1959 
with  incomes  of  over  $500,000  who  paid 
no  taxes,  but  17  of  those  20  had  incomes 
of  over  $1  million.  Five  of  them  had  in¬ 
comes  of  over  $5  million.  Out  of  a  total 
of  1,002  Americans  who  had  incomes  of 
over  $500,000,  there  were  only  8 — less 
than  1  percent — who  paid  from  80  to  85 
percent;  only  54  from  70  percent  to  80 
percent,  which  would  be  5  percent;  and 
only  89  from  60  percent  to  70  percent. 

The  point  is  that  there  are  great  loop¬ 
holes,  of  which  the  capital  gains  loophole 

is,  I  think,  the  greatest;  and  the  House 
bill  made  it  worse.  The  Senate  commit¬ 
tee  at  least  prevented  it  from  becoming 
worse.  I  congratulate  the  Senator  from 
Louisiana  for  defending  the  committee’s 
position.  I  hope  the  Senate  will  support 

it,  and  that  we  shall  be  able  to  hold  the 
line  in  conference,  where  we  may  be  in 
real  trouble. 

Mr.  LONG  of  Louisiana.  The  Sena¬ 
tor  from  Illinois  and  I  agree  on  the 
capital  gains  provision,  and  we  agreed  in 
committee. 

For  the  benefit  of  Senators  who  might 
be  interested  in  the  capital  gains  pro¬ 
vision  and  the  way  in  which  it  may  be 
used  to  avoid  paying  taxes.  I  placed  in 
the  Record  the  complicated  procedure 
which  can  be  used  to  pay  little  or  no  tax 
through  using  the  capital  gains  pro¬ 
vision  with  other  provisions  in  the  tax 
laws. 

Suppose  my  credit  were  good  enough 
for  me  to  borrow  $17  million  at  the  bank. 
The  interest  on  that  amount,  at  6  per¬ 
cent,  would  be  $1  million.  Suppose  I 
bought  stocks  with  that  amount  assum¬ 
ing  I  knew  enough  about  what  I  was  buy¬ 
ing  to  protect  myself.  But  let  us  assume 
that  I  realized  $2  million  on  those  stocks. 
The  money  need  not  have  been  made  on 
those  stocks.  I  could  have  had  other 
property.  On  that  realization  of  a  $2 
million  capital  gain,  only  half  of  it  would 
be  taxable,  namely  $1  million.  Since  I 
paid  $1  million  in  interest  on  the  amount 
I  borrowed,  that  interest  can  be  deducted 
against  the  $1  million  which  remains 
taxable.  So,  although  I  would  have 
realized  a  net  gain  of  $1  million  I  owe 
no  income  tax.  That  is  legally  within 
my  right. 

When  we  obtain  from  the  Treasury 
Department  the  list  of  taxpayers  who 
made  large  incomes  but  who  paid  no 
taxes,  most  likely  it  contains  a  list  of 
those  who  realized  capital  gains  but  who 
had  large  interest  payments  to  make. 

■  Mr.  GORE.  Mr.  President,  will  the 
Senator,  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  The  Senator  from  Loui¬ 
siana  is  very  fair,  and  he  is  being  very 


fair  in  the  presentation  of  this  amend¬ 
ment  and  this  issue.  The  example  he 
has  just  given  illustrates  the  accuracy  of 
my  reply  to  the  Senator  from  Ohio  a  few 
moments  earlier  when  I  said  there  are 
many  loopholes  in  the  tax  law,  of  which 
only  those  with  very  large  financial  re¬ 
sources  can  take  advantage. 

If  the  Senator  will  be  good  enough  to 
allow  me  to  take  a  moment  to  refer  to 
another  amendment,  and  I  hope  he  will 
not  think  me  immodest  if  I  refer  to  it  as 
my  amendment,  I  shall  be  very  grateful. 
I  think  it  is  a  very  important  one.  The 
amendment  would  eliminate  the  eligi¬ 
bility  of  a  contribution  to  a  private 
foundation  for  the  so-called  unlimited 
charitable  contribution  deduction. 

The  Senator  from  Louisiana  supported 
that  amendment  in  Committee.  I  hope 
this  amendment  can  be  held  in  confer¬ 
ence.  After  it  was  fully  discussed  in 
committee,  as  I  recall,  the  amendment 
was  unanimously  adopted. 

May  I  ask  the  Senator  from  Florida 
[Mr.  SmathersI  if  that  is  correct? 

Mr.  SMATHERS.  That  is  my  recol¬ 
lection.  It  was  unanimously  adopted. 

Mr.  GORE.  The  Senator  from  Loui¬ 
siana  is  more  familiar  with  foundations 
than  is  the  Senator  from  Tennessee. 

Mr.  LONG  of  Louisiana.  I  would  not 
say  the  Senator  from  Louisiana  is - 

Mr.  GORE.  At  least,  he  knows  that 
many  foundations  which  have  been  eligi¬ 
ble  for  the  unlimited  charitable  con¬ 
tribution  are  not  charitable  at  all,  but 
many  of  them  remain  in  the  control  of 
taxpayers  and  are  used  as  financial  re¬ 
sources  for  just  such  other  operations  as 
the  Senator  from  Louisiana  alluded  to. 

Mr.  LONG  of  Louisiana.  I  would  not 
like  to  specify  any  names,  but  I  think 
there  have  been  cases  in  which  indi¬ 
viduals  have  used  charitable  founda¬ 
tions -  - 

Mr.  GORE.  So-called  charitable. 

Mr.  LONG  of  Louisiana.  In  certain 
cases  it  seems  to  me  that  tax  avoidance 
might  have  had  more  to  do  with  the 
creation  of  the  foundation  than  the  de¬ 
sire  to  benefit  charity.  In  most  States 
such  foundations  are  not  strictly  regu¬ 
lated. 

Mr.  GORE.  Or  there  is  no  regulation. 

Mr.  LONG  of  Louisiana.  In  most 
States  there  is  no  limitation  on  how 
such  funds  can  be  used. 

I  believe  I  am  correct  in  saying  that 
some  of  the  foundations  are  permitted 
to  lend  money  back  to  relatives  of  the 
same  persons  who  put  the  money  into 
them.  So  taxes  can  be  avoided  by  put¬ 
ting  money  into  the  foundations  and 
lending  it  to  relatives  to  buy,  for  exam¬ 
ple,  a  hotel  in  Miami,  or  an  office  build¬ 
ing,  or  a  shopping  center.  If  the  project 
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succeeds,  the  children  who  may  own  the 
equity  in  it  can  pay  the  foundation  inter¬ 
est;  and  if  the  project  fails,  of  course, 
the  foundation  has  lost  the  money. 
There  are  a  number  of  ways  in  which 
foundations  can  be  used  almost  as  a 
second  form  of  title  ownership  on  be¬ 
half  of  the  so-called  trustees  of  the 
foundation. 

Mr.  GORE.  It  is  also  encouraging, 

I  believe,  to  know  that  the  Senate  Fi¬ 
nance  Committee,  after  a  discussion  of 
the  entire  problem  of  foundations, 

[P.  1680'] 

agreed  to  undertake,  and  requested  the 
Treasury  immediately  to  begin,  a  thor¬ 
ough  investigation  of  the  operations  of 
foundations  and  the  tax  avoidance 
schemes  and  devices  employed  in  con¬ 
nection  with  foundations.  I  believe  this 
is  to  the  credit  of  the  Finance  Com¬ 
mittee. 

Mr.  LONG  of  Louisiana.  There  are 
some  restrictions  in  the  code  to  the  ex¬ 
tent  to  which  taxpayers  may  use  the 
foundation  for  their  own  benefit,  but  my 
understanding  is  that  they  are  not  too 
strict.  , 

In  order  to  be  fair,  let  me  state  that  j 
many  of  those  who  are  effected  by  this 
provision — perhaps  even  a  majority — 
set  up  foundations  in  complete  good 
faith  and  undertake  to  operate  in  that 
manner.  The  only  complaint  I  have 
heard  from  those  who  would  be  affected 
is  that  they  should  have  3  years  to  pay 
out  the  money  that  has  been  put  into 
the  foundations.  They  would  like  to 
have  that  much  time  to  have  those  man¬ 
aging  the  foundations  decide  how  the 
money  should  be  used  and  where  it 
should  go,  whether  to  colleges  or  chari¬ 
ties,  for  example. 

Mr.  GORE.  I  join  the  Senator  from 
Louisiana  in  the  statement  that  many 
persons  have  set  up  foundations  for  such 
a  purpose.  Unquestionably  some  of  them 
have  the  very  best  of  motives.  But  some 
have  not.  Some  have  had  tax  avoidance 
as  the  motive. 

Mr.  LONG  of  Louisiana.  When  one 
really  analyzes  the  question,  insofar  as 
Congress  is  concerned,  Congress  should 
stop  the  use  of  foundations  for  tax  avoid¬ 
ance,  when  they  are  not  used  for  bene¬ 
fiting  education  or  charity.  In  other 
words,  while  we  are  trying  to  give  favor¬ 
able  tax  treatment  to  people  who  seek 
to  contribute  generously  to  education 
and  charity,  Congress  certainly  does  not 
have  the  intention — and  not  having  in¬ 
tended  it,  should  not  permit  it  to  hap¬ 
pen — of  permitting  some  individuals  to 
avoid  the  payment  of  millions  of  dollars 
in  taxation  through  the  device  of  offering 
assets  to  charity. 


This  illustrates  why  I  think  the  over¬ 
weaning  need  in  tax  legislation  is  tax 
reform. 

There  is  a  modicum  of  tax  reform  in 
the  bilL  The  pending  amendment  on 
capital  gains,  which  the  committee  has 
reported,  is  not  tax  reform.  We  are  try¬ 
ing  to  hold  the  line  against  a  worsening 
of  an  already  very  bad,  inequitable  situa¬ 
tion.  I  will  support  the  committee.  I 
hope  the  conferees  will  never  consider, 
even  for  a  moment,  bringing  back  to  the 
Senate  a  reduction  in  the  capital  gains 
inclusion  factor  or  a  maximum  rate. 

This  chart  illustrates  a  danger  to  our 
tax  system.  The  average  citizen  who 
takes  his  lunch  pail  to  work  and  whose 
tax  bite  is  taken  out  of  his  weekly  check 
does  not  realize,  and  perhaps  he  never 
will,  in  the  mass,  that  the  very  rich  peo¬ 
ple  in  this  country  pay  a  very  low  tax 
rate. 

This  is  wrong.  It  endangers  our  sys¬ 
tem  of  income  taxation,  which  depends 
largely  upon  voluntary  compliance.  If 
the  mass  of  our  people  should  come  to 
realize  what  this  chart  reveals,  we  might 
be  in  danger  of  a  taxpaying  strike.  Con¬ 
sider  the  unfairness  of  the  system.  Con¬ 
sider  how  steeply  the  rates  are  graduated 
on  the  lower  incomes.  The  chart  shows 
almost  a  straight  line,  almost  a  perpen¬ 
dicular  rise.  Then,  when  we  get  above 
$15,000,  it  becomes  a  curve.  Then  when 
we  pass  $50,000,  it  begins  to  curve  some 
more.  The  highest  point  of  effective 
taxation  is  reached  at  an  adjusted  gross 
income  of  $100,000  a  year.  The  rate  is 
only  26  percent  under  the  pending  bill. 
Under  present  law,  the  highest  effective 
rate  is  reached  at  an  income  of  $100,000 
a  year,  and  that  is  an  even  30-percent 
rate. - -  ~  "^“^7  -/  / 

From  there  on,  both  under  present  law 
mid  under  the  pending  bill,  as  the  real¬ 
ized  income  goes  up,  the  effective  tax 
rate  goes  down.  The  people  of  the  coun¬ 
try  do  not  realize  this  to  be  the  case. 

I  believe  the  Senator  should  keep  in 
mind  that  in  the  chart  the  Senator  uses 
only  1  inch  on  the  lower  horizontal  line 
for  98-plus  percent  of  the  taxpayers 
who  pay  less  than  $50,000.  Then  he  pro¬ 
ceeds  to  use  about  4  feet  on  the  chart  for 
the  other  2  percent  of  the  taxpayers  on 
his  chart.  If  he  had  made  a  chart 
graduated  from  zero  tax  income  up  to 
$50,000,  the  rate  would  gradually  in¬ 
crease.  Then  there  would  be  a  decline 
from  the  $100,000  point. 

Mr.  DOUGLAS.  If  I  may  interrupt, 
that  would  have  required  a  chart  40  feet 
long. 

Mr.  LONG  of  Louisiana.  The  Senator 
could  have  used  semilog  paper.  So'there 
are  ways  to  show  such  a  situation.  If  a 
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taxpayer  were  making  about  $3,000,  he 
would  be  paying  in  tax  only  a  very  small 
percentage  of  his  income.  Then  we 
would  gradually  reach  the  point  where  a 
taxpayer  would  be  paying  20  percent;  and 
so  on  up.  It  would  illustrate  the  point 
that  in  the  area  between  $50,000  and 
$100,000,  a  hiatus  seems  to  occur.  People 
in  that  bracket  actually  pay  at  a  higher 
rate  than  those  who  have  a  great  deal 
more  income.  The  reason  is  that  when 
they  find  themselves  paying  at  the  tax 
rate  applicable  to  those  brackets  they  go 
to  see  a  tax  lawyer  to  see  what  they  can 
do  about  their  income  tax  rates — in  line 
with  what  others  are  doing. 

Mr.  GORE.  If  the  Senator  will  refer 
to  the  table  on  page  181  of  the  committee 
report,  he  will  find  that  the  rates  in¬ 
crease  sharply  on  the  lower  incomes. 
For  instance,  the  rate  jumps  from  2Vz 
percent  on  $4,000  of  adjusted  gross  in¬ 
come  to  9  V2  percent  on  $10,000  of  in¬ 
come. 

Then  it  goes  from  9.5  to  13.6  percent  at 
$20,000  of  adjusted  gross  income  per 
year.  If  we  look  over  to  the  right,  we 
find  the  incongruous  situation  that  from 
the  high  point  of  26.2  percent  at  $100,000 
the  rate  is  reduced  to  22.9  percent  at 
$200,000;  to  19.2  percent  at  $500,000;  and 
at  $1  million  of  adjusted  gross  income 
the  rate  comes  down  to  15.9  percent. 

So  to  put  the  chart  in  perspective,  it 
had  to  be  overcrowded  on  the  low  end  of 
the  scale.  There  is  an  almost  perpen¬ 
dicular  rise  in  the  lower  brackets. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Tennessee  and  I  both  reach  the 
same  result,  but  perhaps  by  a  slight  dif¬ 
ference  of  reasoning.  Nevertheless,  we 
both  reach  the  same  result.  The  foot¬ 
note  to  the  chart  to  which  the  Senator 
refers  states  that  this  figure  exceeds  the 
adjusted  gross  income  largely  because 
adjusted  gross  income  includes  only  40 
percent  of  capital  gains,  under  H.R. 
*  8363. 

Mr.  GORE.  That  is  correct. 

Mr.  LONG  of  Louisiana.  That  is  how 
the  House  provided  for  this  situation,  but 
it  is  not  what  the  Senate  committee 
voted. 

Mr.  GORE.  I  agree.  If  we  adopt  the 
committee  amendment,  we  come  nearer 
to  30  percent  instead  of  26  percent,  and 
we  arrive  at  somewhere  between  16  and 
17  percent  at  the  figure  of  $1,500,000  of 
realized  income. 

Mr.  LONG  of  Louisiana.  Yes.  I  re¬ 
gret  very  much  that  the  Treasury  study, 
which  I  placed  in  the  Record  earlier  is 
not  available  to  you  to  make  this  clear. 

But  this  is  the  difference  in  the  way  the 
situation  would  stand.  When  a  person 


making  $2  million,  who  has  a  high  pro¬ 
portion  of  capital  gains,  pays  taxes,  ac¬ 
cording  to  the  Treasury  study,  his  effec¬ 
tive  rate  is  21.3  percent.  That  is  his  ef¬ 
fective  rate,  if  we  consider  capital  gains 
as  being  a  part  of  income. 

That  figure  is  somewhat  at  variance 
with  what  the  Senator  from  Tennessee 
has  shown,  but  it  illustrates  the  same 
point.  Keep  in  mind  that  this  is  a  dif-* 
ferent  study,  using  a  different  set  of  tax 
returns.  It  supports  the  Senator’s  con¬ 
clusion  but  does  not  arrive  at  the  same 
point,  because  the  Treasury  has  used  a 
different  set  of  returns  to  make  its  study. 

This  is  the  average  for  taxpayers  hav¬ 
ing  incomes  of  $2  million  with  a  lower 
percentage  on  capital  gains.  These  tax¬ 
payers  are  paying  56  percent  of  their  in¬ 
come  in  taxes.  They  are  paying  an  ef¬ 
fective  rate  twice  as  high  as  that  paid  by 
those  who  have  a  higher  percentage  of 
capital  gains. 

The  House  bill  would  make  a  12.6-per¬ 
cent  tax  reduction  available  to  those  who 
are  already  paying  far  too  little,  and  it 
would  make  a  19-percent  reduction  avail¬ 
able  to  those  who  are  payiiig  far  too 
much  at  present.  But  if  we  consider  the 
overall  effect  of  the  $2  billion,  when  we 
include  the  provisions  to  tighten  the 
loopholes,  passed  by  the  House,  and  to 
some  degree  strengthened  in  the  Senate 
by  the  Committee  on  Finance,  the  bill 
would  provide,  with  regard  to  the  group 
of  taxpayers  who  are  paying  far  too  little 
under  the  bill,  that  they  would  pay  more 
taxes.  Those  having  an  income  of  $2 
million  under  the  Finance  amendments 
would  pay  at  an  increased  rate  of  1.9 
percent.  This  is  the  group  with  the  high 
ratio  of  capital  gains  income.  Those 
having  an  income  of  $700,000  would  pay 
at  an  increased  rate  of  4.5  percent.  This 
also  is  the  group  with  a  high  ratio  of 
capital  gains. 

On  the  other  hand,  those  who  have  $2 
,  million  or  more  of  income  but  a  low  ratio 
i  of  capital  gains  would  receive,  under  the 
;  Finance  Committee  version  of  the  bill,  a 
reduction  of  18.2  percent,  which  is  only 
Slightly  less  than  the  House  would  have 
provided.  At  the  same  time,  it  would  do 
justice  and  equity,  when  one  recognizes 
that  it  affects  the  people  who  are  really 
paying  the  high  tax  rates  on  most  of  this 
money. 

[P.  1681] 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  DOUGLAS.  The  Senator  has 
made  an  interesting  statement.  I  won¬ 
der  if  he  has  an  estimate  of  the  amount 
of  money  that  would  be  lost  if  the  House 
version  were  to  become  law. 
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Mr.  LONG  of  Louisiana.  With  the 
law  in  full  operation,  the  loss  would  be 
$260  million  a  year.  The  House  defense 
of  this  provision  makes  much  of  the  fact 
that  in  the  first  taxable  year,  the  gain 
to  the  Government  would  actually 
amount  to  about  $100  million.  That 
estimate  is  based  on  the  assumption  that 
people  would  be  encouraged  to  sell  many 
of  their  assets  which  at  present  they  do 
not  find  it  advantageous  to  sell. 

Mr.  DOUGLAS.  But  ultimately  the 
loss  of  revenue  would  be  $200  million  a 
year,  would  it  not? 

Mr.  LONG  of  Louisiana.  $260  million. 

Mr.  DOUGLAS.  That  amount  would 
relate  almost  entirely  to  those  having 
incomes  of  $50,000  or  $100,000  a  year, 
would  it  not? 

Mr.  LONG  of  Louisiana.  In  large  part, 
it  would.  The  overwhelming  bulk  of  it 
would  perhaps  affect  3  percent  of  all  tax¬ 
payers. 

Mr.  DOUGLAS.  Therefore,  to  this  de¬ 
gree,  the  Senate  amendment  plugs  one 
of  the  big  loopholes  in  the  House  bill. 

Mr.  LONG  of  Louisiana.  That  is 
shown  in  table  12  of  the  Senate  report. 
If  the  bill  should  become  law,  and  if  it 
should  be  subject  to  the  charge  that  it  is 
unduly  partial  to  the  wealthy,  it  would 
be  because  the  House  provision  with  re¬ 
spect  to  capital  gains  had  prevailed. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  The  Senator  has  cited 
another  table  supplied  by  the  Treasury, 
and  which  he  has  just  read,  showing  that 
a  taxpayer  having  a  realized  income  of  $2 
million  pays  at  the  20 -percent  tax  rate. 
The  table  which  the  Treasury  supplied 
in  response  to  my  request - 

Mr.  LONG  of  Louisiana.  Keep  in  mind 
that  those  are  individuals  who  have  a 
high  proportion  of  income  as  capital 
gains. 

Mr.  GORE.  Yes;  I  understand.  The 
high  proportion  of  capital  gains,  as  the 
Senator  said  earlier,  is  confined  to  less 
than  one-tenth  of  1  percent  of  the  tax¬ 
payers. 

The  Senator  may  recall  that  the  table 
from  which  this  chart  was  made  was 
presented  in  answer  to  the  charge  I  had 
made  that,  under  the  bill,  the  average 
worker  would  receive  an  increase  in  take- 
home  pay  of  only  4,  5,  or  6  percent,  while, 
persons  having  large  taxable  incomes 
would  receive  more  than  100-percent  in¬ 
crease  in  take-home  pay.  In  other 
words,  the  after-taxes  income  for  the 
average  worker  in  the  United  States 
would  be  increased  by  a  small  percentage 
amount.  But  for  people  having  large 
taxable  incomes,  incomes  of  $200,000, 
$400,000,  or  $500,000,  the  bill  would  pro¬ 


vide  a  very  high  percentage  of  increase 
in  after-tax  income.  Secretary  Dillon 
cited  one  instance  of  an  actual  taxpayer 
who  would  receive  an  increase  in  after¬ 
tax  income  of  84  percent.  Mind  you, 
this  is  84  percent  of  a  large  amount.  It 
is  the  reverse  of  tax  reform  which  favors 
equity. 

To  answer  my  charge  that  this  bill 
would  give  a  very  high  percentage  in¬ 
crease  in  take-home  pay,  or  after-taxes 
income,  to  the  persons  in  the  high  brack¬ 
ets,  the  Treasury  prepared  this  table, 
which  shows  that  the  average  or  “typi¬ 
cal”  taxpayer  with  a  large  income  does 
not  get  a  big  benefit,  because  he  does  not 
pay  very  much  taxes  anyway.  This 
small  chart,  to  which  I  now  call  atten¬ 
tion,  a  sort  of  homemade  one,  prepared 
by  my  own  staff,  shows  the  percentage 
increase  in  take-home  pay  under  the  bill. 
It  is  based  on  taxable  income.  Notice 
how  steeply  the  line  on  the  graph  rises. 
At  a  $500,000  taxable  income,  there  is  a 
100-percent  increase  in  after-taxes  in¬ 
come,  under  the  House  bill. 

I  shall  not  mention  any  names;  but  if 
the  pending  bill  is  enacted,  certain  per¬ 
sons  will  have  twice  as  much  money  left 
after  they  pay  their  taxes  under  the 
bill  as  they  now  have  after  paying  taxes- 
under  the  present  law;  and  the  present 
law  is  bad  enough. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  Should  not  we  at 
least  give  the  Finance  Committee  credit 
for  the  good  things  it  has  done  in  trying 
to  prevent  the  present  law  from  be¬ 
coming  worse? 

Mr.  GORE.  I  am  willing  to  do  that; 
and  if  the  Senator  from  Illinois  will  ex¬ 
amine  the  Senate  committee’s  version 
of  the  bill,  he  will  find  that  I  placed  in 
it  about  as  many  amendments  as  any 
other  member  of  the  committee  did;  and 
all  five  or  six  of  those  amendments  are 
designed  to  curb  the  excesses  contained 
in  the  House  version. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  GORE.  Even  so,  despite  the  im¬ 
provements  we  have  made,  it  still  is  a 
very  bad  bill,  making  a  very  bad  and 
very  inequitable  situation  much  worse. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  have  been  yielding  to  the  Sena¬ 
tor  from  Tennessee,  and  I  do  not  mind 
having  him  debate  in  my  time,  because 
I  do  not  care  to  insist  upon  a  great 
amount  of  formality;  but  I  wish  the 
Senator  would  leave  his  chart  here  long 
enough  to  enable  me  to  comment  on  it. 
Unless  I  miss  my  guess,  he  will  find  that 
his  so-called  homemade  chart  is  based 
on  the  assumption  that  those  whom  he 
has  demonstrated  in  the  first  instance 
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not  to  have  a  high  percentage  of  tax 
actually  have  been  paying  the  confisca¬ 
tory  rates.  In  other  words,  if  we  assume 
that  they  were  paying  87  percent  of  their 
income  in  taxes,  this  measure  would  in¬ 
crease  their  take-home  pay;  but  if  we 
assume  that  they  were  paying  at  a  rate 
of  approximately  20  percent,  this  bill 
would  not  increase  their  take-home  pay 
as  much. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  further? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  I  acknowledge  the  ac¬ 
curacy  of  the  Senator’s  statement;  and 
I  have  tried  to  state  clearly  that  this 
homemade  chart  on  take-home  pay  is 
based  cm  taxable  income.  I  confined  it 
to  that. 

If  a  corporation  executive  has  a 
$200,000  salary,  that  income  is  taxable 
at  ordinary  rates.  If  he  receives  his  in¬ 
come  from  restricted  stock  options,  it  is 
not.  That  income  does  not  show  on  this 
chart.  This  chart  is  based  on  taxable 
income  which  is  taxed  at  ordinary  rates. 
This  is  the  kind  of  income  the  mass  of 
our  people  have.  The  persons  who  “get 
it  in  the  neck”  on  taxes  are  those  whose 
income  is  composed  of  wages  or  salaries 
or  fees  subject  to  the  ordinary  income 
tax  rates.  - 

Mr.  LONG  of  Louisiana.  Then  the 
Senator’s  chart  presents  an  even  more 
misleading  picture  because  a  working 
man  who  has  a  wife  and  three  children, 
let  us  say,  and  is  earning  $3,500  a  year 
has  no  taxable  income;  all  of  his  income 
is  tax  exempt.  On  the  other  hand,  if  he 
is  paying  an  income  tax  of  only  $20, 
based  on  only  $100  of  taxable  income, 
if  we  reduce  his  tax  liability  to  zero,  we 
still  have  not  greatly  increased  his  take- 
home  pay. 

Mr.  GORE.  But  I  fear  that  the  Sena¬ 
tor  from  Louisiana  misunderstands  the 
term.  Taxable  income  is  arrived,  at  after 
taking  the  exemptions  and  deductions  to 
which  a  taxpayer  is  entitled.  Therefore, 
a  man' who  has  a  wife  and  two  children, 
and  receives  annual  wages  of  $5,000, 
would  by  no  means  have  a  taxable  in¬ 
come  of  $5,000  a  year.  He  might  well 
have  a  taxable  income  of  $2,000  a  year. 
This  table  shows,  as  I  have  said,  that 
after  taking  the  personal  exemptions  and 
after  making  the  normal  deductions,  the 
amount  which  is  taxable  is  arrived  at. 
But  under  the  pending  bill,  the  per¬ 
centage  increase  in  take-home  pay  rises 
very  rapidly,  and  thus  we  have  the  in¬ 
congruous  result  that  the  average  citi¬ 
zen  would  receive  a  small  percentage  in¬ 
crease  in  his  small  take-home  pay, 
whereas  those  with  very  larger  incomes 
would  receive  a  very  large  percentage 
increase  in  their  already  very  large  take- 
home  pay. 


How  a  Democratic  Congress  would 
ever  enact  a  measure  of  that  sort  is  a 
mystery  which  I  am  unable  to  solve. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  inasmuch  as  the  Senator  from. 
Tennessee  is  now  presenting  his  views, 
perhaps  I  should  now  yield  the  floor,  so 
that  from  now  on  he  will  speak  in  his 
time,  not  in  mine. 

Mr.  GORE.  I  apologize,  Mr.  Presi¬ 
dent. 

Mr.  LONG  of  Louisiana.  It  is  not 
necessary  for  the  Senator  to  apologize ; 
I  am  perfectly  willing  to  yield  to  him. 
I  question  the  propriety  of  my  holding 
the  floor,  because  the  Senator  from  Ten¬ 
nessee  has  some  very  fine  points  to  make, 
and  I  am  perfectly  willing  to  yield. 

The  first  time  I  heard  the  argument 
that  the  tax  cut  on  the  take-home  pay 
should  be  considered  was  prior  to  the 
time  when  I  became  a  Member  of  Con¬ 
gress,  prior  to  the  80th  Congress.  At 
that  time,  the  AFL  and  CIO  made  much 
of  the  fact  that  the  bill  had,  according 
to  them,  greatly  increased  the  take-home 
pay  of  the  wealthy,  but  that  there  had 
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been  only  a  small  increase  in  the  take- 
home  pay  of  the  poor.  I  am  happy  to 
say  that  the  AFL-CIO,  which  made  that 
argument,  and  made  it  effectively  in 
the  campaign  that  followed,  is  strongly 
in  support  of  the  pending  bill.  Those 
groups  have  a  strong  responsibility  to 
their  union  members,  and  they  are  very 
much  pleased  with ‘this  bill. 

A  number  of  provisions  greatly  favor 
the  persons  in  those  income  tax  brackets. 
In  terms  of  take-home  pay — and  I  do 
not  understand  that  any  comments  about 
tax  reduction  or  tax  rate  reduction  have 
practical  meaning  unless  they  are  re¬ 
lated  to  take-home  pay — let  us  consider 
the  situation  of  a  single  man  who  earns 
$900  a  year.  He  is  paying  a  tax  of  ap¬ 
proximately  $46  a  year,  give  or  take  a 
dollar.  Under  the  present  bill,  he  will 
pay  no  tax;  so  he  will  have  a  100-percent 
reduction  in  his  tax,  but  his  take-home 
pay  will  be  increased  by  only  about  5 
percent.  Of  course  we  cannot  cut  his 
taxes  more  than  100  percent.  One  can 
argue,  and  I  believe  the  Senator  from 
Tennessee  so  argues,  that  we  should  do 
something  else — perhaps  put  him  on  re¬ 
lief  and  give  him  welfare  checks,  or  do 
something  along  those  lines.  However, 
when  we  increase  his  take-home  pay 
by  5  percent,  that  is  all  we  can  do  in 
terms  of  tax  relief,  because  that  will 
mean  a  100-percent  cut  in  his  taxes. 

In  the  case  of  a  person  making  $1,000, 
he  is  paying  a  tax  of  approximately  $62. 
The  pending  bill  would  give  him  a  tax 
cut  of  75  percent;  and  some  contend — 
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and  with  good  logic — that  his  tax  ought 
to  be  cut  to  zero. 

Such  a  reduction  would  cause  a  con¬ 
siderable  revenue  loss.  If  that  reduc¬ 
tion  were  made,  in  the  future  we  could 
not  make  a  further  tax  reduction  for 
him,  because  then  he  would  not  be  pay¬ 
ing  any  income  tax.  However,  if  it  were 
still  argued  that  he  should  receive  more 
of  a  tax  cut  than  a  100-percent  tax  cut, 
what  could  we  give  him?  The  only  way 
to  help  him  would  be  to  raise  the  min¬ 
imum  wage — for  which  I  have  voted  on 
a  number  of  occasions,  and  for  which 
I  will  vote  in  the  future — or  to  give  him 
welfare  checks. 

But  so  far  as  increasing  the  take-home 
pay,  we  did  all  we  could  when  we  took 
him  completely  off  the  roll  as  an  income- 
tax  payer. 

As  I  stated  those  who  have  the  respon¬ 
sibility  of  looking  after  the  interests  of 
wage  earners  feel  that  this  is  a  good  bill. 
They  feel  that  some  matters  in  which 
they  have  a  great  deal  of  interest  are  a 
part  of  the  bill.  I  know  that  the  Senator 
from  Tennessee  will  remain  of  the  same 
opinion,  that  this  should  provide  a  big¬ 
ger  cut  for  the  man  at  the  bottom,  but 
those  ^who  have  a  direct  responsibility  to 
that  man  at  the  bottom  feel  that  it  is  a 
good  bill  for  him. 

Mr.  GORE.  The  Senator  from 
Louisiana  has  just  demonstrated  that  tax 
reduction  does  not,  in  fact,  do  much  for 
people  of  ordinary  income  and  does  not, 
in  fact,  do  anything  for  the  unemployed. 
Indeed,  it  seems  to  me  he  has  demon¬ 
strated  that  the  bill  will  play  no  part  in 
the  war  on  poverty.  There  is  one  way 
we  can  help  the  taxpayers  who  need  help 
most,  and  that  is  by  raising  the  personal 
exemption  instead  of  enacting  this  kind 
of  rate  decrease  contortion.  We  can 
thereby  give  the  largest  tax  reduction  to 
those  who  need  it  most,  to  the  parents 
of  the  largest  number  of  children. 

I  thank  the  able  Senator  from 
Louisiana.  I  shall  not  ask  him  to  yield 
further.  He  has  been  most  generous.  I 
wish  to  close,  however,  by  joining  him 
100  percent  in  the  committee  amend¬ 
ment  to  strike  out  the  capital  gains 
provision  in  the  House  bill.  I  was  among 
those  who  insisted  that  this  committee 
amendment  be  reserved  for  a  separate 
vote,  and  rollcall  vote,  in  order  that  the 
conferees  may  know  that  the  Senate 
strongly  resists  the  provision  which 
would  make  more  inequitable  an  already 
highly  inequitable  provision  of  present 
law. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

The  PRESIDING  OFFICER  (Mr.  Mc¬ 
Intyre  in  the  chair) .  Does  the  Senator 
from  Liousiana  yield  to  the  Senator  from 
Iowa? 


Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MILLER.  I  thank  the  Senator 
from  Louisiana.  I  invite  the  attention 
of  the  Senator  from  Tennessee  to  two  or 
three  comments  just  made  which  I  be¬ 
lieve  should  be  clarified.  One  is  with  re¬ 
spect  to  the  so-called  homemade  chart. 
I  find  it  difficult  to  reconcile  the  chart 
which  is  explained  on  page  181  of  the 
report  under  the  separate  comments  of 
the  Senator  from  Tennessee  with  the 
homemade  chart. 

It  appears  to  me  that  in  the  chart 
which  the  Senator  inserted  in  the  report 
under  his  separate  comments,  the  per¬ 
centage  increase  in  after-tax  income  of 
the  typical  taxpayer  is  rather  uniform  all 
the  way  down  the  scale,  all  the  way  from 
the  low  bracket  to  the  high  bracket.  I 
cannot  reconcile  that  chart  with  the 
homemade  chart. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  If  the  distinguished  Sen¬ 
ator  from  Iowa  will  turn  to  page  190  of 
the  committee  report,  he  will  see  the 
chart  on  after-tax  income.  Column  8 
on  page  190,  which  incidentally  is  .  ex¬ 
plained  on  page  191,  shows  the  percent¬ 
age  increase  in  after-tax  income. 

Mr.  MILLER.  On  page  191,  the  chart 
refers  to  the  percentage  increase  in  after¬ 
tax  income,  and  it  ranges  mostly  from 
1  to  5  percent.  I  should  like  to  know, 
how  the  Senator  puts  the  two  tables  to¬ 
gether. 

Mr.  GORE.  The  chart  which  the  Li¬ 
brary  of  Congress  prepared  was  prepared 
on  the  basis  of  effective  tax  rates  on  real¬ 
ized  income. 

Mr.  MILLER.  Is  the  Senator  from 
Tennessee  referring  to  the  chart  on  page 
181? 

Mr.  GORE.  That  is  correct.  The 
chart  which  my  own  staff  made  con¬ 
forms  to  the  table  on  page  190,  which 
was  prepared  by  Mr.  Colin  Stam  and 
his  staff  of  the  Joint  Committee  on  In¬ 
ternal  Revenue  Taxation.  Column  8  of 
the  table  on  page  190  shows  the  per¬ 
centage  of  increase  in  take-home  pay, 
running  from  a  low  of  4.7  percent  on 
taxable  income  of  $4,000  to  134-percent 
increase  on  a  taxable  income  of  $1  mil¬ 
lion. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  now  ask  for  the  yeas  and  nays  on 
the  committee  amendment  relating  to 
capital  gains,  on  page  233  of  the  bill, 
after  line  10,  striking  out  certain  lan¬ 
guage. 

The  yeas  and  nays  were  ordered. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana:  I  hope  that 
the  cloakroom  attaches  will  inform  all 
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Senators  that  a  yea-and-nay  vote  is  ex¬ 
pected  in  about  10'  minutes  on  the  com¬ 
mittee  amendment  with  respect  to  capi¬ 
tal  gains,  so  that  Senators  may  be  alerted 
and  so  that  the  time  for  a  quorum  call 
may  perhaps  be  saved. 

Mr.  MILLER.  I  thank  the  Senator 
from  Tennessee  for  the  explanation,  but 
I  do  believe  that  if  one  considers  the 
chart  which  he  inserted  on  page  181,  it  is 
a  little  more  realistic  approach.  Of 
course,  we  can  always  make  charts  using 
almost  any  combination  of  figures,  but  I 
do  believe  that  the  chart  which  he  him¬ 
self  inserted  on  page  181  of  the  Finance 
Committee  report  is  more  realistic. 

Mr.  GORE.  I  thank  the  Senator  from 
Iowa. 

Mr.  MILLER.  Although  the  Senator 
from  Tennessee  and  I  may  not  use  the 
same  reasoning,  I  believe  that  his  point 
concerning  the  beneficial  impact  of  the 
bill  is  well  taken.  The  idea  of  raising 
the  individual  exemptions  might  work 
in  the  opposite  direction  from  the  direc¬ 
tion  in  which  he  is  thriving,  because  the 
Senator  from  Tennessee  well  knows  that 
if  a  person  in  a  high  income  bracket  were 
to  receive  a  higher  personal  exemption, 
the  tax  savings  to  him  would  be  much 
greater  than  to  the  individual  in  the 
lower  income  bracket.  So  I  believe  that 
his  proposal  to  increase  the  $600  exemp¬ 
tion  would  actually  work  to  increase  the 
inequity  to  which  he  has  been  referring 
in  this  colloquy. 

I  should  now  like  to  add  one  further 
point,  on  which  I  may  have  more  to  say 
later.  The  Senator  from  Louisiana  talks 
about  certain  wage  groups  being  inter¬ 
ested  in  and  favoring  the  bill.  I  should 
like  to  suggest  that  those  in  the  wage 
brackets  of  $4,000  and  under,  are  prob¬ 
ably  cold  to  the  tax  bill;  and  that  gets 
over  into  the  war  on  poverty  sector  about 
which  we  are  supposed  to  be  deeply 
concerned. 

Mr.  LONG  of  Louisiana.  If  the  Sen¬ 
ator  will  permit  me  to  speak  for  one  mo¬ 
ment,  I  know  that  what  he  is  looking  at 
might  convey  that  impression.  I  should 
like  to  direct  his  attention  to  something 
else  in  the  bill. 

Mr.  MILLER.  I  am  looking  at  the 
table  on  page  181  of  the  report  which 
shows  the  $3,000  adjusted  gross  income 
for  a  married  couple  with  two  depend¬ 
ents  as  now  taxed,  and  after  the  bill. 
Also  in  the  $4,000  bracket,  the  tax  now  is 
$143  and  the  tax  after  the  bill  would  be 
only  $40  less,  almost  an  insignificant 
amount. 

Mr.  LONG  of  Louisiana.  A  30 -percent 
reduction,  however. 

Mr.  MILLER.  Percentages  mean  little 
when  one  is  in  that  kind  of  bracket. 
The  point  that  can  be  made  is  that  a 
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married  couple  with  two  children  would 
receive  a  $40  tax  cut  on  a  $4,000  income, 
yet  the  Senator  knows  that  the  way  the 
value  of  the  dollar  is  going  down — and 
will  continue  to  go  down  as  long  as  we 
continue  to  have  billion-dollar  deficits — 
they  will  probably  have  twice  that  much 
inflation  tax  to  pay. 

The  poor  devils  in  the  $3,000  tax 
bracket  would  have  no  tax  benefit  at  all, 
but  they  would  be  stuck  with  inflation. 
That  is  the  poverty  sector  about  which 
we  are  supposed  to  be  worried. 

The  argument  of  the  Senator  from 
Tennesese  as  to  the  tax  bill’s  having  a 
bad  impact  on  the  poverty  sector  is  very 
well  taken,  but  I  do  not  share  with  him 
his  approach  in  trying  to  cure  it.  I  can¬ 
not  understand  how  any  group  of  wage 
earners  in  the  $4,000-and-under  bracket 
could  possibly  be  favoring  the  bill. 

Mr.  LONG  of  Louisiana.  We  have 
heard  reference  to  the  fact  that  a  tax¬ 
payer  who  is  presently  paying  $140  in 
taxes  would  save  only  $40  of  his  taxes.  I 
should  like  to  point  out  that  if  we  pro¬ 
vided  a  100-percent  tax  saving  for  him, 
he  would  be  saved  only  $140.  That  is 
all  we  are  talking  about. 

If  we  should  explore  into  the  question 
of  who  would  receive  the  benefit  of  the 
bill,  we  would  find  that  about  50  percent 
of  the  Government’s  income  is  derived 
from  approximately  17  percent  of  the 
taxpayers.  The  taxpayers  who  are  pay¬ 
ing  50  percent  of  the  cost  of  the  Govern¬ 
ment  would  receive  about  40  percent  of 
the  contemplated  tax  relief.  Those  who 
pay  the  other  50  percent,  receive  the 
other  60  percent  of  the  proposed  tax 
relief. 

Dollarwise  they  would  receive  the  bulk 
of  the  tax  relief. 

The  bill  is  worked  out  on  a  percentage 
basis.  The  wealthier  the  taxpayer,  the 
smaller  the  percentage  of  tax  cut  he 
would  receive.  The  poorer  the  taxpay¬ 
er,  the  higher  percentage  of  tax  cut  he 
would  receive.  I  must  confess  that  we 
would  not  find  it  within  our  power  to 
save  the  person  who  is  not  paying  a  tax 
anything  in  taxes.  If  some  Senator 
would  wish  to  introduce  a  minimum 
wage  bill,  I  would  vote  for  such  a  bill. 
If  a  Senator  would  introduce  a  bill  to 
provide  welfare  for  such  a  person,  and 
if  he  could  make  a  good  case  for  the  bill, 
I  would  vote  to  give  that  man  a  welfare 
check.  But  it  is  beyond  our  power  to 
give  that  man  a  tax  cut  if  he  is  not  pay¬ 
ing  any  taxes. 

Mr.  MILLER.  For  that  reason  a  large 
group  of  people — apparently  20  percent 
of  the  families  in  the  poverty  sectors — 
would  receive  absolutely  no  benefit  from 
the  tax  bill,  and  yet  they  are  the  ones 
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who  would  bear  a  good  chunk  of  the  in¬ 
flation  tax  that  would  ride  along  with 
the  $5  to  $7  billion  deficit  that  we  are 
anticipating. 

Testimony  was  received  by  the  Joint 
Economic  Committee  that  in  the  next 
year  we  can  expect  $5  to  $7  bil¬ 
lion  in  inflation.  That  amounts,  rough¬ 
ly,  to  a  2-  to  4 -percent  hidden  sales  tax 
on  the  backs  of  the  people  throughout  the 
country. 

Those  are  the  people  who  would  get  it 
in  the  neck  without  any  tax  benefit 
whatsoever  under  the  bill,  or  with  very 
little  benefit. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  those  of  us  who  support  the  bill, 
and  certainly  those  of  us  who  took  the 
position  of  the.  two  Presidents  who 
recommended  it,  do  not  believe  that  the 
bill  would  have  an  inflationary  effect. 
Therefore  we  do  not  believe  that  the  re¬ 
sult  to  which  the  Senator  has  referred 
will  come  about.  j\. 

If  an  individual  is  paying  taxes,  many 
provisions  in  the  bill  would  help  him. 
Many  people  would  pay  no  taxes.  Sup¬ 
pose  a  person  is  earning  $900  a  year  and 
we  cut  his  taxes  $46.  That  is  all  he  has 
been  paying  on  his  income  of  $900. 
Would  that  not  mean  much  to  the  man 
who  is  making  the  $900?  If  he  is  get¬ 
ting  by  on  $80  a  month  and  we  give  him 
a  $46  tax  cut,  he  would  be  tickled  pink 
with  it. 

I  should  like  to  do  more  for  him.  But 
the  bill  is  not  the  whole  war  on  poverty. 
It  is  but  one  aspect  of  it.  What  we  hope 
to  do  for  that  taxpayer  more  than  any¬ 
thing  else  is  to  get  him  out  of  the  $900 
.a  year  income  bracket  and  get  him  into 
the  $3,000  a  year  income  bracket  by 
creating  more  jobs.  That  is  how  we 
hope  to  make  the  war  on  poverty  ef¬ 
fective  for  him. 

Mr.  MORTON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield  to 
the  Senator  from  Kentucky. 

Mr.  MORTON.  Would  it  be  in  order 
to  suggest  a  unanimous-consent  request 
that  the  Senate  vote  on  the  committee 
amendment  relating  to  the  capital  gains 
section  of  the  bill  at  1  o’clock? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  if  no  other  Senators  desire  to  dis¬ 
cuss  the  amendment,  I  am  ready  to  vote 
now. 

Mr.  MORTON.  I  should  like  to  make 
a  brief  statement. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
vote  on  the  committee  amendment  com¬ 
mence  at  12:45  p.m.  If  Senators  desire, 
there  can  be  a  quorum  call  between  now 
and  12:45. 


The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MORTON.  Mr.  President,  with¬ 
out  going  into  the  merits  or  demerits 
of  the  overall  bill,  which  the  debate  has 
been  encompassing  in  the  past  half  hour 
or  so,  I  should  like  to  address  myself 
briefly  to  the  particular  amendment  that 
is  before  the  Senate.  My  statement  is 
in  the  nature  of  opposing  the  commit¬ 
tee  amendment  which  would  strike  the 
so-called  capital  gains  section  from  the 
House  bill.  The  amendment  came  be¬ 
fore  the  committee.  At  that  time  a  de¬ 
bate  developed  in  the  committee  as  to 
certain  features  of  the  capital  gains  tax 
which  deal  particularly  with  purebred 
livestock  and  certain  other  agricultural 
provisions  in  the  bill.  I  happen  to  favor 
the  present  law  in  connection  with  the 
application  of  capital  gains  to  our  agri¬ 
cultural  economy,  in  the  case  of  pure¬ 
bred  livestock  and  otherwise.  I  was 
afraid  that  amendments  might  be  of¬ 
fered  and  adopted  which  would  impair 
the  present  law  as  it  applies  to  purebred 
livestock.  I  therefore  voted  in  the  com¬ 
mittee  to  strike  the  section,  knowing 
that  those  who  wanted  to  amend  it  then 
would  have  nothing  to  amend.  Now  that 
the  bill  has  reached  the  floor  of  the  Sen¬ 
ate,  I  am  sure  there  is  sufficient  repre¬ 
sentation  from  States  that  are  affected 
by  the  present  provisions  as  they  pertain 
to  the  agricultural  economy  to  sustain 
the  present  law.  I  did  not  mean  to  imply 
by  my  vote  that  I  thought  there  was 
anything  wrong  with  the  House  lan¬ 
guage  insofar  as  the  new  rates  would 
apply  to  capital  gains  in  connection  with 
stocks,  real  estate,  and  so  forth. 

The  Treasury  itself  has  said  that  it 
will  get  more  money — at  least  for  the 
first  couple  of  years — under  the  House 
language  than  under  the  Senate  lan¬ 
guage.  I  am  inclined  to  think  that  that 
situation  would  prevail  for  many  years. 
I  believe  that  one  thing  that  we  are  up 
against  now  is  that  too  many  funds  are 
locked  in.  If  we  were  to  unlock  those 
funds  by  enabling  people  to  sell  a  piece 
of  real  estate  and  develop  another  one 
and  to  sell  out  one  company  and  build 
up  another  one,  we  would  provide  more 
employment  and  do  more  to  stimulate 
the  economy  than  would  be  the  case 
under  existing  law.  Adoption  of  the 
committee  amendment  would  continue 
existing  law.  / 

For  that  reason  I  expect  to  vote  “nay” 
on  the  committee  amendment.  This 
would  have  the  effect  of  maintaining  and 
supporting  the  House  language  in  regard 
to  capital  gains. 
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As  I  understand  the  philosophy  behind 
this  measure,  it  is  to  stimulate  the  econ¬ 
omy;  and  we  need  investment  in  order  to 
stimulate  the  economy.  I  believe  the 
purpose  of  the  bill  would  be  better  served 
by  adopting  the  House  language  in  this 
regard. 

I  am  not  optimistic  about  the  number 
of  jobs  that  the  tax  bill,  when  enacted 
into  law,  will  create.  I  am  not  too 
optimistic  about  how  much  it,  in  itself, 
will  stimulate  an  economy  that  is  already 
operating  at  a  high  rate.  But  some  of 
these  tax  rates  are  not  justified,  and  I 
think  a  tax  cut  proposal  has  had,  and 
will  continue  to  have,  a  disciplinary 
effect  on  spending. 

Already  we  have  seen  some  evidence  of 
it.  Congress  cut,  by  $6  billion-plus,  the 
request  for  the  obligational  authority  in 
the  current  fiscal  year.  I  believe  one  rea¬ 
son  Congress  did  it  was  that  the  tax  cut 
bill  was  so  much  in  the  forefront,  and 
because  we  have  been  hearing  from  our 
constituents,  “Let  us  have  a  tax  cut,  but 
let  us  exercise  some  discipline  in  spend¬ 
ing.” 

The  budget  recently  submitted  for  the 
coming  fiscal  year  may  have  been  af¬ 
fected  and  influenced  by  the  knowledge 
that  the  tax  bill  was  before  the  Senate 
for  consideration. 

Finally,  and  specifically  about  this  sec¬ 
tion,  the  Treasury  will  certainly  get  more 
money  in  the  next  2  or  3  years  if 
the  House  language  is  retained,  and  I 
am  not  so  sure  it  will  not  get  more  money 
for  all  time,  for  there  will  be  a  release 
of  money  that  has  been  “locked  in.” 
Today,  for  a  man  to  sell  property  in 
which  he  has  a  profit  and  get  another 
piece  of 'property,  he  has  to  be  25  per¬ 
cent  smarter  than  the  market.  It  is,  of 
course,  a  great  restraint  on  development 
of  capital  and  assets  which  lead  to  job 
opportunities. 

[P.  1684 ] 

So  I  trust  the  Senate  will  support  the 
House  language  in  this  respect. 

Mr.  JAVITS.  Mr.  President,  after  the 
vote  is  taken,  I  hope  to  address  myself 
to  the  general  policies  of  the  bill  and 
what  it  will  and  will  not  do  economi¬ 
cally — a  matter  to  which  I  have  given 
great  consideration.  I  should  like  to 
take  a  moment  on  this  amendment. 

I  shall  vote  “yea”  on  the  committee 
amendment,  because  we  are  at  the  cross¬ 
roads  with  respect  to  the  tax  bill.  I 
agree  with  much  of  what  my  friend  the 
Senator  from  Kentucky  has  said.  As  we 
look  at  the  area  of  experience,  reducing 
the  capital  gains  rate  might  conceivably 
result  in  loosening  up  a  great  many  sales 


which  have  not  been  made,  and  stimu¬ 
late  the  loosening  of  profits  which  are 
now  unrealized,  and  perhaps  there  would 
be  a  greater  tax  net.  It  is  significant 
that  in  the  United  Kingdom  there  is  no 
capital  gains  tax. 

For  those  reasons,  I  think  we  are  at 
the  crossroads  on  the  bill,  when  we  are 
to  take  one  road  or  the  other.  Either 
we  are  going  to  provide  for  revenue  loss 
and  speculate  that  people  will  pay  back 
far  more  than  what  it  costs  us  in  revenue, 
in  the  development  of  the  economy;  or 
we  must  use  the  bill  as  the  tool  with 
which  to  change  the  tax  law  in  ways 
which  are  socially  and  economically 
more  desirable. 

I  am  sure  we  shall  not  change  the  rate 
structure  and  that  the  tax  loss  of 
roughly  $11 V2  billion  will  stand.  I  find 
If  very  difficult  to  vote  for  further  ero¬ 
sions  of  revenue.  There  may  be  items 
hidden  here  and  there  which  represent 
serious  problems  of  a  rather  individual 
nature  which  ought  to  receive  considera¬ 
tion  in  connection  with  a  tax  bill.  I 
shall  make  such  a  proposal  in  trying  to 
do  away  with  the  10  percent  tax  on 
theater  tickets,  for  reasons  different  than 
the  question  of  revenue,  which  amounts 
to  only  $5  million. 

There  is  some  desire  to  take  off  the 
tax  on  handbags,  which  is  the  only  item 
of  women’s  apparel  on  which  an  excise 
tax  is  imposed.  It  is  a  tax  on  an  item  of 
necessity.  I  shall  vote  affirmatively  on 
some  of  these  matters.  But  when  we 
reach  the  question  of  big  reductions  in 
revenues,  we  must  take  our  choice  be¬ 
tween  the  plan  as  it  has  been  laid  out, 
and  whittling  away  further,  in  a  major 
way,  very  large  amounts  of  revenues 
which  under  this  bill  will  be  invested  in 
terms  of  economic  recovery.  rC:V..  /  J 

Therefore,  while  I  feel  it  desirable.'  to 
reform  the  capital  gains  provision,  if  we 
did  it  now  we  would  be  running  a  risk 
that  was  unjustified  unless  at  the  same 
time  we  felt  free  to  revise  the  rate  re¬ 
ductions  which  are  made  for  individuals 
and  corporations  in  the  bill.  I  do  not 
want  to  do  that.  I  want  to  support  the 
bill  as  an  economically  constructive 
move  forward. 

It  is  for  that  reason  that  I  shall  vote 
for  the  amendment,  rather  than  for  the 
reason  that  I  am  satisfied  with  the  capi¬ 
tal  gains  provision.  I  am  dissatisfied 
with  it.  I  think  it  is  exactly  t^he  kind 
of  thing  that  should  be  reformed.  But 
then  we  would  start  further  major  ero¬ 
sions  of  revenues,  rather  than  provide  re¬ 
lief;  and  there  is  not  room  for  scaling 
down  further  the  revenues  as  provided 
by  the  bill. 
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Mr.  SMATHERS.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
order  for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

-  The  hour  of  12:45  p.m.  having  arrived, 
the  question  is  on  agreeing  to  the  com¬ 
mittee  amendment  on  page  233,  after 
line  10.  On  this  question,  the  yeas  and 
nays  have  been  ordered. 

Mr.  MORTON.  Mr.  President,  a 
parliamentary  inquiry. _ 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  MORTON.  As  I  understand,  a 
“nay”  vote  is  a  vote  to  retain  the  House 
language;  a  “yea”  vote  is  to  retain  the 
present  law.  Is  that  correct? 

The  PRESIDING  OFFICER.  A  “nay” 
vote  is  a  vote  to  retain  the  House  lan¬ 
guage;  a  “yea”  vote  will  strike  the 
House  language. 

Mr.  SMATHERS.  And  adopt  the 
Finance  Committee  view? 

The  PRESIDING  OFFICER.  And 
adopt  the  Finance  Committee’s  amend¬ 
ment. 

The  yeas  and  nays  having  been 
ordered,  the  clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Alaska  [Mr.  Bartlett], 
the  Senator  from  North  Dakota 
[Mr.  Burdick],  the  Senator  from  West 
Virginia  [Mr.  Byrd],  the  Senator  from 
Nevada  [Mr.  Cannon],  the  Senator  from 
Pennsylvania  [Mr.  Clark]  ,  the  Senator 
from  Connecticut  [Mr.  Dodd],  the  Sen¬ 
ator  from  Arizona  [Mr.  Hayden],  the 
Senator  from  Massachusetts  [Mr.  Ken¬ 
nedy],  the  Senator  from  Wyoming  [Mr. 
McGee],  the  Senator  from  Michigan 
[Mr.  McNamara],  the  Senator  from 
Maine  [Mr.  Muskie],  the  Senator  from 
Oregon  [Mrs.  Neuberger],  the  Senator 
from  Rhode  Island  [Mr.  Pastore],  the 
Senator  from  Texas  [Mr.  Yarborough], 
and  the  Senator  from  Ohio  [Mr.  Young] 
are  absent  on  official  business.  /  . 

I  further  announce  that  the  Senator 
from  California  [Mr.  Engle]  is  absent 
because  of  illness. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Alaska  [Mr. 
Bartlett],  the  Senator  from  North  Da¬ 
kota  [Mr.  Burdick],  the  Senator  from 
West  Virginia  [Mr.  Byrd],  the  Senator 
from  Nevada  [Mr.  Cannon],  the  Senator 
from  Pennsylvania  [Mr.  Clark],  the 
Senator  from  Connecticut  [Mr.  Dodd], 
the  Senator  from  California  [Mr.  Engle]  , 


the  Senator  from  Arizona  [Mr.  Hayden], 
the  Senator  from  Massachusetts  [Mr. 
Kennedy],  the  Senator  from  Wyoming 
[Mr.  McGee],  the  Senator  from  Michi¬ 
gan  [Mr.  McNamara],  the  Senator  from 
Oregon  [Mrs.  Neuberger],  and  the  Sen- 
tor  from  Rhode  Island  [Mr.  Pastore] 
would  each  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  New  Hampshire  [Mr.  Cot¬ 
ton],  the  Senator  from  Illinois  [Mr. 

Dirksen]  and  the  Senator  from  Arizona 
[Mr.  Goldwater]  are  necessarily  absent. 

If  present  and  voting,  the  Senator  from 
Illinois  [Mr.  Dirksen]  and  the  Senator 
from  Arizona  [Mr.  Goldwater]  would 
each  vote  “nay.” 

The  result  was  announced — yeas  56, 
nays  25,  as  follows: 

[No.  12  Leg.] 


YEAS— 56 


Aiken 

Hill 

Monroney 

Anderson 

Holland 

Morse 

Bayh 

Humphrey 

Mose 

Beall 

Inouye 

Nelson 

Bible 

Javits 

Prouty 

Brewster 

Johnston 

Proxmire 

Case 

Jordan,  N.C. 

Randolph 

Church 

Keating 

Ribicoff 

Cooper 

Kuchel 

Russell 

Douglas 

Lausche 

Smathers 

Edmondson 

Long,  Mo. 

Smith 

Ellender 

Long,  La. 

.Sparkman 

Ervin 

Mansfield 

Stennis 

Fong 

McCarthy 

Symington 

Fulbright 

McClellan 

Talmadge 

Gore 

McGovern 

Thurmond 

Gruening 

McIntyre 

Walters 

Hart 

Metcalf 

Williams,  N.J. 

Hartke 

Miller 

/ 

NAYS— 25 

Allott 

Hruska 

Robertson 

Bennett 

Jackson 

Saltonstall 

Boggs 

Jordan,  Idaho 

Scott 

Byrd,  Va. 

Magnuson 

Simpson 

Carlson 

Mechem 

Tower 

Curtis 

Morton 

Williams,  Del. 

Dominick 

Mundt 

Young,  N.  Dak 

Eastland 

Pearson 

Hickenlooper 

Pell 

NOT  VOTING— 

-19 

Bartlett 

Dodd 

Muskie 

Burdick 

Engle 

Neuberger 

Byrd,  W.  Va. 

Goldwater 

Pastore  \ ' 

Cannon 

Hayden 

Yarborough 

Clark 

Kennedy 

Young,  Ohio 

Cotton 

McGee 

Dirksen 

McNamara 

So  the  committee  amendment,  to 
strike  out  the  language  beginning  on 
page  233,  after  line  10,  down  to  and  in¬ 
cluding  line  24  on  page  271,  was  agreed 
to. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 

Mr.  GORE.  Mr.  President,  I  offer 
the  amendment  which  I  send  to  the 
d6sk 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Ten¬ 
nessee  will  be  stated. 

The  Legislative  Clerk.  On  page  40, 
in  line  19.  after  the  words  “cost  of,”  it  is 
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proposed  to  strike  out  “$70,000”  and  to 
insert  in  lieu  thereof  “$30,000.” 

Mr.  GORE.  Mr.  President,  on  the 
question  of  agreeing  to  this  amendment, 
I  ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  GORE.  Mr.  President,  .if  Sen¬ 
ators  will  give  me  their  attention,  I 
promise  not  to  use  more  than  10  minutes 
on  this  amendment. 

A  new  form  of  compensation  is  recog¬ 
nized  by  a  provision  now  in  the  bill. 
It  is  compensation  for  corporate  em¬ 
ployees,  in  the  form  of  tax-free  group 
term  life  insurance.  Under  present  law, 
there  is  no  limit  to  the  size  of  a  policy 
of  which  a  corporate  employee  or  official 
may  be  the  beneficiary,  and  the  premium 
is  not  included  in  the  employee’s  taxable 
compensation.  But  the  cost  is  deducti¬ 
ble  for  the  corporation. 

I  repeat  that  under  present  law  there 
is  no  limit.  The  Treasury  recommended 
that  a  limit  be  placed  at  $5,000.  The 
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House  version  of  the  bill  provided  for  a 
limit  of  six  times  that  amount,  or  $30,- 
000.  The  Senate  Finance  Committee 
voted  to  increase  the  $30,000  figure  to 
$70,000.  My  amendment  would  strike 
out  the  $70,000,  and  would  return  it  to 
the  House  figure.  I  think  the  Treasury’s 
recommendation  of  $5,000  is  preferable; 
but  as  between  $30,000  and  $70,000,  it 
seems  to  me  the  $30,000  limit  is  prefer¬ 
able. 

The  Secretary  of  the  Treasury  testified 
on  this  subject,  and  if  other  Senators 
would  like  to  refer  to  his  testimony  in 
this  regard,  they  will  find  it  in  part  I 
of  the  hearings,  on  pages  306  and  307. 
What  is  the  situation  now?  First,  I 
repeat  that  there  is  now  no  limit  what¬ 
ever;  but  the  Secretary  of  the  Treasury 
told  us  of  instances  in  which  corporate 
officials  were  the  beneficiaries  of  insur¬ 
ance  policies  running  as  high  as  $900,000, 
payable  to  their  estates.  They  pay  no 
income  taxes  on  the  compensation  repre¬ 
sented  by  the  premium  paid  for  them, 
but  the  premiums  are  deductible  by  the 
corporation. 

Secretary  Dillon  told  us  of  one  com¬ 
pany  which  paid  premiums  on  a  policy 
for  four  company  executives,  with  cov¬ 
erage  running  from  $300,000  to  $400,000 
for  each.  Mr.  President,  so  long  as  we 
tax  the  wages  of  every  man  who  has  a 
meager  income  and  take  that  tax  out  of 
his  paycheck,  I  do  not  know  how  in  good 
conscience  we  can  permit  tax-free  in¬ 
surance  of  $70,000  to  be  made  available 
to  corporation  executives. 

I  wish  to  read  a  part  of  a  letter  into  the 
Record;  and  I  shall  ask  unanimous  con¬ 
sent  that  the  entire  letter  be  printed  in 


the  Record.  I  have  just  received  the 
letter  from  Mr.  Carlyle  M.  Dunaway,  gen¬ 
eral  counsel  of  the  National  Association 
of  Life  Underwriters.  He  endorses  the 
position  I  take,  and  says  a  failure  to  take 
such  action  would  be  unfair  to  other 
forms  of  insurance. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Rec¬ 
ord,  as  follows: 

The  National  Association  of 
Life  Underwriters. 

Washington,  D.C.,  January  31, 1964. 
Hon.  Albert  Gore, 

Senate  Office  Building, 

Washington,  D.C. 

Re:  Section  203,  H.R.  8363. 

Dear  Senator  Gore:  At  the  direction  of 
my  association’s  board  of  trustees,  I  am  writ¬ 
ing  this  letter  to  you  relative  to  the  actions 
taken  by  the  Sena/te  Finance  Committee, 
and  by  you  in  particular,  on  section  203  of 
tax  bill  H.R.  8363.  This  is  the  section  that 
would  require  employees  to  include  in  gross 
income  the  cost  of  a  portion  of  any  group 
term  life  insurance  coverage  paid  for  by  their 
employers. 

When  the  Senate  Finance  Committee  ini¬ 
tially  voted  to  delete  section  203  from  the  tax 
bill,  we  were  both  amazed  and  disappointed. 
We  therefore  were  extremely  gratified  when 
the  committee  subsequently  reversed  its  ear¬ 
lier  action  by  adopting  your  motion  to  restore 
section  203  in  the  bill.  You  may  be  inter¬ 
ested  to  know  that  at  its  meeting  here  last 
week,  our  board  of  trustees  unanimously 
voted  that  you  be  commended  for  this  sound 
and  forthright  action  on  your  part. 

We  note  that  on  page  46  of  its  report  ac¬ 
companying  H.R.  8363,  the  Senate  Finance 
Committee  expresses  agreement  with  the 
House  Ways  and  Means  Committee  that  the 
present  “tax-free  status  for  employer-fi¬ 
nanced  group  term  life  insurance  is  incon¬ 
sistent  with  the  tax  treatment  of  other 
types  of  life  Insurance  protection  furnished 
employees  by  their  employers."  To  illustrate 
the  existence  of  the  inconsistency  referred 
to,  I  can  cite  the  situation  that  prevails  in 
the  case  of  the  employees  of  my  own  associa¬ 
tion. 

For  example,  we  have  a  pension  plan  for 
our  headquarters  employees  which  is  funded 
in  part  by  individual  ordinary  life  insurance 
contracts  purchased  and  owned  by  the 
trustee  of  the  plan  on  the  lives  of  the  par¬ 
ticipating  employees.  The  plan  is  financed 
entirely  by  the  association,  as  the  employer. 
Under  long-standing  law,  every  participating 
employee  is  required  to  include  in  gross  in¬ 
come  each  year  that  portion  of  the  insur¬ 
ance  premium  that  is  attributable  to  the 
term  cost  of  the  pure  insurance  protection 
provided  by  the  contract  or  contracts  on  his 
.life — i.e.,  the  difference  between  the  face 
amount  of  the  contract  or  contracts  and  the 
accumulated  cash  value  thereof. 

Our  pension  plan  also  requires  that  em¬ 
ployees  must,  among  other  things,  be  in  the 
association’s  employ  for  6  years  before  be¬ 
coming  eligible  to  participate  in  the  plan. 
Pending  the  completion  of  this  6-year  wait¬ 
ing  period  by  certain  employees,  the  plan 
trustee  purchases  and  owns  on  the  life  of 
each  such  employee  an  individual  5-year 
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convertible  term  insurance  contract  in  a 
face  amount  equal  to  the  face  amount  of 
the  ordinary  life  insurance  contract  which 
would  be  required  if  the  employee  were  then 
eligible  to  be  a  participant  in  the  pension 
plan.  Every  covered  employee  must,  in  turn, 
include  the  entire  premium  for  this  term 
insurance  in  his  gross  income  each  year. 

In  summary,  the  above  examples  (which 
are  quite  commonplace)  clearly  demonstrate 
that  the  tax-free  status  of  employer-financed 
group  term  life  insurance  is  indeed  com¬ 
pletely  inconsistent  with  the  tax  treatment/ 
of  other  types  of  life  insurance  protection 
furnished  by  employers  to  their  employees. 
The  examples  also  demonstrate  that,  as  con¬ 
cluded  by  both  the  House  Ways  and  Means 
Committee  and  the  Senate  Finance  Com¬ 
mittee,  continuation  of  the  complete  ex¬ 
clusion  of  the  cost  of  employer-financed 
group  term  life  insurance  from  the  income 
of  covered  employees  is  inequitable. 

In  connection  with  this  last  point,  you 
will  recall  that  the  Treasury  Department 
originally  recommended  to  the  Ways  and 
Means  Committee  last  year  that  the  cost  of 
all  employer-financed  group  term  life  insur¬ 
ance  in  excess  of  $5,000  be  includible  by  a 
covered  employee  in  gross  income.  During 
the  hearings  held  by  the  Ways  and  Means 
Committee  on  the  tax  bill,  my  association 
objected  to  the  proposed  $5,000  limit  as  be¬ 
ing  unreasonably  low  and  recommended  that 
it  be  increased  to  $40,000.  We  recommend¬ 
ed  the  $40,000  figure  largely  because  this 
figure  has  long  been  recognized  in  a  number 
of  State  laws  as  being  an  acceptable  maxi¬ 
mum  limit  for  employee  group  term  life 
insurance,  at  least  from  the  standpoint  of 
sound  underwriting. 

As  you  know,  the  Ways  and  Means  Com¬ 
mittee  ultimately  wrote  a  $30,000  limit  into 
section  203,  and  this  was  approved  by  the 
House  of  Representatives.  Then,  in  acting 
on  your  motion  to  restore  section  203  in  the 
tax  bill,  the  Senate  Finance  Committee  first 
increased  the  dollar  limit  to  $50,000  and, 
finally,  to  $70,000.  In  our  opinion,  even « a 
$50,000  limit  would  seem  to  be  unduly  lib¬ 
eral,  and  a  $70,000  limit  very  definitely  ex¬ 
cessive.  We  trust  that  when  H.R.  8363  goes 
to  conference,  the  limit  will  be  fixed  at  the 
$40,000  figure  that  we  originally  recom¬ 
mended. 

Apropos  of  the  foregoing,  insurance  indus¬ 
try  statistics  set  forth  in  the  table  below 
clearly  indicate  that  enactment  of  section 
203  would  result  in  the  discontinuance  of  the 
complete  tax-free  status  of  group  term  life 


Amount  of  insurance 

Percentage  of 
employees 
insured  for 
more  than 
this  amount 

Number  of 
employees 
insured  for 
more  than 
this  amount 

$30,000 _ 

0.9 

.3 

.15 

.08 

.06 

300, 000 
110,000 
55,000 
30,000 
20, 000 

$40,000 _ 

$50,000 _ 

$60,000 _ 

$70,000.  __ . . 

insurance  for  only  a  relatively  insignificant 
number  of  the  estimated  38  million  or  so 
employees  who  have  such  insurance,  even  if 


(1)  the  limit  were  set  at  $30,000  and  (2)  it 
could  be  assumed  that  all  plans  providing 
coverage  in  excess  of  this  amount  are  en¬ 
tirely  employer-financed. 

Sincerely  yours, 

Carlyle  M.  Dunaway, 

General  Counsel. 

Mr.  GORE.  Mr.  President,  I  repeat 
my  previous  statement:  By  means  of 
this  bill,  we  shall  be  recognizing  a  new 
form  of  compensation  of  both  employees, 
and  officers  of  corporations. 

My  amendment  would  permit  either 
all  employees  or  one  employee  of  a 
corporation  to  receive,  tax  free,  a  group 
term  insurance  policy  in  an  amount  up 
to  $30,000.  The  House  of  Represent¬ 
atives  thought  that  was  sufficient.  I  be¬ 
lieve  it  is  more  than  sufficient.  It  seems 
to  me  that  $5,000 — as  the  Treasury  rec¬ 
ommended — would  be  better;  but  $70,- 
000  seems  to  me  to  be  unconscionable. 

So,  Mr.  President,  without  further  de¬ 
bate — for  this  is  a  very  simple  issue— 
I  yield  the  floor. 

Mr.  BENNETT.  Mr.  President,  as 
one  of  the  members  of  the  committee 
who  voted  for  the  $70,000  limit,  rather 
than  the  $30,000,  I  wish  to  comment  on 
this  particular  feature  of  the  bill. 

In  the  beginning,  the  Treasury  recom¬ 
mended  a  limit  of  $5,000,  to  be  calculated 
in  every  case  on  the  wages  of  the  em¬ 
ployee  to  whom  it  was  to  be  applied. 
But  the  Treasury  officials  have  admitted 
that  the  cost  of  calculating  how  much 
each  employee  would  be  allowed  at  the 
$5,000  limit  would  be  so  great  that  the 
$5,000  limit  would  be  completely  un¬ 
realistic;  and  I  believe  that  by  now  they 
have  changed  their  support  for  their 
original  position. 

It  is  true  that  under  present  law,, 
group  term  life  insurance,  with  no  limit, 
can  be  provided  by  the  employer.  The 
committee  decided  that  that  should  be 
changed — although  at  one  point  in  its 
deliberations,  the  committee  voted  to 
reject  the  language  which  had  been 
voted  of  the  House  of  Representatives, 
and  to  permit  the  present  law  to  con¬ 
tinue  to  apply. 

So  now  we  are  dealing  with  a  “num¬ 
bers  game.”  The  House  of  Represent¬ 
atives  has  voted  for  a  $30,000  limit. 
The  Senate  Finance  'Committee  has 
voted  for  a  $70,000  limit.  If  the  lan¬ 
guage  voted  by  the  Senate  committee  is 
voted  by  the  Senate,  this  issue  will  be 
decided  in  conference. 

Suppose  an  employee  dies,  leaving  his 
widow  only  the  group  term  life  in¬ 
surance  policy  that  the  company  has 
provided. 

If  the  widow  were  65  and  if  she  bought 
an  annuity  worth  $30,000,  the  maximum 
amount  she  would  receive  from  the 


2886 


IP.  1686 ] 

policy  would  be  less  than  $150  a  month. 
The  $70,000  limit  would  provide  her  with 
approximately  $300  a  month,  if  that  were 
the  basis  of  her  income.  I  believe  thax 
if  we  leave  the  $70,000  figure  in  the  bill, 
we  can  go  to  conference  and  probably 
come  out  with  around  $50,000,  which 
would  provide  approximately  $300  a 
month  to  a  widow,  if  that  were  her  only 
source  of  income.  Since  the  present 
abuse,  which  rests  entirely  on  the  limit, 
has  been  corrected  by  both  committees, 
I  hope  the  Senate  will  approve  the  deci¬ 
sion  of  the  Senate  Finance  Committee 
and  leave  it  something  to  debate  on  with 
the  House  in  conference,  with  the  gen¬ 
eral  feeling  that  we  hope  to  come  out 
with  somewhere  between  $40,000  and 
$50,000.  If  we  acept  the  House  lan¬ 
guage,  there  will  be  no  oportunity  to  re¬ 
view  the  question  in  conference. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  from  Utah  yield? 

Mr.  BENNETT.  I  yield. 

Mr.  RIBICOFF.  Is  it  riot  true  that 
the  various  States  have  different  limits 
of  how  much  we  can  write  the  insurance 
for?  In  other  words,  States  have  dif¬ 
ferent  figures,  and  this  has  become  a  con¬ 
fusing  situation. 

Mr.  BENNETT.  It  is  true  in  some 
States.  As  I  remember,  22  or  23  States 
have  a  limit  of  $30,000.  Perhaps  that  is 
why  the  House  used  that  figure.  But  the 
rest  of  the  States  have  a  limit  higher 
than  that,  or  no  limit  at  all. 

Mr.  RIBICOFF.  Is  it  not  further  true 
that  what  we  have  is  not  the  question  of 
whether  an  individual  has  a  $70,000  in¬ 
come,  but  whether  his  employer  has  pro¬ 
vided  group  term  life  insurance  that 
covers  him  up  to  that  limit? 

Mr.  BENNETT.  We  have  an  oppor¬ 
tunity  for  an  employer  to  buy  group 
term  life  insurance  for  an  employee 
that — at  the  death  of  the  employee, 
provided  he  dies  while  still  covered — 
will  pay  $70,000  to  his  widow.  That  is 
not  a  $70,000  income.  That  is  a  flat  sum. 
When  translated  into  income,  as  I  sug¬ 
gested  a  minute  ago,  it  probably  will 
mean  a  $300  or  $400  a  month  income  for 
the  widow. 

Mr.  RIBICOFF.  Is  it  not  further  true 
that  as  we  analyze  many  of  these  plans, 
many  employers  have  pointed  out  that 
the  administrative  difficulties  would  be 
so  great  that  they  would  be  discouraged 
from  undertaking  these  broad-based 
plans?  I  believe  we  wish -to  encourage 
employers  to  take  out  group  term  life 
insurance  on  their  employees,  because 
many  employees  are  in  the  lower  and 
middle  income  brackets,  and  when  they 
die  the  only  asset  their  families  have 
would  be  the  group  insurance. 


Mr.  BENNETT.  The  Senator  is  cor¬ 
rect,  that  many  millions  of  employees 
in  the  United  States  have  no  private  life 
insurance  coverage,  or  insufficient  life 
insurance  coverage,  or  insufficient  cover¬ 
age,  and  if  the  employer  is  willing  to 
make  this  arrangement  for  his  employees 
I  believe  we  have  set  a  fair  limit  at 
$70,000. 

Mr.  LONG  of  Louisiana.  The  main 
concern  of  the  Treasury  Department  on 
this  question  is  not  the  revenue  aspect 
of  it;  instead  the  Treasury  does  not 
wish,  as  I  understand,  to  allow  group- 
term  life  insurance  to  become  a  major 
tax  avoidance  device.  That  being  the 
case,  the  Treasury  Department  wished  to 
place  a  limit  on  how  much  insurance 
could  be  taken  out  for  the  benefit  of 
corporate  executives  of  the  company  on 
other  group  life  insurance  plans  in 
which  individuals  contributed  to  them, 
but  paid  the  average  rate. 

The  $70,000  figure  is  an  appropriate 
figure  to  establish  some  limit  on  this  op¬ 
eration.  The  original  Senate  committee 
judgment  was  to  strike  the  matter  and 
let  it  go  to  conference  and  see  what 
agreement  we  could  reach  with  the 
House,  which  apparently  felt  more 
strongly  about  it  than  the  Senate.  But 
the  compromise  was  to  adopt  the  figure 
of  $70,000  to  assure  the  limit  of  an 
amount  of  group  life  insurance  on  exec¬ 
utives  who  could  benefit  from  it,  and 
leave  it  between  the  Senate  and  House 
in  conference  to  arrive  at  what  they 
might  feel  to  be  a  fair  figure,  which 
would  presumably  be  somewhere  between 
$70,000  and  $30,000  after  studying  the 
further  economic  aspects. 

Mr.  BENNETT.  >1  should  like  to  make 
one  additional  point.  If  we  had  struck 
this  provision  from  the  bill,  we  would 
have  lost  the  opportunity  to  make  tech¬ 
nical  changes  in  the  House  language 
which  the  Treasury  Department  had 
agreed  were  necessary.  Otherwise,  the 
Treasury  could  not  have  operated  under 
the  terms  of  the  bill. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Utah  yield? 

Mr.  BENNETT.  I  yield. 

Mr.  ANDERSON.  I  should  like  to 
supplement  what  the  Senator  from 
Utah  has  just  said.  Certain  technical 
changes  should  be  made.  The  Senate 
committee  did  not  strike  this  item  from 
the  bill.  Had  it  struck  the  item  from 
the  bill,  it  would  not  have  gone  to  con¬ 
ference  and  we  would  not  be  able  to  meet 
on  it  at  all.  We  need  this  language  in 
conference.  That  is*  why  this  language 
should  not  be  stricken  out. 

A  great  many  States  have  already 
dealt  with  this  problem.  For  example, 
the  States  of  Arizona,  Arkansas,  Illinois, 
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Indiana,  Iowa,  Kansas,  Louisiana,  Maine, 
Maryland,  Montana,  Nebraska,  Nevada, 
New  Jersey,  Ohio,  Oklahoma,  Pennsyl¬ 
vania,  South  Carolina,  Texas,  Vermont, 
Washington,  West  Virginia,  ajid  Wiscon¬ 
sin  already  have  dealt  with  this  prob¬ 
lem,  and  have  the  situation  under  con¬ 
trol.  'There  are  many  areas  where  it 
was  not  under  control,  and  the  Treasury 
Department  has  suggested  that  it  should 
be  placed  under  some  control.  The 
House  has  put  a  control  on  it,  as  the 
Senator  from  Utah  has  said,  and  the 
Senate  committee  had  decided,  as  the 
Senator  from  Louisiana  has  just  said,  to 
put  a  control  on  it  also. 

It  so  happens  that  I  voted  against  the 
$70,000  figure.  I  thought  $60,000  was 
enough.  But  I  pointed  out  that  if  this 
provision  goes  to  conference  we  might 
do  some  trading.  I  am  not  disturbed  by 
the  $70,000  figure.  We  should  keep  the 
figure  in  the  bill.  We  should  make  sure 
a  reasonable  conclusion  comes  from  it. 

States  like  Colorado,  Connecticut, 
Florida,  Iowa,  Kentucky,  New  Hamp¬ 
shire,  North  Carolina,  and  Tennessee 
have  a  somewhat  higher  figure  than  the 
first  group  of  States  which  I  read.  The 
problem  the  Finance  Commitee  faces  is. 
What  is  a  reasonable  figure?  We  must 
base  that  decision  on  discussion  with  the 
House.  I  believe  that  question  will  arise. 
It  does  not  concern  many  States.  It  does 
not  concern  the  State  I  represent,  or 
North  Dakota,  Hawaii,  and  States  of  that 
nature  because  they  have  no  limit  on  it. 
Theoretically,  anyone  could  have  a  mil¬ 
lion- dollar  policy  in  my  State,  but  there 
is  no  demand  for  it.  We  do  not  have 
the  type  of  executive  that  could  com¬ 
mand  that  figure.  The  average  policy  is 
based  on  $10,000  or  $15,000,  but  there 
are  $20,000  plans,  and  they  go  as  high  as 
$25,000.  This  amount  is  reduced  after 
the  age  of  65.  In  my  own  case,  because 
of  the  business  I  was  in,  I  had  a  $25,000 
coverage  until  I  became  65.  Now  it  is 
under  $10,000,  and  if  I  should  live  for  a 
few  more  years  it  would  disappear 
entirely. 

These  are  my  reactions  to  the  figures. 
They  should  remain  in.  This  was  based 
on  a  wise  decision.  We  should  not  strike 
the  entire  section,  but  it  should  go  to 
conference  with  a  reasonable  figure,  and 
I  hope  that  will  be  the  result. 

Mr.  JAVITS.  Mr.  President,  as  we  de¬ 
bate  the  bill,  certain  fundamental  prin¬ 
ciples  are  emerging.  The  amendment  of 
the  Senator  from  Tennessee  further 
illustrates  the  fact  that  if  we  wish  to 
cut  reductions  based  upon  a  rate  cut,  we 
run  into  a  situation  in  which  we  cannot 
have  it  both  ways. 

This  illustrates  another  principle 
which  is  important,  and  that  is  the  prin¬ 


ciple  of  management.  It  is  easy  to  as¬ 
sume  that  we  need  not  worry  about  any¬ 
one  earning  substantial  sums  of  money 
because  they  are  looking  after  themselves 
very  well,  but  in  the  entire  industrial 
complex  the  country  depends  as  much 
upon  management  as  it  does  upon  labor. 

I  yield  to  no  other  Senator  in  my  work 
over  the  years  in  fighting  for  and  pro¬ 
tecting  the  interests  of  labor,  even  when 
my  position  was  unpopular  with  some 
rather  rich  constituents  of  mine. 

Management  is  equally  important.  I 
have  in  mind  that  during  the  campaign 
of  1962  I  visited  a  great  many  industrial 
plants.  I  went  to  one  plant  outside 
Schenectady,  which  had  been  largely 
unionized  by  the  United  Steel  Workers 
Union,  which  was  supporting  me  in  the 
campaign  in  New  York.  This  was  a  large 
metal-working  plant  employing  some 
1,500  workers. 

I  went  around  with  the  president  of 
the  company.  It  was  extraordinary  to 
me  to  see  the  way  in  which  the  workers 
spoke  to  him.  They  treated  him  not 
with  deference  or  any  such  attitude  as 
patronizing,  but  with  the  feeling  that  he 
was  the  most  valuable  asset  in  the  plant 
walking  around.  They  did  not  wish  him 
to  get  hurt,  get  scratched,  catch  a  cold, 
or  anything  else. 

I  asked  the  union  delegates  about  that. 
I  said,  “What  is  this  all  about?” 

They  replied,  “This  plant  has  been  a 
losing  plant.  It  was  laying  off  workers 
every  week.  Everyone  in  Schenectady 
thought  that  it  would  shut  down  until 
this  fellow  came  along.  He  has  a  real 
formula  for  selling  the  stuff  and  making 
the  right  things.  This  plant  is  going 
great  guns.  We  are  working  overtime. 
We  think  it  is  great.  The  one  thing  in 
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the  world  we  want  to  see  is  that  man¬ 
agement  stay  in  authority  and  not  do 
anything  to  jeopardize  it.” 

That  situation  is  as  true  in  a  Commu¬ 
nist  society  as  in  a  capitalist  society. 
The  Communists  reward  their  manage¬ 
ment  in  a  sense  far  more  than  we  do, 
because  they  understand  the  quotient 
which  is  critically  important  in  manage¬ 
ment  in  any  enterprise. 

We  plan  to  cut  the  top -bracket  tax 
rate  from  91  to  70  percent.  That  is  still 
a  pretty  large  bite.  I  do  not  think  we 
could  do  any  better.  I  do  not  think  we 
should  do  any  better  under  present  cir¬ 
cumstances.  But  let  us  understand  that 
it  is  still  a  very  large  proportion  of  in¬ 
come.  Therefore,  we  should  not  rule  out 
the  need  for  other  inducements  which 
represent  incentives  to  management  in 
order  to  make  it  feel  that  it  really  has  a 
big  stake  in  the  success  of  an  enterprise. 
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That  goes  for  stock  options  of  a  reason¬ 
able  character.  It  goes  for  group  life 
insurance  of  a  reasonable  character.  I 
cannot  say  whether  $40,000,  $50,000,  $60,- 
000,  or  $70,000  is  the  correct  figure  but 
the  principle  is  right,  and  so  I  shall  stay 
with  the  committee  recommendation. 

One  final  point  about  the  principle 
which  underlies  from  the  present  amend¬ 
ment  and  will  underlie  other  amend¬ 
ments  which  will  be  directed  to  the  bill, 
is  exactly  what  we  will  or  will  not  ac¬ 
complish  if  we  pass  the  tax-cut  bill.  The 
most  difficult  problem  in  respect  to  the 
bill — and  I  support  the  bill — is  to  under¬ 
stand  clearly  what  it  will  and  what  it  will 
not  do. 

If  we  fail  to  define  this  precisely,  there 
is  grave  danger  that  we  will  be  under  de¬ 
lusions,  or  will  be  complacent  and  will 
fail  to  take  other  measures  which  can 
really  deal  with  the  dangerous  problems 
that  are  not  susceptible  of  solution  by 
the  tax  cut.  The  danger  is  of  an  eco¬ 
nomic  downturn  notwithstanding  a  tax 
cut,  if  we  do  not  take  these  other  meas¬ 
ures  in  time.  This  tax  cut  will  not 
guarantee  us  against  a  recession  or  even 
a  depression. 

The  tax  cut  will  stimulate  our  economy 
and  give  us  a  good  chance  to  stretch 
out  the  expansion  of  our  economy  beyond 
the  present  35  months — which  already 
is  the  longest  continuous  period  of  ex¬ 
pansion  in  the  last  hundred  years  exclud¬ 
ing  expansions  in  times  of  war.  It  will 
also  have  benefits  for  U.S.  sellers  in  com¬ 
petition  with  other  sellers  on  the  world 
market  and  for  bringing  about  a  greater 
modernization  of  the  U.S.  production 
machine,  which,  in  some  areas,  is  get¬ 
ting  dangerously  obsolescent. 

The  tax  cut  will  not  deal  effectively 
with  endemic  unemployment  that  has 
kept  our  percentage  of  unemployed 
around  the  6  percent  mark,  notwith¬ 
standing  the  extended  recovery  from  the 
1961  recession.  This  type  of  unemploy¬ 
ment  promises  to  continue.  This  unem¬ 
ployment  rate  aloije  can  cause  a  sharp 
economic  downturn,  even  with  the  tax 
cut,  if  it  continues  to  frustrate  us  for 
too  long. 

Nor  will  the  tax  cut  win  the  “war  on 
poverty”  declared  by  the  Johnson  admin¬ 
istration.  Indeed,  since  this  war  of  pov¬ 
erty  lumps  together  the  unemployed  and 
the  endemic  poor,  and  is  a  way  of  politi¬ 
cally  begging  the  question  of  the  inabil¬ 
ity  of  the  Kennedy  and  now  the  Johnson 
administration  to  make  a  material  dent 
in  endemic  unemployment,  it  could  con¬ 
fuse  the  issue  further  and  could  itself 
be  the  basis  for  a  marked  economic 
downturn.  It  is,  therefore,  essential  that 
we  keep  our  lines  of  governmental  ac¬ 
tion  clear  as  to  the  objectives  of  the  tax 


cut,  and  that  we  take  in  time  the  really 
meaningful  additional  measures  to  deal 
with  endemic  unemployment  and 
poverty. 

The  causes  of  poverty  are  many  and 
complex.  Merely  labeling  existing  edu¬ 
cation,  training,  and  health  programs 
put  into'  effect  by  President  Kennedy 
and  his  predecessors,  as  a  “war  on  pov¬ 
erty,”  and  adding  the  $250  million  newly 
budgeted  for  fiscal  year  1965  by  the 
Johnson  administration,  cannot  make  a 
real  dent  in  the  twin  problems  of  reduc¬ 
ing  the  substandard  living  conditions  of 
30  million  Americans  with  incomes  less 
than  $3,000. 

I  am  all  for  raising  the  living  stand¬ 
ards  for  our  people,  a  process  which  has 
been  going  on  in  this  country  for  decades 
tidth  considerable  success.  And  I  am 
all  for  a  concentrated  attack  on  continu¬ 
ing  poverty  by  our  affluent  society.  But 
we  must  not  let  both  the  unemployed 
and  the  poor  suffer  because  we  try  to 
“sweep  the  unemployed  under  the  wel¬ 
fare  rug”  or  pretend  that  it  is  Govern¬ 
ment  alone  which  can  eradicate  poverty. 
The  fact  is  that  as  the  American  econ¬ 
omy  expanded  over  the  years,  the  per¬ 
centage  of  Americans  in  the  low-income 
brackets  has  declined  steadily,  until  in 
1962,  only  20  percent  of  American  fam¬ 
ilies  had  less  than  $3,000  of  income  per 
year.  Fifteen  years  before  that,  for  ex¬ 
ample,  32  percent  of  American  families 
were  in  this  category. 

Much  of  this  success  should  be  attrib¬ 
uted  to  the  steadily  advancing  private 
economy  and  our  mass  production  and 
distribution  system.  I  fully  recognize 
that  government  has  a  major  responsi¬ 
bility  to  stimulate  the  economy  to  its 
maximum  potential  and  that  it  has  a 
great  role  in  welfare  and  training.  But 
it  is  the  private  sector  which  can  attack 
the  causes  of  unemployment  and  pov¬ 
erty  in  America  with  the  most  lasting 
effect. 

It  is  also  undeniable  that  there  is  need 
for  Federal  expenditures  to  build  roads 
ahd  hospitals,  to  aid  education,  and  to 
modernize  our  Defense  Establishment. 
But,  it  would  be  folly  to  maintain  that 
government  alone  must  or  can  carry  the 
burden  to  attack  the  root  causes  of  pov¬ 
erty.  The  most  effective  and  realistic 
approach  would  be  in  the  form  of  coop¬ 
erative  undertakings  between  private 
enterprise  and  government. 

This  concept  could  be  applied  in  the 
field  of  medical  care  for  our  elder  citi¬ 
zens,  as  a  joint  enterprise  of  govern¬ 
ment  and  private  insurance  companies, 
according  to  a  bill  which  a  number  of 
Senators  and  I  have  recently  introduced, 
and  the  same  principle  can  obtain  in 
other  areas. 
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In  the  area  of  labor-management  re¬ 
lations  there  is  much  room  for  coopera¬ 
tion  between  labor,  management  and 
government  to  resolve  differences  over 
wages,  the  impact  of  rapid  technologi¬ 
cal  change,  and  other  problems  which 
involve  the  public  interest.  The  Man¬ 
power  Development  and  Training  Act  of 
1962  contains  section  205(b) ,  an  amend¬ 
ment  which  I  proposed,  calling  for  the 
establishment  of  such  tripartite  groups 
on  a  local,  regional  and  industry  basis. 
Forty-seven  State  and  740  local  groups 
have  been  formed  across  the  country  un¬ 
der  this  provision  of  the  act.  This 
movement  needs  to  be  pressed,  since 
there  were  5,000  such  committees  in  the 
United  States  during  World  War  II. 

There  is  also  a  need  for  cooperation 
between  philanthropic  organizations  and 
foundations,  corporate  giving,  and  local. 
State,  and  Federal  governments  in  the 
area  of  social  welfare  at  the  local  level. 
There  is  a  great  need  in  this  area  for  a 
new  organizational  concept  to  focus  at 
the  very  heart  of  real  poverty  in  Amer¬ 
ica — the  family  and  its  immediate 
environment. 

I  could  cite  numerous  other  examples. 
The  point  I  wish  to  make  here  is  that  it 
would  be  cruel  to  create  the  belief  in  the 
minds  of  the  American  people  that  the 
proposal  offered  thus  far  by  the  Johnson 
administration  under  the  slogan  of  “War 
on  Poverty”  already  has  the  resources, 
the  programs,  or  even  the  conceptual  for¬ 
mula  to  lift  the  economic  burden  of  social 
and  economic  disadvantage  from  the 
shoulders  of  the  30  million  Americans  in 
our  lifetime. 

A  successful  effort  in  this  area  must 
come  from  a  partnership  between  the 
proven  ingenuity  of  American  enter¬ 
prise — management  and  labor — and  lo¬ 
cal,  State,  and  Federal  government.  To 
leave  this  “war  on  poverty”  largely  to 
the  Federal  Government  would  be  a 
mockery  of  the  American  people’s  con¬ 
fidence  in  the  ability  of  our  economic 
system  to  meet  the  challenges  of  our 
time. 

Nonetheless,  in  addition  to  a  tax  cut, 
the  Federal  Government  can,  and  must, 
take  measures  to  help  in  those  areas 
where  only  it  can  help. 

I  therefore  recommend,  as  we  debate 
the  tax  cut  bill,  the  following  measures: 

We  must  radically  increase  our  man¬ 
power  training  program  to  enable  at 
least  50  percent  of  our  trainable  unem¬ 
ployed,  or  roughly  450,000  individuals, 
to  learn  the  skills  which  can  make  them, 
once  again,  productive  members  of  so¬ 
ciety.  As  against  that  figure,  it  is  esti¬ 
mated  that  now  only  135,000  workers 
are  scheduled  for  retraining  in  fiscal 
year  1964.  That  is  only  15  percent  of 
the  number  actually  needed. 


We  must  establish  and  adopt  a  Fair 
Employment  Practices  Commission  to 
deal  with  discrimination  in  employment 
which  deprives  our  country  of  $15  bil¬ 
lion  a  year  in  productive  power.  That  is 
the  estimate  of  the  Council  of  Economic 
Advisers,  not  mine. 

We  must  accelerate,  extend,  and  ex¬ 
pand  Federal  assistance  to  vocational 
and  technical  education  programs. 

We  must  provide  still  further  ad¬ 
ditional  incentives  for  plant  moderni¬ 
zation. 

We  must  provide  a  tax  incentive  for 
exports. 
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We  must  bring  the  U.S.  private  enter¬ 
prise  system  effectively  into  foreign  aid. 
A  top  committee  to  do  this  is  called  for 
by  the  Foreign  Assistance  Act  of  1963 — 
an  amendment  of  mine  which  is  now  in 
the  law — but  has  not  yet  been  named. 

We  must  establish  a  commission  on 
automation  to  make  urgent  recommen¬ 
dations  in  this  critical  area  and  to  pro¬ 
vide  for  the  transition  of  workers  and 
businesses  to  automation.  That  pro¬ 
posal  is  now  pending  before  the  Com¬ 
mittee  on  Labor  and  Public  Welfare. 

We  must  modernize  the  antitrust 
laws — one  of  the  crying  needs  of  our 
country. 

We  must  enact  permanent  improved 
Federal  standards  of  unemployment 
compensation,  which  today  is  bedeviled 
by  varying  standards,  and  in  many  of 
the  States  is  completely  unfair  and  im¬ 
practical  to  the  unemployed. 

Finally,  as  already  suggested,  we  must 
accelerate  the  use  of  labor-management- 
public  committees  provided  under  sec¬ 
tion  205(b)  of  the  Manpower  Develop¬ 
ment  and  Training  Act  of  1962. 

This  is  a  program  really  opposite  to 
our  situation,  and  is  urgently  needed. 

My  purpose  in  speaking  today  is  mere¬ 
ly  to  make  clear  with  all  the  conviction 
of  which  I  am  capable  that  the  tax  cut 
alone  will  not  do  it,  desirable  as  it  is 
and  desirable  as  are  a  number  of  reforms 
which  are  made  in  the  bill,  for  example, 
relating  to  charitable  contributions  made 
by  individuals,  charitable  contributions 
made  by  corporations,  political  contri¬ 
butions,  which  is  an  excellent  provision, 
averaging  of  income  for  artists  and  writ¬ 
ers  and  others  whose  incomes  fluctuate 
widely,  some  help  to  small  business  in  the 
basic  tax  on  corporations,  and  problems 
involving  tax  liens  and  personal  hold¬ 
ing  companies. 

All  of  these  are  important  but  they 
do  not  deal  with  the  fundamental  prob¬ 
lems  of  meeting  the  vast  needs  of  a 
modem,  complex  economy  required  to 
cope  with  the  challenges  imposed  by  en- 
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demic  unemployment,  obsolescence,  dis¬ 
crimination,  the  expansion  of  our  foreign 
trade,  rapid  technological  change,  and 
the  poverty  of  one-fifth  of  our  people. 

As  we  complete  action  on  the  tax  bill, 
I  hope  we  shall  bear  these  principles  in 
mind.  Once  having  cut  the  rates,  we 
cannot  cut  everything  else. 

This  is  by  no  means  the  end  of  the 
road.  The  tax  bill  is  going  to  help,  but 
not  cure  the  situation.  If  we  really  want 
to  deal  with  the  fundamental  problems 
which  assail  our  economy  and  lead  us  to 
a  new  economic  plateau  in  which  we  do 
not  have  to'  fear  another  cyclical  reces¬ 
sion,  which  it  is  said  we  must  expect,  it 
is  necessary  to  adopt  many  of  the  meas¬ 
ures  which  are  now  being  considered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  in  order  that  Senators  may  know 
when  the  Senate  will  vote  on  the  amend¬ 
ment,*!  ask  unanimous  consent  that  the 
vote  on  the  Gore  amendment  come  at  no 
later  than  1:45  p.m.,  which  is  10  minutes 
from  now.  _ 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

What  is  the  will  of  the  Senate? 

The  question  is  on  agreeing  to  the 
amendment  of  the  Senator  from  Tennes¬ 
see  [Mr.  Gore].  The  yeas  and  nays  have 
been  ordered,  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Alaska  [Mr.  Bartlett], 
the  Senator  from  West  Virginia  [Mr. 
Byrd],  the  Senator  from  Nevada  [Mr. 
Cannon],  the  Senator  from  Connecticut 
[Mr.  Dodd],  the  Senator  from  Arizona 
[Mr.  Hayden],  the  Senator  from  Massa¬ 
chusetts  [Mr.  Kennedy],  the  Senator 
from  Michigan  [Mr.  McNamara]  the  Sen¬ 
ator  from  Maine  [Mr.  Muskie]  ,  the  Sen¬ 
ator  from  Oregon  [Mrs.  Neuberger],  the 
Senator  from  Rhode  Island  [Mr.  Pas- 
tore],  and  the  Senator  from  Texas  [Mr. 
Yarborough]  are  absent  on  official  busi¬ 
ness. 

I  also  announce  that  the  Senator  from 
California  [Mr.  Engle]  is  absent  because 
of  illness. 

On  this  vote,  the  Senator  from  Alaska 
[Mr.  Bartlett]  is  paired  with  the  Sena¬ 
tor  from  Nevada  [Mr.  Cannon]. 

If  present  and  voting,  the  Senator  from 
Alaska  would  vote  “yea,”  and  the  Sena¬ 
tor  from  Nevada  would  vote  “nay.” 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Connecticut 
[Mr.  Dodd],  the  Senator  from  California 
[Mr.  Engle],  the  Senator  from  Massa¬ 
chusetts  [Mr.  Kennedy],  the  Senator 
from  Michigan  [Mr.  McNamara],  the 
Senator  from  Oregon  [Mrs.  Neuberger], 
and  the  Senator  from  Rhode  Island  [Mr. 
Pastore]  would  each  vote  “nay.” 


Mr.  KUCHEL.  I  announce  that  the 
Senator  from  New  Hampshire  [Mr.  Cot¬ 
ton],  the  Senator  from  Illinois  [Mr. 
Dirksen],  and  the  Senator  from  Arizona 
[Mr.  Gold  water]  are  necessarily  absent. 

If  present  and  voting,  the  Senator  from 
Illinois  [Mr.  Dirksen]  and  the  Senator 
from  Arizona  [Mr.  Goldwater]  would 
each  vote  “nay.” 

The  result  was  announced — yeas  16, 
nays  69,  as  follows: 

[No.  13  Leg.] 

YEAS— 16 


Burdick 

Humphrey 

Mundt 

Church 

McCarthy 

Nelson 

Clark 

McGovern 

Proxmire 

Douglas 

Metcalf 

Young,  Ohio 

Gore 

Monroney 

Gruening 

Moss 

NAYS— 69 

Aiken 

Hickenlooper 

Morton 

Allott 

Hill 

Pearson 

Anderson 

Holland 

Pell 

Bayh 

Hruska 

Prouty 

Beall 

Inouye 

Randolph 

Bennett 

Jacksbn 

Ribicoff 

Bible 

Javits 

Robertson 

Boggs 

Johnston 

Russell 

Brewster , 

Jordan,  N.C. 

Saltonstall 

Byrd,  Va. 

Jordan,  Idaho 

Scott 

Carlson 

Keating 

Simpson 

Case 

Kuchel 

Smathers 

Cooper 

Bausche 

Smith 

Curtis 

Long,  Mo. 

Sparkman 

Dominick 

Long,  La. 

Stennis 

Eastland 

Magnuson 

Symington 

Edmondson 

Mansfield 

Talmadge 

Ellender 

McClellan 

Thurmond 

Ervin 

McGee 

Tower 

Fong 

McIntyre 

Walters 

Fulbright 

Mechem 

Williams,  N.J. 

Hart 

Miller 

Williams,  Del. 

Hartke 

Morse 

Young,  N.  Dak. 

NOT  VOTING— 

-15 

Bartlett 

Dodd 

McNamara 

Byrd,  W.  Va. 

Engle 

Muskie 

Cannon 

Goldwater 

Neuberger 

Cotton 

Hayden 

Pastore 

Dirksen 

Kennedy 

Yarborough 

So  Mr.  Gore’s  amendment  was  re¬ 
jected. 

Mr.  GORE.  Mr.  President,  I  offer  an 
amendment  and  ask  that  it  be  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  proper 
place  in  the  bill  it  is  proposed  to  add  the 
following  new  section: 

SEC.  - .  EARNED  INCOME  OF  CITIZENS  OF  THE 

UNITED  STATES  FROM  SOURCES  WITHOUT  THE 

UNITED  STATES 

(a)  Reduction  of  Ceiling  on  Exemption. — 
Section  911(c)  (1)  (relating  tb  earned  income 
from  sources  without  the  United  States)  is 
amended — 

(1)  by  striking  out,  in  subparagraph  (A) 
thereof,  “$20,000”  and  inserting  in  lieu 
thereof  “$4,000”;  and 

(2)  by  striking  out,  in  subparagraph  (B) 
thereof,  “$35,000”  and  inserting  in  lieu 
thereof  “$6,000”. 

(b)  Effective  Date. — The  amendments 
made  by  subsection  (a)  shall  be  applicable 
only  with  respect  to  taxable  years  beginning 
after  December  31, 1963. 
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Mr.  GORE.  Mr.  President,  on  this 
amendment,  I  ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  GORE.  Mr.  President,  this  is  the 
first  of  a  series  of  amendments  I  shall 
offer  dealing  with  tax  exemptions.  The 
pending  amendment  proposes  to  reduce 
from  $35,000  to  $6,000  the  exemption 
provided  in  the  law  for  an  American 
citizen  living  abroad  for  3  years  or  more 
and  having  a  permanent  residence 
abroad,  and  to  reduce  the  exemption  for 
an  American  citizen  temporarily  living 
abroad  from  $20,000  to  $4,000. 

The  late  President  Kennedy,  in  a  mes¬ 
sage  to  Congress,  recommended  that  the 
exemption  for  income  earned  abroad  “be 
completely  terminated  for  those  residing 
in  economically  advanced  countries,” 
and  that  the  exemption  be  limited  for 
those  living  in  underdeveloped  countries. 

For  American  citizens  living  at  home, 
working  at  home,  rearing  and  educating 
their  children  at  home,  the  law  provides 
an  inadequate  personal  exemption  of 
only  $600  for  each  taxpayer  and  each  of 
his  dependents;  but  for  the  citizen  who 
Jives  in  Nassau,  across  a  relatively  nar¬ 
row  stretch  of  water  from  Miami,  the 
exemption  is  $35,000  before  the  U.S. 
Government  levies  a  tax  upon  his  in¬ 
come.  That  citizen  may  commute  to 
Miami  to  look  after  his  business,  but 
have  his  cottage  on  the  seashore  in  Nas¬ 
sau;  or  he  may  live  in  Tijuana;  indeed, 
he  may  live  just  outside  the  Canal  Zone, 
at  Panama;  and  still  be  exempt  for 
$35,000.  Meanwhile,  he  owes  the  same 
responsibility  to  contribute  to  the  de¬ 
fense  and  welfare  of  his  country  as  do 
any  of  us.  He  is  a  U.S.  citizen,  enjoying 
all  the  privileges  of  his  country  and  the 
protection  of  his  interests,  but  the  tax 
law  gives  him  a  highly  preferred  status. 
If  he  has  permanent  residence  outside 
the  United  States,  he  receives  an  exemp¬ 
tion  of  $35,000;  if  he  has  temporary  resi¬ 
dence  outside  the  United  States,  he  has 
an  exemption  of  $20,000. 

What  Senator  will  return  to  his  State 
and  say  that  he  voted  against  increasing 
an  exemption  for  the  people  of  his  State 
who  labor  and  toil  and  have  taxes  de¬ 
ducted  from  their  paychecks  every  Fri¬ 
day  night?  What  Senator  will  say  that 
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he  voted  against  raising  the  exemption 
for  such  a  taxpayer  and  his  children 
above  $600,  but  then  voted  against  re¬ 
ducing  the  exemption  of  $35,000  for  those 
who  have  established  a  residence  in 
Italy,  Switzerland,  Monaco,  Mexico  City, 
Bermuda,  Jamaica,  or  Panama?  There 
are  many  tax  havens  in  the  world  to 
which  the  very  rich  repair  for  tax  pur¬ 
poses. 


When  this  amendment  has  been  voted 
upon,  and  provided  I  receive  recognition 
by  the  Chair — and  I  ask  that  I  be  recog¬ 
nized  following  the  vote  on  this  amend¬ 
ment — I  shall  then  offer  an  amendment 
to  increase  the  personal  exemption  for 
persons  who  live  and  work  at  home. 

Mr.  LAUSCHE.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  GORE.  I  yield. 

Mr.  LAUSCHE.  What  is  the  advan¬ 
tage  of  granting  a  $35,000  exemption  to 
American  citizens  permanently  residing 
abroad,  and  only  a  $6,000  exemption  to 
those  who  reside  in  this  country?  Is 
there  any  particular  theory  in  support  of 
such  a  distinction? 

Mr.  GORE.  First,  let  me  state  that 
I  do  not  think  any  exemption  should  be 
granted;  I  wish  that  clearly  understood 
before  I  reply.  The  late  President  Ken¬ 
nedy  asked  that  it  be  eliminated  entirely 
in  the  case  of  Americans  living  in  devel¬ 
oped  countries,  which  is  where  most 
Americans  who  reside  abroad  live. 

In  answer  to  the  question  asked  by 
the  Senator  from  Ohio,  I  reply  that  those 
who  advocate  this  exemption  say  it  will 
be  easier  for  American  companies  who 
want  to  send  employees  abroad  to  per¬ 
suade  them  to  go  there,  if  by  so  doing 
they  can  receive  this,  big  tax  bonanza. 

I  would  say  it  would  be  much  easier. 
In  fact,  some  of  the  companies  have  more 
or  less  of  a  practice  of  passing  this  favor 
around,  and  letting  first  one  group  and 
then  another  group  serve  abroad,  and 
thus  receive  these  large  tax  benefits. 

In  order  to  be  as  explicit  as  possible,  I 
shall  read  from  Secretary  Dillon’s  testi¬ 
mony  on  this  point: 

There  are  about  50,000  U.S.  citizens  living 
abroad  who  claim  an  aggregate  exemption 
of  more  than  $500  million  under  these  2 
provisions.  The  President  recommended 
elimination  of  the  exemption  privilege  for 
American  citizens  living  in  economically  de¬ 
veloped  countries,  since  neither  living  condi¬ 
tions  in  such  countries  nor  national  policy 
requires  special  tax  benefits  in  these  cases. 
Because  it  is  in  our  national  interest,  how¬ 
ever,  that  Americans  skilled  in  industry,  edu¬ 
cation,  medicine,  and  other  professions  be 
encouraged  to  go  to  less  developed  countries 
and  contribute  to  their  economic  growth, 
the  President  also  recommended  continuing 
the  exemption  for  our  citizens  who  qualify 
as  foreign  residents  of  these  less  developed 
countries  or  who  are  present  there  for  17  out 
of  18  consecutive  months,  but  only  to  the 
extent  of  $20,000  a  year. 

Only  last  week,  the  Senate  passed  a  bill 
giving  a  cost  of  living  allowance  to  em¬ 
ployees  of  the  U.S.  Government  who  live 
abroad.  I  voted  for  the  bill,  and  the 
Senate  passed  it.  Under  it  the  highest 
amound  paid  is  $4,440.  That  is  for  serv¬ 
ice  in  a  place  such  as  Brazzaville;  for 
those  who  live  in  other  countries,  the 
allowance  is  not  as  large. 
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The  amendment  I  have  offered  would 
not  go  as  far  as  the  late  President  Ken¬ 
nedy  recommended,  for  he  recommended 
that  the  allowance  be  eliminated  entire¬ 
ly,  so  far  as  Americans  employed  in  de¬ 
veloped  countries  are  concerned.  My 
amendment  would  reduce  the  exemption 
for  the  American  citizen  who  has  estab¬ 
lished  a  permanent  resident  for  that 
purpose  from  $35,000  to  $6,000,  which 
would  be  exactly  10  times  the  exemption 
for  a  citizen  who  lives  and  works  at 
home.  Furthermore,  such  an  American 
citizen  would  not  have  to  live  very  far 
from  the  United  States  in  order  to  be 
entitled  to  receive  the  $6,000  exemption 
which  my  amendment  would  permit.  I 
think  it  is  only  a  30-minute  flight  from 
Miami  to  Nassau. 

The  amendment  I  have  offered  would 
also  reduce  the  exemption  for  such  an 
American  citizen  who  has  a  temporary 
residence  abroad  from  $20,000  to  $4,000, 
which  is  far  in  excess  of  the  exemption 
provided  for  a  citizen  who  lives  in  the 
United  States. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  GORE.  I  yield. 

Mr.  BENNETT.  Is  it  true  that  a  U.S. 
citizen  can  live  in  Nassau  and  can  com¬ 
mute  to  Florida  and  can  still  retain  his 
status  as  a  bona  fide  U.S.  citizen  residing 
abroad?’  Will  not  he  lose  that  exemp¬ 
tion  the  minute  he  establishes  a  pattern 
of  returning  to  the  United  States?  It 
is  my  understanding  that  if  he  returns  at 
all  within  3  years,  he  loses  his  exemption. 

Mr.'  GORE.  He  could  only  suffer  a 
reduction  from  $35,000  to  $20,000. 
Moreover,  I  think  the  telephone  charge 
from  Nassau  to  Miami — although  I  do 
not  wish  to  rely  on  my  memory — is  not 
over  $2.50. 

Mr.  BENNETT.  But  one  cannot  al¬ 
ways  do  business  on  the  telephone.  I 
am  told  that  if  such  a  U.S.  citizen  re¬ 
turns  for  1  month  out  of  18,  he  loses  his 
exemption;  he  must  be  abroad  17  out  of 
the  18  months  or  else  he  will  lose  the  en¬ 
tire  exemption. 

Mr.  GORE.  That  rule  does  not  apply, 
as  I  understand,  to  a  U.S.  citizen  who  has 
established  what  has  been  held  to  be  a 
bona  fide  residence  abroad.  The  “17  out 
of  18  months”  rule,  to  which  the  Senator 
from  Utah  has  referred,  applies  to  one 
who  is  temporarily  abroad — such  as  a 
movie  star  who  goes  abroad  to  make  sev¬ 
eral  movies,  and  stays  there  for  17  out  of 
18  months,  and  thus  has  an  exemption  of 
$20,000  a  year. 

Mr.  BENNETT.  Does  not  the  Senator 
from  Tennessee  believe  that  if  the  In¬ 
ternal  Revenue  Service  found  that  a  man 
who  had  once  established  a  legal  bona 


fide  residence  abroad  had  subsequently 
changed  that  pattern,  and  came  back 
to  the  United  States  frequently,  the  Serv¬ 
ice  would  reject  his  claim  as  being  a  bona 
fide  resident  abroad? 

Mr.  GORE.  I  doubt  it  very  much.  If 
the  Senator  from  Utah  were  to  go  to 
Nassau  and  see  the  prices  of  seashore  real 
estate,  the  number  of  cottages  being  built 
there,  and  the  number  of  American  in¬ 
stitutions  that  are  establishing  so-called 
subsidiaries  there,  I  think  he  would  come 
to  the  same  conclusion  that  I  have. 

I  wish  to  read  briefly  from  an  article 
published  in  the  New  York  Times  on 
November  21  of  last  year : 

One  of  every  30  American  taxpayers  lives 
in  some  other  country. 

Does  that  come  as  a  surprise  to  the 
Senator  from  Utah? 

Mr.  BENNETT.  How  many  taxpayers 
are  there  in  the  United  States? 

Mr.  GORE.  Permit  me  to  read  just  a 
little  further,  and  I  believe  we  shall  find 
the  answer: 

Ten  years  ago,  there  were  500,000  of  them 
outside  the  United  States.  Today  there 
are  2  million. 

Last  year,  the  Secretary  of  the  Treas¬ 
ury  advised  us  that  they  claim  total  ex¬ 
emptions  of  $500  million. 

I  wish  to  read  further: 

No  one  knows  for  certain  whether  they 
are  as  law  abiding  overseas  as  they  are  at 
home,  or  whether  they  slip  into  some  of  the 
lax  ways  of  the  natives  among  whom  they  are 
living.  In  either  event  the  Internal  Revenue 
Service  thinks  they  deserve  more  attention. 

I  certainly  agree  with  that  statement. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  article  be  printed  in  full  in 

fVjn  D  rpADn 

The  PRESIDING  OFFICER  (Mr. 
Walters  in  the  chair) .  Is  there  objec¬ 
tion? 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

[From  the  New  York  Times,  Nov.  23,  1963] 
Tax  Chief  Checks  on  Paters  Abroad — 

Tours  Europe  on  Inspection  and  Visits  to 

Officials 

(By  Richard  E.  Mooney) 

Paris,  November  21. — One  of  every  30 
American  taxpayers  lives  in  some  other 
country. 

Ten  years  ago  there  were  500,000  of  them 
outside  the  United  States.  Today  there  are 
2  million. 

No  one  knows  for  certain  whether  they 
are  as  law  abiding  overseas  as  they  are  at 
home,  or  whether  they  slip  into  some  of  the 
lax  ways  of  the  natives  among  whom  they  are 
living.  In  either  event  the  Internal  Revenue 
Service  thinks  they  deserve  more  attention. 

Mortimer  Caplin,  the  U.S.  Tax  Commis¬ 
sioner,  has  completed  an  inspection  trip 
through  six  countries  of  Europe — the  first 
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foreign  field  trip  that  any  Commissioner  has 
ever  taken.  He  will  leave  London  tomorrow 
for  his  return  to  Washington. 

To  skeptical  Americans  he  has  been  saying 
that  their  friendly  tax  collector  wants  to  help 
them.  With  American  officials  stationed 
here  he  has  been  discussing  where  to  open 
new  offices. 

TALKS  WITH  EUROPEANS 

To  less  successful  European  tax  collectors 
he  has  been  explaining  how  it  is  done  back 
home.  And  with  these  same  European  offi¬ 
cials  he  has  been  discussing  a  special  kind 
of  foreign  aid — how  he  and  they  can  help 
each  other  catch  their  respective  evaders. 

Mr.  Caplin  pointed  out  in  an  interview 
that  his  increased  foreign  problems  have 
three  dimensions. 

First,  there  is  the  oversea  American  pop¬ 
ulation  explosion.  Second,  the  oversea  stake 
of  American  business  capital  has  reached 
$37  billion.  And  finally,  there  is  last  year’s 
new  law  that  makes  both  the  people  and 
the  businesses  more  taxable. 
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The  new  law,  effective  for  income  earned 
this  year  and  henceforth,  ends  the  total  U.S. 
tax  exemption  that  oversea  residents  used  to 
enjoy.  Now,  they  are  subject  to  U.S.  tax  on 
any  income  over  the  specified  tax-free  mini- 
mums — $20,000  a  year  at  first,  including 
housing  subsidies  and  other  extras;  $35,000 
after  the  person  has  been  away  3  years. 

For  businesses,  most  foreign  profits  are 
henceforth  taxable  in  the  year  they  are 
earned.  In  the  past,  the  U.S.  tax  did  not 
apply  until  the  foreign  branch  or  subsidiary 
sent  the  money  home. 

Mr.  Caplin  has  oversea  branches  himself, 
in  London  and  Paris,  covering  Europe  and 
the  areas  surrounding,  and  in  Ottawa, 
Manila,  Mexico  City,  and  Sao  Paulo,  Brazil. 

On  his  trip  he  has  covered  Paris  and  Lon¬ 
don,  The  Hague,  Rome,  Bonn,  and  Frank¬ 
furt,  and  three  cities  in  Switzerland.  With 
its  relatively  low  taxes,  Switzerland  has  been 
a  particularly  popular  spot  for  setting  up 
American  oversea  business  headquarters. 

On  his  way,  Mr.  Caplin  noticed  a  new  type 
of  boom  in  American  oversea  business — new 
branches  of  New  York  law  firms,  particularly 
in  Paris. 

Mr.  Caplin’s  wife,  Ruth,  has  accompanied 
him  on  his  European  rounds.  Is  she  a  de¬ 
ductible  business  expense? 

“Oh,  no,”  the  Commissioner  replied. 

Mr.  GORE.  I  shall  not  burden  Sen¬ 
ators  by  reading  the  entire  article  to 
them ;  but  it  indicates  that  it  is  very  diffi¬ 
cult  for  the  Internal  Revenue  Service  to 
obtain  accurate  information  about  the 
incomes  and  the  activities  of  U.S.  citi¬ 
zens  who  are  living  abroad. 

I  believe  this  situation  is  an  injustice 
which  should  be  corrected.  It  seems  to 
me  it  does  not  require  lengthy  debate. 
I  have  stated  the -issue,  and  I  am  ready 
for  the  vote  to  be  taken. 

Mr.  LONG  of  Louisiana.  I  am  a  mem¬ 
ber  of  the  Finance  Committee.  The 
majority  of  the  members  agree  with  my 
position  on  the  committee  amendments. 


I  believe  about  six  committee  amend¬ 
ments  were  offered  and  four  others  were 
subsequently  offered.  I  would  hope  that 
members  of  the  committee  would  not 
come  before  the  Senate  and  ask  it  to 
agree  to  amendments  that  were  not 
offered  in  committee  and  were  not  there¬ 
fore  given  an  opportunity  to  be  voted  on 
in  committee. 

The  proposal  of  the  Senator  from  Ten¬ 
nessee  is  one  which  I  believe  was  dis¬ 
cussed  about  2  years  ago.  The  late  Presi¬ 
dent  Kennedy  recommended  that  there 
be  some  tightening  up  in  this  field.  We 
recommended  a  law  to  tighten  up  on  in¬ 
come  made  by  foreign  residents  abroad. 
The  original  proposal  that  was  made 
covered  only  developed  countries.  After 
we  had  had  an  opportunity  to  study  the 
law,  we  drafted  legislation  which  we  be¬ 
lieved  would  catch  up  with  the  tax  haven 
situation,  and  which  would  not  unduly 
penalize  legitimate  American  business 
interests  doing  business  abroad,  where 
their  activities  were  in  many  instances 
parallel  to  the  interests  of  this  Govern¬ 
ment. 

With  regard  to  individuals  living 
abroad,  we  amended  the  law  so  that  it 
now  provides:  If  a  person  lives  abroad 
17  out  of  18  months — keep  in  mind  that 
under  this  system  he  is  being  taxed  by  a 
foreign  government  because  he  is  earn¬ 
ing  his  income  over  there — that  person 
would  be  entitled  to  have  his  income 
taxed  by  that  government  and  excluded 
from  what  he  made  in  the  United  States. 

The  Senator  from  Tennessee  said 
something  about  employees  of  the  Amer¬ 
ican  Government.  This  exclusion  does 
not  apply  to  them.  There  are  a  great 
number  of  such  employees  abroad,  work¬ 
ing  in  various  phases  of  the  American 
Government’s  programs  but  they  pay 
their  taxes  to  this  Government.  The 
purpose  was  to  help  those  companies  ob¬ 
tain  personnel  to  manage  their  opera¬ 
tions,  such  as  operating  a  pipeline  in  the 
Near  East,  or  a  business  of  that  kind  in 
area^  where  the  climate  is  bad  and  Amer¬ 
icans  would  be  reluctant  to  go.  Such 
personnel  would  be  taxed  by  the  laws  of 
that  country,  provided  they  were  gone 
from  this  country  17  out  of  18  months, 
and  that  they  would  not  be  taxed  by  the 
laws  of  this  country  if  they  were  over¬ 
seas  for  at  least  17  out  of  18  months. 

If  those  people  happen  to  be  in  the 
developed  countries,  such  as  western 
Europe  for  the  most  part,  which  have 
high  taxes  on  income  just  as  we  do  in 
the  United  States,  there  is  little  advan¬ 
tage  to  them  in  the  exclusion  provision, 
if  they  are  living  in  a  country  like  Eng¬ 
land  or  France,  because  they  are  being 
taxed  on  their  income  in  those  countries 
at  rates  about  the  same  as  ours.  The  tax 
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credit  for  foreign  taxes  paid  on  income 
earned  in  those  countries  would,  for  the 
most  part,  wipe  out  the  tax  they  would 
owe  in  this  country. 

With  regard  to  those  people  working  in 
an  unfavorable  climate  or  in  a  backward 
area,  at  present  they  have  an  exemption 
of  $20,000,  subject  to  the  taxes  charged 
them  in  the  foreign  country.  This 
amendment  would  reduce  the  exemption 
to  $4,000. 

If  they  were  in  a  country  as  long  as  3 
years,  and  were  bona  fide  residents  of  a 
foreign  country  for  those  3  years,  they 
would  enjoy  the  present  $20,000  exemp¬ 
tion  during  those  years.  This  amend¬ 
ment  would  reduce,  that  amount  to 
$4,000. 

If  they  lived  for  more  than  3  years 
as  bona  fide  residents  of  a  foreign  coun¬ 
try,  the  exemption  would  be  $35,000, 
which  would  be  reduced  to  $6,000  by 
this  amendment.  This  was  not  re¬ 
quested  by  the  Treasury  in  connection 
with  the  bill. 

In  1962,  a  recommendation  along  this 
line  was  made.  Congress  studied  it. 
Congress  acted  on  it.  Congress  gave  us 
the  present  law.  This  particular  pro¬ 
posal  has  nothing  more  in  the  record 
than  a  simple  question  and  answer  by 
a  Senator  to  the  Secretary  of  the  Treas¬ 
ury  about  the  matter. 

The  President  did  not  in  1963  recom¬ 
mend  this  provision.  It  is  not  being 
asked  for  in  this  year’s  recommenda¬ 
tions.  This  is  an  old  recommendation. 
It  was  made  in  the  1962  program.  It 
was  acted  then.  Congress  then  tight¬ 
ened  up  on  the  law,  in  the  way  that  Con¬ 
gress  believed  it  should  be  tightened  up 
and  considered.  The  Senate  committee 
did  not  even  have  an  opportunity  to  vote 
on  it  because  of  the  fact  that  the  Sena¬ 
tor  now  offering  the  amendment  did  not 
suggest  it  to  the  Finance  Committee  of 
which  he  is  a  member  during  the  many 
long  sessions  of  consideration  of  the  bill. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  LAUSCHE.  Is  there  any  flexibil¬ 
ity  in  the  rule  with  respect  to  countries 
that  impose  a  tax  on  the  American  na¬ 
tional  as  distinguished  from  countries 
that  do  not;  or  is  the  rule  uniform,  that 
the  exemption  is  $35,000  or  $20,000? 

Mr.  LONG  of  Louisiana.  The  foreign 
tax  credit  exists  in  any  case.  Assume 
that  a  taxpayer  owed  a  $10,000  tax  to  this 
country.  If  he  paid  $10,000  to  a  coun¬ 
try  where  he  made  it,  the  tax  credit  would 
mean  that  he  would  owe  no  tax  to  this 
country. 

Mr.  LAUSCHE.  I  understand. 


Mr.  LONG  of  Louisiana.  That  is  a 
uniform  rule  with  regard  to  all  coun¬ 
tries. 

Mr.  LAUSCHE.  Does  that  mean  that 
the  tax  phase  has  no  applicability  to  the 
reasons  supporting  the  rule? 

Mr.  LONG  of  Louisiana.  In  the  great 
majority  of  developed  countries  for  the 
most  part,  in  the  major  developed  coun¬ 
tries  like  England,  France,  Italy,  and 
Germany,  the  levy  is  based  on  a  high 
income  tax  rate.  A  tax  credit  in  those 
countries  would  take  care  of  the  problem 
so  far  as  all  taxpayers  are  concerned. 

The  areas  where  the  tax  situation  is 
favorable  usually  are  the  so-called  less 
developed  countries — although  there  are 
perhaps  a  few  isolated  situations,  such  as 
Monaco,  where  it  might  be  advantage¬ 
ous  to  a  movie  star  or  someone  of  that 
sort  to  live  there.  However,  we  enacted 
a  law  in  1962  and  in  earlier  years  to  deal 
with  situations  in  which  someone  might 
want  to  live  there  for  the  purpose  of  bene¬ 
fiting  from  a  large  tax  exemption. 
Motion  picture  stars  have  been  cited  as 
an  example.  That  is  why  existing  law 
provides  only  the  first  $20,000,  of  income 
will  be  excluded  if  a  person  has  lived 
in  a  foreign  country  for  17  out  of  18 
months.  If  he  returns  here  for  40  days 
of  the  18  months,  he  does  not  come  under 
that  provision.  Such  taxpayers  have  the 
privilege  of  complying  with  the  provision 
applicable  to  those  who  are  bona  fide 
residents  of  any  foreign  country.  For 
the  first  3  years  they  would  be  allowed  a 
$20,000  exemption,  and  thereafter  they 
would  be  allowed  a  $35,000  exemption. 
In  other  words,  the  law  had  been  drafted 
to  deal  with  situations  in  which  wealthy 
persons  would  go  to  another  country  to 
avoid  paying  taxes  to  this  Government. 

Mr.  LAUSCHE.  I  do  not  wish  to  chal¬ 
lenge  the  Senator  from  Louisiana,  but  I 
have  the  distinct  impression  that  all  of 
the  Western  European  countries  and 
Japan  have  a  far  smaller  income  tax 
than  the  United  States  and  that  they 
rely  primarily  for  their  revenue  upon 
excise  and  indirect  taxes. 

England  is  the  only  country  that  has 
a  higher  income  tax  than  the  United 
States.  I  am  quite  sure  that  I  am  cor¬ 
rect  in  my  assertion.  As  I  have  said,  I 
do  not  desire  to  challenge  the  Senator’s 
statement,  but  I  believe  that  an  exami¬ 
nation  of  records  will  show  that  all  the 
nations  of  Western  Europe,  excluding 
England,  collect  their  taxes  primarily 
through  excise,  sales,  and  indirect  taxes, 
while  the  United  States  collects  practi¬ 
cally  89  percent  of  its  taxes  through  the 
income  tax. 

Mr.  LONG  of  Louisiana.  My  impres¬ 
sion  is  that  the  income  tax  rates  in  most 
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Western  European  countries  tend  to  ap¬ 
proach  those  in  the  United  States. 

Mr.  LAUSCHE.  I  have  a  tabulation 
on  the  subject  and  I  shall  discuss  it  on 
the  floor  of  the  Senate. 

Mr.  LONG  of  Louisiana.  I  regret  to 
say  that  I  cannot  give  the  Senator  as 
much  information  as  I  should  like. 

Mr.  LAUSCHE.  I  am  pleased  to  ob¬ 
serve  the  broad  knowledge  which  the 
Senator  from  Louisiana  has  on  the  whole 
subject.  It  is  excellent  to  listen  to  him 
discuss  it. 

Mr.  LONG  of  Louisiana.  I  should  like 
to  provide  the  Senator  with  more  infor¬ 
mation.  But  the  Senator  who  offered  the 
amendment  is  a  member  of  the  Commit¬ 
tee  on  Finance.  Apparently  he  did  not 
think  the  committee  would  agree  to  his 
amendment  and  did  not  offer  it  in  the 
committee. 

The  general  problem  is  one  which  the 
Finance  Committee  studied  2  years  ago. 
I  believe  that  it  was  also  studied  by  the 
Committee  on  Ways  and  Means.  I  be¬ 
lieve  that  2  years  ago  we  voted  on  the 
same  general  principle.  At  that  time  I 
believe  the  Senator  offered  a  somewhat 
similar  amendment,  and  it  was  rejected 
in  favor  of  the  present  law.  So  while  it 
is  true  that  we  have  not  had  an  op¬ 
portunity  to  study  it  this  time,  we  did 
have  an  opportunity  to  study  it  2  years 
ago  and  the  committee  then  voted  to 
have  the  law  as  it  is  today. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  Two  or  three  times  the 
Senator  has  stated  that  the  amendment 
was  not  offered  in  the  committee.  I  beg 
to  correct  the  distinguished  Senator.  I 
am  not  sure  that  he  was  present  at  that 
time.  As  the  Senator  knows,  the  com¬ 
mittee  was  in  session  many  days.  But 
the  amendment  was  offered  in  the  com¬ 
mittee.  It  has  been  studied.  The  late 
President  Kennedy  made  a  recommen¬ 
dation  to  the  Congress  with  respect  to  it. 

Mr.  LONG  of  Louisiana.  I  do  not 
challenge  the  Senator’s  statement  that 
the  amendment  was  offered.  I  am  sure 
the  Senator  will  not  challenge  my  recol¬ 
lection  that  I  do  not  recall  it.  The  dis¬ 
tinguished  chairman  of  the  committee, 
the  Senator  from  Virginia  [Mr.  Byrd], 
is  in  the  Chamber.  Perhaps  he  will  re¬ 
call  it. 

Examining  the  notes,  I  now  find  that 
apparently  the  amendment  was  offered 
on  January  23.  I  venture  the  asser¬ 
tion  that  there  was  not  much  considera¬ 
tion  given  to  it  at  that  time  because  the 
Senator  from  Louisiana  did  not  hear 
much  about  it  until  the  Senator  offered  • 
it  in  the  Senate.  Perhaps  the  Senator 


can  recall  what  the  vote  was  on  the 
amendment. 

Mr.  GORE.  I  shall  make  further  re¬ 
marks  on  the  subject  later. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  yield  so  that  I  may  ask  a 
question  of  the  Senator  from  Tennes¬ 
see? 

Mr.  LONG  of  Louisiana.  L  yield  to 
the  Senator  so  that  he  may  state  his 
question. 

Mr.  BENNETT.  May  I  have  the  at¬ 
tention  of  the  Senator  from  Tennessee? 

Mr.  GORE.  Yes. 

Mr.  BENNETT.  A  little  earlier  the 
Senator  from  Tennessee  offered  an  ar¬ 
ticle  from  the  New  York  Times  stating 
that  2  million  American  taxpayers 
were  living  abroad.  Does  the  Senator 
wish  the  Senate  to  believe  that  those 
were  all  bona  fide  residents  who  could 
take  advantage  of  the  exclusion,  or  did 
the  2  million  figure  include  all  the  mem¬ 
bers  of  the  Armed  Services,  who  are  also 
taxpayers,  all  the  Federal  employees, 
who  do  not  get  the  advantage  of  the  ex¬ 
clusion,  and  the  members  of  the  Dip¬ 
lomatic  Corps,  who  do  not  have  dip¬ 
lomatic  immunity?  Can  the  Senator 
answer  the  question? 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  for  that 
purpose? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  I  read  to  the  Senate  an 
article  appearing  in  the  New  York  Times. 
I  read  it  verbatim.  I  did  not  place  the 
interpretation  upon  it  which  the  the  dis¬ 
tinguished  Senator  from  Utah  has  now 
placed  upon  it. 

As  I  understand  the  article,  it  states 
that  2  million  taxpayers  live  abroad.  I 
did  not  say  that  all  of  them  had  perma¬ 
nent  residence.  Some  of  them  do.  Some 
questions  could  be  raised  about  what  is 
and  what  is  not  a  permanent  residence. 
But  the  record  shows  that  more  and 
more  Americans  are  establishing  resi¬ 
dence  abroad,  and  are  doing  so  in  some 
cases  for  purposes  of  tax  avoidance. 
The  Treasury  Department  estimated 
what  those  numbers  are. 

If  the  Senator  will  yield  further,  my 
staff  has  given  me  some  exact  statistics. 
As  long  ago  as  1960,  more  than  41,000 
Americans  claimed  exemption  by  reason 
of  living  abroad.  I  have  no  way  of 
knowing  how  many  did  not  show  up  on 
returns.  I  have  no  way  of  knowing  the 
•number,  or  to  what  extent  the  practice 
has  grown.  Perhaps  the  Treasury  De¬ 
partment  could  give  us  an  estimate. 
Two  years,  ago  the  Treasury  estimated 
that  if  the  Congress  would  enact  the  law 
which  the  late  President  Kennedy  recom¬ 
mended  in  that  regard,  $25  million  would 
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be  recovered.  How  many  million  it  would 
be  now  I  do  not  know. 

However  Senators  may  struggle  with 
the  issue,  the  question  is  one  of  fair¬ 
ness.  We  have  ambassadors  living 
abroad  with  responsibility  for  represent¬ 
ing  the  U.S.  Government  and  for  the  im¬ 
plementation  and  the  execution  of  its 
policies. 

The  highest  allowance  provided  by  the 
bill  we  passed  only  last  week  was  $4,440, 
and  that  in  only  a  very  few  countries — 
the  class  10  countries,  so-called,  where 
the  hardships  are  severe.  The  Govern¬ 
ment  employee  living  abroad  does  not  get 
the  benefit  of  the  exemption  we  are  dis¬ 
cussing.  This  is  a  special  arrangement. 

1  ask  Senators  to  examine  their  con¬ 
science.  With  many  thousands  of  indi¬ 
viduals  establishing  residences  in  tax 
havens,  it  is  unfair  to  give  them  a  tax 
exemption  of  $35,000,  particularly  when 
the  law  allows  only  $600  for  the  rearing 
and  the  education  of  a  child  here  at 
home.  The  Senate  will  vote  on  that 
question  next. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  have  the 
floor.  I  wish  to  make  the  following 
statement: 

Even  President  Kennedy,  when  he 
made  the  recommendation,  did  not  rec¬ 
ommend  that  this  exclusion  be  elimi¬ 
nated,  even  in  the  case  of  countries 
where  low  taxes  existed.  This  question 
was  considered  and  acted  on.  Congress 
endeavored  to  act  o’n  the  tax  loopholes 
where  it  felt  it  should  act.  That  did  not 
satisfy  the  Senator  from  Tennessee.  At 
that  time  we  were  tightening  the  loop¬ 
holes.  The  House  made  its  suggestions 
in  this  field.  It  acted  to  tighten  up  on 
the  abuses  in  that  respect. 

The  chairman  of  the  House  Ways  and 
Means  Committee  called  on  the  Treasury 
to  make  a  recommendation  with  respect 
to  the  areas  in  which  tax  reforms  were 
needed,  where  there  might  be  loopholes 
and  tax  avoidance.  The  Treasury  made 
a  study  of  this  subject,  and  made  recom¬ 
mendations,  many  of  which  are  included 
in  the  bill.  This  is  not  an  area  in  which 
it  recommended  such  a  provision.  There 
was  a  list  of  questions  and  answers  as  to 
whether  or  not  the  law  should  be 
changed,  which  was  gone  into  fully. 

Before  the  Senate  acted  on  such  a  pro¬ 
posal,  I  hoped  it  might  have  the  benefit 
of  more  information  and  study  to  see  to 
what  extent  the  law  which  was  enacted 

2  years  ago  may  have  failed  to  tighten  up 
adequately  on  those  who  might  be  enjoy¬ 
ing  some  sort  of  tax  advantage. 

I  submit  the  $20,000  limitation  for 
those  who  have  been  enjoying  much  bet¬ 
ter  treatment  represents  a  tightening  up 


for  those  who  may  have  been  avoiding 
liability  to  this  Government.  * 

Mr.  BENNETT.  Mr.  Present,  I  ap¬ 
preciate  the  opportunity  to  listen  to  the 
explanation  of  the  Senator  from  Tennes¬ 
see.  What  he  said  brings  out  the  fact 
that  we  are  now  discussing  not  taxes 
from  2  million  people  abroad,  but  addi¬ 
tional  taxes,  if  the  amendment  is 
adopted,  that  would  be  collected  from 
40,000  to  50,000  Americans  living 
abroad.  The  Treasury  has  said  that 
would  mean  $25  million  in  additional 
taxes.  If  that  amount  were  to  be  col¬ 
lected  from  2  million  taxpayers  living 
abroad,  it  would  mean  $2.50  from 
each  one,  and  would  not  be  worth  the 
effort  of  going  through  this  procedure. 
We  are  talking  about  approximately  41,- 
000  legitimate  or  established  residents 
living  abroad.  We  are  not  talking  about 
nearly  2  million  Americans  who  live 
abroad.  This  brings  the  problem  into 
focus. 

Like  the  Senator  from  Louisiana,  I 
hope  the  Senate  will  stand  with  the 
committee  in  its  determination  not  to 
change  this  particular  provision  of  the 
law. 

Mr.  LONG  of  Louisiana.  It  seems  to 
me  that  if  we  are  to  place  an  additional 
tax  burden  on  Americans  who  may  be 
working  in  very  unpleasant  tropical  cli¬ 
mates,  or  various  and  sundry  places 
where  their  companies  tried  to  get  them 
to  go  to  by  offering  them  some  incentive, 
the  matter  should  at  least  be  studied 
by  the  Treasury,  as  a  starting  point,  to 
see  if  there  is  tax  avoidance.  The  Treas¬ 
ury  studied  the  whole  gamut  of  the  tax 
law.  It  was  well  aware  of  the  recom- 
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mendations  that  were  made  2  years  ago. 
What  Congress  thought  should  be  done, 
was  done,  about  tax  havens  in  foreign 
countries  2  years  ago.  The  Treasury  did 
not  make  further  recommendations 
along  this  line. 

If  something  is  to  be  done,  it  seems  to 
me  the  Treasury  should  study  the  ques¬ 
tion  and  tell  Congress  what  it  knows 
about  it,  and  Congress  should  study  the 
question  and  ascertain  how  well  the 
law  it  enacted  2  years  ago  has  worked 
to  avoid  abuses  in  this  regard. 

Mr.  BYRD  of  Virginia.  Mr.  President, 
the  question  has  been  raised  as  to  wheth¬ 
er  this  amendment  was  offered  in  com¬ 
mittee.  The  record  of  the  committee 
shows  that  on  January  23,  in  the  morn¬ 
ing  session,  an  amendment  relating  to 
the  exclusion  of  income  earned  abroad 
was  offered  in  the  committee.  The  com¬ 
mittee  considered  and  rejected  an 
amendment  which  would  have  reduced 
the  present  $35,000  or  $20,000  exclusion 
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of  income  earned  abroad  by  those  who 
are  bona  fide  residents  or  who  live  in 
foreign  countries  17  or  18  months  to 
$6,000.  So  the  amendment  was  offered. 

Mr.  LONG  of  Louisiana.  One  similar 
to  this  was  offered.  This  in  part  calls  for 
a  $4,000  exclusion. 

Mr.  BYRD  of  Virginia.  It  involves  the 
same  general  principle. 

Mr.  GORE.  Mr.  President,  I  thank 
the  distinguished  chairman  of  the  com¬ 
mittee.  I  knew  I  had  offered  the  amend¬ 
ment.  The  pending  amendment,  con¬ 
trary  to  the  statement  just  made  by  the 
distinguished  junior  Senator  from  Loui¬ 
siana,  is  not  a  $4,000  exemption  amend¬ 
ment.  It  is  $4,000  in  one  respect,  and 
$6,000  in  another  respect.  Let  me  re¬ 
state  the  amendment. 

It  would  provide  a  $6,000  personal  ex¬ 
emption  for  American  citizens  who  have 
established  a  so-called  bona  fide  resi¬ 
dence  abroad,  if  they  have  lived  there 
for  3  years,  and  so  forth.  Some  question 
can  be  raised  with  respect  to  what  con¬ 
stitutes  a  permanent  residence,  but  I 
shall  not  go  into  that  question.  I  think 
those  living  abroad  have  as  much  re¬ 
sponsibility  for  the  defense  and  welfare 
of  their  country  as  do  any  other  Ameri¬ 
can  citizens.  The  exemption  which  my 
amendment  would  afford  them  is  10 
times  that  which  the  law  provides  for  a 
citizen  who  lives  and  works  at  home. 

I  should  state  what  the  present  law  is. 
The  present  law  provides  them  an  ex¬ 
emption  of  $35,000.  They  also  have  the 
benefit  of  the  foreign  tax  credit. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  Let  me  state  my  amend¬ 
ment,  and  then  I  shall  yield. 

The  second  part  of  the  amendment 
would  reduce  from  $20,000 — which  is  the 
present  law — to  $4,000,  the  exemption 
for  a  person  with  a  temporary  residence 
abroad,  or  if  he  is  a  bona  fide  resident 
abroad,  but  has  not  lived  there  for  as 
long  as  3  years. 

Now  I  yield  to  the  Senator  from  Ver¬ 
mont. 

Mr.  AIKEN.  Could  this  question  be 
reduced  to  specific  cases,  which  perhaps 
would  be  more  understandable?  If 
American  citizens  live  and  work  in  the 
Panama  Canal  Zone,  are  they  entitled 
to  any  exemption  at  the  present  time? 

Mr.  GORE.  I  do  not  think  so. 

Mr.  AIKEN.  But  if  an  American  citi¬ 
zen  works  in  the  Panama  Canal  Zone  and 
lives  in  the  Republic  of  Panama,  is  he 
entitled  to  an  exemption  at  this  time? 

Mr.  GORE.  Not  if  he  is  a  Government 
employee;  but  if  he  lives  in  Panama  and 
works  for  a  private  company,  yes. 

Mr.  AIKEN.  But  if  he  works  for  the 


United  States,  he  is  not  entitled  to  an 
exemption? 

Mr.  GORE.  That  is  correct,  but  then 
he  gets  an  allowance  for  living  abroad. 
That  allowance  is  not  very  generous,  but 
the  Senate  reconsidered  the  matter  last 
week  and  passed  a  bill  in  that  connection. 

Mr.  AIKEN.  But  if  he  lived  in  Pan¬ 
ama  and  worked  for  the  United  Fruit 
Co.,  which  is  one  of  the  big  private  com¬ 
panies,  or  an  airline,  or  a  shipping  line, 
he  would  be  entitled  to  an  exemption? 

Mr.  GORE.  He  would  be.  Further¬ 
more,  if  he  lived  there  and  worked  for  a 
foreign  tax  haven  subsidiary,  he  would 
receive  it.  There  are  many  such  com¬ 
panies.  In  Nassau,  on  the  windows  of 
office  buildings  there  is  not  enough  room 
for  all  the  names  of  the  tax  haven  sub¬ 
sidiaries  who  go  there.  They  have  em¬ 
ployees  who  go  there,  and  who  do  not 
live  very  far  from  home. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  CLARK.  Take  the  example  of  the 
American  who  has  established  a  perma¬ 
nent  residence  in  Paris,  France,  and  who 
has  a  gross  annual  income  from  Ameri¬ 
can  investments  of  $100,000.  What  has 
concerned  me  is  how  much  of  that  $100,- 
000  income  would  be  taken  by  the  French 
authorities,  how  much  would  be  taken 
by  the  American  Government  under  the 
Senator’s  amendment,  and  how  much 
would  be  left  for  the  man  to  live  on?  Is 
there  any  basis  for  saying  that  the  credit 
for  permanent  residence  abroad  is  al¬ 
lowed  because  of  the  heavy  taxation  such 
taxpayers  have  to  pay  to  the  country 
where  they  have  chosen  to  reside? 

Mr.  GORE.  My  amendment  would 
not  affect  the  foreign  tax  credit. 

I  do  not  know  precisely  the  tax  rates 
in  France,  but  for  whatever  tax  he  paid 
to  France  or  to  any  other  country  he 
would  be  given  the  foreign  tax  credit 
against  his  tax  liability  to  the  United 
States. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  CLARK.  Then  what  possible  jus¬ 
tification  is  there  in  the  minds  of  the 
committee  for  giving  this  additional  tax 
break,  which,  as  the  Senator  points  out, 
is  many  times  higher  than  what  he  would 
get  if  he  lived  in  his  own  country? 

Mr.  GORE.  I  know  of  no  justifica¬ 
tion.  I  could  not  see  any.  That  is  why  I 
made  the  fight  2  years  ago.  That  is 
why  I  made  the  fight  in  committee  this 
year.  That  is  why  I  am  making  the  fight 
now  on  the  floor  of  the  Senate.  I  see 
no  justification. 

Mr.  CLARK.  Perhaps  the  Senator  in 
charge  of  the  bill  could  enlighten  me. 
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Mr.  GORE.  Of  course  this  exemption 
applies  only  to  earned  income. 

Mr.  BENNETT.  I  would  make  the 
same  point.  The  question  raised  by  the 
distinguished  Senator  from  Pennsyl¬ 
vania  was  with  reference  to  an  expatriate 
who  lives  abroad  on  dividends  earned  in 
the  United  States.  He  gets  no  benefits 
from  that  income.  This  discussion  refers 
only  to  bona  fide  income  earned  abroad. 

Mr.  GORE.  I  thought  I  stated  the  sit¬ 
uation  correctly.  I  thank  the  Senator 
for  placing  the  proper  emphasis  on  it. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  AIKEN.  Suppose  an  American 
citizen  lives  abroad  and  works  for  an 
American  or  foreign  corporation  abroad, 
and  pays  taxes  to  the  country  where  he 
is  living.  Does  he  now  get  a  credit  for 
the  taxes  which  he  pays  to  the  country 
where  he  is  living?  Are  those  taxes  de¬ 
ductible?  Does  he  pay  a  tax  to  the 
United  States  on  the  balance,  or  must 
he  pay  the  United  States  on  the  entire 
income,  disregarding  the  obligation 
which  he  may  have  to  pay  to  the  country 
of  which  he  is  a  resident? 

Mr.  GORE.  He  is  given  a  credit 
against  his  tax  liability  to  the  United 
States  for  the  taxes  he  pays  abroad. 

Mr.  AIKEN.  Just  as  though  he  were 
living  in  Tennessee  and  were  given  a 
credit  for  the  taxes  he  paid  to  Tennessee. 

Mr.  GORE.  This  is  more  generous 
than  would  be  the  case  if  he  paid  his 
taxes  to  the  State  of  Tennessee  or  the 
State  of  Vermont.  In  the  case  of  a  State 
income  tax,  there  is  a  deduction.  In 
the  case  of  payment  of  a  foreign  tax, 
there  is  a  credit  against  U.S.  taxes.  Even 
if  my  amendment  were  adopted,  this  man 
living  abroad  would  still  be  put  in  a 
preferred  position.  He  gets  a  tax  credit 
instead  of  a  tax  deduction.  If  he  is  a  so- 
called  permanent  resident,  we  give  him 
10  times  the  exemption  he  has  if  he  lives 
at  home.  We  give  him  $4,000  instead  of 
the  $600  if  he  is  temporarily  abroad. 

The  senior  Senator  from  Pennsylvania 
asked  me  what  justification  there  was  for 
this.  I  do  not  see  any  justification  for 
not  adopting  the  amendment.  President 
Kennedy  recommended  that  all  prefer¬ 
ential  treatment  be  removed,  and  that 
such  a  person  be  granted  the  same  ex¬ 
emption,  if  he  lived  abroad  in  a  de¬ 
veloped  country,  as  he  would  receive  if 
he  lived  in  Tennessee  or  in  any  other 
State  of  the  Union. 

Mr.  AIKEN.  Suppose  an  American 
citizen  lives  in  a  foreign  country  and 
earns  $40,000  and  pays  $5,000  in  taxes 
to  the  country  where  he  resides.  What 
would  his  tax  liability  to  the  United 
States  be? 


Mr.  GORE.  Nothing. 

I  Mr.  AIKEN.  He  is  exempt  for  the 
other  $35,000? 

Mr.  GORE.  He  is  completely  exempt. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  CLARK.  During  the  colloquy 
which  has  just  ensued,  a  very  knowl- 
able  attache  in  the  rear  of  the  Cham¬ 
ber  told  me  that  the  Senator’s  amend¬ 
ment  applies  only  to  income  earned 
abroad,  and  not  to  interest  or  dividends 
received  by  a  person  abroad  from  an 
American  investment. 
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Mr.  GORE.  That  is  correct. 

Mr.  CLARK.  No  credit  would  be  given 
to  the  American  citizen  by  reason  of  the 
present  law  or  the  Senator’s  amend¬ 
ment. 

Mr.  GORE.  A  credit  would  apply  to 
whatever  tax  liability  he  had,  but  my 
amendment  would  be  inoperative  unless 
he  had  earned  income. 

Mr.  CLARK.  But  if  the  taxpayer  in 
question  had  income  only  from  interest 
and  dividends  on  securities  of  U.S.  com¬ 
panies  which  he  owns,  the  Senator’s 
amendment  would  not  apply,  and  the 
man  would  pay  the  same  tax  as  if  he 
lived  anywhere  else? 

Mr.  GORE.  He  would  get  a  credit,  of 
course,  for  his  foreign  tax,  which  might 
or  not  might  not  be  a  great  advantage. 
In  any  event,  the  amendment  I  propose 
would  not  affect  him. 

Mr.  CLARK.  I  thank  the  Senator. 

Mr.  GRUENING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  GRUENING.  The  Senator  from 
Tennessee,  in  answer  to  a  question  from 
the  Senator  from  Pennsylvania,  stated 
that  he  saw  no  justification  for  this  gross 
discrimination,  by  which  a  man  employed 
abroad,  and  resident  abroad,  gets  a  $35,- 
000  exemption.  I  wonder  whether  some 
Senator  who  is  in  favor  of  the  amend¬ 
ment  would  give  us  an  explanation  or  a 
justification  for  the  existence  of  such 
discrimination. 

Mr.  GORE,  i  am  perfectly  willing  to 
have  the  distinguished  junior  Senator 
from  Louisiana  make  whatever  state¬ 
ment  he  desires.  There  is  now  under 
consideration  in  the  Senate  a  bill  which 
deals  with  taxation  of  American  citizens. 
It  is  the  largest  tax  reduction  bill  in  the 
history  of  the  country.  A  part  of  that 
bill  deals  with  income  after  personal  ex¬ 
emptions.  Therefore  I  resist  the  sugges¬ 
tion  that  in  some  way  my  amendment  is 
improper  because  it  deals  with  exemp¬ 
tions  of  American  citizens  who  happen 
to  live  abroad. 
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The  distinguished  Senator  from  Utah 
Indicated  that  I  was  talking  about 
40,000  people.  I  do  not  know  how  many. 
We  were  told  in  1962  that  this  involved 
$500  million  of  claimed  exemptions.  I 
do  not  know  what  it  is  in  1964.  However, 
it  is  a  part  of  the  income  of  American 
citizens  and  taxpayers.  The  matter  is 
properly  before  the  Senate.  There  is  be¬ 
fore  the  Senate  a  bill  of  more  than  300 
pages.  The  whole  Internal  Revenue 
Code  is  before  the  Senate.  There  is  in¬ 
volved  a  provision  of  favoritism  with 
which  I  propose  to  deal  in  an  amend¬ 
ment,  though  inadequately. 

I  do  not  believe  the  exemption  should 
be  as  much  as  $6,000.  I  have  chosen 
that  amount.  It  is  10  times  what  is 
allowed  to  a  person  at  home.  Perhaps 
my  proposal  is  not  low  enough.  I  cer¬ 
tainly  thing  it  is  high  enough.  I  resist 
the  suggestion  that  it  is  not  proper  to 
consider  this  amendment.  We  are  deal¬ 
ing  with  taxes  bn  American  citizens.  I 
am  talking  about  American  citizens.  I 
am  talking  about  American  citizens  who 
establish  a  bona  fide  residence  abroad  or 
who  temporarily  live  abroad.  Many  of 
them  both  live  temporarily  abroad  and 
establish  a  bona  fide  residence  abroad 
merely  to  claim  this  unjustified  exemp¬ 
tion. 

Mr.  JORDAN  of  North  Carolina.-  Mr. 
President,  I  should  like  to  clarify  some¬ 
thing  in  my  own  mind.  Will  the  Sena¬ 
tor  yield? 

Mr.  GORE.  I  yield. 

Mr.  JORDAN  of  North  Carolina.  A 
person  living  abroad  could  not  claim  this 
exemption  unless  he  earned  some  money 
abroad.  Is  that  correct? 

Mr.  GORE.  If  it  is  earned  abroad. 

Mr.  JORDAN  of  North  Carolina. 
Abroad. 

Mr.  GORE.  Yes. 

Mr.  JORDAN  of  North  Carolina.  I  do 
not  see  how  we  have  any  right  to  tax 
the  income  of  anyone  who  earns  income 
abroad  if  he  pays  a  tax  on  the  money  he 
earns  in  the  United  States.  On  what¬ 
ever  he  earns  in  the  United  States,  he 
pays  a  tax  in  the  United  States,  does  he 
not?" 

Mr.  GORE.  Yes. 

'  Mr.  JORDAN  of  North  Carolina.  He 
pays  an  income  tax,  the  same  as  anyone 

else% 

Mr.  GORE.  Yes. 

Mr.  JORDAN  of  North  Carolina.  We 
are  talking  about  money  that  he  earns 
abroad.  It  has  nothing  to  do  with  earn¬ 
ings  in  the  United  States. 

Mr.  GORE.  That  is  correct.  j 

Mr.  JORDAN  of  North  Carolina.  I 
am  not  at  all  certain  that  we  have  a 
right  to  tax  him  at  all.  He  is  not  even 
living  in  this  country.  He  makes  his 


money  abroad  and  pays  an  income  tax 
abroad.  Why  should  he  not  be  allowed 
to  keep  what  he  earns  while  he  is  living 
abroad?  If  he  wishes  to,  he  can  give  up 
his  citizenship,  but  he  does  not  want  to 
do  that.  He  wants  to  keep  his  citizen¬ 
ship,  without  paying  any  income  tax  to 
the  United  States  on  what  he  earns 
abroad.  But  he  would  not  want  to  do 
that.  He  would  not  want  to  give  up  his 
citizenship.  He  is  willing  to  pay  some 
taxes. 

Mr.  GORE.  We  hardly  leave  taxation 
to  the  willingness  of  people  to  pay  taxes. 
The  Government  assesses  liability  under 
appropriate  circumstances. 

Mr.  JORDAN  of  North  Carolina.  Yes, 
but  it  is  the  right  thing  to  do. 

Air.  GORE.  The  Senator  has  raised 
an  interesting  point,  but  one  which  I 
respectfully  suggest  is  entirely  without 
merit.  I  shall  give  my  reasons  for  so 
thinking. 

Mr.  JORDAN  of  North  Carolina.  I 
should  like  to  have  them,  x 

Mr.  GORE.  I  know  the  Senator  will 
accord  me  the  privilege  of  thinking  that 
his  suggestion  is  without  merit. 

To  begin  with,  I  think  an  American 
citizen  owes  as  much  allegiance  to  his 
flag,  whether  he  lives  in  Nassau  or 
Miami,  whether  he  lives  in  Zurich  or  in 
Florida  or  in  North  Carolina.  He  has 
the  protection  of  his  Government.  His 
children,  his  relatives,  his  interests  are 
protected  by  the  U.S.  Government. 

Moreover,  he  may  be  an  employee  of 
a  tax  haven  established  abroad  by  Amer¬ 
ican  capital,  and  the  real  money  may  be 
earned  in  the  United  States  but,  by 
bookkeeping  devices,  transferred  to  the 
tax  haven.  So  the  standard  which  the 
distinguished  junior  Senator  from  North 
Carolina  raises  is  not  a  standard  of 
equity  as  between  taxpyers.  It  is  not  a 
measure  of  fidelity  and  obligation  to 
one’s  country.  It  seems  to  me  it  is  utterly 
unrealistic.  If  there  is  any  standard 
that  has  been  established  over  many 
years  of  taxation,  it  is  that  the  U.S.  Gov¬ 
ernment  has  the  right  to  levy  taxes  upon 
the  income  of  American  citizens,  Ameri¬ 
can  taxpayers,  whether  corporate  or  in¬ 
dividual,  wherever  that  income  is.  Even 
without  my  amendment,  the  principle 
which  the  Senator  from  North  Carolina 
advocates  is  violated,  because  taxes  al¬ 
ready  apply  on  income  above  $35,000. 

Air.  JORDAN  of  North  Carolina.  I 
know  that. 

Air.  GORE.  This  is  not  a  new  ques¬ 
tion.  Some  citizens  living  abroad  have 
undertaken  court  action  to  avoid  tax 
liability  to  this  country.  But  the  ques¬ 
tion  has  been  tried  and  adjudicated.  In 
Cook  against  Tate,  the  Supreme  Court 
decided  the  question  quite  conclusively. 
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So  I  respectfully  suggest  that,  In  the 
view  of  the  Senator  from  Tennessee,  the 
Senator  from  North  Carolina  does  not 
make  a  valid  argument. 

Mr.  JORDAN  of  North  Carolina.  Mr. 
President,  will  the  Senator  further  yield? 

Mr.  GORE.  I  yield. 

Mr.  JORDAN  of  North  Carolina. 
Suppose,  for  example,  a  British  citizen 
establishes  temporary  residence  in  the 
United  States  and  lives  here  1,  2,  or  3 
years.  Suppose  he  pays  the  U.S.  income 
tax,  whatever  it  might  be,  and  that  the 
British  Government  taxes  him  on  the 
remainder  of  his  income  here.  That  is 
the  same  situation  in  reverse,  is  it  not? 

Mr.  GORE.  I  am  not  questioning  the 
right  of  the  taxpayer  to  such  a  credit. 
But  to  answer  the  Senator’s  question, 
I  am  not  well  versed  in  British  tax  law. 
Generally,  I  understand  that  the  tax¬ 
payer  would  receive  credit  for  the  taxes 
he  paid  to  the  United  States. 

Mr.  JORDAN  of  North  Carolina.  I 
am  sure  of  that. 

Mr.  GORE.  In  any  event,  an  Ameri¬ 
can  citizen  living  in  England  and  paying 
the  British  tax  would  receive  credit  for 
the  taxes  he  paid  there  against  his  tax 
liability  here. 

Mr.  JORDAN  of  North  Carolina.  I 
understand;  but  to  return  to  my  ques¬ 
tion,  would  not  the  reverse  also  be  true? 

If  an  Englishman  paid  his  tax  on  what 
he  earned  here,  would  not  the  British 
Government  then  tax  his  income  on  top 
of  that  at  any  figure,  and  would  not 
that  be  the  reverse  of  what  we  are  now 
doing? 

Mr.  GORE.  Please  do  not  hold  me  to 
an  exact  understanding  of  British  tax 
law.  As  I  understand  whatever  he  re¬ 
mits  to  his  country  is  subject  to  tax  by 
the  Crown. 

Mr.  JORDAN  of  North  Carolina.  But 
does  he  have  to  remit  to  his  country 
a  tax  on  what  he  earns  in  this  country? 

Mr.  GORE.  If  he  lives  here,  he  pays 
taxes  to  the  U.S.  Government.  If  he 
becomes  a  citizen  of  the  United 
States - 

Mr.  JORDAN  of  North  Carolina.  I 
am  not  suggesting  that  he  might  become 
a  citizen  of  the  United  States;  I  am 
supposing  him  to  be  a  temporary  resi- 
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dent  of  this  country.  The  Senator  is 
talking  about  Americans  having  tem¬ 
porary  residence  abroad. 

Mr.  GORE.  I  do  not  understand  the 
Senator’s  point.  Is  he.  suggesting  that 
we  should  follow  British  tax  law? 

Mr.  JORDAN  of  North  Carolina.  No. 
Are  we  doing  something  that  other  na¬ 
tions  are  not  doing,  so  far  as  U.S.  citi¬ 
zens  who  are  temporary  residents  abroad 


are  concerned? 

Mr.  GORE.  I  am  not  sure  about  what 
all  countries  do.  I  certainly  do  not  wish 
to  speak  as  an  authority  on  that  subject. 

I  am  undertaking  to  measure  American 
citizens  with  a  yardstick  of  reasonable 
equity. 

Mr.  JORDAN  of  North  Carolina. 
Those  are  all  the  questions  I  wished  to 
£tsk 

Mr.  GRUENING.  Mr.  President,  will  . 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  GRUENING.  I  would  appreciate 
having  information  from  a  member  of 
the  committee  who  favors  the  $35,000 
exemption  as  to  the  justification  for  it. 
The  senior  Senator  from  Tennessee,  who 
is  trying  to  change  the  law  by  amend¬ 
ment,  seems  to  me,  on  the  face  of  the 
situation,  to  be  fully  justified.  He  says 
he  has  no  explanation  to  justify  the  law 
as  it  now  is.  Could  the  distinguished 
Senator  from  Louisiana  [Mr.  Long],  the 
Senator  in  charge  of  the  bill,  explain 
the  justification  for  this  large  exemp¬ 
tion?  Why  does  a  citizen  living  abroad 
receive  a  $35,000  exemption  when  a  citi¬ 
zen  living  at  home  receives  an  exemption 
of  only  $600? 

Mr.  LAUSCHE.  Mr.  President,  who 
has  the  floor? 

The  PRESIDING  OFFICER.  The 
Senator  from  Tennessee  has  the  floor. 

Mr.  GORE.  I  should  like  to  yield  the 
floor. 

Mr.  GRUENING.  Then  I  have  the 
floor,  and  I  am  directing  a  question  to 
the  Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  I  thought 
the  Senator  from  Alaska  asked  me  a 
question.  I  should  like  to  respond  to  it 
when  I  obtain  the  floor. 

Mr.  GRUENING.  I  would  appreciate 
having  a  response. 

Mr.  LONG  of  Louisiana.  I  would 
prefer  to  respond  in  my  own  time.  I 
will  wait  until  other  Senators  who  wish 
to  speak  have  spoken.  When  I  receive 
recognition,  I  will  speak;  until  then,  I 
shall  wait. 

Mr.  GRUENING.  With  the  under¬ 
standing  that  the  Senator  from  Loui¬ 
siana  will  answer  my  question,  an  answer 
which  is  necessary  for  some  of  us  who 
would  like  to  vote  intelligently  on  the 
amendment  proposed  by  the  Senator 
from  Tennessee,  I  will  yield  the  floor. 
However,  the  question  is  a  vital  one,  one 
which  I  find  it  difficult  to  understand. 

Mr.  LAUSCHE.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Ohio  will  state  it. 

Mr.  LAUSCHE.  Who  has  the  floor? 
The  Senator  from  Tennessee  has  yielded, 
and  I  thought  the  Chair  recognized  the 
Senator  from  Ohio.  * 
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Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  thought  the  Chair  recognized  the 
Senator  from  Louisiana. 

The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  is  recognized. 

Mr.  LONG  of  Louisiana.  Now  that  I 
am  recognized,  I  shall  answer  the  ques¬ 
tion. 

Mr.  GRUENING.  I  thank  the  Sen¬ 
ator. 

Mr.  LONG  of  Louisiana.  This  partic¬ 
ular  provision  of  the  law  goes  back  a  few 
years  to  the  days  when  the  United  States 
undertook  to  treat  its  citizens  abroad  in 
the  same  way  that  most  countries  treat 
theirs  here,  as  I  understand.  That  is, 
for  an  American  living  in  a  foreign 
country,  the  United  States  does  not  pro¬ 
vide  any  defense  of  his  person.  He  is  not 
provided  with  sanitation  facilities.  He 
could  contract  any  disease,  from  malaria 
to  bubonic  plague,  and  the  United  States 
would  not  protect  him.  It  does  not  pro¬ 
vide  thfe  highways  on  which  he  rides.  It 
does  not  provide  him  with  facilities  for 
the  education  of  his  children.  He  ob¬ 
tains  them  as  best  he  can  in  the  foreign 
land  where  he  lives. 

Great  Britain  and  other  countries  have 
in  the  past  become  rich  by  accepting  the 
theory  that  if  an  individual  is'  able  to 
earn  something,  he  brings  it  back  to  his 
country,  and  it  is  then  added  to  the  total 
wealth  of  the  land.  They  encourage 
their  citizens  to  go  abroad,  invest  their 
money,  make  something  on  it,  and  bring 
it  back  to  “Merrie  Old  England,”  if  they 
succeed  in  business. 

Some  years  ago,  it  was  felt  that  this 
arrangement  offered  advantages  to 
wealthy  persons — moving-picture  stars 
and  others — who  might  want  to  use  it  as 
a  tax  avoidance  scheme.  So  we  said  we 
would  limit  the  exemption  to  $20,000,  un¬ 
less  the  person  had  lived  in  the  foreign 
land  for  more  than  3  years,  in  which 
event  the  exemption  would  be  $35,000. 

So  on  income  earned  abroad,  from  for¬ 
eign  sources,  he  could  make  $20,000;  or 
if  he  had  lived  abroad  for  more  than  3 
years,  $35,000;  and  he  would  not  be  taxed 
in  the  United  States. 

I  know  that  a  case  can  be  made  that 
even  though  a  U.S.  citizen  has  been  liv¬ 
ing  in  a  foreign  country  and  has  not  re¬ 
turned  to  his  homeland  for  10  years,  and 
still  retains  his  citizenship,  he  should  be 
taxed  in  the  same  way  as  those  living  at 
home,  even  though  this  country  has  pro¬ 
vided  him  with  no  services. 

Some  contend  that  such  an  American 
living  in  a  foreign  land  would  have  the 
benefit  of  having  Uncle  Sam  protect  his 
rights  and  protect  his  property  in  the 
event  the  foreign  country  sought  to  con¬ 
fiscate  it,  take  all  of  it  away,  or  do  vio¬ 


lence  to  his  person.  However,  the  pro¬ 
tection  the  American  citizens  have  had 
in  that  connection  has  diminished  in  re¬ 
cent  years.  When  an  American  is  living 
in  a  foreign  country,  and  is  relying  on 
that  country  for  defense  against  the 
enemy,  defense  against  invasion  or  de¬ 
fense  against  violations  of  the  law,  po¬ 
lice  protection,  sanitation  protection, 
and  the  education  of  his  children,  and  is 
paying  taxes  in  that  country  for  those 
purposes  while  he  is  a  resident  there,  it 
is  difficult  to  see  why  we  should  tax  him. 

Not  only  do  we  forego  tax  because  such 
a  country  is  providing  those  services  to 
a  U.S.  citizen  who  is  living  there,  but  also 
we  wish  such  Americans  to  be  able  to 

compete  on  terms  of  equality  with  the 
Germans,  the  Chinese,  or  the  Japanese 
who  may  be  living  in  that  country.  We 
do  not  tax  income  such  U.S.  citi¬ 
zens  earn  abroad,  because  they  are 
competing  with  foreigners  engaged  in  the 
same  enterprise.  It  was  felt  that  this 
justified  an  exclusion  from  U.S.  taxa¬ 
tion  up  to  $20,000;  or,  if  they  have 
been  there  for  more  than  3  years,  up  to 
$35,000  in  some  cases.  That  is  what  the 
committee  felt. 

Much  has  been  said  about  what  Presi¬ 
dent  Kennedy  recommended.  Two  years 
ago  President  Kennedy  recommended 
that  the  income  of  Americans  in  de¬ 
veloped  countries  be  fully  taxed.  But 
the  amendment  of  the  Senator  from  Ten¬ 
nessee.  [Mr.  Gore]  seeks  to  go  beyond 
that,  and  to  tax  such  income  of  our  citi¬ 
zens  who  are  in  undeveloped  countries  as 
well.  In  that  respect,  his  proposal  goes 
much  further  than  anything  the  late 
President  Kennedy  recommended. 

Our  committee  considered  this  matter 
2  years  ago,  and  brought  out  the  provi¬ 
sions  which  are  presently  in  the  law, 
which  amount  to  a  very  substantial 
tightening  of  the  law.  We  adopted  what 
I  thought  both  desirable  and  very  gen¬ 
erous  in  1962. 

Whether  we  went  far  enough  and 
made  the  law  sufficiently  severe  could  be 
questioned;  but  the  Treasury  Depart¬ 
ment  has  not  seen  fit  to  recommend  a 
change  in  this  field.  Furthermore,  Pres¬ 
ident  Kennedy  did  not  recommend  a 
further  change.  Moreover,  President 
Johnson  certainly  has  not  recommended 
a  change  in  the  law,  and  the  Treasury  is 
not  asking  for  the  provision  the  Senator 
from  Tennessee  has  now  proposed. 

If  we  should  ask  the  Treasury  what  it 
believes  we  should  do  with  this  amend¬ 
ment,  it  would  reply,  “We  recommend 
no  change  on  this,  this  year.”  That  is 
about  the  situation  we  face. 

Mr.  CURTIS.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

-  i 
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Mr.  CURTIS.  Is  it  not  true  that  we 
are  here  confronted  with  a  basic  problem 
of  jurisdiction?  If  a  citizen  of  State  A 
earns  income  in  State  B,  and  he  is  not 
living  in  his  home  State,  to  what  extent 
can  one  jurisdiction  tax  income  earned 
in  another?  That  is  also  true  among 
nations. 

So  here  we  have  a  question  about  in¬ 
come  not  earned  in  the  United  States, 
and  oftentimes  not  brought  to  the  United 
'States.  That  is  the  basic  problem. 

Then  there  arose  a  necessity  for  some 
limitation  on  that,  because  a  loophole 
developed  from  the  fact  that  the  entire 
activities  or  business  transactions  of  cer¬ 
tain  persons  or  firms  were  moved  outside 
the  United  States — whether  those  in¬ 
volved  the  making  of  a  movie  film  or 
something  else.  The  purpose  was  to 
-avoid  U.S.  taxation  on  a  sizable  amount 
of  income  that  went  beyond  what  could 
be  regarded  as  remuneration  for  per¬ 
sonal  services.  For  that  reason,  there 
was  some  limitation. 

But  does  this  question  go  back  in  the 
Senator’s  opinion,  to  the  basic  problem 
of  jurisdiction  over  taxable  income 
earned  in  a  foreign  country?  Is  it  any 
more  likely  that  such  countries  would 
permit  United  States  taxes  on  income 
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earned  by  United  States  citizens  there, 
than  that  the  United  States  would  per¬ 
mit  those  countries  to  tax  income  earned 
in  this  country  by  their  nationals? 

Mr.  LONG  of  Louisiana.  The  United 
States  claims  the  right  to  tax  the  earn¬ 
ings  of  every  U.S.  citizen,  wherever  he 
may  be — even  if  he  is  on  the  moon,  if  he 
can  get  there.  On  the  other  hand,  such 
a  foreign  country  has  the  right  to  tax 
the  amounts  he  earns  in  that  country. 

Mr.  CURTIS.  Is  it  not  true  that,  his¬ 
torically,  income  earned  by  U.S.  citizens 
while  living  outside  the  United  States, 
regardless  of  their  particular  situations, 
is  subject  to  U.S.  taxation? 

Mr.  LONG  of  Louisiana.  At  one  time 
there  was  no  exclusion.  Then  in  the 
1920’s  we  provided  an  exclusion.  Then  in 
the  1950’s  the  United  States  reasserted 
its  right  to  tax  the  income  of  U.S.  citi¬ 
zens  who  were  living  in  other  countries 
above  $20,000  in  some  cases. 

We  believe  that  if  there  should  be  any 
further  tightening  of  the  act,  it  should 
await  some  further  study.  We  believe  we 
have  tightened  enough  to  prevent  abuses, 
and  that  further  tightening  should  await 
the  making  of  further  studies  to  deter¬ 
mine  where  the  law  should  be  changed. 

Most  of  the  countries  where  this  would 
have  its  greatest  application  are  not  de¬ 
veloped  countries;  but  the  amendment  of 
the  Senator  from  Tennessee  would  apply 


both  to  our  citizens  in  the  developed  and 
our  citizens  in  the  undeveloped  countries. 
However,  neither  President  Kennedy  nor 
any  other  U.S.  official  has  recommended 
that  we  do  what  the  Senator  from  Tenn¬ 
essee  wants  done,  so  far  as  those  coun¬ 
tries  are  concerned. 

Mr.  GRUENING.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GRUENING.  Is  it  not  true  that 
when  a  U.S.  citizens  chooses  to  establish 
his  residence  abroad,  and  makes  his 
choice  freely,  thereafter — while  he  is 
abroad — he  does  not  drive  his  automo¬ 
bile  over  our  roads  or  send  his  children 
to  our  schools,  although  he  could  do  so. 
So  I  fail  to  understand  why  he  should 
get  a  special  exemption.  If  he  is  taxed  by 
the  country  in  which  he  works  and  makes 
a  profit,  that  is  his  business.  I  find  it 
difficult  to  understand  why  the  U.S. 
Treasury  should  be  the  victim  of  an  act 
which  he  performed  of  his  own  free 
choice.  Under  these  circumstances,  I  in¬ 
tend  to  support  the  amendment  of  the 
Senator  from  Tennessee. 

Mr.  CLARK.  Mr.  President,  before  t'ne 
vote  on  the  amendments  is  taken,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  CLARK.  A  few  moments  ago  the 
Senator  for  Tennessee  stated  that  the 
substance  of  his  amendment  had  been 
recommended  by  both  President  Ken¬ 
nedy  and  Secretary  of  the  Treasury 
Dillon;  the  Senator  from  Tennessee 
made  that  categorical  statement. 

Mr.  LONG  of  Louisiana.  This  amend¬ 
ment  was  not  recommended  by  either 
President  Kennedy  or  the  Secretary  of 
the  Treasury. 

Mr.  CLARK.  But  it  was  recommended 
at  the  time  when  the  initial  recom¬ 
mendation  for  tax  reform  came  to  Con¬ 
gress,  was  it  not?  Is  not  that  what  the 
distinguished  Senator  from  Tennessee 
said? 

Mr.  LONG  of  Louisiana.  No.  This 
amendment  had  not  been  recommended 
by  anyone  at  the  administration  level. 
In  other  words  2  years  ago,  under  the 
Kennedy  administration,  a  recommen¬ 
dation  was  made  that  the  exclusion 
should  be  eliminated,  insofar  as  U.S. 
citizens  in  developed  countries  were 
,  concerned. 

The  great  majority  of  countries  are 
not  regarded  as  developed  countries,  and 
therefore  there  was  not  recommenda¬ 
tion  of  a  change  insofar  as  the  less 
developed  countries  were  concerned. 

Mr.  CLARK.  Is  it  not  true,  however, 
that  the  vast  majority  of  the  money  in¬ 
volved  comes  from  our  citizens  who  live 
In  developed  countries,  and  that  the 
President  recommended  elimination  of 
the  entire  credit,  not  just  a  reduction  to 
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$6,000,  as  the  Senator  from  Tennessee 
has  recommended? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  CLARK.  I  ask  for  a  factual 
answer. 

Mr.  LONG  of  Louisiana.  Well,  let  me 
say  that  although  this  amendment  was 
voted  on  by  the  committee,  it  was  con¬ 
sidered  there  only  briefly — which  ac¬ 
counts  for  the  fact,  so  I  am  advised  by 
one  of  our  ablest  staff  members,  that 
to  the  best  of  his  recollection  the  amend¬ 
ment  was  not  considered  at  length  in 
the  committee. 

In  my  judgment,  if  the  committee  had 
studied  the  provision  more  it  would  have 
been  still  stronger  in  opposition  to  the 
amendment.  In  any  event,  the  possi¬ 
bilities  are  that  the  bulk  of  what  we 
would  have  talked  about  in  terms  of 
revenue  is  in  the  less  developed  coun¬ 
tries,  because  the  tax  rates  in  the  so- 
called  developed  countries,  the  advanced 
countries,  are  more  nearly  in  line  with 
ours.  Insofar  as  persons  making  a  sub¬ 
stantial  income  in  those  countries  are 
concerned,  they  are  already  paying  a 
substantial  income  tax  on  the  income 
derived  in  those  nations,  and  they  would 
have  the  benefit  of  the  foreign  tax  credit 
with  regard  to  income  earned  there. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  CLARK.  The  Senator  from 
Louisiana  agrees,  does  he  not,  with  the 
Senator  from  Tennessee,  that  a  more 
rigorous  amendment  than  the  one  pro¬ 
posed  by  the  Senator  from  Tennessee 
was  proposed  both  by  President  Kennedy 
and  by  Secretary  Dillon  2  years  ago? 

Mr.  LONG  of  Louisiana.  More  rigor¬ 
ous  in  one  respect  and  less  rigorous 
in  another  respect. 

Mr.  HOLLAND.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  HOLLAND.  I  believe  most  Sen¬ 
ators  have  traveled  in  Central  America 
and  Latin  America.  I  have  noticed  that 
in  those  countries  there  are  large  invest¬ 
ments  of  American  money,  in  connection 
with  the  operation  of  all  types  of  busi¬ 
ness,  and  that  most  of  those  investors 
prefer  to  have  American  executives  at 
the  head  of  their  businesses  and  also  in 
all  other  high-level  echelons. 

I  inquire  of  the  Senator  from  Louisiana 
whether  it  would  be  reasonable  to  expect 
trained  executives  of  such  a  type  to  go 
into  those  countries  without  having  some 
assurance  of  the  type  that  is  offered  by 
existing  law — namely — that  they  would 
not  have  full  accountability  to  the  coun¬ 
tries  where  they  were  residing  and  work¬ 
ing  for  the  moment  for  the  payment  of 
income  taxes,  and  at  the  same  time  have 


accountability  to  their  home  nation  for 
payment  of  the  full  amount  of  the  ordi¬ 
nary  income.  Would  it  be  reasonable  to 
encourage  them  or  to  expect  them  to  ac¬ 
cept  assignments  to  those  positions  if 
they  had  to  pay  taxes  in  both  directions? 

Mr.  LONG  of  Louisiana.  I  agree  with 
the  Senator  from  Florida.  I  do  not  be¬ 
lieve  it  would  be  reasonable  to  expect 
that.  I  also  remind  the  Senator  so  long 
as  Americans  with  large  investments 
overseas  are  competing  with  foreigners 
who  are  becoming  more  efficient  from 
day  to  day,  we  must  recognize  the  grow¬ 
ing  ability  of  these  foreigners  to  compete 
with  Americans.  If  we  were  to  under¬ 
take  to  discriminate  by  taxing  our  people 
at  a  far  heavier  rate  than  that  applied 
to  others  in  those  lands,  it  would  seem  to 
me  that  over  a  period  of  time  we  would 
tend  to  make  Americans  less  competitive 
with  the  citizens  of  advanced  nations 
who  are  competing  with  our  citizens  in 
countries  where  the  resources  need  to  be 
developed. 

Mr.  HOLLAND.  Mr.  President,  will 
the  Senator  from  Louisiana  yield 
further? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  HOLLAND.  In  conjunction  with 
other  members  of  the  Appropriations 
Committee,  I  heard  the  distinguished 
Secretary  of  the  Treasury,  Mr.  Dillon,  re¬ 
port  on  the  original  conferences  in  Uru¬ 
guay  which  preceded  the  Alliance  fQr 
Progress.  One  of  the  things  on  which 
he  insisted  most  fully  was  that  the  con¬ 
tributions  to  be  made  by  our  country  over 
this  period  of  years  be  very  heavily  di¬ 
vided  between  public  contributions  and 
private  investments,  and  that  it  was  a 
part  of  the  program  to  encourage  both 
large  companies  and  small  companies  of 
our  country  to  transact  business  in  the 
countries  covered  by  the  Alliance  for 
Progress. 

So  I  repeat  the  question:  With  the 
emphasis  being  laid  in  every  way  by  our 
country  upon  increased  investments  and 
increased  operations  by  American  capi¬ 
tal  and  American  business  in  these  coun¬ 
tries,  would  it  have  been  reasonable  or 
feasible  to  adopt  n  tax  program  which 
would  have  discouraged  our  own  people 
who  were  qualified  to  be  executives  of 
those  businesses  from  going  there  with 
our  capital,  to  manage  them  in  the 
American  way? 

Mr.  LONG  of  Louisiana.  It  would  not 
have  been  reasonable.  That  is  why  the 
Kennedy  administration  recommended 
some  action  in  this  field  and  recom¬ 
mended  that  we  not  change  the  exclu¬ 
sion  at  all  in  the  less-developed  coun¬ 
tries.  The  administration  was  not  par¬ 
ticularly  concerned  about  retarding  the 
efforts  of  Americans  in  connection  with 
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developed  enterprises  in  the  developed 
countries,  but  it  wished  to  retain  the 
incentive  and  encouragement  that 
existed  then,  and  presently  exists,  for 
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Americans  to  go  Into  the  less-developed 
countries,  to  help  them  get  on  with  the 
job  of  the  Alliance  for  Progress  and 
with  the  advancement  of  their  economic 
interests.  So  even  the  present  law  is 
more  restrictive  in  that  type  of  situation 
than  the  President  Kennedy  administra¬ 
tion  was  disposed  to  recommend. 

Mr.  LAUSCHE.  Mr.  President - 

The  PRESIDING  OFFICER  (Mr.  Ed¬ 
mondson  in  the  chair).  The  Senator 
from  Ohio  is  recognized. 

Mr.  LAUSCHE.  '  Mr.  President,  there 
has  been  some  discussion  about  the  rela¬ 
tive  income  tax  burdens  imposed  by  the 
Government  of  the  United  States  and 
Western  European  countries.  The  point 
I  wish  to  make  is  that  the  U.S.  Gov¬ 
ernment  imposes  the  highest  income  tax 
of  any  of  the  Western  European  coun¬ 
tries,  or  even  those  in  the  Western 
Hemisphere.  The  statistical  yearbook 
issued  by  the  United  Nations  in  1961  is  a 
narration  of  the  percentage  of  taxes 
from  major  sources  collected  by  certain 
central  governments.  The  tabulation  is 
most  interesting  because  it  shows  that 
the  nations  of  Western  Europe  rely  pri¬ 
marily  upon  excise  and  indirect  taxes. 

The  report  shows  that  the  United 
States  collects  79  percent  of  its  revenues 
through  income  taxes;  Australia,  51  per¬ 
cent;  Canada,  52  percent;  Austria,  30 
percent;  Belgium,  37  percent;  France,  28 
percent;  Germany,  38  percent;  Italy,  21 
percent;  the  Netherlands,  55  percent; 
and  the  United  Kingdom,  38  percent. 

Arguments  have  been  made — and  it 
was  so  testified  by  Secretary  Dillon — 
that  the  European  nations  Jiave  reduced 
their  income  taxes  and  have  found  that 
that  action  has  stimulated  business.  The 
parallel  is  drawn  that  if  the  stimulation 
arose  there  it  will  likewise  come  in  the 
United  States.  But  the  whole  story  was 
not  told,  because  Europe  relies  primarily 
upon  excise,  sales,  and  other  indirect 
taxes  to  provide  its  revenues. 

Now  I  go  to  another  tabulation.  This 
is  one  issued  by  the  First  National  City 
Bank  of  New  York  in  1962.  This  one 
shows  that  the  United  States  collects 
83  percent  of  its  revenues  by  income 
tax;  Canada,  65  percent;  Japan,  64  per¬ 
cent;  the  Netherlands,  64  percent;  Ger¬ 
many,  60  percent;  Australia,  58  percent; 
Great  Britain,  55  percent;  France,  51 
percent;  Belgium,  51  percent;  Sweden, 
50  percent;  Italy,  49  percent,  a  disparity 
between  this  one  and  the  last  one  I  read; 
Denmark,  40  percent;  and  Norway,  37 
percent. 


I  am  not  arguing  in  favor  of  collect¬ 
ing  revenues  through  excise,  sales,  and 
indirect  taxes.  The  point  I  wish  to  make 
is  that  most  Socialist  countries  in 
Western  Europe  are  collecting  their  reve¬ 
nues  primarily  through  excise  taxes. 

That  brings  me  to  the  following  point; 
We  contemplate  losing  revenues  in  the 
approximate  amount  of  $11  billion  in 
2  years.  We  speak  only  of  a  2-year 
period.  The  proposed  action  would 
mean  a  loss  of  revenues  forever  unless 
the  tax  laws  were  changed  again.  It  is 
one  thing  to  argue  for  the  reduction 
of  income  taxes  and  to  substitute  for 
the  loss  the  imposition  of  an  indirect  or 
an  excise  tax;  but  it  is  another  thing 
to  argue  merely  to  reduce  the  tax  and 
then  depend  upon  the  possibilities  that 
with  reduction  greater  revenues  will  flow 
to  the  state.  I  do  not  believe  that  will 
happen. 

Mr.  President,  I  contend  that  the  tab¬ 
ulations  which  I  have  discussed  are  ex¬ 
ceedingly  important.  Secretary  Dillion, 
in  answering  the  questions  asked  by  the 
Senator  from  Virginia  [Mr.  Byrd],  used 
Europe  as  an  example  of  why  we  should 
do  what  is  proposed  in  the  United  States. 
Therefore  I  ask  unanimous  consent  that 
those  tabulations  be  printed  at  this  point 
in  the  Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


[In  cents] 


Out  of  every  $1  of  tax  revenue  of 
‘  central  governments— 

Taxes  on 
income 
produce — 

Taxes  on 
capital 
produce — 

Taxes  on 
sales 

produce — 

United  States _ 

83.4 

1.8 

14.8 

Canada . . 

65.0 

1.6 

33.4 

Japan . . 

64.9 

.6 

34.5 

Netherlands . 

64.6 

3.4 

32.1 

Germany _ 

60.2 

1.6 

38.2 

Australia. . 

58.1 

1.3 

40.6 

Britain.. . . 

55.3 

3.7 

41.0 

France. . . 

51.7 

1.9 

46.4 

Belgium _ 

61.4 

1.5 

47.1 

Sweden . 

60.6 

1.5 

47.8 

Italy . 

49.7 

1.7 

48.6 

Denmark _ 

40.0 

5.3 

54.  7 

Norway  . . 

37.6 

2.2 

60.3 

Note.— Taxes  on  Income  include  payroll  taxes.  Those 
on  capital  include  estate,  inheritance,  gift  and  property 
taxes.  Taxes  on  sales  include  exlses,  other  consumption 
taxes.  Figures  are  for  fiscal  years  ended  in  1960,  except  for 
Scandinavian  countries,  where  years  ended  in  1959  are  the 
latest  available. 

The  Statistical  Yearbook  issued  by  the 
United  Nations  in  1961  gives  an  information 
narration  of  the  percentage  of  taxes  from 
major  sources  collected  by  certain  central 
governments;  the  tabulation  is  as  follows; 
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Percentage  of  taxes  from  major  sources  central  governments ,  selected  countries,  1960 


Personal 

income 

Corporate 

Income 

Import 

duties 

Excise 

duties 

Turn¬ 
over  tax 

Others 

Total  in¬ 
come  tax 

V 

TTnitpd  States  .  _  _ . _ 

61.9 

27.4 

1.4 

11.6 

7.6 

/ 

79.3 

Australia  1 _ 

51 

.0 

6.5 

19.2 

*12.5 

10.8 

51.0 

P,n.n  aria  _ _ _ 

30.6 

22.3 

10.3 

36.8 

52.9 

Austria  1  _ - _ 

30.9 

7.3 

21.3 

40.5 

30.9 

Belgium  1  ....  r 

37.6 

5.4 

14.6 

42.4 

37.6 

France . . . - . . 

16.0 

12.6 

2.2 

9.5 

35.2 

24.5 

28.6 

Germany  (Federal  Republic)  — . — 

28.8 

•  10.1 

4.8 

14.5 

28.5 

13.0 

38.9 

Italy  1 .  . 

21.3 

*22.3 

19.4 

36.9 

21.3 

Netherlands - - - 

40.3 

15.0 

10.0  |  8.5 

18.7 

7.4 

55.3 

United  Kingdom  1 - 

38.2 

1 

*33.4 

1 

28.4 

38.2 

i  A  breakdown  between  personal  and  corporate  Income  taxes  Is  not  provided. 

*  The  Australian  tax  is  classed  as  a  sales  tax. 

*  Import  and  excise  duties  are  stated  as  1  figure  for  Italy  and  the  United  Kingdom. 

Note.— The  turnover  tax  is  a  multiple-stage  sales  tax  which  is  applied  at  all  stages  in  the  production  and  distribu¬ 
tion  channels.  There  are  varied  and  modified  forms  of  it  in  the  countries  where  it  is  used. 

Percentages  may  not  total  100  due  to  rounding. 


Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  in  order  that  Senators  may  know 
when  the  vote  will  come  on  the  Gore 
amendment,  I  ask  unanimous  consent 
that  the  Senate  vote  on  the  Gore  amend¬ 
ment  in  10  minutes,  which  would  be  at 
35  minutes  after  3  p.m. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  LONG  of  Louisiana,  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  im¬ 
mediately  following  the  vote  on  the  Gore 
amentment  the  Senator  from  Indiana 
[Mr.  Hartke]  be  recognized. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
order  for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  LONG  of  Louisiana.  I  ask  unani¬ 
mous  consent  that  the  Senate  now  pro¬ 
ceed  to  vote  on  the  Gore  amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 
On  this  question  the  yeas  and  nays  have 
been  ordered,  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Alaska  [Mr.  Bartlett], 
the  Senator  from  West  Virginia  [Mr. 
Byrd],  the  Senator  from  Nevada  [Mr. 
Cannon],  the  Senator  from  Connecticut 
[Mr.  Dodd],  the  Senator  from  Arizona 
[Mr.  Hayden],  the  Senator  from  Oregon 
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[Mrs.  NEUberger],  the  Senator  from 
Rhode  Island  [Mr.  Pastore],  and  the 
Senator  from  Texas  [Mr.  Yarborough] 
are  absent  on  official  business. 

I  also  announce  that  the  Senator  from 
California  [Mr.  Engle]  is  absent  because 
of  illness. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Alaska 
[Mr.  Bartlett],  the  Senator  from  Con¬ 
necticut  [Mr.  Dodd],  and  the  Senator 
from  Nevada  tMr.  Cannon]  would  each 
vote  “yea.” 

On  this  vote  the  Senator  from  Arizona 
[Mr.  Hayden]  is  paired  with  the  Senator 
from  Rhode  Island  [Mr.  Pastore].  If 
present  and  voting  the  Senator  from 
Arizona  would  vote  “nay,”  and  the  Sen¬ 
ator  from  Rhode  Island  would  vote 
“yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  New  Hampshire  [Mr.  Cot¬ 
ton],  the  Senator  from  Illinois  [Mr. 
Dirksen],  and  the  Senator  from  Arizona 
[Mr.  Gold  water]  are  necessarily  absent. 

The  result  was  annoqnced — yeas  47, 
nays  41,  as  follows: 

[No.  14  Leg.] 

YEAS — 47 


Aiken 

Gruening 

Mundt 

^Bayh 

Hart 

Muskle 

Beall 

-  Hruska 

Nelson 

Burdick 

Johnston 

Pearson 

Byrd,  Va. 

Keating 

Prouty 

Case 

Kennedy 

Proxmire 

Church 

Kuchel 

Randolph 

Clark 

Lausche 

Rlbicoff 

Cooper 

McGovern 

Russell 

Curtis 

McIntyre 

Scott 

Dominick 

McNamara 

Smith 

Douglas 

Mechem 

Symington 

Edmondson 

Metcalf 

Thurmond 

Ervin 

Miller 

Williams,  Del. 

Fong 

Monroney 

Young,  Ohio 

Gore 

Morse 
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NAYS — 41 


Allott 

Humphrey 

Moss 

Anderson 

Inouye 

Pell 

Bennett 

Jackson 

Robertson 

Bible 

Javits 

Saltonstall 

Boggs 

Jordan,  N.C. 

Simpson 

Brewster 

Jordan,  Idaho 

Smathers 

Carlson 

Long,  Mo. 

Sparkman 

Eastland 

Long,  La. 

Stennis 

El  lender 

Magnuson 

Talmadge 

Fulbright 

Mansfield 

Tower 

Hartke 

McCarthy 

Walters 

Hickenlooper 

McClellan 

Williams,  N.J. 

Hill 

McGee 

Young,  N.  Dak. 

Holland 

Morton 

NOT  VOTING— 

-12 

Bartlett 

Dirksen 

Hayden 

Byrd,  W.  Va. 

Dodd 

Neuberger 

Cannon 

Engle 

Pastore 

Cotton 

Goldwater 

Yarborough 

So  Mr.  Gore’s  amendment  was  agreed 
to. 

Mr.  GORE.  Mr.  President,  I  move  to 
reconsider  the  vote  by  which  the  amend¬ 
ment  was  agreed  to. 

Mr.  DOUGLAS.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  HARTKE.  Mr.  President,  shortly 
this  body  will  take  up  consideration  of 
an  amendment  by  the  junior  Senator 
from  Connecticut,  my  distinguished  and 
learned  friend  [Mr.  Ribicoff].  This 
amendment  deals  with  tax  credits  for 
those  who  are  supporting  children  at¬ 
tending  colleges  and  universities. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HARTKE.  I  am  happy  to  yield  to 
the  Senator  from  Florida. 

Mr.  SMATHERS.  Is  the  Senator  dis¬ 
cussing  an  amendment  or  proposal  which 
has  something  to  do  with  the  so-called 
Ribicoff  amendment? 

Mr.  HARTKE.  My  intention  is  to  dis¬ 
cuss  at  this  time  a  proposal  which  would 
be  an  alternative  to  and  a  substantial 
improvement  over  the  proposal  of  the 
distinguished  Senator  from  Connecticut. 
I  hope  that  Members  of  the  Senate  who 
are  interested  in  the  vote  on  the  so- 
called  Ribicoff  amendment  will  give  this 
matter  their  utmost  consideration,  be¬ 
cause  I  believe  they  will  be  interested  in 
learning  how  this  approach  will  go  to  the 
heart  of  the  problem.  This  may  end 
what  7  consider  to  be  some  confusion, 
and  may  at  the  same  time  eliminate  the 
illusion  which  I  believe  has  been  created. 
The  proposal  which  I  intend  to  offer 
looks  to  the  future  rather  than  to  the 
immediate  past  or  to  the  present  in  the 
field  of  education. 

Both  the  subject  matter — that  of  as¬ 
sistance  to  youngsters  in  college  and 
their  families — and  the  specific  proposal 
of  the  junior  Senator  from  Connecticut 
are  familiar  to  me.  I  have  had  to  come 


to  grips  personally  with  the  problem  of 
helping  children  in  college  all  too  soon 
after  my  own  labors  at  trying  to  earn 
a  degree  and  money  at  the  same  time. 
Moreover,  I  have  offered  as  bills  several 
proposed  solutions  to  this  problem.  I 
have  considered  carefully,  long  ago,  the 
idea  of  tax  credits,  of  writeoffs  for  col¬ 
lege  expenses,  of  double  exemptions  for 
college  students  and  of'  a  guaranteed 
loan  program  organized  along  the  lines 
of  FHA.  My  point  is,  Mr.  President,  that 
I  am  no  Johnny-come-lately  to  this  prob¬ 
lem.  Nor  am  I  a  Johnny-come-lately  to 
seeking  a  solution. 

Along  with  many  others  in  the  Sen¬ 
ate,  I  have  come  to  the  conclusion  that 
a  solution  cannot  rest  with  one  facet  of 
this  problem.  It  is  not  primarily  a  prob¬ 
lem  of  taxation  and  the  solution  cannot 
be  provided  exclusively  with  taxation,  if 
at  all.  Certainly,  any  measure  which 
porports  to  be  a  solution  to  the  problem 
of  helping  students  and  their  parents 
afford  college  should  offer  sufficient  relief 
and  help  so  that  we  may  reach  a  goal 
of  a  college  education  for  every  Ameri¬ 
can  youngster  who  wants  to  go  and  who 
has  the  capacity  to  do  the  work. 

I  do  not  believe  that  the  junior  Sen¬ 
ator  from  Connecticut’s  amendment 
would  do  this  job.  I  think  it  would  add 
to  the  confusion  and  in  fact  be  an  illu¬ 
sion.  I  believe  we  need  a  broader,  more 
comprehensive  program  to  do  this  job. 

Last  Thursday,  the  distinguished 
senior  Senator  from  Michigan  stated 
here: 

When  we  seek  to  aid  education,  we  should 
do  so  in  an  education  bill  and  not  in  a 
biU  relating  to  finance. 

I  believe  this  was  one  great  factor 
which  caused  the  Finance  Committee  to 
reject  the  proposal  of  the  junior  Senator 
from  Connecticut. 

When  it  fell  to  my  lot  to  face  a  com¬ 
mittee  vote  on  this  matter,  I  took  up 
the  whole  idea  of  aid  for  students  in 
colleges  and  universities  with  the  highest 
echelons  of  Treasury  and  the  Depart¬ 
ment  of  Health,  Education,  and  Welfare. 
I  discussed  with  them  my  own  ideas 
and  the  need  for  something  to  be  done 
to  h^lp  solve  this  problem  of  trying  to 
put  higher  education  within  the  reach 
of  every  qualified  youngster.  I  have 
come  up  with  a  comprehensive  solution 
which  has  met  with  considerable  ap¬ 
proval  at  Treasury  and  HEW  and  which 
I  believe  will  be  approved  parents,  stu¬ 
dents,  education,  and  lawmakers.  My 
proposal  looks  forward  rather  than 
backward. 

But  first,  Mr.  President,  I  wish  to  dis¬ 
cuss  for  a  moment  my  objections  to  the 
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Ribicoff  amendment  of  the  junior  Sena¬ 
tor  from  Connecticut. 

The  graduated  tax  credit  proposed  by 
the  junior  Senator  from  Connecticut  is 
extremely  costly.  Estimates  of  Treasury 
are  that  it  will  cost  $750  million  the  first 
year  and  that,  by  1970,  the  cost  will  be 
$1.3  billion  for  that  year.  Should  costs 
of  tuition  and  other  items  of  obtaining  a 
college  education  rise  in  the  period,  the 
loss  would,  of  course,  be  even  greater. 

To  obtain  relief  under  the  proposal  of 
the  junior  Senator  from  Connecticut,  a 
man  would  have  to  be  paying  income 
taxes.  There  can  be  no  tax  relief  to  the 
student  from  a  family  whose  income  is 
too  low  to  be  paying  taxes.  Moreover,  it 
can  be  assumed  that  those  who  would 
get  relief  would  be  sending  their  children 
to  college  anyway.  Laudable  as  this  may 
be,  it  does  not  solve  the  problem  of  put¬ 
ting  college  within  the  reach  of  every 
qualified  student. 

As  the  1960  census  shows  clearly,  so 
far  as  the  present  income  groups  are 
concerned,  if  we  divide  them  into  upper 
income,  middle  income,  and  lower  in¬ 
come  groups,  we  find  that  two-thirds  of 
those  who  are  in  the  upper  income 
groups  are  sending  their  children  to  col¬ 
lege;  one-half  of  the  middle  income,  and 
one-fifth  of  those  who  are  in  the  lower 
income  groups.  Those  are  the  people 
who  are  providing  an  opportunity  for  a 
college  education. 

Colleges  and  universities  would  be 
aided  by  the  amendment  of  the  junior 
Senator  from  Connecticut  only  in  that 
they  could  raise  tuition  and  other  costs. 
Any  tax  credit  to  an  individual  might 
then  be  virtually  wiped  out  by  increased 
costs.  In  other  words,  a  father  might 
well  be  out  of  pocket  just  as  much  after 
getting  tax  relief  because  of  also  getting 
a  bigger  bill  from  the  school.  The  net 
result  could  well  be  aggravation  of  the 
disease  rather  than  a  cure.  There  might 
be  little  gain — if  any — for  those  who 
benefit  and  a  loss  to  those  not  benefiting. 
The  greatest  loss  of  potential — that  is, 
the  lower  income  group — would  be  aided 
least.  In  fact,  the  needy  will  be  worse 
off. 

Major  benefit  to  individuals  from  the 
plan  would  go  to  those  who  send  young¬ 
sters  to  expensive,  private  institutions. 
Students  in  public  institutions  generally 
would  get  shortchanged  and  States  with 
highly-developed  public  education  into 
the  college  level  would  be  discriminated 
against. 

IP.  1698 ] 

In  evaluating  the  tax  credit  as  a  means 
for  encouraging  higher  education, 
through  helping  institutions  and  families 
of  students,  we  should  consider  whether 


spending  this  kind  of  money  can  accom¬ 
plish  more  some  other  way. 

In  following  this  approach,  Mr.  Presi¬ 
dent,  I  have  come  up  with  a  solution 
which  I  believe  does  just  this.  That 
is,  the  spending  proposed  is  not  as  great 
or  no  greater  than  the  loss  of  revenue 
anticipated  by  passage  of  the  amend¬ 
ment.  Yet,  I  believe,  the  benefits  are 
greater  to  those  whom  we  wish  to  help. 
I  believe  that  the  Labor  and  Public  Wel¬ 
fare  Committee  should  consider  my  sug¬ 
gested  solution,  that  of  our  distinguished 
colleague  from  Connecticut  and,  per¬ 
haps,  others. 

I  believe,  as  does  the  Senator  from 
Louisiana  [Mr.  Long],  when  he  said 
Thursday,  in  the  initial  discussion  about 
this  matter,  that  if  we  could  make  avail¬ 
able  the  same  sum  of  money  that  the 
Ribicoff  amendment  would  cost  the 
Treasury  for  direct  use  in  assistance  to 
students  for  higher  education,  it  would 
be  far  more  effective.  I  am  today  intro¬ 
ducing  a  comprehensive  bill  to  achieve 
those  purposes,  a  bill  which  bears  the 
short  title,  “Higher  Education  Student 
Assistance  Act  of  1965.” 

In  my  opinion,  it  would  do  more  to 
achieve  the  same  ends  than  would  the 
so-called'  Ribicoff  amendment,  beeause 
it  would  reach  the  needier  students 
from  families  which  cannot  benefit  from 
the  tax  credit,  because  they  would  have 
no  taxes,  or  insufficient  taxes,  from 
which  to  deduct  a  credit.  It  would  do 
more  because,  first,  it  would  create  a 
scholarship  program  for  talented  and 
needy  young  people.  It  would  do  more 
because  it  would  expand  the  loan  oppor¬ 
tunities  available  under  the  National 
Defense  Education  Act.  It  would  do 
more  because  it  would  make  more  easily 
available  to  students  and  their  families 
loans  through  commercial  channels,  and 
perhaps  from  funds  of  the  institutions 
not  now  available  for  loan,  by  providing 
for  Government  guarantee  of  such  loans. 
It  would  do  more  because  it  would  pro¬ 
vide  a  work-study  program  under  which 
qualified  students  will  be  able  to  do  use¬ 
ful  course-related  work  on  the  campus 
for  pay,  giving  them  aid  while  at  the 
same  time  helping  the  institution  by 
their  work,  and  incidentally  removing 
many  students,  from  filling  stations, 
taxi  driving,  and  other  part-time  work 
which  would  thus  help  make  jobs  for 
some  unemployed. 

Mr.  President,  there  is  need  for  a 
broader  consideration  of  the  needs  of 
higher  education  in  the  area  of  student 
assistance  than  can  be  given  hastily  on 
the  floor  of  this  body.  This  has  previ¬ 
ously  been  pointed  out  by  others  among 
my  colleagues,  including  the  junior  Sen¬ 
ator  from  Louisiana  and  the  senior  Sen- 
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ator  from  Michigan,  as  well  as  the  senior 
Senator  from  Oregon,  who  is  chairman 
of  the  Education  Subcommittee  of  the 
Labor  and  Public  Welfare  Committee. 
It  is  for  that  reason  that  I  present  the 
comprehensive  student  assistance  bill  at 
this  time,  in  order  that  it  may  be  con¬ 
sidered  as  a  far  better  alternative  than 
that  which  the  junior  Senator  from 
Connecticut  is  offering.  The  total  sums 
involved  are  less  than  those  which  that 
amendment  anticipates,  according  to 
Treasury  figures,  and  its  full  considera¬ 
tion  by  the  subcommittee  of  the  senior 
Senator  from  Oregon  will  give  us  a  basis 
for  consideration  which  adoption  now 
of  the  so-called  Ribicoff  proposal  will  not 
do. 

The  bill  I  am  about  to  introduce  is 
one  which  the  administration  will  find  it 
is  possible  to  support.  Three  of  its  four 
methods  of  approach  have  been  proposed 
in  previous  drafts  of  legislation,  and  one 
of  these,  the  student  loan  guarantee  pro¬ 
posal,  is  before  a  committee  separately 
in  a  bill  introduced  by  me,  S.  1115,  and 
was  once  proposed  in  a  bill  introduced  by 
the  distinguished  President  of  the  United 
States  when  he  was  a  Member  of  this 
body. 

But  the  fourth,  the  work-study  pro¬ 
gram,  is  a  new  and  most  promising  addi¬ 
tional  approach. 

Under  my  bill,  the  cost  would  be 
$353,500,000,  compared  with  $750  million 
under  the  so-called  Ribicoff  amendment, 
for  the  first  year,  fiscal  1965,  rising  in 
1968  to  a  maximum  of  $650  million,  com¬ 
pared  with  the  $1.3  billion  under  the 
Ribicoff  amendment.  Thus,  the  cost  of 
my  program  would  be  about  half  of  that 
involved  in  the  Ribicoff  amendment.  I 
have  seen  no  estimate  of  the  number  of 
students  who  would  be  aided  by  the 
Ribicoff  amendment.  The  number  of 
students  who  would  be  aided  by  my  bill 
would  be  905,000  In  the  first  year  and 
1,240,000  by  1968. 

Moreover,  these  will  be  students  who 
have  proved  in  the  competition  for 
scholarships,  in  the  restrictive  provisions 
requiring  a  combination  of  ability  and 
need,  and  in  the  measures  providing 
for  judicious  administration  of  the  as¬ 
sistance  to  those  most  deserving,  that 
the  aid  they  receive  will  be  contributing 
most  efficiently  to  our  future  citizenry. 

My  bill  has  four  parts.  First,  the  un¬ 
dergraduate  scholarship  program  would 
provide  aid  in  the  first  year  for  50,000 
students,  and  for  200,000  by  1968.  This 
would  be  direct  scholarship  assistance 
on  a  State-administered  basis,  based  on 
merit.  Here  we  would  reach  students 
who  have  real  need  but  who  in  many 
cases,  although  even  brilliantly  qualified 
for  college,  are  unable  because  of  the 


family  economic  situation,  to  attend 
without  scholarship  help.  This  is  the 
group  untouched  by  the  Ribicoff  pro¬ 
posal. 

Second,  the  National  Defense  Educa¬ 
tion  Act  would  be  expanded  in  its  aid, 
with  the  loan  limit  lifted  from  $1,000  to 
$1,500  for  undergraduates  and  from 
$2,000  to  $2,500  for  graduate  students. 
It  would  further  expand  the  application 
of  the  National  Defense  Education  Act 
to  technical  institutions  of  less  than  4- 
year  degree-granting  status,  which  are 
not  now  eligible.  The  number  of  stu¬ 
dents  aided  by  this  expansion  would  be 
470,000  in  1965  and  600,000  in  subsequent 
years. 

Third,  the  student  loan  insurance  pro¬ 
gram  would  be  accomplished  by  a  very 
nominal  expenditure  of  $1  million  for  a 
revolving  fund  which  would  become  self- 
sustaining.  One  could  draw  a  parallel 
to  the  Federal  Deposit  Insurance  Cor¬ 
poration  and  its  operations.  It  might 
open  up  the  possibility,  with  Federal  loan 
guarantees,  for  the  loaning  out  of  re¬ 
stricted  funds  now  being  held  by  many 
of  the  institutions  themselves,  giving 
them  a  return  on  their  funds  as  great  as 
they  are  now  receiving  but  putting  the 
funds  to  work  directly  in  support  of  the 
educational  programs  at  the  heart  of 
their  concern.  The  estimate  is  that  this 
program,  which  would  include  a  limita¬ 
tion  on  the  amount  of  interest  chargeable 
under  an  insured  loan  to  6  percent,  would 
help  55,000  students  in  its  first  year  and 
110,000  each  year  thereafter. 

Finally,  the  work-study  program  would 
make  available  $250  million  annually  to 
the  cooperating  institutions,  which  would 
parcel  it  out  in  pay  to  students  for  work 
of  benefit  both  to  them  in  relation  to 
their  college  work  and  of  significant 
benefit  to  the  institution.  For  example, 
it  would  allow  the  use  of  more  student 
assistants  to  professors.  It  might  en¬ 
courage  teachers  by  making  some  pay¬ 
ment  for  their  practice  teaching,  or  for 
field  work  by  students  in  social  work 
areas,  and  in  other  ways.  In  addition,  it 
would  have  the  “fallout  effect”  of  re¬ 
moving  many  students  from  part-time 
work  which  could  be  done  as  well  by  non¬ 
students.  This  most  important  new 
proposal  would  aid  330,000  students  an¬ 
nually. 

But  although  I  am  speaking  of  this 
subject  in  the  context  of  the  amendment 
to  the  tax  bill  before  us,  I  am  introducing 
it  as  a  bill  which  deserves  its  own  con¬ 
sideration  as  a  preferable  attack  upon 
the  problem  of  aid  to  students.  I  be¬ 
lieve  that  we  must  vote  against  the  Ribi¬ 
coff  amendment  or  at  least  to  refer  it  to 
committee,  where  it  can  be  examined 
minutely  in  comparison  with  my  own 
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proposal  in  the  bill  I  am  introducing 
today. 

Mr.  President,  I  introduce  the  bill  at 
this  time  and  ask  that  it  be  appropriately 
referred  for  full  consideration  by  a 
committee. 

The  PRESIDING  OFFICER.  The  bill 
will  be  received  and  appropriately 
referred. 

The  bill  (S.  2490)  to  provide  assistance 
for  students  in  higher  education  by  in¬ 
creasing  the  amount  authorized  for  loans 
under  the  National  Defense  Education 
Act  of  1958  and  by  establishing  programs 
for  scholarships,,  loan  insurance,  and 
work-study,  introduced  by  Mr.  Hartke, 
was  received,  read  twice  by  its  title,  and 
referred  to  the  Committee  on  Labor  and 
Public  Welfare. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Indiana  yield? 

Mr.  HARTKE.  I  yield. 

Mr.  SMATHERS.  I  congratulate  the 
able  Senator  on  the  concept  of  his  bill. 
I  should  like  to  ask  the  Senator  several 
questions  that  arose  in  my  mind  as  I 
listened  to  him  speak. 

First,  does  his  proposal  envision  taking 
care  of  and  providing  education  for  a 
young  man  who  might  be  orphaned,  who 
has  no  family  to  provide  for  him? 
Would  the  Senator’s  concept  provide 
education  for  that  type  of  person,  who 
otherwise  would  not  be  eligible? 

[P.  1699 ] 

Mr.  HARTKE.  Most  especially  that  is 
true.  There  would  be  assistance  to  the 
student  who  needs  this  assistance  in 
order  to  be  able  to  go  to  college.  In 
other  words,  his  tax  would  be  cut. 

Mr.  SMATHERS.  Does  that  differ 
from  the  Ribicoff  proposal,  in  that  the 
Ribicoff  proposal  does  not  provide  at  all 
for  the  boy  who  might  be  in  need,  but 
rather,  envisions  taking  care  of  the 
parents?  Is  that  correct? 

Mr.  HARTKE.  Yes.  There  is  no 
doubt  about  it.  The  Senator  from  Flor¬ 
ida  is  exactly  correct.  In  the  case  of 
the  orphan,  the  parents  are  no  longer 
living.  So,  under  the  Ribicoff  amend¬ 
ment,  the  child  could  not  receive  the  tax 
credit;  and  the  parents  would  no  longer 
be  in  need  of  it,  for  their  assistance. 

Mr.  SMATHERS.  As  I  understand 
the  Ribicoff  amendment,  if  a  man  has  a 
large  number  of  children,  but  has  no  way 
to  send  them  to  school,  would  this 
amendment  provide  a  way  to  send  them 
to  school? 

Mr.  HARTKE.  No,  it  would  not,  for 
under  the  Ribicoff  amendment  he  would 
not  be  eligible  to  receive  such  a  tax 
credit.  No  tax  credit  can  be  given  to  a 
man  who  does  not  have  any  money  with 


which  to  pay  taxes  and  does  not  pay 
them. 

The  PRESIDING  OFFICER.  Under 
the  unanimous-consent  agreement  en¬ 
tered  into  on  January  31,  the  time  avail¬ 
able  for  debate  on  the  Ribicoff  amend¬ 
ment  is  now  under  control. 

The  amendment  of  the  Senator  from 
Connecticut  will  now  be  stated. 

AMENDMENT  NO.  329 

The  Legislative  Clerk.  At  the  proper 
place  in  title  II  of  the  bill,  it  is  proposed 
to  insert  the  following  new  section: 

Sec.  .  Tax  Credit  for  Expenses  of  Higher 
Education. 

(a)  Allowance  of  Credit. — Subpart  A  of 
part  IV  of  subchapter  A  of  chapter  1  (re¬ 
lating  to  credits  allowable)  is  amended  by 
renumbering  section  39  as  40,  and  by  insert¬ 
ing  after  section  38  the  following  new  sec¬ 
tion: 

“Sec.  39.  Expenses  of  Higher  Education. 

“(a)  General  Rule. — There  shall  be  al¬ 
lowed  to  an  individual,  as  a  credit  against 
the  tax  imposed  by  this  chapter  for  the  tax¬ 
able  year,  an  amount,  determined  under  sub¬ 
section  (b),  of  the  expenses  of  higher  edu¬ 
cation  paid  by  him  during  the  taxable  year 
to  one  or  more  institutions  of  higher  educa¬ 
tion  in  providing  an  education  above  the 
twelfth  grade  for  himself  or  for  any  other 
individual. 

“(b)  Limitations. — 

“(1)  Amount  per  individual. — The  credit 
under  subsection  (a)  for  expenses  of  higher 
education  of  any  individual  paid  during  the 
taxable  year  shall  be  an  amount  equal  to  the 
sum  of — 

“(A)  75  percent  of  so  much  of  such  ex¬ 
penses  as  does  not  exceed  $200, 

“(B)  25  percent  of  so  much  of  such  ex¬ 
penses  as  exceeds  $200  but  does  not  exceed 
$500,  and 

“(C)  10  percent  of  so  much  of  such  ex¬ 
penses  as  exceeds  $500  but  does  not  exceed 
$1,500. 

“(2)  Proration  of  credit  where  more 

THAN  ONE  TAXPAYER  PAYS  EXPENSES. - If  ex¬ 

penses  of  higher  education  of  an  individual 
are  paid  by  more  than  one  taxpayer  during 
the  taxable  year,  the  credit  allowable  to  each 
such  taxpayer  under  subsection  (a)  shall 
be  the  same  portion  of  the  credit  determined 
under  paragraph  (1)  which  the  amount  of 
expenses  of  higher  education  of  such  in¬ 
dividual  paid  by  the  taxpayer  during  the 
taxable  year  is  of  the  total  amount  of  ex¬ 
penses  of  higher  education  of  such  individual 
paid  by  all  taxpayers  during  the  taxable 
year. 

"(3)  Reduction  of  credit. — The  credit 
under  subsection  (a)  for  expenses  of  higher 
education  of  any  individual  paid  during  the 
taxable  year,  as  determined  under  paragraphs 
(1)  and  (2)  of  this  subsection,  shall  be  re¬ 
duced  by  an  amount  equal  to  1  percent  of  the 
amount  by  which  the  adjusted  gross  income 
of  the  taxpayer  for  the  taxable  year  exceeds 
$25,000. 

“(c)  Definitions. — For  purposes  of  this 
section — 

“(1)  Expenses  of  higher  education. — The 
term  ‘expenses  of  higher  education’  means — 
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“(A)  tuition  and  fees  required  for  the  en¬ 
rollment  or  attendance  of  a  student  at  a 
level  above  the  twelfth  grade  at  an  institu¬ 
tion  of  higher  education,  and 

“(B)  fees,  books,  supplies,  and  equipment 
required  for  courses  of  instruction  above  the 
twelfth  grade  at  an  institution  of  higher 
education. 

Such  term  does  not  include  any  amount  paid, 
directly  or  indirectly,  for  meals,  lodging,  or 
similar  personal,  living,  or  family  expenses. 
In  the  event  an  amount  paid  for  tuition  or 
fees  includes  an  amount  for  meals,  lodging, 
or  similar  expenses  which  is  not  separately 
stated,  the  portion  of  such  amount  which  is 
attributable  to  meals,  lodging,  or  similar 
expenses  shall  be  determined  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate. 

“(2)  Institution  of  higher  education. — 
The  term  ‘institution  of  higher  education’ 
means  an  educational  institution  (as  defined 
in  section  151(e)  (4) )  — 

“(A)  which  regularly  offers  education  at  a 
level  above  the  twelfth  grade,  and 
“(B)  contributions  to  or  for  the  use  of 
which  constitute  charitable  contributions 
within  the  meaning  of  section  170(c). 

“(d)  Special  Rules. — 

“(1)  Adjustment  for  certain  scholar¬ 
ships  and  veterans’  benefits. — The  amounts 
otherwise  taken  into  account  under  sub¬ 
section  (a)  as  expenses  of  higher  education 
of  any  individual  during  any  period  shall  be 
reduced  (before  the  application  of  subsec¬ 
tion  (b) )  by  any  amounts  received  by  such 
individual  during  such  period  as — 

“(A)  a  scholarship  or  fellowship  grant 
(within  the  meaning  of  section  117(a)(1)) 
which  under  section  117  is  not  includible  in 
gross  income,  and 

“(B)  education  and  training  allowance 
under  chapter  33  of  title  38  of  the  United 
States  Code  or  educational  assistance  allow¬ 
ance  under  chapter  35  of  such  title. 

“(2)  Noncredit  and  recreational,  etc., 
courses. — Amounts  paid  for  expenses  of 
higher  education  of  any  individual  shall  be 
taken  into  account  under  subsection  (a)  — 
“(A)  in  the  case  of  an  individual  who  is  a 
candidate  for  a  baccalaureate  or  higher  de¬ 
gree,  only  to  the  extent  such  expenses  are 
attributable  to  courses  of  instruction  for 
which  credit  is  allowed  toward  a  baccalaure¬ 
ate  or  higher  degree,  and 

“(B)  in  the  case  of  an  individual  who  is 
not  a  candidate  for  a  baccalaureate  cr  high¬ 
er  degree,  only  to  the  extent  such  expenses 
are*  attributable  to  courses  of  instruction 
necessary  to  fulfill  requirements  for  the  at¬ 
tainment  of  a  predetermined  and  identified 
educational,  professional,  or  vocational  ob¬ 
jective. 

“(3)  Application  with  other  credits. — 
The  credit  allowed  by  subsection  (a)  to  the 
taxpayer  shall  not  exceed  the  amount  of  the 
tax  imposed  on  the  taxpayer  for  the  taxable 
year  by  this  chapter,  reduced  by  the  sum  of 
the  credits  allowable  under  this  subpart 
(other  than  under  this  section  and  section 
31). 

“(e)  Disallowance  of  Expenses  as  De¬ 
duction. — No  deduction  shall  be  allowed  un¬ 
der  section  162  (relating  to  trade  or  business 
expenses)  for  any  expense  of  higher  educa¬ 


tion  which  (after  the  application  of  subsec¬ 
tion  (b) )  is  taken  into  account  in  determin¬ 
ing  the  amount  of  any  credit  allowed  under 
subsection  (a).  The  preceding  sentence 
shall  not  apply  to  the  expenses  of  higher  ed¬ 
ucation  of  any  taxpayer  who,  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  del¬ 
egate,  elects  not  to  apply  the  provisions  of 
this  section  with  respect  to  such  expenses 
for  the  taxable  year. 

“(f)  Regulations. — The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as 
may  be  necessary  to  carry  out  the  provisions 
of  this  section.” 

(b)  Clerical  Amendment. — The  table  of 
sections  for  such  subpart  A  is  amended  by 
striking  out  the  last  item  and  inserting  in 
lieu  thereof  the  following: 

“Sec.  39.  Expenses  of  higher  education. 

“Sec.  40.  Overpayments  of  tax.” 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1963. 

Mr.  ANDERSON.  Mr.  President,  I 
yield  3  minutes  to  the  Senator  from 
Montana  [Mr.  Mansfield]. 

The  PRESIDING  OFFICER.  The 
Senator  from  Montana  is  recognized  for 
3  minutes. 

Mr.  MANSFIELD.  Mr.  President,  I 
have  discussed  with  the  distinguished 
Senator  from  Connecticut  [Mr.  Ribi- 
coff],  the  mover  of  the  amendment; 
with  the  Senator  in  charge  of  the  bill 
[Mr.  Long  of  Louisiana] ;  with  the  dis- 
guished  senior  Senator  from  New  Mex¬ 
ico  [Mr.  Anderson]  ;  with  the  ranking 
minority  member  of  the  committee  on 
the  bill,  the  senior  Senator  from  Dela¬ 
ware  [Mr.  Williams!;  and  with  the  dis¬ 
tinguished  junior  Senator  from  Ken¬ 
tucky  [Mr.  Morton]  the  possibility  of 
changing  the  unanimous-consent  agree¬ 
ment  to  a  more  understandable  basis. 

The  unanimous-consent  agreement 
now  reads  in  part  as  follows: 

That  debate  on  said  amendment  continue 
for  4  hours,  the  time  to  be  equally  divided 
between  the  proponents  and  the  opponents 
and  controlled  in  the  manner  provided  by 
the  usual  form. 

I  ask  unanimous  consent  that  the 
words  “that  after  the  hour  of  8  o’clock 
p.m.”  be  stricken  out. 

The  PRESIDING  OFFICER  (Mr. 
Brewster  in  the  chair).  Is  there  ob¬ 
jection? 

Mr.  PROUTY.  Mr.  President,  reserv¬ 
ing  the  right  to  object,  would  that  mean 
that  the  vote  on  the  Ribicoff  amendment 
would  be  taken  tonight? 

Mr.  MANSFIELD.  No.  The  vote  on 
the  Ribicoff  amendment  would  still  be 
taken  tomorrow,  as  now  provided  for; 
but  the  votes  on  amendments  to  the  Rib¬ 
icoff  amendment  would  be  taken  to¬ 
night,  and  there  would  be  debate  for  4 
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hours  or  less.  In  other  words,  if  that 
debate  ended  before  the  4  hours  elapsed, 
the  debate  tonight  could  then  turn  to 
other  amendments. 

Mr.  PROUTY.  Can  the  Senator  from 
Montana  give  us  assurance  that  a  mo¬ 
tion  to  lay  the  Ribicoff  amendment  on 
the  table  will  not  be  made  by  him,  and 
that  the  Senate  will  have  an  opportu¬ 
nity  to  vote  the  Ribicoff  amendment 
either  up  or  down? 

IP.  1700 ] 

Mr.  MANSFIELD.  No,  I  cannot  now 
give  such  assurance,  because  at  this 
time  I  do  not  know  what  I  am  going  to 
do.  - 

Mr.  PROUTY.  Then,  Mr.  President, 
under  the  circumstances,  I  am  con¬ 
strained  to  object;  and  I  do  object. 

The  PRESIDING  OFFICER.  Objec¬ 
tion  is  heard. 

Mr.  RIBICOFF.  Mr.  President,  on 
the  question  of  agreeing  to  my  amend¬ 
ment,  I  ask  that  when  the  vote  is  taken 
tomorrow,  it  be  taken  by  the  yeas  and 
nays. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  ordered. 

Mr.  RIBICOFF.  Mr.  President - 

The  PRESIDING  OFFICER.  How 
much  time  does  the  Senator  from  Con¬ 
necticut  yield  to  himself? 

Mr.  RIBICOFF.  As  much  of  the 
available  time  as  I  may  need. 

The  PRESIDING  OFFICER.  The 
Senator  from  Connecticut  is  recognized. 

COLLEGE  TAX  CREDIT  AMENDMENT 

Mr.  RIBICOFF.  Mr.  President,  this 
is  a  significant  moment  in  the  long  fight 
that  was  begun  many  years  ago  to  pro¬ 
vide  tax  relief  for  the  costs  of  a  college 
education.  The  debate  we  now  begin 
will  end  tomorrow  with  a  vote — a  rollcall 
vote — on  this  issue.  As  far  as  I  know, 
this  is  the  first  time  the  issue  has  come 
to  the  floor  of  the  Senate  for  serious  de¬ 
bate  and  tomorrow  will  be  the  first  time 
the  issue  has  been  voted  on. 

I  believe  this  is  significant  for  two 
reasons.  First  of  all,  it  has  been  my 
view  while  serving  both  in  the  executive 
branch  and  in  the  legislative  branch,  that 
the  legislative  branch  too  rarely  initiates 
its  own  legislative  proposals.  Most  of 
the  bills  that  move  through  Congress 
begin  their  journey  in  the  executive 
branch.  There  is  a  reluctance  here  to 
break  new  legislative  ground.  The  sys¬ 
tem  whereby  the  executive  proposes  and 
the  Legislature  disposes  has  come  to 
dominate  not  just  consideration  of 
Presidential  requests,  but  the  entire  leg¬ 
islative  process.  Too  often  Congress  ac¬ 
cepts  the  passive  role  of  disposing,  and 


fails  to  assume  its  proper  responsibility 
for  doing  some  proposing  of  its  own. 

Second,  the  reluctance  of  Congress  to 
initiate  legislation  becomes  almost  abso¬ 
lute  when  a  proposal  is  actively  opposed 
by  the  executive  branch. 

So  it  has  been  in  the  past  with  the 
proposal  for  tax  relief  for  college  costs. 
Each  year  Senators  and  Congressmen  in¬ 
troduce  bills  on  this  subject.  There 
have  been  450  bills  in  the  last  10  years. 
In  this  Congress  more  than  100  Con¬ 
gressmen  and  19  Senators  have  intro¬ 
duced  such  bills.  After  the  bills  have 
been  introduced,  little  or  nothing  hap¬ 
pens.  The  bills  are  not  pressed  in  the 
face  of  administration  disapproval,  they 
are  not  debated,  and  they  are  not 
brought  to  a  vote. 

This  year  is  different.  This  year  those 
of  us  who  had  introduced  bills  on  this 
subject  resolved  to  press  the  issue  and 
have  it  decided.  Senators  from  both 
parties,  representing  different  parts  of 
the  country  and  different  points  of  view, 
worked  together  to  fashion  a  proposal 
that  contained  the  best  features  of  the 
bills  each  of  us  had  prepared.  From 
that  effort  came  the  amendment  that  is 
now  before  the  Senate.  This  is  the 
amendment  we  will  debate  and  this  is 
the  amendment  we  will  vote  on  to¬ 
morrow. 

The  executive  branch  has  been  op¬ 
posed  to  this  amendment  and  is  still  op¬ 
posed.  But  nevertheless  we  are  going 
forward.  This  is  the  way  I  believe  the 
legislative  process  should  work. 

Let  me  now  explain  exactly  what  this 
amendment  is  and  how  it  works. 

The  amendment  provides  an  income 
tax  credit  for  college  costs.  The  credit 
is  based  on  the  first  $1,500  of  tuition, 
fees,  books  and  supplies  per  student  at 
an  institution  of  higher  education.  The 
amount  of  the  credit  is  75  percent  of  the 
first  $200,  25  percent  of  the  next  $300, 
and  10  percent  of  the  next  $1,000.  The 
maximum  credit  is  $325. 

The  credit  is  available  to  anyone  who 
pays  the  qualifying  costs — parents,  stu¬ 
dents,  or  any  other  person  who  wants  to 
help  a  deserving  boy  or  girl  obtain  a  col¬ 
lege  education. 

The  amount  of  the  credit  is  reduced 
by  1  percent  of  the  amount  by  which  the 
taxpayer’s  adjusted  gross  income  ex¬ 
ceeds  $25,000.  In  other  words,  for  each 
$5,000  of  adjusted  gross  income  above 
$25,000,  the  credit  is  reduced  $50.  For 
taxpayers  with  adjusted  gross  incomes 
above  $57,500,  the  amount  of  the  credit 
is  0. 

This  credit  for  college  costs,  like  all 
credits,  is  a  subtraction  from  the  amount 
of  taxes  the  individual  would  otherwise 
pay.  Each  $1  of  credit  reduces  a  per- 
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son’s  tax  by  $1.  Because  the  amendment 
uses  a  credit  instead  of  a  deduction  or  an 
exemption,  the  tax  relief  is  provided  uni¬ 
formly  without  regard  to  the  taxpayer’s 
tax  bracket.  A  deduction  or  an  exemp¬ 
tion  saves  a  $15,000  man  more  tax  dollars 
than  a  $5,000  man.  But  a  credit  saves 
both  the  exact  same  amount. 


I  ask  unanimous  consent  to  insert  in 
the  Record  at  this  point  tables  1  and  2 
showing  the  amount  of  the  credit  at 
•various  levels  of  tuition  and  at  various 
levels  of  income. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 


Table  1  .—Dollar  benefit  under  Ribicoff  amendment  providing  tax  credit  on  1st  $1,500  of 
tuition,  fees,  books,  and  supplies  at  an  institution  of  higher  education 


Adjusted  gross  income  up  to— 


$25,000 

$30,000 

$35,000 

$40,000 

$45,000 

$50,000 

$55,000 

$60,000 

Tuition  per  student: 

$100 _ 

• 

$75 

$25 

0 

0 

'  0 

0 

0 

0 

$'200 _ 

150 

100 

$50 

0 

0 

0 

0 

0 

$300..: _ _ _ 

175 

125 

75 

$25 

0 

0 

0 

0 

$400 _ 

200 

150 

100 

50 

0 

0 

0 

0 

$500 _ _ 

225 

175 

125 

75 

$25 

0 

0 

0 

$600 _ _ _ 

235 

185 

135 

85 

35 

0 

0 

0 

$700 _ _ 

245 

195 

145 

95 

45 

0 

0 

0 

$800 _ _ _ _ _ 

255 

205 

155 

105 

55 

$5 

0 

0 

$900 _ 

265 

215 

165 

115 

65 

15 

0 

0 

$1,000 _ 

275 

225 

175 

125 

75 

25 

0 

0 

$1,100 _ 

285 

235 

185 

135 

85 

35 

0 

0 

$1,200 _ 

295 

245 

195 

145 

95 

45 

0 

0 

$1,300 _ 

305 

255 

205 

155 

105 

55 

$5 

0 

$1,400 _ _ 

315 

.  265 

215 

165 

115 

65 

15 

0 

$1,500 _ 

325 

275 

225 

175 

125 

75 

25 

0 

Table  2.  —  Taxpayers  with  adjusted  gross 
income  of  $ 25,000  or  less 


Tuition,  fees,  books,  and 

Tax  credit  allowed  tax¬ 
payer  for  each  stu¬ 
dent  whose  expenses 
he  paid 

supplies  per  student 

Amount 

As  a  per¬ 
centage  of 
higher 
education 
expenses 

$100 _ 

$75 

150 

75.0 

$200 _ 

75.0 

$300 _ _ 

175 

58.3 

$400 _ _  _ 

200 

50.  0 

$500 _ _ 

225 

45.0 

$600 _ _ 

235 

39. 2 

$700 _ _ 

245 

35.  0 

$8oo.. .  _ 

255 

31.9 

$900  .  _ 

265 

29.  4 

$1,000 _ _ _ _ 

275 

27.  5 

$1,100 _ 

285 

25.9 

$1.200.. _ _ 

295 

24.  6 

$1,300 _ 

305 

23.  5 

$1,400 _ _ 

315 

22.  5 

$1,500 _ _  _ 

325 

21.  7 

Mr.  RIBICOFF.  The  primary  pur¬ 
pose  of  this  amendment  is  to  ease  the 
heavy  financial  burden  of  college  costs 
and  thus  to  help  reach  the  goal  of  en¬ 
abling  every  deserving  young  man  and 
woman  in  this  country  to  obtain  a  col¬ 
lege  education. 

The  financial  burdens  of  high  college 
costs  are  just  as  entitled  to  be  eased 
through  tax  relief  as  medical  expenses 
and  casualty  losses.  These  college  costs 
hit  middle  income  and  lower  middle  in¬ 
come  families  with  an  impact  that  hurts. 
The  man  earning  $8,000,  $10,000  or  $15,- 


000  faces  a  heavy  burden  in  paying 
$2,000,  $1,000  or  even  $500  for  college 
costs.  And  this  man  is  generally  not 
eligible  for  scholarship  or  loan  funds  to 
aid  his  son  or  daughter.  For  example, 
under  the  National  Defense  Education 
Act  loan  program,  71  percent  of  the  fam¬ 
ilies  receiving  loan  funds  have  incomes 
below  $6,000. 

This  is  an  amendment  for  the  average 
family  in  America.  Their  income  is 
made  up  almost  entirely  of  salary.  They 
have  no  capital  gains,  no  tax-exempt  in¬ 
terest,  no  depreciable  property,  no  stock 
options,  no  oil  depletion  allowances,  and 
no  investment  credits. 

These  people  are  the  backbone  of 
America.  They  work  hard.  They  earn 
their  salaries.  Every  cent  of  it  is  tax¬ 
able.  They  have  the  price,  the  desire, 
and  the  hope  to  educate  their  children  in 
the  best  American  tradition. 

If  they  pay  a  $1,000  medical  bill,  they 
get  some  tax  relief.  If  a  tornado  or  a 

[P.  1701} 

flood  causes  them  $1,000  of  damage,  they 
get  some  tax  relief.  But  when  they  pay 
$1,000  a  year  for  4  years  to  send  then- 
sons  and  daughters  to  college,  they  bear 
that  burden  without  help  from  our  tax 
laws. 

I  believe  the  time  has  come  to  recog¬ 
nize  that  these  average  Americans  are 
entitled  to  a  break.  When  they  pay 
large  sums  to  provide  their  children  or 
themselves  with  a  college  education,  they 
are  spending  money  in  the  national  in- 
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terest,  and  it  is  entirely  appropriate  for 
the  Nation  to  ease  their  burden  through 
the  tax  laws. 

Who  are  these  average  Americans, 
and  what  benefit  would  they  get  from 
this  amendment?  Families  with  in¬ 
comes  between  $3,000  and  $10,000  are 
62  percent  of  our  population.  These  are 
the  families  who  will  receive  62  percent 
of  the  dollar  benefit  under  my  amend¬ 
ment.  In  other  words,  62  percent  of 
American  families  are  between  the 
$3,000  and  the  $10,000  class.  It  is  ex¬ 
actly  this  group  of  Americans  who  earn 
between  $3,000  and  $10,000  per  year  that 
will  receive  62  percent  of  all  the  bene¬ 
fits  under  the  Ribicoff  amendment. 

One  of  the  premises  of  the  bill  is  that 
^incentives  should  be  given  to  capital 
investment.  Yet  there  is  no  better  form 
of  capital  investment  we  can  make  than 
investment  in  the  education  of  our  chil¬ 
dren.  The  investment  credit  in  the  1962 
bill  and  the  revised  depreciation  guide¬ 
lines  provide  over  $2  billion  in  tax  relief 
for  investment  in  machinery.  The  pend¬ 
ing  bill  provides  hundreds  of  millions  of 
dollars  more  for  this  purpose.  I  believe 
we  should  invest  in  the  education  of  our 
youth.  In  the  last  analysis,  trained 
minds,  not  just  new  machines,  will  insure 
the  success  of  this  Nation. 

Mr.  President,  I  await  with  great 
eagerness  debating  this  very  point  with 
the  proponents  of  the  bill,  and  with  the 
opponents  of  this  amendment  who  are 
willing  to  come  to  the  floor  of  the  Senate 
and  advocate  additional  revenue  losses 
of  millions  of  dollars  for  doubling  the 
investment  credit  for  machinery  and 
equipment,  but  who  will  oppose  a  credit 
for  investment  in  the  education  of  the 
youngsters  of  America. 

This  amendment  is  not  offered  as  a 
subsitute  for  any  other  form  of  aid  to 
higher  education.  We  need  funds  for 
buildings,  for  scholarships,  for  loans,  for 
teacher  training  institutes,  for  graduate 
fellowships,  and  for  research.  All  will 
help  higher  education,  and  I  support 
these  programs — as  the  distinguished 
Senator  from  Oregon  [Mr.  Morse] 
knows,  and  I  shall  continue  to  support 
such  higher  education  programs  as  he 
may  advocate.  But  the  need  for  these 
programs  in  the  field  of  higher  educa¬ 
tion  does  not  in  any  way  lessen  the  need 
to  ease  the  financial  burden  of  high  col¬ 
lege  costs. 

This  amendment  has  been  criticized  on 
a  number  of  counts,  often  by  critics  who 
did  not  know  what  the  amendment  pro¬ 
vides.  Let  me  deal  with  these  objec¬ 
tions  one  by  one. 

First.  It  is  claimed  the  amendment 
helps  the  wealthy.  The  fact  is,  the 
$5,000  man  gets  more  benefit  than  the 


$30,000  man  and  the  $60,000  man  gets  no 
benefit  at  all. 

Let  me  repeat:  62  percent  of  the  dol¬ 
lar  benefit  goes  to  families  with  incomes 
between  $3,000  and  $10,000.  Ninety-one 
percent  of  the  benefit  goes  to  families 
below  $20,000  of  income. 

This  is  not  a  millionaire’s  amendment 
for  one  simple  reason:  the  millionaire 
gets  no  benefit  whatsoever  under  the 
Ribicoff  amendment. 

Second.  It  is  claimed  the  amendment 
discriminates  against  the  poor.  The  fact 
is,  the  credit  operates  exactly  like  all 
other  tax  relief  provisions  of  the  Internal 
Revenue  Code:  it  is  available  only  to 
those  who  pay  a  tax.  The  medical  de¬ 
duction  is  not  used  by  nontaxpayers,  yet 
who  would  oppose  it  on  that  ground? 
And  who  would  argue  that  it  discrimi¬ 
nates  against  the  very  poor?  All  credits 
and  deductions  provide  no  relief  to  those 
who  pay  no  tax.  Why  then  should  this 
one  credit  be  attacked  for  such  a  reason? 

Those  in  the  very  low  income  groups 
who  pay  no  taxes  need  a  sound  program 
of  student  aid  including  scholarships. 
I  am  for  such  a  program.  It  is  needed 
in  addition  to  tax  relief  for  middle- 
income  families.  These  are  not  alterna¬ 
tives.  _  They  are  both  necessities. 

Third.  It  is  claimed  the  amendment 
favors  the  high  tuition  colleges,  most  of 
which  are  private  colleges.  The  fact  is 
the  amendment  favors  the  low  tuition 
colleges,  most  of  which  are  public 
colleges. 

The  credit  on  a  $200  expense  is  $150. 
That  is  75  percent.  The  credit  on  a 
$1,000  expense  is  $275.  That  is  only  27 
percent.  Even  where  a  college  charges 
no  tuition,  the  expense  of  fees,  books, 
and  supplies  invariably  totals  $200  or 
more. 

This  proportionately  greater  benefit 
for  the  low  tuition  results  from  the  slid¬ 
ing  scale  formula  in  this  amendment. 
Let  me  tell  you  why  that  sliding  scale 
was  used.  During  preliminary  work  on 
this  amendment,  we  asked  all  Senators 
who  were  interested  in  the  program  to 
meet  in  my  office,  and  during  the  con¬ 
ference  the  Senators  from  the  Western 
States  pointed  out  that  they  have  a 
special  problem  because  of  State  uni¬ 
versities  where  the  tuitions  are  low,  and 
therefore  they  wanted  a  program  that 
would  give  proportionately  more  assist¬ 
ance  to  the  students  who  go  to  the  com¬ 
munity  and  State  colleges  where  tuitions 
are  usually  low  than  to  the  great  uni¬ 
versities  and  the  private  colleges. 

The  sliding  scale  benefits  came  as  a 
result  of  suggestions  from  the  Senators 
from  Western  States,  especially  the 
junior  Senator  from  Colorado  [Mr. 
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Dominick].  He  is  aware  of  the  basic 
problems  of  the  Rocky  Mountain  States, 
and  he  made  the  suggestion;  and  I  was 
quick  to  adopt  the  suggestion,  and  so 
were  the  other  Senators  there,  because 
we  realized  it  was  important.  This  is 
how  the  sliding  scale  came  about. 

Those  who  claim  the  amendment 
favors  high  tuition  colleges  are  looking 
just  at  the  dollar  amounts  of  the  credit. 
It  is  true  that  the  credit  of  $1,000  of  tu¬ 
ition  is  more  dollars  than  the  credit  on 
$200  of  tuition.  But  that  cannot  poss¬ 
ibly  be  the  test  of  discrimination  or  else 
every  credit  and  deduction  in  the  In¬ 
ternal  Revenue  Code  would  be  similarly 
attacked.  The  investment  credit  gives 
for  more  dollar  benefit  to  the  man  who 
buys  a  $100,000  machine  that  to  the  man 
who  buys  a  $10,000  machine,  but  who 
would  call  that  a  discrimination? 

Most  credits  in  the  Internal  Revenue 
Code  work  on  a  flat  percentage  basis. 
Thus  the  dividend  credit  is  4  percent 
whether  the  dividends  are  $100  or  a 
$1,000,  and  the  investment  credit  is  7 
percent  whether  the  investment  is  $100 
or  a  $1,000. 

It  would  have  been  possible  to  use  a  flat 
percentage  rate  in  computing  this  college 
credit.  Indeed  the  American  Council  on 
Education  for  years  advocated  a  flat  30- 
percent  college  credit. 

But  we  felt  that  the  credit  should  be 
weighted  in  favor  of  the  low  tuition  col¬ 
leges.  So  we  adopted  the  sliding  scale 
formula,  whereby  the  greatest  percent¬ 
age  of  credit  is  computed  on  the  lowest 
amount  of  tuition. 

The  only  sensible  way  to  measure  the 
fairness  of  a  tax  relief  measure  is  to 
see  what  share  of  the  burden  is  eased. 
This  credit  saves  75  percent  of  the  $200 
burden  and  only  27  percent  of  the  $1,000 
burden.  So  the  man  with  a  $200  expense 
has  $50  left  to  pay,  and  the  man  with  a 


$1,000  expense  has  $725  left  to  pay.  How 
that  result  can  be  said  to  work  against 
the  $200  man  is  more  than  I  can  under¬ 
stand. 

This  argument  about  the  low  tuition 
colleges  has  been  put  forth  most  vigor¬ 
ously  on  behalf  of  the  land-grant  colleges 
and  the  State  universities.  I  strongly 
suspect  that  many  presidents  of  these 
colleges  who  have  attacked  the  amend¬ 
ment  do  not  realize  that  the  amendment 
actually  favors  the  low  tuition  colleges. 
And  I  am  sure  that  many  other  critics  of 
the  amendment  have  no  idea  what  the 
costs  really  are  of  attending  these  col¬ 
leges. 

For  example,  in  the  debate  last  week, 
the  Senator  from  Louisiana  said  the 
credit  would  amount  to  only  $37.50  for  a 
student  at  Louisiana  State  University.  I 
checked  the  tuition  and  fees  at  LSU 
and  found  that  they  are  $170  for  State 
residents.  If  you  add  $90  for  books  and 
supplies,  the  average  figure  used  by  the 
Office  of  Education,  you  find  that  allow¬ 
able  expenses  total  $260.  On  this  sum 
the  credit  would  be  not  $37.50  but  $165. 
I  wonder  how  many  parents  paying  the 
costs  of  sending  a  son  or  daughter  to 
LSU  think  that  this  $165  credit  is  unfair 
to  them. 

I  have  prepared  a  table  showing  what 
the  dollar  benefit  of  the  credit  would  be 
on  tuition,  fees,  books  and  supplies  at 
most  of  the  State  universities  and  land- 
grant  colleges  of  America.  The  tuition 
and  fee  figures  were  supplied  by  the 
Office  of  Education.  To  these  has  been 
added  the  Office’s  $90  estimate  for  books 
and  supplies.  I  ask  unanimous  consent 
to  insert  this  table  in  the  Record  at  this 
point. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows; 
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Mr.  RIBICOFF.  Mr.  President,  fourth, 
it  is  claimed  the  tax  credit  will  produce 
tuition  increases.  The  fact  is  that  tui¬ 
tions  go  up  whether  tax  relief  is  granted 
or  not.  Colleges  set  their  charges  by 
the  expenses  they  face,  not  by  what  the 
traffic  will  bear.  But  if  there  are  col¬ 
leges  that  raise  their  tuition  whenever 
they  find  that  parents  have  some  extra 
money,  then  they  will  do  so  whether  or 
not  this  amendment  is  included  in  the 
bill.  For  these  colleges  will  know  that 
parents  have  extra  money  because  of  the 
rate  reductions  in  the  bill.  Finally,  the 
amendment  provides  only  a  10 -percent 
credit  on  expenses  over  $500,  so  every 
added  $100  of  tuition  over  $500  results 
in  only  a  $10  saving  to  the  parent — • 
scarcely  an  incentive  to  the  college. 

Fifth.  A  final  objection  has  been  the 
revenue  loss  of  $750  million  in  the  first 
year.  This  is  a  lot  of  money.  But  I 
must  point  out  that  there  are  ample 
opportunities  in  this  bill  to  make  up  the 
revenue  loss  of  this  amendment.  Rather 
than  seriously  pursue  these  loopholes, 
the  Treasury  attacks  the  college  credit 
amendment  and  at  the  same  time  fights 
to  double  the  investment  credit — at  a 
revenue  loss  in  10  years  of  $740  million. 

So  this  revenue  argument  is  not  a 
real  obstacle.  We  can  overcome  it  if  we 
really  want  to.  I  am  sure  that  if  this 
amendment  is  adopted,  the  conferees  on 
this  bill  will  be  able  to  weigh  the  reve- 
nu  loss  of  this  amendment  against  all 
the  other  provisions  of  this  bill  that 
either  give  away  revenue  or  fail  to  make 
it  up.  Then  they  can  make  the  neces¬ 
sary  changes  in  the  bill  to  keep  the  total 
revenue  loss  approximately  the  same  as 
the  bill  now  stands. 

These  are  the  principal  objections  to 
this  amendment,  and  these  are  my 
answers. 

This  amendment  has  not  been  hastily 
conceived  or  drafted.  The  proposal  in 
one  form  or  another  has  been  before 
Congress  for  years.  A  score  of  Senators 
have  introduced  their  own  bills  on  this 
subject;  some  of  them  have  done  so  for 
several  years. 

I  am  sorry  the  distinguished  Senator 
from  Indiana  [Mr.  Hartke]  and  the 
distinguished  Senator  from  Florida  are 
not  in  the  Chamber.  I  was  very  much 
interested  in  their  earlier  colloquy  that 
we  should  defer  this  type  of  tax  relief 
amendment  and,  instead,  should  make 
further  studies  on  further  proposals.  I 
wonder  whether  those  distinguished 
Senators  held  those  views  when  they, 
themselves,  over  the  past  number  of 
years  introduced  measures  such  as  this 

Let  me  ask  the  distinguished  Senator 
from  Indiana  whether  he  was  serious 
when  he  introduced  S.  602  in  the  87th 


Congress — a  bill  providing  tax  relief  for 
college  costs;  and  let  me  ask  the  dis¬ 
tinguished  Senator  from  Florida  wheth¬ 
er  he  was  serious  when  he  introduced 
S.  58,  in  the  87th  Congress — a  bill  pro¬ 
viding  similar  relief. 

Mr.  President,  many  Senators  have 
been  introducing  proposals  such  as  this 
one,  but  those  proposals  have  died;  they 
have  never  seen  the  light  of  day.  To  my 
knowledge,  this  is  the  first  time  there  has 
been  serious  debate  on  a  proposal  for  tax 
credits  for  college  costs. 

Tomorrow,  we  shall  have  an  oppor¬ 
tunity  to  vote  on  this  issue.  Tomorrow, 
the  issue  will  not  be  whether  we  shall 
introduce  a  bill  or  make  a  speech  about 
a  bill;  the  issue  then  will  be  whether 
we  shall  vote  for  a  bill.  That  is  why  we 
are  here. 

I  believe  this  amendment  should  be 
adopted;  but  whatever  the  outcome,  I 
believe  we  are  making  the  legislative 
process  work  as  it  should  work,  by  de¬ 
veloping  such  a  proposal  here  in  the 
legislative  branch  of  the  Government, 
by  pressing  forward  with  it,  despite  the 
opposition  of  the  executive  branch,  and 
by  bringing  it  to  a  forthright  “yea”  or 
“nay”  decision  by  each  Member  of  the 
Senate. 

Mr.  President,  in  conclusion,  I  state 
that  it  would  be  very  disappointing  if  a 
motion  to  lay  this  amendment  on  the 
table  were  made.  Frankly,  such  a  mo¬ 
tion  would  come  to  me  as  a  great  sur¬ 
prise.  Not  the  majority  leader,  but 
other  members  of  the  leadership  have 
told  me  that  this  amendment  would 

[P.  1703 ] 

come  to  a  yea-and-nay  vote.  I  have 
been  told  that  there  would  be  no  divert¬ 
ing  tactics,  and  I  thought  I  had  the  as¬ 
surance  that  Senators  would  thereby 
have  a  right  to  stand  up  and  have  their 
votes  counted. 

Mr.  President,  throughout  the  United 
States  there  is  deep  interest  in  this 
amendment.  Many  people  are  aware  of 
it.  At  luncheon  today  the  distinguished 
Senator  from  Wisconsin  said  to  me: 
“On  Saturday,  Abe,  I  was  walking  along 
the  street  in  Oshkosh,  and  people 
stopped  me  and  asked,  ‘What  are  you 
going  to  do  about  the  Ribicoff  amend¬ 
ment.’  ” 

Every  place  I  go  in  the  United  States, 
people  are  aware  of  this  issue;  and  I 
think  we  shall  be  doing  the  people  of 
this  country  and  ourselves  a  great  dis¬ 
service  if  we  do  not  give  the  Senate  an 
opportunity  to  vote  on  this  amendment, 
thus  giving  Senators  an  opportunity  to 
stand  up  and  have  their  votes  counted. 

I  believe  the  Senate  should  be  willing 
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to  face  up  to  an  issue  like  this,  and  not 
run  away  from  it. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  from  Connecticut  yield? 

Mr.  RIBICOFF.  I  yield. 

Mr.  RANDOLPH.  Mr.  President,  I  am 
a  cosponsor  of  the  college  tax  credit 
amendment  proposed  by  the  capable  and 
resourceful  junior  Senator  from  Con¬ 
necticut  [Mr.  Ribicoff]  .  I  commend 
him  for  his  leadership  on  this  issue  and 
for  bringing  the  matter  to  a  vote  in  the 
Senate  after  so  many  years  in  which 
similar  measures  have  been  introduced 
but  have  failed  to  reach  the  action  stage 
in  this  forum. 

I  have  consistently  advocated  such 
tax  relief  as  that  proposed  in  the  pend¬ 
ing  amendment  for  those  parents  who 
bear  the  inordinate  costs  of  sending  their 
children  through  college.  During  my 
campaign  for  reelection  in  1960,  after 
consultations  with  many  educators  and 
discussions  with  citizens  throughout  the 
State  of  West  Virginia,  I  spoke  in  some 
detail  on  the  subject  at  Beckley  on  Octo¬ 
ber  12  of  that  year. 

I  stated  then  that  the  years  during 
which  parents  have  children  in  college 
are  years  of  heavy  impact  on  the  family 
budget  and  that  it  is  incumbent  on  the 
Government  to  recognize  this  burden, 
especially  for  those  persons  in  the  mid¬ 
dle-income  group  whose  children  do  not 
qualify  for  scholarship  assistance  on 
grounds  of  financial  need. 

Following  my  reelection  in  1960,  I  in¬ 
troduced  early  in  the  87th  Congress  for 
myself  and  my  colleague  [Mr.  Byrd  of 
West  Virginia]  a  bill  to  amend  the  In¬ 
ternal  Revenue  Code  to  allow  a  deduc¬ 
tion  for  certain  amounts  paid  by  a  tax¬ 
payer  in  providing  higher  education  for 
himself,  his  spouse,  and  his  dependents. 
Later  in  the  87th  Congress,  I  supported 
a  similar  amendment  to  the  tax  legisla¬ 
tion  of  1962  proposed,  but  subsequently 
withdrawn  by  the  diligent  and  dedicated 
junior  Senator  from  Nevada  [Mr.  Can¬ 
non], 

The  pending  amendment  is  the  most 
recent  in  a  series  of  efforts  to  provide 
what  many  of  us  consider  an  equitable 
and  necessary  form  of  tax  relief  for 
heavily  burdened  parents  in  the  middle 
income  group.  And  like  similar  meas¬ 
ures  in  previous  years,  it  has  been  at¬ 
tacked  as  a  rich  man’s  measure  and  a 
bonus  for  the  more  expensive  private 
colleges.  It  is  neither  of  these,  Mr.  Pres¬ 
ident,  for  as  the  Senator  from  Connec¬ 
ticut  [Mr.  Ribicoff]  has  demonstrated, 
the  great  bulk  of  the  benefits  will  go  to 
those  in  an  income  range  from  $3,000  to 
$10,000  per  year,  and  there  will  be  only 
a  10 -percent  tax  credit  on  tuition  and 


fee  costs  between  $500  and  $1,500  and 
none  above  $1,500. 

Mr.  President,  part  of  the  opposition 
to  the  pending  proposal  rests  on  the 
fictious  premise  that  our  pubic  uni¬ 
versities  are  practically  free,  and  that 
parents  of  students  attending  such  in¬ 
stitutions  are  not  in  need  of  relief.  This 
is  a  highly  misleading  view  of  the  prob¬ 
lem.  At  West  Virginia  University,  for 
example,  which  is  near  the  middle  of  the 
spectrum  of  costs  for  State  universities 
and  land-grant  colleges,  the  average  ex¬ 
penditure  for  tuition,  fees,  and  books  is 
$320  for  a  State  resident  and  $850  for  a 
nonresident.  The  tax  credit  under  the 
proposed  amendment  for  the  parent  of  a 
student  attending  West  Virginia  Univer¬ 
sity  would  thus  be  $180  for  a  State  resi¬ 
dent  and  $260  for  a  nonresident.  These 
are  significant  amounts  if  one  is  attempt¬ 
ing  to  send  two  or  three  children  through 
college  on  a  family  income  of  $7,000  or 
$8,000  per  year. 

As  of  last  fall  there  were  35,644  stu¬ 
dents  in  the  colleges  and  universities  of 
West  Virginia. 

In  1962  there  were  4,207,000  under¬ 
graduates  enrolled  in  American  colleges 
and  universities;  Office  of  Education  esti¬ 
mates  project  an  increase  to  5,220,000  in 
1965  and  6,959,000  in  1970.  The  parents 
of  most  of  these  students  will  carry  the 
financial  burden  of  their  education  with¬ 
out  scholarship  assistance,  despite  the 
fact  that  they  are  directly  contributing 
not  only  to  the  enhancement  of  their 
children’s  lives  but  also  to  the  commu¬ 
nity  welfare  and  the  development  of  our 
national  manpower  resources.  The  over¬ 
whelming  majority  of  these  parents  are 
in  the  middle-income  group  which  is  in 
many  ways  the  most  neglected  segment 
of  our  population  in  terms  of  the  regard 
it  receives  in  Federal  legislation. 

The  pending  amendment,  Mr.  Presi¬ 
dent,  does  not  compete  with  other  meas¬ 
ures  which  I  favor  now  in  being  or  under 
consideration  which  would  provide  great¬ 
er  assistance  for  the  very  needy  in  as¬ 
suring  the  opportunity  for  higher  edu¬ 
cation.  It  would  supplement  these  pro¬ 
grams  and  provide  equitable  relief  for 
the  much -harassed  middle-income 
earner. 

For  these  reasons,  I  support  the 
amendment. 

Mr.  RIBICOFF.  I  thank  the  distin¬ 
guished  Senator  from  West  Virginia  for 
his  most  thoughtful  and  persuasive  re¬ 
marks.  The  Senator  from  West  Virginia 
has  worked  closely  with  me  in  the  prep¬ 
aration  of  this  amendment,  and  I  have 
valued  his  cooperation  and  his  wisdom. 
Serving  as  he  does  as  a  member  of  the 
Advisory  Council  for  the  Advancement 


2918 


of  Small  Colleges,  the  Senator  speaks 
with  special  competence  in  this  field. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  from  Connecticut  yield  for 
an  inquiry? 

Mr.  RIBICOFF.  I  yield. 

Mr.  RANDOLPH.  As  stated,  I  support 
the  amendment.  Meanwhile,  I  inquire 
if  it  is  true,  that  the  private  institutions 
operating  without  State  aid — especially 
the  small  colleges  having  1,000  to  1,200 
enrollment — in  West  Virginia  and  other 
States  are  in  need  of  funds?  Is  not  it 
factual  that  they  are  having  difficulty 
facing  up  to  their  financial  respon¬ 
sibilities  and  goals  in  operating  as  high- 
quality  institutions?  It  is  my  under¬ 
standing  that  very  few  of  the  small  and 
the  relatively  small  non-tax-supported 
colleges  are  free  of  the  limitations  im¬ 
posed  by  tight  income  conditions. 

Mr.  RIBICOFF.  The  Senator  is  ab¬ 
solutely  correct.  We  have  in  this  Na¬ 
tion  about  2,100  colleges.  Sixty  percent 
of  them  are  private  institutions.  These 
colleges  educate  40  percent  of  the  boys 
and  girls  of  the  United  States  of  Amer¬ 
ica. 

Education  in  America  would  wither 
and  die  if  we  did  not  have  the  benefit 
of  the  private  institutions  such  as  the 
distinguished  Senator  from  West  Vir¬ 
ginia  talks  about.  Education  is  an  en¬ 
tire  process  which  we  must  recognize. 
There  is  a  role  for  the  private  colleges 
to  play.  Should  private  colleges  go  un¬ 
der  or  shut  down?  We  do  not  have 
enough  public  institutions  to  take  the 
millions  of  boys  and  girls  that  private 
colleges  now  enroll.  As  the  Senator 
realizes,  to  the  extent  that  a  young  man 
or  woman  goes  to  a  private  institution, 
in  the  State  of  West  Virginia,  in  Con¬ 
necticut,  Maryland,  or  Colorado,  it  takes 
the  burden  off  State  taxes  and  makes 
more  room  for  other  young  men  and 
women  who  would  like  to  go  to  the  State 
university.  One  of  the  greatest  tradi¬ 
tions  of  America  is  the  private  college. 
There  could  be  no  greater  tragedy  than 
that  of  closing  our  small  colleges.  I 
should  like  to  see  our  small  colleges  grow. 
I  should  like  to  see  more  of  them. 
Measures  such  as  the  one  proposed  would 
be  of  great  help  to  our  smaller  colleges. 
For  that  reason  the  overwhelming  num¬ 
ber  of  small  colleges  all  over  the  United 
States  are  overwhelmingly  in  support  of 
the  amendment. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  RIBICOFF.  I  am  pleased  to 
yield. 

Mr.  RANDOLPH.  It  is  my  privilege 
and  responsibility  to  serve  on  the  boards 
of  trustees  of  two  colleges  in  the  category 
of  those  now  being  discussed.  They  are 


Salem  College  at  Salem,  W.  Va.,  the  insti¬ 
tution  from  which  I  was  graduated,  and 
Davis  and  Elkins  College  at  Elkins,  W. 
Va.,  the  institution  on  the  faculty  of 
which  I  had  the  very  gratifying  experi¬ 
ence  of  serving.  I  mention  those  institu¬ 
tions  by  name  because  they  are  typical  of 
others  in  our  State.  They  are  colleges 
which  are,  in  very  considerable  degree, 
giving  sound  education  to  youth  within 
the  State  of  West  Virginia,  many  of 
whom  are  unable  to  go  into  other  States 
to  be  enrolled  and  to  be  graduated  from 
private  or  church  related  colleges,  or 
from  the  public  colleges  and  universities 
of  other  States. 

[P.  1704 ] 

Mr.  RIBICOFF.  I  thank  the  distin¬ 
guished  Senator  for  his  contribution. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  the 
latest  figures  showing  a  total  of  2,043 
colleges  and  universities  in  the  country, 
attended  by  4,800,332  students.  The  pri¬ 
vate  colleges,  totaling  1,314,  outnumber 
the  public  institutions,  which  number 
729,  about  2  to  1. 


There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


State 

Public  en¬ 
rollment 

Private  en¬ 
rollment 

Alabama.. . . 

34,  556 
3,  549 
43,000 

13, 098 
339 

Alaska _ _ 

Arizona _ _ 

741 

Arkansas _ 

22,  753 

8, 125 
84,  787 

California . . 

466,  737 
42,384 
24,317 
7,  788 
5,  211 

Colorado _ _ 

10,  256 

Connecticut _ 

34,  775 
1, 191 

Delaware _ _ _ 

District  of  Columbia . 

45,  944 

Florida _ 

61,  596 
38,  277 

28,  206 

Georgia _ 

17,  951 

Hawaii _ 

11,  575 

1,424 

Idaho _ 

10,  869 

3,043 

Illinois . . 

121,  419 

108,  696 

Indiana _ _ _ 

69,  025 

42,  836 

Iowa _ 

32,  416 

32,  512 

Kansas  _ 

48,  512 

11,  383 

Kentucky . . 

35,  544 

17,  817 

Louisiana . . 

61,  022 

15,  670 

Maine _ 

9,  078 
40,  086 

5,  947 
25,  024 

Maryland  _ 

Massachusetts _ 

28,  987 

126,  660 

Michigan _ 

140,  253 

36,574 

Minnesota _ 

69,  777 

19,  524 

Mississippi _ 

33, 887 

7,  276 

Missouri _ 

47,  343 

49,508 

Montana _ 

12,  826 
25,  937 

2, 171 

Nebraska _ 

10,  442 

Nevada  _ _ 

4,761 

6,  205 

New  Hampshire.  _ 

6,  971 

New  Jersey  _ 

60,  297 
19,  630 

61, 122 

New  Mexico  _ 

1,  209 

New  York  _  .. 

144,  897 

250,  277 

North  Carolina _ 

47,819 

36,568 

567 

North  Dakota _ 

15,  459 

Ohio _ _ 

115,  303 

87, 071 

Oklahoma _ 

61,  664 

12,  033 

Oregon  _  - 

41,  233 

10,  715 
182, 912 

Pennsylvania _ _ 

31,332 

Rhode  Island  _ 

10,  371 

12,  328 

South  Carolina _ 

20,  040 

15, 102 

South  Dakota _ _ 

11,818 

4,  590 

Tennessee _ 

44,  248 

28,  696 

Texas _ 

149,  494 

67, 147 

Utah _ _ _ 

25,  157 

13,  783 
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Bute 

Prhllc  en¬ 
rollment 

Private  en¬ 
rollment 

Vermont  _ 

5, 151 

5, 972 
20,762 
17,  607 

Virginia...  _ 

45,  182 

Washington.  _ 

59.  884 

West  Virginia _ 

25,  877 

7,823 
24, 014 

Wisconsin _ 

63,389 

Wyoming. _ _ 

7,  707 

Mr.  SYMINGTON.  Mr.  President, 
will  the  Senator  yield? 

Mr.  RIBICOFF.  I  am  pleased  to  yield 
to  the  distinguished  Senator  from 
Missouri. 

Mr.  SYMINGTON.  I  am  much  im¬ 
pressed  with  the  facts  being  presented 
by  the  distinguished  Senator  from  Con¬ 
necticut.  He  has  placed  on  the  desks  of 
all  Senators  a  list  of  benefits  available 
for  State  universities  and  land-grant 
colleges.  But,  as  I  understand,  students 
at  all  colleges  and  higher  education  in¬ 
stitutions  would  receive  the  proposed  tax 
benefits,  would  they  not? 

The  tax  benefits  would  not  be  confined 
merely  to  State  universities  and  land- 
grant  colleges — an  inference  which 
someone  might  get  by  reading  the  analy¬ 
sis  of  the  distinguished  Senator. 

Mr.  RIBICOFF.  I  thank  the  distin¬ 
guished  Senator  for  calling  that  point  to 
my  attention.  The  credit  would  go  to 
the  student,  his  parents,  or  any  other 
person  paying  the  expenses  of  a  student 
attending  any  college.  The  reason  for 
the  table  is  that  the  point  has  been  made 
that  we  would  discriminate  against  land- 
grant  colleges.  The  land-grant  college 
presidents  have  gotten  together  and  said 
that  they  were  against  the  proposal. 
Many  Senators  are  under  the  impression 
that  there  are  no  fees,  tuition,  or  costs 
at  the  State  universities.  I  am  using  the 
present  means  to  call  to  the  attention  of 
each  and  every  Senator  the  cost  of  fees, 
tuition,  supplies,  and  books  at  their  State 
universities  and  land-grant  colleges,  and 
indicating  in  the  table  the  benefits  that 
would  be  available  to  every  boy  and  girl 
attending  the  State  university  or  college 
in  a  Senator’s  State. 

So  as  far  as  I  am  concerned,  it  should 
be  kept  in  mind  that  while  State  college 
presidents  may  be  opposed  to  the  amend¬ 
ment,  I  have  the  feeling  that  nearly 
every  boy  and  girl  and  their  parents  who 
must  pay  the  expense  of  sending  a  boy 
or  girl  to  a  State  university  may  be  in 
disagreement  with  the  president  of  the 
State  university.  Perhaps  the  president 
of  the  State  university  is  not  interested 
in  whether  Papa  or  Mama  Jones  receives 
an  income  tax  credit.  But  I  am  sure 
that  with  hundreds  of  thousands  of  boys 
and  girls  attending  the  State  universi¬ 
ties,  in  spite  of  what  the  president  of 
their  State  university  may  believe,  their 


fathers  and  mothers  are  eager  to  have 
the  benefit  of  the  income  tax  credit. 
The  purpose  of  the  table  is  to  indicate  to 
Senators  how  the  proposal  would  bene¬ 
fit  students  who  attend  the  State  uni¬ 
versities  and  their  parents. 

Mr.  HART.  Mr.  President,  will  the 
Senator  yield? 

Mr.  RIBICOFF.  I  am  pleased  to  yield 
to  the  distinguished  Senator  from  Mich¬ 
igan. 

Mr.  HART.  Before  leaving  that  point, 
would  the  Senator  say  that,  although  the 
language  is  perhaps  more  harsh  than  he 
would  use,  the  table  is  in  response  to 
those  who  have  lobbied  us  on  the  follow¬ 
ing  basis :  “Vote  for  the  Ribicoff  amend¬ 
ment,  and  when  you  get  back  home  you 
will  find  that  you  are  described  as  one 
who  fronted  for  the  Ivy  League  only”? 

Mr.  RIBICOFF.  The  Senator  is  cor¬ 
rect.  The  reference  to  the  Ivy  League 
is  very  interesting.  If  we  consider  the 
Ivy  League  to  include  Yale,  Harvard, 
Columbia,  and  Princeton,  my  under¬ 
standing  is  that  these  institutions  hap¬ 
pen  to  be  against  the  proposal.  That  is 
the  argument  which  is  being  used  by 
some  to  defeat  the  proposal.  It  is  exactly 
for  that  reason  that  we  are  meeting  the 
argument  by  indicating  that  the  largest 
proportion  of  the  benefits  would  go  to 
the  parents  of  students  who  attend  our 
public  universities.  What  we  are  fight¬ 
ing  for  is  a  proposal  which  would  aid 
youngsters  who  go  to  all  State  universi¬ 
ties  and  their  parents.  Let  us  not  rule 
the  amendment  “off  the  face  of  the  map” 
with  a  sneer  that  the  proposal  is  for  the 
Ivy  League  because  the  fact  is  it  is  spe¬ 
cifically  designed — and  I  believe  later 
the  distinguished  Senator  from  Colo¬ 
rado  will  have  much  to  say  on  the 
point — to  give  the  largest  share  of  bene¬ 
fit  to  young  men  and  women  who  go  to 
the  State  colleges. 

I  was  Governor  of  a  State.  There  is 
a  great  State  university  in  the  State  of 
Connecticut.  There  is  an  impression  in 
the  State  of  Connecticut  that  no  tuition 
is  charged  at  the  State  university.  As 
Governor  I  always  fought  the  board  of 
trustees  of  the  State  university  who 
wanted  to  make  a  tuition  charge  for  at¬ 
tendance  at  the  State  University  of  Con¬ 
necticut.  I  felt  that  every  boy  and  girl 
should  have  an  opportunity  to  attend 
college  with  as  little  expense  as  possible. 
But  as  Governor  I  realized  that  there 
were  certain  fees  and  expenses.  Al¬ 
though  there  was  no  tuition,  expenses 
for  room,  board,  and  other  costs  at  the 
university  amounted  to  several  hundred 
dollars. 
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I  know  people  who  are  in  the  $5,000-, 
$8,000-,  and  $9,000-a-year  class  who  de¬ 
prive  themselves  and  their  families  of 
basic  needs  because  their  greatest  ambi¬ 
tion  is  to  improve  the  lot  of  their  sons 
and  daughters  by  sending  them  to  col¬ 
lege.  To  parents  who  send  their  boys 
and  girls  to  college,  that  $200  or  $300 
saving  on  the  tax  bill  is  an  extremely  im¬ 
portant  saving  when  they  are  trying  to 
make  ends  meet. 

The  distinguished  Senator  from  Mich¬ 
igan  is  absolutely  correct.  I  believe  that 
no  greater  favor  could  be  done  for  the 
many  thousands  of  boys  and  girls  in  the 
State  of  Michigan  who  go  to  one  of  the 
greatest  State  universities  in  the  entire 
United  States — the  University  of  Michi¬ 
gan — than  to  provide  this  credit,  and  I 
have  the  feeling  that  the  young  men  and 
women  who  go  to  the  University  of  Mich¬ 
igan  would  find  it  very  advantageous  to 
have  the  benefit  of  that  saving. 

As  I  look  at  the  table,  I  notice  that  the 
cost  for  the  fees,  tuition,  and  books  at 
the  University  of  Michigan  amounts  to 
$370.  Therefore,  for  parents  who  had  a 
child  at  the  University  of  Michigan,  the 
credit  would  be  $193.  My  feeling  is  that 
$193  is  a  great  amount  of  money  for  the 
parents  who  sent  one  of  their  boys  or 
girls  to  the  University  of  Michigan. 

Mr.  HART.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  RIBICOFF.  I  am  glad  to  yield. 

Mr.  HART.  I  appreciate  very  much 
the  Senator’s  responding  to  the  question 
I  raised.  First  of  all,  I  was  offended  by 
the  approach  of  those  who  were  lobby¬ 
ing  against  the  Ribicoff  amendment.  I 
think  the  factual  reply  the  Senator  from 
Connecticut  has  given  will  be  more  per¬ 
suasive  than  the  emotional  one  I  deliv¬ 
ered  to  the  lpbby. 

Secondly,  I  shall  await  with  interest 
the  discussion  of  the  Ivy  League  delegate 
from  Colorado.  But  the  truth  is  that  we 
are  talking  about  the  parents  and  chil¬ 
dren  of  America,  and  the  proposal  is 
aimed  at  them,  at  whatever  university 
or  college  they  seek  to  find  their  oppor¬ 
tunity. 

I  think  it  is  a  great  mistake  to  sug¬ 
gest  to  any  of  us  that  we  should  oppose 
the  amendment  because  when  we  get 
home  we  will  be  described  as  having 
fronted  for  private  education,  for  having 
served  the  cause  of  discrimination  in 
higher  education,  for  having  fronted  for 
private  church-related  schools.  There 
are  other  arguments  that  could  be  made. 

Admittedly,  in  a  problem  which  is  so 
complex,  one  should  have  some  reluc¬ 
tance  in  expressing  the  idea  that  he  has 
the  ultimate  answer.  But  we  should 
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concentrate  our  attention  on  how  many 
parents  there  are  in  this  country  who 
seek  desperately  to  provide  their  chil¬ 
dren  with  educational  opportunities. 
Then  we  should  determine  how  many  of 
those  parents  would  be  assisted  by  the 
Ribicoff  amendment.  The  number 
would  be  substantial.  Then  let  us  not 
be  deterred  from  voting  for  the  Ribicoff 
amendment  because  we  have  not  gone  to 
the  heart  of  the  matter,  namely,  taking 
care  of  those  whose  parents  are  not  tax¬ 
payers.  That  problem  has  been  before 
us  ever  since  I  came  to  the  Senate,  and 
we  have  not  done  anything  about  it. 
Let  us  take  care  of  the  problems  we  can 
take  care  of,  and  take  care  of  the  basic 
problem  tomorrow. 

Mr.  RIBICOFF.  I  thank  the  Senator 
for  his  wise,  brilliant,  and  trenchant 
remarks.  I  think  the  opponents  of  the 
amendment  who  have  used  the  argument 
referred  to  by  the  Senator  from  Michi¬ 
gan  have  done  the  country  a  great  service 
by  setting  class  against  class,  by  trying 
to  divide  men  and  women  on  the  basis 
of  whether  students  go  to  private  col¬ 
leges  or  State  universities.  Each  and 
every  student  makes  a  valuable  contribu¬ 
tion  to  American  society.  I  agree  with 
the  Senator  from  Michigan.  I  am  for 
a  scholarship  program,  the  type  of 
scholarship  program  I  offered  in  1961, 
as  Secretary  of  Health,  Education,  and 
Welfare,  which  received  very  short  shrift 
from  the  Congress  of  the  United  States. 
It  was  a  scholarship  program  offered  to 
boys  and  girls  from  families  most  of 
whom  have  so  little  income  that  they 
do  not  pay  taxes. 

We  should  try  to  solve  the  entire 
education  problem.  We  should  use 
every  facet  of  an  education  program — 
grants  and  loans  to  build  facilities, 
scholarships  for  the  nontaxpayers,  and 
tax  credit  for  those  who  are  trying  to 
make  ends  meet  and  are  paying  some 
taxes.  This  is  all  a  part  of  the  program. 

I  commend  the  distinguished  Senator 
from  Michigan  for  calling  the  Senate’s 
attention  to  the  arguments  being  used 
by  opponents  of  this  amendment  and 
for  refuting  those  arguments. 

Mr.  SYMINGTON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  RIBICOFF.  I  yield. 

Mr.  SYMINGTON.  There  is  reference 
in  the  Senator’s  table  to  Lincoln  Uni¬ 
versity  at  our  capital  city  of  Jefferson 
City,  Mo.  This  is  an  interesting  uni¬ 
versity.  At  one  time,  technically  speak¬ 
ing,  it  could  have  been  considered  segre¬ 
gated,  because  only  Negroes  went  to  the 
University;  but  for  many  years  the  num- 
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ber  of  white  students  who  have  gone, 
and  are  going,  to  Lincoln  University  has 
increased  steadily,  to  the  point  where 
there  has  been  complete  integration 
without  any  trouble  of  any  kind.  One 
might  say  it  has  been  integration  in 
reverse. 

As  a  result  of  the  Ribicoff  proposal, 
I  note  that  $156  might  be  saved,  in  the 
way  of  a  tax  credit,  for  the  average  stu¬ 
dent  going  to  Lincoln  University. 

The  distinguished  Senator  from  Con¬ 
necticut  is  an  authority  in  this  field.  As 
he  has  mentioned,  he  has  been  the 
Governor  of  a  State.  He  has  also  been 
Secretary  of  Health,  Education,  and  Wel¬ 
fare.  In  my  many  years  of  experience 
with  him,  I  know  of  his  deep  interest  in 
developing  the  greatest  natural  resource 
we  have;  namely,  our  youth. 

Does  not  the  Senator  agree  that  this 
$156  saving  would  be  important  to  many 
people?  It  might  not  be  to  somebody 
who  wanted  to  go  to  an  Ivy  League  col¬ 
lege  or  university  Nevertheless,  that 
$156  might  represent  the  difference  be¬ 
tween  whether  or  not  a  family  could 
afford  to  send  a  son  or  daughter  to  Lin¬ 
coln  University. 

Mr.  RIBICOFF.  Not  only  that;  that 
$156  going  to  the  parents  who  sacrificed 
their  last  dime,  proudly,  to  send  the  boy 
or  girl  to  Lincoln  University,  might  make 
the  difference  between  whether  they 
could  pay  some  medical  bills  for  the 
mother  or  father,  or  whether  they  could 
buy  shoes  or  clothing  for  a  younger  boy 
or  girl. 

Many  people  do  not  realize  the  sacri¬ 
fices  made  by  families  in  sending  boys  or 
girls  to  college.  I  have  seen  family  after 
family  getting  together  in  a  family  dis¬ 
cussion  and  saying,  “We  have  three  or 
four  boys  or  girls.  We  have  only  enough 
money  to  send  one  to  college.”  There 
can  be  no  more  heartbreaking  decision 
than  that  of  deciding  that  Johnny  will 
go  to  college  and  Jimmy  or  Tommy  will 
have  to  go  to  work.  To  a  family  like 
that,  $156  is  a  great  deal  of  money. 

We  are  fighting  for  people  like  that. 
There  are  many  places  in  this  bill  where 
money  can  be  saved.  We  should  not  save 
money  at  the  expense  of  education. 

Mr.  SYMINGTON.  Mr.  President, 
will  the  Senator  yield  for  one  more  ques¬ 
tion? 

Mr.  RIBICOFF.  I  am  pleased  to 
yield. 

Mr.  SYMINGTON.  Is  it  not  true, 
also,  that  many  families  now  financially 
unable  to  send  one  or  more  children  to 
college,  might  be  able  to  do  so  because 
of  the  passage  of  this  amendment;  and 
is  it  not  also  true  that  the  welfare  or 
security  of  the  United  States  at  some 
future  date  might  be  materially  affected 


as  a  result  of  the  broader  education 
which  had  been  given  to  that  child? 

Mr.  RIBICOFF.  The  Senator  is  cor¬ 
rect.  The  distinguished  Senator  from 
Missouri  has  had  experience  as  Secre¬ 
tary  of  the  Air  Force,  and  he  has  served 
on  the  Aeronautical  and  Space  Sciences 
Committee,  the  Armed  Services  Commit¬ 
tee,  the  Foreign  Relations  Committee. 
He  knows  that  education  is  power. 
What  is  the  competition  in  which  we  are 
engaged  with  the  Soviet  Union? 

When  we  boast  that  we  place  a  vehicle 
into  space  that  outdistances  what  the 
Soviet  Union  has  done,  is  it  done  by  un¬ 
educated  people?  No;  it  is  done  by  edu¬ 
cated  people.  The  Soviet  Union  is  pro¬ 
ducing  engineers  at  a  rate  three  times 
that  in  the  United  States.  We  are  living 
on  a  reservoir  of  talent  that  is  not  being 
sufficiently  replenished.  We  are  living 
with  the  fact  that  the  competition  for 
the  future  of  the  world  will  be  decided 
by  educated  people.  Education  is  pow¬ 
er.  Education  is  freedom.  Education 
is  happiness.  Education  is  not  merely 
a  problem  of  individual  profit  or  indi¬ 
vidual  advancement,  but  education  is 
necessary  to  build  up  our  reservoir  of 
talent  in  the  national  interest.  What 
we  are  doing  here  is  encouraging  educa¬ 
tion.  That  is  why  an  amendment  like 
this  is  so  needed. 

Mr.  SYMINGTON.  I  thank  the  Sen¬ 
ator. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  RIBICOFF.  I  yield. 

Mr.  CARLSON.  I  commend  the  dis¬ 
tinguished  Senator  from  Connecticut  not 
only  for  offering  the  amendment,  but  for 
making  a  fight  for  it.  If  there  is  any 
question  about  the  interest  of  the  people 
in  the  amendment,  I  point  out  that  I 
spoke  last  Friday  at  a  meeting  held  in 
Wichita  of  1,200  school  superintendents 
and  supervisors.  They  were  overwhelm¬ 
ingly  in  favor  of  this  amendment. 

It  is  essential  that  we  do  something 
for  the  education  of  our  youth.  This  is 
an  opportunity  for  us  to  do  so.  Most  of 
us  have  assisted  boys  or  girls  in  attend¬ 
ing  college.  I  have  had  that  peronsal 
experience.  One  can  contribute  $500  to 
a  college  or  school  and  make  it  a  deduct¬ 
ible  tax  item,  but  if  he  pays  $500  for  a 
student  attending  school,  he  cannot  de¬ 
duct  any  of  it.  It  seems  to  me  that  is 
one  of  the  points  we  should  stress,  in 
order  to  help  those  who  make  a  contri¬ 
bution  or  a  gift  to  help  a  boy  or  girl  go 
to  school.  I  am  sure  everyone  in  the 
Senate  has  done  that. 

It  seems  to  me  that  there  is  a  real  op¬ 
portunity  to  help  parents  who  not  only 
take  care  of  their  own  children  but  who 
want  to  help  other  children  to  go  to  col- 
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lege.  I  sincerely  hope  that  the  amend¬ 
ment  will  be  approved  by  the  Senate. 

Mr.  RIBICOFF.  I  thank  the  Senator 
from  Kansas.  The  suggestion  that  the 
credit  be  available  to  those  other  than 
parents  who.  help  pay  for  the  education 
of  boys  and  girls  came  to  me  from  the 
distinguished  Senator  from  Kansas  and 
the  distinguished  Senator  from  Nebraska 
[Mr.  Curtis].  The  Senator  is  absolutely 
correct.  Men  and  women  who  have 
educated  their  own  families  and  who 
would  like  to  help  other  boys  and  girls 
to  be  educated  should  be  encouraged 
encouraged  to  do  so. 

We  should  encourage  as  much  use  of 
private  resources  for  education  as  we 
possibly  can.  There  is  a  big  role  for 
Government,  local,  State  and  Federal,  to 
play.  However,  to  the  extent  that  pri¬ 
vate  resources  can  take  care  of  educa¬ 
tion,  to  that  extent  we  need  not  use  pub¬ 
lic  resources  to  do  so. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  RIBICOFF.  I  yield. 

Mr.  MILLER.  I  wonder  if  the  Sena¬ 
tor  will  be  good  enough  to  tell  the  Sen¬ 
ate,  if  he  has  not  already  done  so,  what 
the  estimated  cost  will  be. 

Mr.  RIBICOFF.  The  estimated  cost 
for  this  year  is  $750  million.  It  is  esti¬ 
mated  that  in  1970  the  estimated  cost 
will  be  $1,300  million. 

Mr.  MILLER.  Seven  hundred  and 
fifty  million  dollars  for  the  fiscal  year 
1965? 

Mr.  RIBICOFF.  For  the  calendar 
year  1964. 
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Mr.  MILLER.  What  would  be  the 
estimated  cost  for  fiscal  year  1966? 

Mr.  RIBICOFF.  I  do  not  have  the 
figure,  but  it  will  go  up  in  increasing 
steps,  gradually  as  enrollment  rises,  to 
about  $1,300  million  for  1970. 

Mr.  MILLER.  Is  it  the  Senator’s  judg¬ 
ment  that  the  cost  will  be  somewhere 
near  $800  million  or  $900  million  for 
fiscal  year  1966? 

Mr.  RIBICOFF.  It  is,  generally,  but 
I  do  not  know  exactly. 

Mr.  MILLER.  Will  the  Senator  be 
good  enough  to  place  in  the  Record  the 
basic  estimates  on  the  basis  of  which 
these  computations  were  furnished?  I 
have  heard  that  the  cost  would  be  con¬ 
siderably  in  excess  of  $750  million  dur¬ 
ing  the  first  year. 

Mr.  RIBICOFF.  I  believe  the  cost 
figures  were  estimated  and  agreed  to  by 
both  the  Treasury  Department  and  the 
staff  of  the  Joint  Committee  on  Internal 
Revenue  Taxation.  That  is  where  the 
figures  came  from. 


Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  RIBICOFF.  I  am  pleased  to  yield 
to  the  Senator  from  New  Mexico. 

Mr.  ANDERSON.  Would  it  not  be 
correct  to  say  that  the  Treasury  esti¬ 
mated  the  cost  during  the  first  calendar 
year  at  $750  million,  rather  than  during 
the  first  fiscal  year? 

Mr.  RIBICOFF.  Yes. 

Mr.  DOMINICK.  Mr.  President,  will 
the  Senator  yield? 

Mr.  RIBICOFF.  I  am  pleased  to  yield 
to  the  Senator  from  Colorado. 

Mr.  DOMINICK.  I  should  like  to  sug¬ 
gest  that  we  put  this  subject  in  terms 
not  of  cost,  but  of  savings  to  the  tax¬ 
payers.  What  we  are  doing  is  to  say 
that  the  taxpayer  can  use  this  amount 
of  money  in  order  to  pay  for  his  own  edu¬ 
cation.  It  may  be  that  it  is  revenue 
which  is  not  coming  in  to  the  Federal 
Government.  However,  it  is  taxpayer 
money  which  the  taxpayers  are  saving 
for  their  own  educational  purposes. 

While  on  this  same  subject,  I  should 
like  to  say  that  when  I  had  an  estimate 
furnished  on  my  own  bill,  which  pro¬ 
vided  for  a  maximum  of  a  $600  credit, 
as  opposed  to  the  $325  maximum  in  the 
pending  amendment,  the  Treasury  stated 
to  me  that  it  was  estimated,  on  a  very 
careful  analysis,  that  the  cost  would  be 
in  the  neighborhood  of  $400  million,  not 
even  near  the  amount  that  the  distin¬ 
guished  Senator  from  Connecticut  has 
referred  to. 

I  agree  that  this  is  what  the  Treasury 
and  the  staff  have  determined.  How¬ 
ever,  I  suggest  that  there  is  no  knowing 
whether  it  will  be  that  much  until  we 
know  how  many  people  can  or  will  take 
advantage  of  it. 

Mr.  RIBICOFF.  While  often  the  fig¬ 
ures  given  by  the  Treasury  Department, 
whenever  they  are  opposed  to  a  proposal, 
are  high,  I  am  willing  to  accept  the  sug¬ 
gestion  in  the  estimates  of  the  Treasury, 
that  in  the  first  calendar  year  the  cost 
would  be  what  I  have  said. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  RIBICOFF.  I  yield. 

Mr.  ANDERSON.  I  wondered  if  the 
figures  stated  by  the  Senator  from  Colo¬ 
rado  applied  to  the  same  bill.  It  was 
my  understanding  that  he  did  not  have 
in  mind  a  wide-open  provision,  but  con¬ 
fined  it  to  the  members  of  a  family. 

Mr.  DOMINICK.  No:  it  was  a  wide- 
open  bill. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  RIBICOFF.  I  yield. 

Mr.  MILLER.  I  wish  the  Senator 
from  Connecticut  to  know — and  I  am 
sure  he  knows  already — that  I  share  the 
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concern  he  was  expressed  over  difficulties 
in  paying  the  cost  of  higher  education, 
which  confront  many  of  our  children 
and  parents.  That  is  one  reason  why 
the  Senator  from  Iowa  has  wholeheart¬ 
edly  supported  the  increased  loan  and 
scholarship  provisions  which  Congress 
has  legislated  over  the  last  3  years. 

However,  I  differ  with  him  in  the 
thought  that  has  been  expressed,  that  the 
amounts  of  savings  to  the  individual  stu¬ 
dents  or  their  parents  are  going  to  be  de¬ 
cisive,  or  as  decisive  as  the  Senator  would 
suggest. 

I  have  talked  with  a  good  many  edu¬ 
cators,  and  I  never  talked  with  one  who 
has  told  me  that  the  difference  of  $200 
woud  determine  whether  a  boy  or  girl 
’  would  go  to  college  or  would  not  go  to 
college.  That  is  particularly  true  nowa¬ 
days,  when  there  are  available  any  in¬ 
creasing  number  of  scholarships  loans, 
not  only  through  the  Federal  Govern¬ 
ment’s  programs,  but  through  State  pro¬ 
grams  and,  indeed,  through  private  lend¬ 
ing  institutions.  There  are  at  present 
advantages  and  opportunities  which  were 
not  present  10  or  15  or  20  years  ago.  I 
find  it  difficult  to  believe  thqt  the  money 
savings  set  forth  would  make  the  differ¬ 
ence  between  a  boy  or  girl  going  to  col¬ 
lege  and  not  going  to  college.  I  can  un¬ 
derstand  how  a  scholarship  or  a  loan  sit¬ 
uation,  which  we  have  made  possible 
through  legislation  in  Congress,  could 
represent  the  difference,  but  not  with  re¬ 
spect  to  the  amount  of  $200. 

Mr.  RIBICOFF.  The  records  and  the 
statistics  under  the  National  Defense  Ed¬ 
ucation  Act  show  that  71  percent  of  the 
loan  money  goes  to  families  with  incomes 
below  $6,000  a  year. 

Mr.  MILLER.  I  would  have  to  defer 
to  the  Senator  from  Connecticut  on  that 
point,  because  I  am  sure  he  is  much  more 
familiar  with  that  statistic  than  I  am, 
and  I  would  therefore  be  willing  to  accept 
it  for  the  sake  of  argument.  However,  I 
say  to  the  Senator  from  Connecticut 
that  if  we  take  a  family  in  the  $8,000  in¬ 
come  area,  and  it  is  suggested  to  me  that 
$200  is  going  to  make  the  difference  be¬ 
tween  sending  or  not  sending  a  boy  or 
girl  to  college,  I  cannot  accept  that  argu¬ 
ment. 

Mr.  RIBICOFF.  Perhaps  the  distin¬ 
guished  Senator  does  not  realize  what 
$200  may  mean  to  a  family  in  the  $8,000 
class. 

Mr.  MILLER.  I  understand  very  well 
the  value  of  money,  and  perhaps  a  little 
better  than  some  of  our  colleagues  in 
Congress. 

Mr.  RIBICOFF.  By  the  time  a  family 
with  3  or  4  children,  trying  to  make  ends 
meet,  even  with  the  overall  cost  of  edu¬ 
cation  at  the  University  of  Iowa  or  the 


University  of  Connecticut,  gets  through 
paying  for  room  and  board  and  all  fees, 
it  will  find  it  very  hard  to  make  ends 
meet.  To  an  $8,000  a  year  family  in 
Iowa  or  Connecticut  $200  is  a  great  deal 
of  money.  Two  hundred  dollars  can  buy 
many  things  and  pay  for  many  necessi¬ 
ties  of  life.  Two  hundred  dollars  to  such 
a  family  is  important.  To  me,  the  irony 
of  the  opposition  to  my  amendment  by 
the  Treasury  Department  is  its  approval 
or  acquiescence  in  what  I  consider  to  be 
raid  after  raid  upon  the  Federal  Treas¬ 
ury.  The  distinguished  Senator  from 
Tennessee  [Mr.  Gore]  and  the  distin¬ 
guished  Senator  from  Illinois  [Mr.  Doug¬ 
las]  will  be  bringing  up  some  of  those 
items  as  the  debate  on  the  bill  progresses. 
When  I  consider  the  loopholes  that  could 
be  closed  more  than  enough  to  pay  for 
this  expensive  proposal — and  I  admit 
that  it  is  expensive — I  think  the  Senate 
has  a  question  of  priorities  to  discuss. 

If  it  is  important  to  give  investment 
credits  of  more  than  $2  billion  and  in  10 
years,  by  the  repeal  of  the  long  amend¬ 
ment,  of  $740  million  for  machines,  it  is 
equally  important  to  make  certain  that 
we  are  willing  to  invest  $740  million  in 
the  education  of  our  children.  We  can 
provide  for  all  the  machines  in  the  world, 
but  if  we  do  not  have  educated  people  to 
operate  them,  the  machines  will  be  use¬ 
less. 

What  I  am  fighting  for,  as  are  the 
other  proponents  of  the  amendment,  is 
to  try  to  do  something  for  the  total  edu¬ 
cation  picture  of  the  United  States. 

I  have  said,  and  I  say  again  to  the 
distinguished  Senator  from  Iowa,  that  I 
do  not  say  my  amendment  is  the  answer 
to  the  entire  educational  program,  but  it 
is  a  piece  of  the  answer.  One  of  the  ex¬ 
tremely  frustrating  problems  in  trying  to 
solve  the  question  of  what  shall  be  done 
for  education,  is  to  have  every  little 
group  seek  to  have  its  particular  piece  of 
education  legislation  adopted,  and  fight 
to  the  death  only  for  its  proposal.  I  say 
the  time  has  come  to  consider  the  entire 
education  proposal,  instead  of  having 
one  proposal  offered  by  one  group  of  pro¬ 
ponents  fought  to  the  death,  and  other 
proposals  offered  by  other  groups,  all  of 
them  going  down  to  defeat  in  mutual 
frustration. 

The  time  has  come  for  those  interested 
in  education  to  try  to  propose  compre¬ 
hensive  ways  in  which  to  solve  the  prob¬ 
lems  of  education.  Such  a  method  will 
not  be  cheap.  Education  in  America  is 
not  cheap.  It  will  cost  money.  Let  us 
face  that  fact.  If  it  is  necessary  to  have 
priorities,  let  us  find  other  places,  not  so 
important,  in  which  to  reduce  expendi¬ 
tures. 
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Mr.  MILLER.  I  could  not  more 
thoroughly  agree  with  what  the  Sena¬ 
tor  from  Connecticut  is  saying,  especially 
when  he  puts  his  finger  on  that  nice  little 
word  “priorities.”  I  have  been  a  Mem¬ 
ber  of  the  Senate  almost  4  years.  One 
of  the  great  frustrations  or  disappoint¬ 
ments  that  I  have  found  is  the  failure 
to  place  priorities  on  some  of  the  pro¬ 
grams.  The  net  result  is  billions  of  dol¬ 
lars  of  deficit  spending  and  billions  of 
dollars  of  inflation. 

We  talk  about  $100  or  $200  meaning 
something  to  a  family  having  an  income 
of  $8,000  a  year.  I  point  out  that  a 
family  having  an  income  half  that  much 
has  been  paying,  indirectly,  a  hidden 
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inflation  tax  as  a  result  of  the  billions 
of  dollars  of  deficit  spending  programs. 

If  the  tax  bill  were  in  such  a  position 
that  the  Ribicoff  amendment  were  the 
heart  of  it  and  the  tax  rate  revisions 
were  greatly  curtailed  or  eliminated,  we 
would  have  a  real  priority  from  which 
to  work.  I  agree  with  the  Senator  that 
if  we  are  to  assign  priorities,  the  first 
should  be  national  defense.  The  second, 
almost  a  national  defense  item  in  itself, 
should  be  education.  I  have  been  saying 
this  for  many  years.  But  we  are  not  get¬ 
ting  the  priorities,  and  it  is  not  my  fault 
or  the  fault  of  the  Senator  from  Con¬ 
necticut.  That  is  something  over  which 
we  have  no  control.  We  are  getting 
priorities  for  spending  revenues  in  the 
example  the  Senator  from  Connecticut 
cited  and  in  many  other  ways,  as  well. 
We  are  providing  reductions  in  tax  rates 
which  will  greatly  benefit  some  persons, 
but  are  providing  no  relief  for  persons 
in  the  $3,000  bracket,  because  they  do 
not  pay  any  income  tax. 

Mr.  RIBICOFF.  The  Senator  said 
the  lack  of  priorities  is  not  our  fault.  I 
respectfully  disagree. 

It  is  our  fault  because  Congress  re¬ 
fuses  to  set  priorities. 

It  is  our  fault  because  Congress  will 
swallow  or  veto  what  the  executive 
branch  sends  to  us. 

It  is  our  fault  because  we  will  not  press 
ahead  with  thoughts  and  ideas  of  our 
own. 

It  is  our  fault  because  by  a  majority 
vote  we  can  determine  what  measures 
we  favor  and  what  measures  we  oppose. 

It  is  our  fault  because  the  tax  bill  is 
loaded  with  loopholes  costing  billions  of 
dollars. 

It  is  our  fault  because  we  have  an  op¬ 
portunity  by  our  votes  in  the  Senate  to 
be  either  for  education  or  for  oil  deple¬ 
tion  allowances. 

It  is  our  fault  because  in  the  Senate 
we  can  favor  education  or  increased  in¬ 
vestment  in  machinery. 


It  is  our  fault  because  we  have  an 
opportunity  to  be  for  education  or  for 
giveaways  to  a  few  department  stores  in 
the  United  States. 

It  is  our  fault  because  if  we  are  wor¬ 
ried  about  the  $3,000  or  $4,000  class,  we 
can  do  something  for  those  people.  The 
distinguished  Senator  from  Tennessee 
LMr.  Gore]  will  provide  us  an  opportu¬ 
nity  'later  during  the  consideration  of 
the  bill  to  show  whether  we  are  con¬ 
cerned  with  the  $3,000  or  $4,000  class. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  RIBICOFF.  In  a  moment. 

I  am  talking  about  the  problem  of 
whose  fault  it  is  if  no  priorities  are  voted 
upon  in  the  Senate.  I  say  to  the  distin¬ 
guished  Senator  from  Iowa,  based  upon 
my  experience  in  the  executive  depart¬ 
ment,  as  a  Member  of  the  other  body, 
and  as  the  Governor  of  a  State,  that  it 
is  our  fault  if  we  stand  silently  by,  com¬ 
pletely  acquiescent,  when  the  proposals 
of  the  executive  branch  are  accepted,  if 
we  limit  ourselves  to  accepting  or  reject¬ 
ing  those  proposals,  and  if  we  are  un¬ 
willing  to  plow  new  ground  and  propose 
new  ideas  of  our  own. 

The  fight  we  are  making  today  is  not 
only  a  fight  for  tax  credits;  it  is  a  fight 
to  determine  whether  Congress  can  take 
the  initiative  over  the  opposition  of  the 
Treasury  Department.  I,  for  one,  believe 
that  Congress  should  not  hesitate  to  take 
the  initiative  whenever  it  is  important  in 
the  national  interest,  whether  the  execu¬ 
tive  branch  agrees  or  disagrees. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  RIBICOFF.  I  am  pleased  to 
yield. 

Mr.  MILLER.  The  Senator  speaks 
about  the  situation  being  our  fault.  I 
am  sure  he  is  not  speaking  of  the  fault 
as  being  his  or  that  of  the  Senator  from 
Iowa,  because  the  Record  will  show 
clearly,  when  it  comes  to  the  question  of 
priorities,  that  we  have  been  talking 
about  priorities  and  have  been  advocat-  ' 
ing  them.  Certainly,  the  Senator  from 
Iowa  has  been  criticizing  the  Senate  in 
general  for  its  failure  to  set  priorities 
during  the  past  3  years. 

The  point  is  that  a  majority  of  the 
Members  of  Congress  are  responsible  for 
the  failure  to  establish  priorities. 

To  make  the  record  clear  with  respect 
to  the  proposal  of  the  Senator  from  Ten¬ 
nessee,  to  which  the  Senator  from  Con¬ 
necticut  alluded,  that  proposal  will  be 
to  raise  the  individual  exemption  from 
$600  to  a  higher  figure,  as  I  understand. 
The  Senator  from  Iowa  is  not  about  to 
support  that  proposal,  because  it  would 
give  undue  advantage  to  those  in  the 
high  tax  brackets  as  compared  with 
those  in  the  low  tax  brackets. 
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The  area  which  concerns  me  is  the  one 
in  which  no  income  tax  is  paid  now,  or  in 
which  the  tax  paid  is  very  small.  Those 
taxpayers  will  not  receive  any  benefit 
under  the  bill. 

I  wish  it  were  possible  for  the  Senator 
from  Connecticut  to  arrange  with  the 
leadership  to  have  his  amendment  laid 
aside  until  after  the  Senate  has  had  an 
opportunity  to  vote  up  or  down  some  of 
the  other  provisions  in  the  tax  bill,  so 
that  we  might  see  what  the  priorities  will 
be.  If  they  are  to  be  such  that  educa¬ 
tion  will  be  placed  first,  and  some  of  the 
other  items  placed  second,  the  Senator 
from  Connecticut  will  have  my  support. 
But  in  the  present  state  of  affairs,  I  am 
afraid  we  do  not  have  that  picture  before 
us. 

The  Senator  from  Connecticut  has 
made  an  excellent  effort,  and  should  be 
commended  for  bringing  his  idea  before 
the  Senate,  particularly  in  terms  of  pri¬ 
orities.  But  we  cannot  talk  about  pri¬ 
orities  without  doing  something '  about 
them;  and  we  shall  not  be  doing  any¬ 
thing  about  priorities  if  the  bill  proceeds 
in  the  way  it  is  proceeding  now. 

Mr.  RIBICOFF.  In  reply  to  the  dis¬ 
tinguished  Senator,  I  point  out  that  what 
the  Senator  proposes  is  exactly  what  I 
do  not  intend  to  do.  I  do  not  intend 
that  other  amendments  be  adopted  first, 
with  the  result  that  then  Senators  would 
ask  us,  “How  can  you  vote  for  this  pro¬ 
posal,  after  we  have  already  voted  to 
spend  so  much  money?”  I  sought  early 
consideration  of  this  amendment  for  just 
that  reason. 

Since  the  Senator  agrees  with  me  that 
education  comes. next  to  national  secu¬ 
rity  in  importance,  if  the  Senate  adopts 
this  amendment,  it  will  have  voted  a  pri¬ 
ority  for  education.  Since  the  Senator 
agrees  that  this  measure  does  not  affect 
defense,  and  since  education  is  a  prior¬ 
ity,  let  the  argument  about  revenue  be 
used  against  other  proposals.  Let  it  then 
be  said,  for  example,  that  we  have  al¬ 
ready  spent  $750  million  for  the  benefit 
of  education. 

I  considered  myself  fortunate,  I  state 
frankly,  to  be  able  to  get  this  education¬ 
al  amendment  taken  up  early,  because  I 
believe  this  is  the  best  way  to  show  that 
we  believe  in  setting  our  own  priorities. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Connecticut  yield? 

Mr.  RIBICOFF.  I  yield. 

Mr.  ANDERSON.  I  merely  want  to 
ask  the  Senator  a  series  of  questions. 

This  measure  does  not  in  any  way 
require  that  the  one  who  takes  the  credit 
must  be  either  a  parent  or  even  a  rela¬ 
tive  of  the  child,  does  it? 

Mr.  RIBICOFF.  That  is  correct. 

Mr.  ANDERSON.  Some  have  said  only 


the  parents  could  take  it.  I  was  sure 
the  Senator  would  state  what  he  has,  be¬ 
cause  he  made  it  very  clear  to  the  com¬ 
mittee.  I  thank  him  for  doing  so. 

Mr.  RIBICOFF.  That  is  absolutely 
correct. 

Mr.  ANDERSON.  There  would  be  no 
limit  on  the  number  of  credits  one  might 
take,  would  there? 

Mr.  RIBICOFF.  That  is  correct. 

Mr.  ANDERSON.  I  so  understood,  but 
I  thought  it  best  to  ask  that  question 
while  the  Senator  still  had  the  floor. 

Mr  GORE.  Mr.  President,  will  the 
Senator  from  Connecticut  yield? 

Mr.  RIBICOFF.  I  yield. 

Mr.  GORE.  I  have  listened  to  the 
very  able,  constructive  and  engaging  re¬ 
marks  of  the  distinguished  junior  Sena¬ 
tor  from  Connecticut.  It  has  not  been 
a  surprise  to  me  that  he  has  comported 
himself  in  so  laudable  a  manner  as  a  Sen¬ 
ator,  because  several  years  ago  it  was  my 
privilege  and  honor  to  serve  in  the  House 
of  Representatives  with  him.  Therefore, 
before  he  came  to  the  Senate,  I  was  well 
acquainted  with  his  abilities  and  his 
character — and  likewise  during  his  dis¬ 
tinguished  tenure  as  Governor,  during 
which  time  it  was  the  pleasure  of  Mrs. 
Gore  and  me  and  our  daughter  to  visit 
in  his  home — and  also  when  he  was  a 
tnember  of  the  executive  branch.  But 
even  with  that  knowledge  of  his  work 
and  his  capacity,  I  am  constrained  to  rise 
at  this  time  and  commend  him.  I  think 
that  the  clarity  with  which  he  has  pre¬ 
sented  his  views,  the  forcefulness  of  his 
arguments,  the  courtesy  of  his  presenta¬ 
tion,  and  the  power  of  his  reasoning 
make  him  a  Member  of  this  body  to 
whom  all  can  point  with  pride.  Indeed, 
he  graces  the  U.S.  Senate. 

Mr.  RIBICOFF.  Mr.  President,  I  am 
overwhelmed  by  the  gracious  wrords  and 
the  compliment  paid  me  be  the  distin¬ 
guished  Senator  from  Tennessee.  I 
cannot  imagine  a  higher  compliment 
than  those  words  from  one  of  the  Sen¬ 
ate’s  most  able  and  respected  Members; 
and  I  am  very  grateful  to  him. 

Mr.  President,  I  yield  the  floor. 

TAX  RELIEF  FOR  PARENTS  AND  STUDENTS - AN 

INVESTMENT  IN  AMERICA’S  FUTURE 

Mr.  PROUTY.  Mr.  President,  at  this 
hour  we  meet  to  decide  whether  the  cost 
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of  providing  a  college  education  places 
too  heavy  a  burden  on  the  average  Amer¬ 
ican  family  and,  if  so,  whether  we  intend 
to  do  anything  about  it. 

Elmer  Roper,  in  a  study  for  the  Ford 
Foundation,  discovered  that  69  percent  of 
the  parents  interviewed  expect  to  send 
their  children  to  college,  but  40  percent 
of  these  families  feel  they  cannot  afford 
to  do  so. 
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The  same  study  disclosed  that  60  per¬ 
cent  of  American  parents  have  no  sav¬ 
ings  and  the  other  40  percent  have  only 
an  average  of  $150  put  away  for  college 
costs. 

Let  us  not  kid  ourselves.  Let  us  face 
the  facts — and  the  facts  show  that  the 
mothers  and  fathers  of  this  country  are 
staggering  under  the  heavy  expense  in¬ 
volved  in  giving  their  youngsters  a 
higher  education. 

When  you  ask  them  whether  Congress 
should  do  something  about  this  tremen¬ 
dous  burden,  they  are  of  one  voice  and 
that  voice  is  a  cry  for  help. 

On  October  14,  1963,  I  sent  out  over 
60,000  questionnaires  which  posed  ques¬ 
tions  on  aid  to  education.  Vermonters 
replied  with  characteristic  frankness. 
While  opposing  increase  in  Federal 
spending,  almost  to  a  man  they  put  aside 
their  qualms  about  the  budget  in  the 
field  of  education. 

About  82  percent  of  all  replies  favored 
loans  to  needy  students;  92  percent  of 
all  replies  favored  a  bill  I  introduced 
earlier  in  the  year  which  would  give  tax 
allowances  to  students  supporting  then* 
own  education,  and.  78  percent  of  all  re¬ 
plies  favored  tax  allowances  for  parents 
who  are  trying  to  finance  the  education 
of  their  children. 

I  cannot  recall  any  other  occasion 
when  I  have  witnessed  such  grass-roots 
support  for  a  change  in  tax  laws. 

Tax  relief  for  students  or  their  parents 
has  something  more  than  grass-roots 
support.  It  has  the  support  of  educators, 
a  host  of  the  members  of  the  House  and 
Senate  and  numerous  student  organiza¬ 
tions. 

Literally  hundreds  of  proposals  have 
been  introduced  in  Congress  over  a  num¬ 
ber  of  years  to  provide  tax  relief  for  stu¬ 
dents  or  their  parents  for  tuition  costs. 
The  bills  have  been  of  three  general 
types:  tax  credit,  tax  exemption,  or  tax 
reduction.  The  amendment  I  rise  to  sup¬ 
port  had  its  origin  in  the  Ribicoff  tax 
credit  bill.  As  a  cosponsor  of  both  the 
bill  and  the  amendment,  I  see  in  its  ob¬ 
jectives  some  welcome  relief  that  will  be 
meaningful  to  many,  perhaps  most, 
American  families. 

When  I  was  a  boy,  only  one  out  of 
seven  youngsters  attended  college.  To¬ 
day,  almost  half  of  our  young  men  and 
women  are  in  college,  and  the  percentage 
will  continue  to  grow. 

During  the  last  30  years,  college  tui¬ 
tion  costs  have  risen  nearly  500  percent 
and  the  American  Council  on  Education 
sees  no  relief  in  sight.  The  council  esti¬ 
mates  that  tuition  will  rise  by  another 
50  percent  in  both  private  and  public 
institutions  over  the  next  decade. 

I  have  shown  that  60  percent  of  Amer¬ 


ican  parents  have  no  savings  and  that 
the  other  40  percent  have  an  average  of 
only  $150  put  away  for  college  costs.  If 
they  are  having  a  hard  time  now,  think 
of  what  the  burden  will  be  as  tuition 
costs  rise  another  50  percent. 

Mr.  President,  it  is  all  too  clear  that 
the  cost  of  giving  a  son  or  daughter  a 
higher  education  places  too  heavy  a  load 
on  the  mothers  and  fathers  of  this 
country. 

The  question  which  remains  is:  What 
do  we  intend  to  do  about  it? 

Make  no  mistake.  The  people  are 
watching.  They  want  and  expect  action. 
They  want  and  they  expect  to  see  adop¬ 
tion  of  the  Ribicoff  amendment. 

While  the  Senator  from  Connecticut 
has  done  a  masterly  job  of  outlining  all 
the  potentialities  of  this  legislation,  I 
should  like  to  add  my  own  personal  rea¬ 
sons  for  supporting  it. 

First  of  all,  the  amendment  provides 
assistance  for  the  bulk  of  the  expenses 
of  a  person’s  education.  The  amend¬ 
ment  gives  an  income  tax  credit  to  any 
individual  who  pays  college  expenses, 
such  as  tuition,  fees,  books,  and  supplies. 

There  are  no  limitations  imposed  upon 
the  type  of  education  to  be  supported 
thereby,  except  that  the  tuition  must  be 
paid  to  an  institution  of  higher  learning 
for  credit  courses  leading  to  a  baccalau¬ 
reate  degree,  or  for  courses  of  instruction 
necessary  to  “fulfill  requirements  for 
the  attainment  of  a  predetermined  and 
identified  educational,  professional,  or 
vocational  objective.” 

In  a  word,  Mr.  President,  we  who  sup^ 
port  the  Ribicoff  amendment  wish  to 
give  some  relief  to  the  youngsters  and 
parents  who  frantically  try  to  scrape  to¬ 
gether  money  for  college  costs. 

We  wish  to  do  away  with  the  discrim¬ 
ination  which  exists  in  present  law  and 
which  works  hardship  on  those  least  able 
to  bear  it. 

When  I  say  discrimination,  I  do  not 
exaggerate.  At  the  present  time,  per¬ 
sons  may  deduct  contributions  to  col¬ 
leges  for  educating  other  peoples’  chil¬ 
dren,  but  not  their  own.  In  addition, 
corporations  may  spend  money  toward 
the  education  of  young  men  and  women, 
and  toward  the  training  of  executives, 
and  deduct  every  dollar  spent. 

Why,  in  Heaven’s  name,  should  we 
deny  similar  help  to  those  who  do  with¬ 
out  the  necessities  of  life  in  order  that 
they,  or  their  children,  may  have  a  col¬ 
lege  education? 

Those  who  oppose  the  Ribicoff  amend¬ 
ment  had  better  be  ready  to  answer  this 
question. 

Some  who  are  not  really  interested  in 
education  have  attempted  to  justify 
their  opposition  to  the  Ribicoff  proposal 
on  the  ground  that  tax  laws  should  not 
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be  used  to  accomplish  social  goals. 
They  cleverly  overlook  the  fact  that  tax 
statutes  already  afford  special  treatment 
for  the  blind,  the  aged,  the  disabled, 
and  place  in  a  special  category  gifts  to 
charitable,  religious  and,  of  course,  edu¬ 
cational  institutions. 

I  ask  unanimous  consent  that  a  state¬ 
ment  of  how  present  tax  laws  relate  to 
education  be  printed  in  the  Record  fol¬ 
lowing  my  remarks. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  of  the  Senator 
from  Vermont?  The  Chair  hears  none, 
and  it  is  so  ordered. 

(See  exhibit  1.) 

Mr.  PROUTY.  Mr.  President,  it  is 
true  that  there  will  be  a  short  run  rev¬ 
enue  loss  if  we  enact  the  Ribicoff 
amendment,  but  ultimately  it  will  bring 
about  a  tremendous  increase  in  Federal 
revenues. 

The  amendment  allows  a  maximum 
tax  credit  of  $325  per  student  per  year. 
During  the  4  years  it  takes  to  get  a  col¬ 
lege  education,  credits  given  would  total 
not  more  than  $1,300  per  student.  This, 
then,  is  the  maximum  short-term  tax 
loss. 

Let  us  take  a  look  at  the  other  side  of 
the  picture.  Surveys  show  that  the 
college -trained  boy  will  earn  at  least 
$150,000  more  than  the  noncollege  boy 
in  an  average  working  life.  This  would 
mean  a  long-term  gain  in  Federal  rev¬ 
enue  of  at  least  $30,000  for  each  college- 
trained  boy.  Or,  to  put  it  another  way, 
the  Federal  Government  would  get  back 
$30,000  for  each  $1,300  it  loses  in  giving 
out  a  tax  credit  to  the  student  or  his 
parent. 

I  think  a  2,300 -percent  return  on  in¬ 
vestment  is  ample  evidence  of  the  finan¬ 
cial  soundness  of  the  Ribicoff  amend¬ 
ment. 

The  junior  Senator  from  Connecticut 
has  designed  his  amendment  to  take 
into  account  not  only  the  needs  of  par¬ 
ents  and  their  college-bound  youngsters, 
but  also  the  problem  of  all  colleges,  both 
public  and  private. 

It  will  be  noted  that  his  tax  credit  is 
based  on  a  sliding  scale  and  gives  a  pro¬ 
portionately  greater  credit  to  the  stu¬ 
dents  attending  institutions  with  low 
tuitions. 

Indeed,  a  student  who  enrolls  in  a 
tuition-free  institution  will  benefit  from 
the  Ribicoff  amendment  because  under 
its  terms  he  can  get  a  tax  credit  for  the 
expense  of  books  and  supplies. 

Private  colleges  have  been  faced  with 
real  problems  because  of  the  decreased 
value  of  endowment  income  and  because 
of  rising  costs.  State  institutions  have 
been  injured  because  of  the  Federal- 
State  tax  structure  which  takes  more 


and  more  money  from  the  people  for  op¬ 
eration  of  the  Central  Government  and 
leaves  less  and  less  for  State,  county,  and 
individual  activities. 

The  Ribicoff  amendment  will  take 
some  of  the  pressure  off  our  private  and 
public  colleges  because  it  will  enable  more 
parents  to  play  a  greater  role  in  financ¬ 
ing  the  education  of  their  children. 

Many  fathers  in  the  $9,000  to  $10,000, 
and  even  $13,000  a  year  brackets  now 
have  children  seeking  scholarship  funds. 
With  a  tax  break,  they  will  be  able  to 
do  more  for  their  youngsters,  and  thus 
more  scholarship  money  can  be  made 
available  to  boys  and  girls  coming  from 
lower  income  families. 

Mr.  President,  a  vote  for  the  Ribicoff 
amendment  is  a  vote  to  aid  all  families 
that  have  children  in  college — especially 
the  40  percent  that  have  only  an  average 
of  $150  put  away  for  college  costs.  A 
vote  for  the  Ribicoff  amendment  is  a 
vote  in  accord  with  the  overwhelming 
grassroots  demand  for  tax  relief  for  those 
who  must  pay  the  college  bills. 

A  vote  for  the  Ribicoff  amendment  is 
a  vote  to  end  the  discrimination  in  ex- 
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isting  law  which  permits  persons  to 
deduct  contributions  to  colleges  for  edu¬ 
cating  other  people’s  children,  but  not 
their  own. 

A  vote  for  the  Ribicoff  amendment  is 
a  vote  for  an  investment  in  the  future 
of  this  country  and  its  children  which 
will  ultimately  bring  back  a  2,300-per¬ 
cent  return  on  investment  in  terms  of 
dollars  and  unparalleled  advancements 
in  terms  of  social  progress. 

A  vote  for  the  Ribicoff  amendment  is 
a  vote  to  free  more  scholarship  funds  for 
use  by  those  in  the  lowest  income  brack¬ 
ets,  and  a  vote  which  will  enable  millions 
of  parents  and  children  to  finance  more 
easily  the  cost  of  a  college  education. 

After  years  of  waiting,  the  Senate  has 
an  unprecedented  opportunity  to  re¬ 
dress  a  longstanding  need.  I  am  con¬ 
fident  that  we  will  not,  for  we  must 
not,  lose  that  opportunity. 

The  distinguished  Senator  from  Con¬ 
necticut  was  a  cosponsor  with  me  of  an 
amendment  which  would  alter  the  bill 
related  to  higher  education  that  was  re¬ 
ported  by  the  committee.  We  failed  in 
that  objective,  but  I  am  happy  to  say 
that  in  conference  many  of  the  provi¬ 
sions  that  were  suggested  in  our  amend¬ 
ment  were  approved,  and  were  subse¬ 
quently  approved  by  the  Senate  and  the 
House  of  Representatives. 

I  am  delighted  to  be  a  cosponsor  of 
the  amendment  and  to  support  the 
junior  Senator  from  Connecticut  most 
enthusiastically.  I  congratulate  and 
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commend  him  for  an  outstanding  job  for 
the  benefit  of  the  youngsters  of  our 
country.  I  am  grateful  to  the  Senator 
for  yielding  to  me. 

Mr.  RIBICOFF.  Mr.  President,  I 
thank  the  distinguished  Senator  for  his 
remarks.  The  constructive  suggestions 
of  the  Senator  from  Vermont  were  most 
valuable  in  support  of  the  amendment. 
The  proposal  is  not  my  handiwork.  It 
is  the  handiwork  of  all  the  cosponsors, 
who  worked  together.  I  happened  to  be 
a  member  of  the  Committee  on  Finance. 
Therefore  the  amendment  bears  my 
name.  But  the  distinguished  Senator 
from  Vermont  [Mr.  Prouty]  the  dis¬ 
tinguished  Senator  from  Colorado  [Mr. 
Dominick],  and  other  Senators  joined 
me  and  helped  to  make  the  amendment 
a  joint  amendment.  The  Senator  from 
Vermont  made  a  great  contribution  to¬ 
ward  the  proposal. 

Mr.  PROUTY.  I  am  grateful  to  the 
Senator.  I  also  associate  myself  with 
the  feeling  that  he  expressed  sometime 
earlier  when  he  urged  that  the  Senate 
vote  the  amendment  up  or  down  rather 
than  resorting  to  a  parliamentary 
stratagem  to  lay  it  on  the  table.  I  con¬ 
cur  wholeheartedly  with  the  Senator. 

Exhibit  1 

How  Present  Tax  Laws  Relate  to  Education 

1.  Title  26,  United  States  Code,  section 
151 .  A  parent  with  a  child  who  makes  more 
than  $600  per  year  does  not  lose  him  as  an 
exemption  if  he  is  a  student. 

2.  Title  26,  United  States  Code,  section  117: 
Income  from  scholarships  and  fellowships  is 
not  includable  in  gross  income;  likewise, 
amounts  received  for  travel,  research,  clerical 
help  or  equipment  which  are  incident  to 
scholarship  or  fellowship  income  are  to  be  ex¬ 
cluded  from  gross  income. 

3.  Title  26,  United  States  Code,  section 
170(b)  (I)  (A)  :  Educational  contributions 
are  deductible  and  taxpayers  are  given  an  in¬ 
centive  toward  educational  contributions  by 
being  permitted  to  raise  the  allowable 
amount  of  contributions  deductible  if  10  per¬ 
cent  of  adjusted  gross  income  i6  contributed 
to  educational  institutions. 

4.  Title  26,  United  States  Code,  section 
170(d)  :  Up  to  $50  per  month  paid  to  main¬ 
tain  a  student  as  a  member  of  the  taxpayer’s 
household  is  deductible  as  a  charitable  de¬ 
duction  under  certain  circumstances. 

5.  Title  26,  United  States  Code,  section 
3121(b)  (10)  (B)  :  Remuneration  for  services 
performed  by  a  student  regularly  enrolled  in 
an  institution  of  higher  education  when  em¬ 
ployed  by  that  institution  are  exempt  from 
the  old-age,  survivor,  and  disability  insur¬ 
ance  tax;  included  in  this  exemption  is  do¬ 
mestic  service  performed  by  a  student  in  a 
local  college  club  or  local  chapter  of  a  college 
fraternity  or  sorority  (26  U.S.C.  3121(b)  (2) ) 
and  studies-related  income  of  certain  non¬ 
resident  alien  students  (26  UJS.C.  3121(b) 
(19)). 

6.  Title  26,  United  States  Code,  section 
3306(c)  (10)  (B)  :  Employment  of  enrolled 


students  by  their  school,  college,  or  university 
if  the  student  is  regularly  attending  classes 
is  exempt  from  unemployment  insurance. 


[P.  1712] 

REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  RIBICOFF.  I  yield  10  minutes  to 
the  Senator  from  Colorado. 

The  PRESIDING  OFFICER.  The 
Senator  from  Colorado  is  recognized  for 
10  minutes. 

Mr.  DOMINICK.  Mr.  President,  I  rise 
to  support  the  amendment  offered  by  the 
distinguished  Senator  from  Connecticut 
[Mr.  Ribicoff]  .  With  the  consent  of  the 
distinguished  Senator  from  Connecticut 
I  have  been  writing  some  letters  to  my 
constituents  referring  to  the  amendment 
as  the  Ribicoff-Dominick  amendment.  I 
hope  that  other  Senators  have  been  do¬ 
ing  the  same  thing.  I  have  done  this  be¬ 
cause  of  my  interest  in  this  form  of  tax 
relief,  for  these  expenses  connected  with 
higher  education,  particularly  for  those 
who  bear  the  expense  of  higher  educa¬ 
tion. 

My  interest  in  tax  relief  for  those  who 
bear  the  expense  of  higher  education 
dates  back  to  my  first  days  in  public 
office. 

I  first  introduced  legislation  on  this 
subject  while  a  member  of  the  State  Leg¬ 
islature  in  Colorado.  In  my  campaign 
for  the  House  of  Representatives  and  in 
my  campaign  for  the  Senate  this  pro¬ 
posal  was  a  part  and  parcel  of  my  plat¬ 
form.  When  I  came  to  the  U.S.  House 
of  Representatives  in  1961,  I  introduced 
a  bill  which  would  allow  a  tax  credit  of 
30  percent,  not  to  exceed  a  total  of  $600, 
for  expenditures  for  tuition,  fees,  book, 
and  supplies  in  seeking  higher  education. 

A  poll  of  my  constituents  on  my  bill 
showed  more  than  80  percent  in  favor 
of  the  principle  of  the  bill.  I  again  in¬ 
troduced  such  a  bill,  S.  98,  when  I  came 
to  the  UJS.  Senate,  in  1963.  I  have  heard 
the  arguments  against  the  proposal  for 
12  years.  I  do  not  believe  they  stand  up 
any  better  than  when  I  first  heard  them. 

I  believe  the  very  capable  ^nd  highly 
polished  remarks  of  the  junior  Senator 
from  Vermont  [Mr.  Prouty]  are  ex¬ 
tremely  important  with  regard  to  the 
merits  of  the  pending  amendment.  I 
know  that  there  is  widespread  interest 
in  such  a  tax  relief  proposal  throughout 
the  country  and  in  Congress.  My  good 
friend  from  Connecticut  [Mr.  Ribicoff] 
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has  already  inserted  in  the  Record  of 
Friday,  January  31,  articles  and  edi¬ 
torials  from  many  areas  of  the  country 
expressing  support  for  such  a  proposal. 
In  addition,  more  than  100  Members  of 
the  House  of  Representatives  and  more 
than  20  Members  of  the  Senate  have 
already  introduced  similarly  designed 
legislation  during  the  88th  Congress. 

Among  the  editorials  that  have  been 
introduced  in  the  Record  there  is  an 
excellent  editorial  published  in  the  dis¬ 
tinguished  newspaper,  the  Denver  Post, 
of  Denver,  Colo.  The  Rocky  Mountain 
News,  another  distinguished  newspaper 
of  Colorado,  has  also  come  out  in  favor 
of  it. 

Various  approaches  to  the  problem 
have  been  tried.  Personally,  I  believe 
that  the  tax  credit  approach  is  prefer¬ 
able,  although  plans  advanced  by  other 
Members  of  the  Senate  and  the  other 
body,  giving  tax  relief  for  such  expenses 
by  allowing  some  type  of  deduction  or 
additional  exemption,  also  have  merit. 
In  an  effort  to  pull  together  and  get 
behind  a  bipartisan  compromise  solution, 
I  am  pleased  to  join  with  the  distin¬ 
guished  Senator  from  Connecticut  [Mr. 
Ribicoff]  and  my  other  colleagues  in  the 
Senate  in  urging  the  adoption  of  the 
amendment  now  before  the  Senate. 

I  worked  with  the  distinguished  Sen¬ 
ator  from  Connecticut,  as  he  so  graci¬ 
ously  said,  to  design  a  scale  of  credits, 
so  that  the  attacks  on  previous  amend¬ 
ments  which  had  some  credence,  would 
not  apply.  To  say  that  the  tax  credit 
amendment  will  help  only  those  having 
high  expenses,  does  not,  in  fact,  have 
even  a  modicum  of  truth. 

The  Senator  from  Connecticut  [Mr. 
Ribicoff],  as  a  former  Member  of  the 
House,  former  Governor  of  the  great 
State  of  Connecticut,  and  former  Secre¬ 
tary  of  Health,  Education,  and  Welfare, 
lends  great  weight  and  persuasion  to 
such  a  proposal.  I  am  pleased  to  join 
with  him  in  advocating  the  adoption  of 
the  amendment. 

In  view  of  the  seriousness  and  impor¬ 
tance  of  the  amendment,  several  thlhgs 
about  it  ought  to  be  made  eminently 
clear. 

First,  it  does  not,  and  indeed  no  tax 
proposal  can,  provide  relief  to  low-in¬ 
come  families  who  pay  no  income  tax. 
Those  families  and  their  children  can 
continue  to  take  advantage  of  scholar¬ 
ship,  loan,  and  grant  programs,  specifi¬ 
cally  designed  for  them,  and  dealt  with, 
in  many  cases,  both  by  State  legislatures 
and  by  Congress.  Most  colleges  and  uni¬ 
versities  also  give  students  from  low- 
income  families  first  priority  on  student 
employment  programs.  So  there  is  no 
point  in  saying  that  low-income  families 


do  not  receive  any  relief  under  this 
amendment. 

Second.  It  does  benefit  the  low -in¬ 
come  families  who  do  pay  tax,  and  the 
middle-income  families.  It  has  already 
been  pointed  out  that  families  with  in¬ 
comes  between  $3,000  and  $10,000  com¬ 
prise  62  percent  of  our  population,  and 
thus  the  greatest  benefit  will  be  within 
this  income  group.  Let  us  remember, 
too,  that  the  tax  credit  inures  to  any  tax¬ 
payer  who  pays  for  the  expenses  of 
higher  education.  Thus,  the  single  per¬ 
son  /Who  must  pay  tax  while  working 
himself  through  college  will  benefit  as 
well  as  employed  married  couples  where 
one  spouse  works  while  the  other  at¬ 
tends  school. 

Third.  It  is  not  a  “rich  man’s”  amend¬ 
ment,  and  anyone  who  so  contends 
simply  does  not  understand  the  sliding 
scale  provisions  of  the  amendment. 
Over  90  percent  of  the  tax  benefit  will  go 
to  families  with  incomes  of  less  than 
$20,000  per  year 

Fourth.  The  tax  credit  approach 
avoids  many  of  the  serious  problems  in¬ 
volved  with  Federal  aid  to  education. 
The  religious  controversy  and  its  consti¬ 
tutional  difficulties  is  completely  avoided. 
No  additional  Federal  bureaucracy  is  re¬ 
quired  since  we  utilize  the  existing  ma¬ 
chinery  of  the  Internal  Revenue  Service. 
No  Federal  control  is  encountered. 

In  effect,  the  amendment,  if  adopted, 
would  permit  those  desiring  a  college 
education,  so  important  to  the  growing 
stature  of  this  country,  to  use  pretax 
earnings  for  this  purpose. 

There  is  every  indication  that  the 
costs  of  obtaining  a  higher  education  will 
continue  to  increase,  as  they  have  done 
over  the  years.  In  my  own  State  of  Colo¬ 
rado  proposals  are  now  pending  before 
the  legislature  to  raise  tuition  costs  and 
fees.  Many  families  in  my  State  are 
having  great  difficulty  in  meeting  the 
expenses  of  educational  requirements 
even  now.  In  all  probability,  the  adop¬ 
tion  of  the  amendment  will  not  curb 
these  costs.  However,  its  adoption 
would  give  much  needed  tax  relief  to 
families  and  individuals  whose  financial 
burden  is  particularly  great.  It  would 
also  have  the  effect  of  feeding  back  much 
needed  revenues  into  the  private  sector 
of  our  economy. 

Some  have  speculated  that  the  adop¬ 
tion  of  this  amendment  would  directly 
cause  public  and  private  educational  in¬ 
stitutions  to  raise  their  tuition  and  fee 
schedules.  Ths  is  pure  speculation.  I 
think  history  has  shown  us  that  these 
costs  have  been  rising  steadily  anyway 
It  seems  to  me  that  it  is  equally  logic?! 
to  assume  that  the  people  who  will  real¬ 
ize  tax  savings  from  this  amendment 
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might  be  inclined  to  plow  these  savings 
back  into  public  and  private  educational 
institutions.  These  savings  would  also 
give  the  States  a  greater  source  of  tax 
revenue  to  tap  in  order  to  sustain  their 
own  educational  systems.  Finally,  it 
would  allow  the  recipients  of  these  tax 
benefits  to  contribute  toward  the  educa¬ 
tion  of  more  of  their  children  beyond 
high  school  and  may  well  form  the  in¬ 
centive  for  some  to  pay  part  of  the  ex 
penses  for  children  of  neighbors  or 
friends. 

The  amendment  has  been  specifically 
designed  to  be  of  assistance  to  the  lower 
cost  public  universities.  One  of  the  ma¬ 
jor  attacks  on  the  amendment  has  been 
that  it  is  designed  to  be  of  assistance 
to  Ivy  League  colleges  or  higher  cost 
private  institutions.  This  argument  has 
some  validity,  enough  to  make  it  a  ral¬ 
lying  call  for  those  who  are  opposed  to 
the  principle.  So  we  have  designed  a 
sliding  scale  to  answer  this  argument, 
one  which  will  give  maximum  credit  ben¬ 
efit  to  institutions  which  charge  the  least 
tuitions  but  which  still  have  expenses 
involved  in  education  fees  and  books,  and 
some  tuition.  This  scale  is  designed  to 
assist  many  public  institutions  of  the 
West  and  Southwest,  some  of  which  do 
not  charge  any  tuition  fees,  as  has  been 
stated,  but  which  do  have  education  fees 
and  charges. 

A  brief  examination  of  the  excellent 
dollar-benefit  schedule,  which  was  placed 
on  the  desk  of  every  Senator  today  by 
the  Senator  from  Connecticut  [Mr. 
Ribicoff],  will  show  clearly  that  the 
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maximum  benefits  go  to  the  lower  cost 
institutions.  I  refer,  for  example,  to 
Colorado  State  University,  the  only  land- 
grant  college  in  my  State.  I  understand 
that  the  president  of  that  college  has 
been  opposed  to  the  amendment;  but  I 
do  not  believe  he  has  really  studied  it, 
because  it  provides  that  someone  paying 
$330  for  tuition  and  books  would  be 
granted  a  $183  credit  compared  to  a  $193 
credit  for  $370  of  such  fees  at  the  Uni¬ 
versity  of  Colorado. 

So  t,he  proposal  is  to  try  to  take  care 
of  universities  which  are  supplying  a 
maximum  need  for  people  having  the 
lowest  incomes. 

The  same  thing  can  easily  be  seen,  on 
pages  1,  2,  and  3,  with  respect  to  univer¬ 
sities  in  States  adjoining  Colorado. 

The  PRESIDING  OFFICER.  The  time 
of  the  Senator  from  Colorado  has 
expired. 

Mr.  RIBICOFF.  I  yield  the  Senator 
from  Colorado  2  additional  minutes. 

Mr.  DOMINICK.  The  Universities  of 


Arizona,  New  Mexico,  and  Utah  are  on 
the  same  schedule. 

The  amendment  will  provide  tax  bene¬ 
fits  to  those  low  and  middle-income  fam¬ 
ilies  who  desperately  need  it,  and  to 
those  who  would  receive  the  very  least 
benefits  under  the  pending  tax  bill.  The 
pending  tax  bill  provides  maximum  ben¬ 
efits  for  the  low-income  families  and  for 
those  whose  incomes  are  quite  high.  But 
the  majority  of  the  people  of  the  coun¬ 
try,  who  are  in  the  middle-income 
group,  would  not  be  substantially  as¬ 
sisted  by  the  tax  bill  unless  the  tax 
credit  for  education  were  adopted. 

Mr.  President,  the  amendment  will 
not  solve  all  of  our  educational  prob¬ 
lems,  but  it  will  be  a  significant  step 
toward  helping  those  who  do  need  the 
assistance  in  bearing  the  costs  of  higher 
education.  It  will  fill  in  part  of  the  gap 
which  we  now  have  in  our  efforts  to  as¬ 
sist  all  Americans  to  have  the  oppor¬ 
tunity  for  receiving  higher  education. 
We  have  given  grants  and  loans  to  the 
universities  and  graduate  schools  for 
buildings  and  equipment,  we  have  made 
progress  toward  helping  teachers,  we 
have  advocated  special  programs  to 
stimulate  interest  in  secondary  educa¬ 
tion.  Will  we  now  recognize  the  prob¬ 
lem  of  those  who  struggle  to  give  their 
children  the  chance  to  improve  and  bet¬ 
ter  their  lot  through  higher  education 
or  simply  write  them  off  as  expendables? 
Mr.  President,  the  country  needs  this 
amendment  and  it  needs  it  now. 

Mr.  HART.  Mr.  President,  will  the 
Senator  from  Connecticut  yield  briefly  to 
me? 

Mr.  RIBICOFF.  Mr.  President,  I  yield 
2  minutes  to  the  Senator  from  Michigan. 

Mr.  HART.  Mr.  President,  tomorrow 
we  shall  vote  on  the  amendment  offered 
by  the  Senator  from  Connecticut  [Mr. 
Ribicoff]  to  provide  a  sliding-scale  tax 
credit  to  parents  who  seek  to  provide 
college  education  for  their  sons  and 
daughters.  This  proposal  has  been  dis¬ 
cussed  rather  fully,  with  a  sharp  divi¬ 
sion  of  opinion  developing.  As  I  stated  in 
a  colloquy,  with  the  Senator  from  Con¬ 
necticut,  as  he  opened  the  debate,  I  shall 
vote  for  the  amendment. 

I  ask  unanimous  consent  to  have 
printed  in  the  Record  an  editorial  from 
the  Detroit  News  of  January  27,  1964, 
which  presents  a  balanced  analysis  of  the 
reasons  for  support  of  this  amendment. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

College  Tax  Credit 

The  income  tax  bill  now  being  written  in 
Congress  ought  not  to  be  cluttered  with  con¬ 
troversial  sections,  but  if  the  result  is  not  to 
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be  a  simple  tax  reduction  bill  then  a  tax 
credit  for  college  expenses  is  worth  further 
consideration. 

Senator  Abraham  A.  Ribicoff,  Connecticut 
Democrat,  proposed  that  parents  be  allowed 
to  subtract  a  maximum  of  $325 — reached  on 
a  sliding  scale — from  their  income  tax  bills. 
The  Senator  is  an  expert  in  the  field  and 
wrote  his  proposal  so  that  the  richer  the  tax¬ 
payer  the  less  the  credit  that  could  be  taken. 
A  taxpayer  earning  $30,000  a  year  had  his 
credit  reduced  by  $50  to  $275  and  an  income 
of  $60,000  bars  any  credit  at  all. 

Ten  Democrats  on  the  Senate  Finance 
Committee  listened  to  administration  objec¬ 
tions  as  to  the  cost  of  the  proposal  to  the 
Treasury  and  voted  it  down.  Ribicoff  and 
six  Republican  committeemen  voted  for  it. 

Ribicoff  said  that  he  had  tremendous  pub¬ 
lic  support  for  his  idea  and  said  that  he 
would  bring  it  to  a  rollcall  vote  on  the  floor, 
where  it  might  very  well  pass. 

Anyone  with  a  child  in  college  these  days 
is  acutely  aware  of  the  costs  and  those  costs 
are  expected  to  rise  sharply  for  many  years 
to  come.  A  credit  against  tax  of  $325  will 
by  no  means  solve  the  problem,  but  it  will 
slightly  ease  it.  It  may  very  well  make  the 
difference  between  going  and  not  going  to 
college  for  children  of  parents  in  the  middle 
income  bracket. 

Mr.  HART.  Those  of  us  who  support 
this  amendment,  should  acknowledge,  I 
believe,  that  it  falls  far  short  of  reaching 
(an  area  of  very  great  need  in  higher  edu¬ 
cation.  Students  assistance  and  scholar¬ 
ships  for  students  with  demonstrated  de¬ 
sire  and  capacity  to  benefit  from  higher 
education  should  be  available.  We  need 
such  programs  from  Federal  funds. 
Only  then  shall  we  have  responded  to  the 
need  of  children  whose  families  are  in 
the  lowest  income  groups,  and  who  will 
benefit  little,  if  at  all,  from  the  Ribicoff 
amendment.  While  I  recognize  the  sin¬ 
cerity  and  conviction  of  those  who  urge 
defeat  of  the  Ribicoff  amendment  be¬ 
cause  it  attacks  only  a  part  of  the  prob¬ 
lem,  I  intend  to  support  the  amendment, 
for  the  reason  that  it  does  respond  to  at 
least  a  part  of  the  problem.  I  suggest 
that  there  is  a  heavy  obligation  on  those 
of  us  who  do  support  the  Ribicoff  amend¬ 
ment  to  see  enacted  a  student  assistance 
and  scholarship  program,  because  I 
think  it  quite  true  that  the  availability 
of  tax  credit  can  increase  tuition  costs, 
and  consequently  can  make  even  more 
difficult  the  plight  of  the  child  of  a  par¬ 
ent  who  will  not  benefit  from  the  tax 
credit. 

Before  this  session  of  the  Congress  \ 
ends,  I  hope  this  tax  credit  and  substan- 1 
tial  scholarship  assistance  will  be  en¬ 
acted. 

A  sense  of  values  and  an  order  of  prior¬ 
ity  are  essential  in  meeting  every  one  of 
our  public  responsibilities.  It  is  not  in¬ 
appropriate  to  note  that  the  $756  million 
which  is  represented  by  the  first  year 


of  the  college  tax  credit  is  about  the  same 
as  the  amount  Congress  is  urged  to  ap¬ 
propriate  to  develop  a  supersonic  jet 
transport.  In  terms  of  contributing  to 
national  strength,  I  hope  there  is  general 
agreement  that  increasing  opportunities 
for  higher  education  will  in  the  long  term 
be  the  more  significant. 

Mr.  McINTYRE.  Mr.  President,  will 
the  Senator  from  Connecticut  yield  a 
few  minutes  to  me? 

Mr.  RIBICOFF.  I  yield  8  minutes  to 
the  Senator  from  New  Hampshire. 

The  PRESIDING  OFFICER.  The 
Senator  from  New  Hampshire  is  recog¬ 
nized  for  8  minutes. 

A  TAX  CREDIT  FOR  EDUCATION 

Mr.  McINTYRE.  Mr.  President,  I  am 
indeed  happy  to  join  in  supporting  the 
amendment  submitted  by  my  fellow  New 
Englander,  the  Senator  from  Connecti¬ 
cut  [Mr.  Ribicoff],  whose  distinguished 
experience — before  coming  to  this' 
body — as  Secretary  of  the  Department 
of  Health,  Education,  and  Welfare  is  well 
known  to  all  in  New  England. 

Mr.  President,  it  is  altogether  fitting 
and  appropriate  to  provide  a  tax  credit 
for  higher  education  expenses.  This 
amendment  would  provide  a  75-cent  tax 
credit  for  each  dollar  up  to  $200  spent 
by  a  parent  or  student  on  books,  fees, 
and  tuition,  a  25 -cent  tax  credit  for  each 
dollar  of  the  next  $300,  and  a  10-cent  tax 
credit  for  each  dollar  of  the  next  $1,000. 
The  maximum  credit  would  be  $325  on  up 
to  $1,500  in  books,  fees,  and  tutition.  If 
the  taxpayer’s  income  exceeded  $25,000 
the  amount  of  the  credit  would  be  re¬ 
duced  gradually,  disappearing  above  in¬ 
come  levels  of  $60,000. 

RECOGNITION  FOR  PUBLIC  BENEFITS 

We  talk  about  education  and  its  con¬ 
tribution  to  economic  growth,  about  edu¬ 
cation  helping  to  meet  national  man¬ 
power  needs,  and  about  the  way  educa¬ 
tion  strengthens  our  society.  These  are 
public  benefits  which  the  tax  laws  should 
recognize  and  encourage. 

Parents  sacrifice  much  in  order  to  edu¬ 
cate  their  children.  The  expenses  of  a 
college  education  are  heavy  and  are  felt 
in  the  short  space  of  the  years  when 
each  child  is  actually  attending  college. 
Like  the  expenses  of  illness,  which  are 
deductible  under  certain  conditions,  edu¬ 
cation  expenses  often  take  almost  all  of 
a  family’s  spare  income.  This  amend¬ 
ment  will  ease  the  impact  of  this  heavy 
burden  for  many  families. 

ASSISTANCE  FOR  FAMILIES  OF  MODEST  INCOME 

The  tax  credit  will  be  available,  Mr. 
President,  whether  the  parent’s  expendi¬ 
ture  is  from  income  or  a  loan  obtained 
at  the  local  bank.  Passage  of  the 
amendment  will  make  it  possible  for 
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many  families  of  modest  income  to  bor¬ 
row,  even  if  only  the  limited  amounts  for 
which  the  credit  is  most  generously  pro¬ 
vided. 

"class”  label  disputed 

The  argument  has  been  made,  Mr. 
President,  that  this  is  class  legislation. 
While  it  is  true  that  only  taxpayers  re¬ 
ceive  its  benefits,  I  would  like  to  draw 
attention  to  the  fact  that  its  principal 
benefits  would  be  realized  on  the  first 
$200  spent  for  higher  education.  More¬ 
over,  the  glaring  loopholes  in  our  present 
tax  laws  are  of  primary  benefit  to  the 
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very  rich.  If  the  adoption  of  this 
amendment  were  to  create  pressures  for 
tax  reform,  it  could  hardly  be  called 
class  legislation.  It  was  my  intention  in 
sponsoring  this  amendment  to  support 
revenue-raising  reforms  to  at  least  the 
amount  this  amendment  is  estimated  to 
cost. 

THE  AMENDMENT  WILL  AID  THE  CAUSE  OF  TAX 

REFORM 

It  is  not  beyond  the  power  of  the  Sen¬ 
ate  to  correct  or  offset  any  revenue  losses 
that  might  arise  from  the  adoption  of 
this  amendment.  In  fact,  maybe  that  is 
the  real  issue  before  us.  If  the  tax  rates 
which  prevail  in  theory  were  applied  in 
practice,  by  some  estimates  the  Federal 
Government  would  realize  an  extra  $40 
billion  every  year.  It  is  against  that  $40 
billion,  not  against  the  projected  budget 
deficit  for  fiscal  year  1965,  that  the 
revenue -losing  effect  of  the  Ribicoff 
amendment  must  be  judged.  We  have 
permitted  special  deductions  and  exemp¬ 
tions  and  privileges  to  grow  up. 

Whenever  we  move  toward  closing 
those  loopholes,  we  find  each  one  inhab¬ 
ited  by  a  swarm  of  angry  bees,  easily  dis¬ 
turbed  by  any  threat  to  their  private 
honeycomb.  The  education  tax  credit 
may  help  to  change  all  this.  It  has  a 
broad  public  appeal  and  will  reach  into 
millions  of  homes.  And  if  we  vote  it 
down,  the  public  will  become  aware  of 
special  advantages  which  we  cannot 
bring  ourselves  to  change.  The  choice 
may  be  as  simple  as  “education”  on  the 
one  hand,  or  “tax  writeoffs  for  stock  op¬ 
tions  and  depletion  allowances”  on  the 
other;  “books,  tuition,  and  fees”  on  the 
one  hand,  and  “foreign  tax  havens”  on 
the  other. 

The  defeat  of  this  amendment  will 
bring  home  to  every  town  and  city  of  this 
country  the  price  the  ordinary  citizen 
must  pay  to  maintain  a  tax  system  rid¬ 
dled  with  special  privileges.  There  are 
far  more  parents  skimping  to  put  their 
children  through  college  than  there  are 
wealthy  taxpayers  obtaining  advantages 


from  loopholes  in  our  laws.  Perhaps  the 
only  way^to  close  loopholes  and  bring  a 
greater  measure  of  economic  justice  to» 
our  tax  laws  is  to  invoke  the  great  prin¬ 
ciple  of  popular  sovereignty. 

If  the  people  had  a  chance  to  decide 
between  education  for  their  children  and 
the  ridiculous  structure  of  special  tax 
benefits  now  in  force,  there  could  be  no 
doubt  as  to  their  decision.  And  yet  it  is 
seriously  argued  that  we  cannot  replace 
a  slight  fraction  of  the  special  benefits 
now  in  force.  The  Ribicoff  amendment 
would  be  progressive  legislation  in  the 
best  practical  sense  of  creating  immense 
public  support  for  revenue-raising  re¬ 
forms  in  our  entire  system  of  tax  laws. 

THE  AMENDMENT  WILL  HELP  EDUCATION 

Let  us  not  forget,  Mr.  President,  that 
it  is  education  we  seek  to  assist.  At  a 
time  when  public  investment  in  educa¬ 
tion  threatens  to  assume  a  dominant 
role,  the  benefits  of  increasing  private 
investment  should  be  obvious.  Whether 
the  passage  of  this  amendment  leads  to 
higher  tuition  rates  or  increased  family 
outlays  for  education,  it  will  increase 
private  investment  and  help  to  maintain 
the  freedom,  integrity,  and  independ¬ 
ence  of  our  institutions  of  higher  educa¬ 
tion.  For  these  are  the  qualities  we  as¬ 
sociate— and  rightly  so — with  private 
financing  in  education. 

A  second  problem  affecting  our  insti¬ 
tutions  of  higher  education,  Mr.  Presi¬ 
dent,  has  been  that  public  funds  are  not 
generally  available  to  private  schools. 
And  yet  v/e  believe  it  desirable  to  main¬ 
tain  a  system  of  diversified  schools.  If 
we  are  sincere  in  stating  this  ideal,  we 
should  proceed  to  adopt  an  amendment 
whose  benefits  would  be  available  equal¬ 
ly,  to  private  and  public  schools  alike, 
to  parochial  schools,  military  colleges, 
other  sectarian  institutions,  at  a  con¬ 
stitutional  disadvantage  in  this  respect, 
and  to  all  the  other  great  private  insti¬ 
tutions  of  the  land. 

Mr.  President,  the  passage  of  this 
amendment  would  help  to  maintain  a 
proper  balance  between  public  and  pri¬ 
vate  sources  of  funds  for  education.  It 
will  increase  the  overall  amount  avail¬ 
able  for  investment  in  education.  To 
some  extent  this  will  increase  enrollment 
capacity  and  college  attendance.  In 
other  respects,  that  are  almost  as  im¬ 
portant,  it  will  permit  colleges  to  raise 
tuition  charges  in  order  to  improve  the 
quality  of  research  and  instruction. 
Last  year,  I  spoke  in  support  of  a  Na¬ 
tional  Science  Foundation  program  re¬ 
quested  by  President  Kennedy  to  create 
new  centers  of  excellence.  The  passage 
of  this  amendment  should  have  a  similar 
effect  and  will  give  many  colleges  the  re¬ 
sources  they  need  in  order  to  compete 
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more  successfully  for  Federal  research 
funds  and  institutional  support. 

By  a  favorable  vote  on  this  amend¬ 
ment,  the  Senate  will  provide  urgently 
needed  and  effective  support  for  higher 
education  in  America.  Families  will  be 
helped.  Students  working  their  way 
through  college  will  be  helped.  The 
amendment  would  be  in  the  public  In¬ 
terest,  as  it  is  undoubtedly  what  the  pub¬ 
lic  desires.  I  hope  the  Senate  will  adopt 
it. 

Mr.  MANSFIELD.  Mr.  President, 
will  the  Senator  from  Connecticut  yield 
briefly  to  me? 

Mr.  RIBICOFF.  I  yield. 

Mr.  MANSFIELD.  Mr.  President,  I 
propound  a  revision  to  the  unanimou  s - 
consent  agreement  no  in  effect:  this  pro¬ 
vision  has  been  cleared,  I  believe,  all 
around.  It  is  quite  similar  to  the  one 
I  proposed  earlier  this  afternoon. 

I  propose  the  following  changes  in  the 
unanimous-consent  agreement  now  in 
effect:  In  the  unanimous-consent 

agreement  as  printed  on  the  first  page 
of  today’s  Legislative  Calendar,  in  line 
4,  strike  out  the  word  “for”,  and  insert 
in  lieu  thereof  the  words  “not  to  ex¬ 
ceed”;  and  in  lines  5  and  6,  after  the 
word  “that”,  strike  out  the  words  “after 
the  hour  of  8  o’clock  p.m.”;  and  in  line 
6,  after  the  word  “Senate”,  insert  the 
word  “then”;  so  that  the  agreement, 
as  thus  amended,  will  read  as  follows: 

Unanimous-Consent  Agreement 

Ordered,  That  on  Monday,  February  3, 
1964,  at  the  hour  of  4  o’clock,  p.m.,  the 
Senate  proceed  to  consider  the  amendment 
(No.  329)  intended  to  be  proposed  by  the 
Senator  from  Connecticut,  Mr.  Ribicoff,  to 
the  pending  bill,  H.R.  8363,  the  tax  bill;  that 
debate  on  said  amendment  continue  not  to 
exceed  4  hours,  the  time  to  be  equally  di¬ 
vided  between  the  proponents  and  the  op¬ 
ponents  and  controlled  in  the  manner  pro¬ 
vided  by  the  usual  form;  that  the  Senate 
then  proceed  to  the  consideration  of  any 
amendment  that  may  be  proposed  to  the 
so-called  Ribicoff  amendment,  the  time  on 
any  amendment  thereto  to  be  limited  to  1 
hour  and  equally  divided  between  the  mov¬ 
er  of  the  amendment  and  Mr.  Ribicoff,  pro¬ 
vided  he  is  opposed  to  any  such  amend¬ 
ment:  Provided,  That  no  amendment  that 
is  not  germane  to  the  provisions  of  said 
amendment  No.  329  shall  be  received. 

Ordered  further,  That  on  Tuesday,  Febru¬ 
ary  4,  1964,  after  the  conclusion  of  the  morn¬ 
ing  business,  the  Senate  resume  the  consid¬ 
eration  of  the  said  amendment  No.  329, 
and  that  debate  on  it  continue  for  1  hour, 
the  time  to  be  equally  divided  between  the 
proponents  and  the  opponents,  and  that 
at  the  expiration  of  said  hour,  the  Senate 
proceed  to  vote  on  the  question  of  agreeing 
to  the  amendment. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  these  changes  in  the  unani¬ 
mous-consent  agreement  now  in  force  be 
made. 


I  The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  TOWER.  Mr.  President,  reserv¬ 
ing  the  right  to  object — although  I  have 
no  intention  of  objecting — let  me  ask 
whether  the  agreement  as  thus  revised 
will  mean  that  after  it  is  found  that  no 
other  Senator  wishes  to  address  the  Sen¬ 
ate  this  evening,  the  Senate  can  then 
adjourn  until  tomorrow,  at  which  time 
it  will  continue  the  debate  on  the  Ribi¬ 
coff  amendment. 

Mr.  MANSFIELD.  Yes,  with  the  pro¬ 
viso  that  any  amendments  to  be  sub¬ 
mitted  to  the  Ribicoff  amendment  must 
be  submitted  before  conclusion  of  the 
debate  tonight,  and  will  be  voted  on  to¬ 
night;  and  that  one  hour  after  the  Sen¬ 
ate  convenes  on  tomorrow,  the  vote  will 
be  taken  on  the  Ribicoff  amendment  as 
it  then  stands — either  with  or  without 
amendments  to  it. 


REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consider  tion 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  MANSFIELD.  Mr.  President,  now 
that  the  order  for  the  Senate  to  convene 
at  10  a.m.  tomorrow  has  been  entered,  I 
wish  to  state  that,  under  the  provisions 
of  the  unanimous-consent  agreement 
now  in  effect,  the  vote  on  the  Ribicoff 
amendment  will  be  taken  at  11  a.m.;  or, 
if  by  that  time  the  Ribicoff  amendment 
has  been  amended,  the  vote  will  then  be 
taken  on  the  Ribicoff  amendment,  as 
amended. 

i 

[P.  1715 ] 

I 

Mr.  TOWER.  I  thank  the  Senator 
from  Montana. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  proposed  revision  of  the 
unanimous-consent  agreement  now  in 
effect?  Without  objection,  it  is  so 
ordered. 

Mr.  BEALL.  Mr.  President,  I  support 
the  amendment  of  the  distinguished 
Senator  from  Connecticut,  providing  for 
an  income  tax  credit  for  college  costs. 

College  costs  hit  that  segment  of  our 
population  which  provides  the  bulk  of 
our  tax  revenue.  This  financial  burden 
falls  heaviest  on  those  of  our  citizens 
who  are  buying  homes  and  raising  fam¬ 
ilies,  as  well  as  carrying  the  heaviest  part 
of  the  burden  of  Government.  Yes,  the 
people  who  are  carrying  the  load  are  the 
people  faced  with  the  heavy  cost  of  send¬ 
ing  their  sons  and  daughters  to  college. 
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In  today’s  economy,  education  represents 
one  of  the  major  family  investments. 

I  feel  that  those  who  must  bear  the 
financial  burden  of  high  college  costs  are 
just  as  entitled  to  tax  relief  as  are  those 
with  medical  and  casualty  losses,  which 
are  already  given  consideration  in  the 
tax  setup. 

One  of  the  premises  of  the  new  tax  bill 
is  that  incentives  should  be  given  to  cap¬ 
ital  investment.  In  my  opinion,  there  is 
no  better  form  of  capital  investment 
than  in  education  for  our  children. 
Trained  minds  will  insure  the  continued 
success  of  this  Nation. 

In  the  tax  reform  bill  before  us,  we 
have  an  unparalleled  opportunity  to 
prove  the  sincerity  of  our  interest  in 
higher  education.  Without  resorting  to 
the  establishment  of  another  bureau  or 
office  or  even  another  Government  proj¬ 
ect  or  program,  we  can  advance  the 
cause  of  education,  and,  at  the  same 
time,  give  a  much  deserved  break  to  the 
man  who  very  rarely  is  the  beneficiary 
of  the  Government  programs  which  to  a 
great  extent  he  finances. 

The  1964  tax  bill  is  not  a  simple, 
across-the-board  tax  reduction.  The 
bill  is  a  complicated  measure  containing 
more  than  300  pages  of  detailed  provi¬ 
sions  effecting  changes  in  37  separate 
areas  of  the  Internal  Revenue  Code. 
The  sacrifice  in  revenue  caused  by  the 
Ribicoff  amendment  can  be  offset  by 
needed  reforms  in  other  areas.  The  new 
tax  bill  is  far  from  perfect,  but  this 
amendment  will  make  it  greatly  better. 

As  the  Senator  from  Connecticut  has 
explained,  63  percent  of  the  families 
which  would  be  benefited  by  this  amend¬ 
ment  have  incomes  of  below  $10,000. 

As  the  amendment  provides  for  a  75-. 
percent  credit  on  the  first  $200  spent  for 
college  costs,  this  means  a  credit  of  $150; 
on  the  next  $300,  the  credit  is  25  per¬ 
cent,  or  $75;  on  the  next  $1,000,  the 
credit  is  10  percent,  or  $100.  Thus,  by 
accepting  this  amendment,  we  would  be 
providing  a  credit  of  $325  on  the  first 
$1,500  spent  on  tuition,  fees,  books,  and 
supplies  at  colleges — and  this  credit 
would  be  available  to  anyone  who  pays 
these  costs. 

Taxes  are  too  high.  They  are  a  bur¬ 
den  on  our  people  and  a  drag  on  our 
economy.  They  must  be  cut — not  with 
reckless  bludgeon  blows,  but  with  skill¬ 
ful,  selective  pruning.  Such  pruning  is 
perfectly  illustrated  in  the  Ribicoff 
amendment. 

Let  us  give  our  substantial  family 
heads  a  long  overdue  break  by  approving 
the  Ribicoff  amendment  for  tax  credit 
for  college  costs,  an  amendment  which 
meets  a  pressing  need. 

Mr.  President,  I  yield  back  the  re¬ 
mainder  of  my  time. 


Mr.  RIBICOFF.  Mr.  President,  I 
yield  to  the  Senator  from  Texas  [Mr. 
Tower]. 

Mr.  TOWER.  I  thank  the  Senator 
from  Connecticut.  I  do  not  plan  to  call 
up  my  amendment  No.  393,  which  bears 
upon  the  same  question,  except  that 
other  Senators  join  with  me  in  support¬ 
ing  the  amendment  of  the  Senator  from 
Connecticut. 

Mr.  President,  at  this  point  I  ask 
unanimous  consent  to  have  printed  in 
the  Record  the  remarks  I  have  prepared 
in  support  of  that  amendment. 

There  being  no  objection,  the  remarks 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

Statement  by  Senator  Tower 

I  have  introduced  several  amendments  to 
the  pending  tax  bill.  These  amendments 
would  grant  a  tax  credit  for  certain  educa¬ 
tion  expenses  and  contributions  on  both  the 
college  and  the  elementary-secondary  levels. 

As  a  former  teacher  myself,  I  am  fully 
aware  of  the  worries  of  many  American 
families  about  the  adequacy  of  schools  and 
of  curriculums.  I  am  fully  ware  of  the  equal 
worries  of  many  families  that  the  costs  of 
college  education  for  their  children  are  far 
beyond  them. 

I  find  this  to  be  a  pressing  problem.  And 
I  find  that  the  best  solution  to  it  lies  in 
the  tax  credit  field. 

During  hearings,  the  Labor  and  Public 
Welfare  Committee  received  testimony  from 
witnesses  representing  the  presidents  of  20 
independent  colleges  and  universities  in  sup¬ 
port  of  aid  to  higher  education  through  tax 
credits.  The  principle  also  applies  to  tax 
relief  in  the  field  of  elementary-secondary 
education. 

The  advantages  of  this  approach  are  as 
follows : 

1.  It  would  release  increased  funds  which 
could  be  used  for  those  purposes  most  di¬ 
rectly  related  to  the  real  needs  of  each  in¬ 
stitution,  public  or  private.  In  most  cases, 
the  most  urgent  financial  needs  have  to  do 
with  the  paying  of  salaries  and  other  ope¬ 
rating  costs. 

2.  It  would  help  to  preserve  the  diversity 
and  flexibility  of  the  whole  American  edu¬ 
cational  system  which,  we  believe,  is  im¬ 
portant  in  maintaining  the  freedoms  and 
pluralism  in  our  national  life. 

3.  It  would  offer  a  solution  to  the  grave 
constitutional  question  which  casts  a  dark 
shadow  over  the  whole  issue  of  aid  to  pri¬ 
vate,  independent,  and  church-related  col¬ 
leges.  Such  tax  credits  would  offer  an 
acceptable  means  of  channeling  greatly  en¬ 
larged  new  funds  into  education,  tax-sup¬ 
ported  or  privately  supported,  State-con¬ 
trolled  or  independent,  secular  or  religious — 
and  within  the  framework  of  a  policy  long 
established  by  the  Congress  of  giving  in¬ 
centive  to  taxpayers  to  make  voluntary  con¬ 
tributions  for  the  support  of  educational 
services  of  all  types  of  organization,  philoso¬ 
phy,  and  control. 

4.  The  independence  of  action  of  each  in¬ 
stitution  would  be  strengthened,  and  en¬ 
hanced. 
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My  first  amendment  would  provide  a  tax 
credit  to  homeowners  for  that  portion  of 
their  real  property  tax  which  is  vised  for  the 
maintenance,  operation  and  construction  of 
public  elementary  and  secondary  schools. 
This  tax  credit  would  be  the  amount  paid 
by  the  taxpayer  In  support  of  local  educa¬ 
tion — or  (100,  whichever  Is  less. 

My  second  amendment  would  provide  tax 

credit  relief  for  taxpayers  who  are  them¬ 
selves  students  or  whose  spouses  or  children 
are  attending  college.  College  expenses 
covered  by  the  amendment  would  include 
tuition  and  fees;  books,  supplies  and  equip¬ 
ment;  and  room  and  board.  Total  expenses 
would  be  limited  to  $2,000  for  each  student 
attending  college,  and  the  cost  of  room  and 
board  would  be  limited  to  no  more  than  $90 
a  month.  A  progressive  limitation  feature 
would  curtail  the  amount  of  credit  granted 
to  taxpayers  in  higher  income  brackets. 

My  third  amendment  is  a  more  limited 
version  of  the  second  amendment’s  provi¬ 
sions.  It  would  provide  a  tax  credit  to  par¬ 
ents  for  tuition  and  fees  incurred  by  their 
dependents  attending  college.  In  this  alter¬ 
nate  approach,  the  maximum  credit  allow¬ 
ance  would  be  $420,  with  credit  for  tuition 
and  fees  allowed  on  the  following  schedule; 

(a)  100  percent  of  the  first  $100;  (b)  30  per¬ 
cent  of  the  next  $400;  (c)  20  percent  of  the 
next  $1,000. 

My  fourth  amendment,  and  one  that  I  re¬ 
gard  as  highly  important,  would  grant  a  tax 
credit  to  individuals  and  corporations  for 
gifts  and  contributions  made  to  nonprofit 
institutions  of  higher  education.  This  con¬ 
tribution  credit  could  not  exceed  $100  for 
an  individual,  or  $1,000  for  a  corporation. 

A  summary  of  the  provisions  of  my  amend¬ 
ments,  is  as  follows : 

AMENDMENT  1 

Tax  credit  to  homeowners  for  that  portion 
of  their  real  property  tax  which  is  used  for 
the  maintenance,  operation,  and  construc¬ 
tion  of  public  elementary  and  secondary 
schools. 

(a)  The  taxpayer  would  continue  to  de¬ 
duct  the  amount  of  his  real  property  tax 
from  his  gross  taxable  income;  after  he  de¬ 
termines  what  his  tax  will  be,  he  then  credits 
against  his  final  tax  that  amount  of  his  real 
property  tax  which  is  used  for  the  mainte¬ 
nance,  operation,  and  construction  of  public 
elementary  and  secondary  schools. 

(b) .  Tax  credit)  would  be  the  amount 
actually  paid  by  the  taxpayer  or  $100  which¬ 
ever  is  less.  To  illustrate,  a  taxpayer  pays 
a  real  property  tax  of  $600,  of  which  $350  is 
used  for  public  school  purposes.  As  he  does 
at  present,  the  taxpayer  would  be  able  to 
deduct  from  his  taxable  income  $600,  and 
assuming  that  he  is  in  the  20-percent 
bracket,  this  would  result  in  a  tax  saving 
to  him  of  $120  (20  percent  of  $600) .  After 
determining  his  final  tax,  for  example,  $500, 
the  taxpayer  in  addition  would  be  able  to 
take  a  credit  of  $100  against  his  net  tax, 
thus,  instead  of  -  paying  a  tax  of  $500,  he 
would  pay  only  $400. 

(c) .  The  taxpayer  who  takes  a  standard 
deduction  would  also  benefit  since  the  credit 
granted  is  taken  against  the  final  tax  after 
all  exemptions  and  deductions  have  been 
made. 


(d)  The  deduction  together  with  the  tax 
credit  cannot  result  in  a  saving  to  the  tax¬ 
payer  of  more  than  the  actual  amount  of 
that  portion  of  the  real  property  tax  de¬ 
voted  to  public  school  needs.  For  example, 
the  taxpayer  pays  a  real  property  tax  of 
$100,  of  which  $60  is  used  for  public  school 
purposes.  Assuming  the  taxpayer  is  in  the 
20-percent  bracket,  he  would  be  able  to  re¬ 
duce  his  tax  by  $20  (20  percent  of  $100), 
$12  of  which  is  attributable  to  the  tax  for 
school  purposes.  Giving  such  a  taxpayer  a 
$60  credit — the  actual  amount  paid  for  school 
purposes — would  return  a  saving  to  the  tax¬ 
payer  of  $72  or  $12  more  than  the  tax  he 
paid  for  support  of  the  public  schools.  Thus, 
the  tax  credit  in  this  case  would  be  limited 
to  $48. 

AMENDMENT  2 

Tax  relief  for  families  with  children  at¬ 
tending  college. 

(a)  The  taxpayer  is  granted  an  additional 
deduction  from  his  taxable  income  for  the 
expenses  incurred  by  him,  his  spouse,  or  his 
dependent  or  dependents,  while  attending 
college. 

[P.  1716] 

(b)  Expenses  shall  include  tuition  and 
fees  charged  by  the  college  for  a  course  of 
instruction  and  attendance  at  such  col¬ 
lege;  books,  supplies,  and  equipment;  room 
and  board,  whether  the  student  is  living  on 
or  off  the  campus.  The  amount  the  tax¬ 
payer  may  deduct  shall  be  the  actual  amount 
of  expenses  paid  but  not  to  exceed  $2,000 
for  each  child  attending  college.  Of  this 
amount,  the  cost  of  room  and  board  may 
not  exceed  $90  a  month  while  the  student  is 
in  attendance  at  college  ($45  in  the  case  of 
a  student  living  at  home) . 

(c)  In  addition  to  his  child  or  children, 
the  taxpayer  may  also  deduct  svich  expenses 
which  he  incurs  as  a  student  as  well  as  those 
of  his  wife  and  anyone  else  whom  the  tax¬ 
payer  can  lawfully  claim  as  a  dependent. 

(d)  The  deduction  is  available  to  a  tax¬ 
payer  whose  dependent  is  attending  a  col¬ 
lege,  university,  or  other  institution  of  higher 
learning,  such  as  medical  school,  dental 
school,  law  school,  or  other  graduate  school. 
This  deduction  is  not  available  to  a  taxpayer 
whose  dependent  is  attending  a  trade  or  vo¬ 
cational  school  or  any  other  school  which 
does  not  award  a  baccalaureate  or  higher 
degree. 

(e)  The  amount  of  expenses  which  the 
taxpayer  may  deduct  from  his  taxable  in¬ 
come  shall  be  reduced  by  the  amount  by 
which  the  taxable  income  of  the  taxpayer 
exceeds  $10,000  if  the  taxpayer  is  unmarried 
or  if  married,  files  a  separate  return  or,  $20,-. 
000  if  the  taxpayer  is  married  and  files  a  Joint 
return  or  is  a  head  of  a  household  or  a  sur¬ 
viving  spouse.  Thus,  if  a  taxpayer  has  $2,000 
in  educational  expenses  and  a  taxable  income 
of  $20,800,  he  would  be  entitled  to  a  deduc¬ 
tion  of  $1,200  ($2,000  less  $800,  the  amount 
in  excess  of  $20,000).  The  taxpayer  thereby 
reduces  his  taxable  income  from  $20,800  to 
$19,600.  If  the  taxpayer  is  in  the  50  percent 
bracket,  he  would  thereby  reduce  hi6  tax  bv 
$600  (  60  percent  of  (1,200) . 
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AMENDMENT  3 - TUITION  AND  FEES  PAID*  TO 

INSTITUTIONS  OF  HIGHER  EDUCATION 

(a)  Taxpayer  is  allowed  to  take  as  credit 
against  his  final  tax  the  amount  of  tuition 
and  fees  paid  by  him  during  the  taxable 
year  to  one  or  more  college  or  institution 
of  higher  education  for  himself  or  for  any 
other  individual  for  whom  he  can  claim  an 
exemption. 

(b) (1)  Credit  for  tuition  and  fees  shall 
be  allowed  on  the  following  schedule:  (a) 
100  percent  of  the  first  $100;  (b)  30  percent 
of  the  next  $400;  (c)  20  percent  of  the  next 
$1,000. 

For  example,  a  parent  pays  $1,350  in  tui¬ 
tion  and  fees  to  a  college  on  behalf  of  his 
son.  Thus  the  parent  would  be  entitled  to 
a  credit  of  $390  as  follows: 


(a)  100  percent  of  first  $100 _ $100 

(b)  30  percent  of  next  $400 _  120 

(c)  20  percent  of  next  $850 _  170  ‘ 


Total -  390 


The  maximum  credit  allowance  under  this 
provision  would  be  $420. 

(b) (2)  Where  more  than  one  taxpayer 
pays  the  tuition  and  fees  the  credit  allow¬ 
ance  shall  be  prorated  among  the  taxpay¬ 
ers.  For  example,  a  parent  pays  $500  and 
his  son  pays  $1,000  in  tuition  and  fees  to  a 
college.  The  credit  allowance  would  be  $420, 
of  which  the  parent  would  be  entitled  to  one- 
third  or  $140,  and  the  son  would  be  entitled 
to  two-thirds  or  $280.  (Note. — The  applica¬ 
tion  of  this  subsection  would  be  very  limited 
inasmuch  as  each  taxpayer  must  be  able  to 
claim  an  exemption  for  the  individual  for 
whom  tuition  and  fees  are  paid.  In  the 
case  cited  above,  the  parent  could  continue 
to  claim  his  son  as  an  exemption  even 
though  the  son  is  himself  a  taxpayer  pro¬ 
vided  that  the  parent  contributes  more  than 
one-half  of  his  son’s  support  while  the  son 
is  a  student.) 

(c)  (1)  Defines  “tuition”  and  “fees”  as 
those  required  for  enrollment  or  attendance 
or  required  for  courses  of  Instruction  at  an 
institution  of  higher  education.  It  excludes 
amounts  paid  for  meals,  lodgings,  and  other 
personal  living  or  family  expenses.  If  the 
tuition  and  fees  inclvtde  an  amount  for 
meals,  lodgings,  etc.,  not  separately  stated, 
the  portion  of  the  amount  attributable  to 
meals,  lodgings,  etc.,  shall  be  determined  by 
the  Secretary  of  the  Treasury. 

(c)  (2)  Defines  "institution  of  higher  edu¬ 
cation”  as  one  which:  (1)  normally  main¬ 
tains  a  regular  faculty  and  curriculum;  (2) 
normally  has  a  regularly  organized  student 
body  in  attendance  where  the  educational 
activities  are  carried  on  (thereby  excluding 
correspondence  schools);  (3)  offer  education 
at  a  level  above  12th  grade;  and,  (4)  gifts 
made  to  it  constitute  charitable  contribu¬ 
tions  within  the  meaning  of  the  code. 

(d) (1)  If  an  individual  receives  a  scholar¬ 
ship  or  fellowship  grant  (which  are  not  in¬ 
cluded  in  gross  income)  or  receives  an  educa¬ 
tion  and  training  allowance  under  the  Ko¬ 
rean  GI  bill  or  War  Orphans’  Educational 
Assistance  Act,  the  amount  of  such  grant  or 
allowance  is  deducted  from  the  amount  paid 
for  tuition  and  fees  in  determining  the  credit 
allowance.  Thus,  if  the  amount  paid  for 


tuition  and  fees  is  $1,500  and  the  individual 
receives  a  grant  or  allowance  of  $800,  then 
the  credit  allowance  is  based  on  $700,  and 
not  $1,500. 

(d)(2)  In  the  case  of  an  individual  who  is 
a  candidate  for  a  college  degree,  credit  allow¬ 
ance  will  be  given  only  for  tuition  and  fees 
paid  for  courses  for  which  credit  is  allowed 
for  a  college  degree.  In  the  case  of  an  in¬ 
dividual  not  a  candidate  for  a  degree,  credit 
allowance  will  be  given  for  tuition  and  fees 
paid  for  courses  required  for  that  attainment 
of  an  educational,  professional,  or  vocational 
objective.  For  example,  a  Foreign  Service  of¬ 
ficer,  transferred  to  a  new  post,  may  take  a 
limited  course  of  instruction  in  the  language, 
culture,  and  history  of  the  country  to  which 
he  has  been  assigned,  or  a  lawyer  may  wish  to 
enroll  in  several  graduate  law  courses  to  up¬ 
grade  and  enlarge  his  legal  skills.  Under 
both  examples,  it  is  intended  that  credit  for 
tuition  and  fees  paid  would  be  allowed.  On 
the  other  hand,  a  certified  public  accountant 
who  enrolls  in  a  course  on  Shakespeare 
merely  for  his  own  enlightenment  and  enter¬ 
tainment  would  not  be  entitled  to  a  credit 
for  tuition  and  fees  paid,  since  the  course  in 
Shakespeare  would  not  be  part  of  an  educa¬ 
tional,  professional,  or  vocational  objective. 

(d)  (3)  Provides  that  the  credit  allowance 
cannot  exceed  the  amount  of  tax  owed  by 
the  taxpayer.  If  the  credit  allowance  is  $420 
and  the  amount  the  taxpayer  owes  is  $400, 
then  the  credit  allowance  is  reduced  to  $400. 
Simply  a  technical  amendment  to  prevent  a 
claim  by  the  taxpayer  that  the  Government 
owes  him  $20  or  the  amount  in  excess  of  his 
tax. 

(e)  If  a  taxpayer  is  entitled  to  a  deduction 
under  section  162  (relating  to  trade  or  busi¬ 
ness  expenses)  for  tuition  and  fees  paid,  he 
may  continue  to  claim  the  deduction  and  the 
credit  allowance  as  well.  However,  the 
deduction  and  the  credit  together  cannot 
exceed  the  amount  actually  paid  for  tuition 
and  fees.  For  example,  a  taxpayer  in  the  30- 
percent  bracket  pays  $150  in  tuition  and  fees. 
He  reduces  his  tax  by  $45  (30  percent  of 
$150)  by  way  of  the  deduction  and  is  en¬ 
titled  to  $115  as  a  credit.  Since  the  total 
amount  of  the  credit  and  the  deduction  is 
$160,  the  credit  is  thereby  reduced  to  $105. 

(f)  Secretary  of  the  Treasury  is  given  au¬ 
thority  to  prescribe  regulations  to  carry  out 
this  provision. 

AMENDMENT  4 - CONTRIBUTIONS  TO  INSTITU¬ 

TIONS  OF  HIGHER  EDUCATION 

(a)  Provides  a  credit  against  his  final  tax 
for  an  individual  for  the  amount  of  his  con¬ 
tributions  to  one  or  more  institutions  of 
higher  education  during  the  taxable  year. 

(b)  The  credit  cannot  exceed  $100  in  the 
case  of  an  individual  or  $10,000  in  the  case 
of  a  corporation. 

(c)  Such  credit  will  apply  only  if  the  con¬ 
tribution  to  or  for  the  use  of  an  institution 
of  higher  education  is  deductible  as  a  char¬ 
itable  contribution.  Where  the  contribution 
is  made  not  to  a  college  or  university  but 
to  an  agency,  foundation  or  Institution,  such 
contribution  may  be  only  used  by  the  agency 
for  the  same  purposes  that  a  college  or  uni¬ 
versity  may  use  its  funds. 
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(d)  Definition  of  “institution  of  higher 
education”  same  as  section  39(c)  (2) . 

(e)  Same  as  section  39(d)  (3) . 

(f)  Permits  taxpayer  to  continue  to  take 
a  deduction  for  charitable  contributions  as 
well  as  the  credit  provided  by  this  section. 
In  no  event  shall  the  deduction  and  the 
credit  together  exceed  the  actual  amount  of 
the  contribution.  Similar  to  the  example 
set  forth  in  section  39(e)  (2) . 

(g)  Secretary  of  the  Treasury  authorized 
to  issue  regulations  to  carry  out  provisions 
of  this  bill. 

(h)  Technical  amendment-renumbering  of 
code  sections. 

Section  2:  Provisions  shall  apply  to  tax¬ 
able  years  ending  after  the  enactment  of 
this  act.  If  this  bill  becomes  law  in  Septem¬ 
ber  1963,  a  taxpayer  may  take  advantage  of 
the  credits  provided  herein  in  filing  his  in¬ 
come  tax  return  for  the  taxable  year  1963. 

Mr.  TOWER.  Mr.  President,  I  com¬ 
mend  the  Senator  from  Connecticut  for 
offering  his  amendment,  which  is 
similar  to  the  legislative  proposals  that 
have  been  introduced  in  the  past  by  the 
Senator  from  Arizona  [Mr.  Goldwater] 
and  myself. 

I  should  like  to  commend  the  Senator 
from  Connecticut  for  attracting  such  bi¬ 
partisan  support  to  his  amendment;  and 
I  also  commend  the  junior  Senator  from 
Colorado  [Mr.  Dominick]  for  the  active 
work  that  he  has  done  in  behalf  of  the 
amendment. 

I  am  vitally  interested  in  the  amend¬ 
ment  because  although  the  State  I  repre¬ 
sent  is  the  sixth  State  in  terms  of  size  of 
population,  it  ranks  fourth  in  terms  of 
college  enrollment. 

This  tax-credit  proposal  has  been 
widely  discussed  and  is  well  understood 
by  Members  of  the  Senate.  And,  I  feel 
it  is  unnecessary  for  me  to  recount  here 
the  needs  and  requirements  of  American 
education  in  this  space  age.  Indeed, 
these  needs  have  been  discussed  and 
dealt  with  by  this  body  so  that  many  re¬ 
fer  to  our  last  session  as  “the  Education 
Congress.” 

I  remain  unconvinced  that  the  massive 
grant  and  loan  program  of  aid  to  edu¬ 
cation  represents  the  most  satisfactory 
method  of  dealing  with  the  needs  of  edu¬ 
cation.  I  regard  the  tax-credit  ap¬ 
proach  as  a  better  approach.  And,  I 
also  know  that  many  Senators  believe 
that  the  tax-credit  plan  is  at  least  neces¬ 
sary  as  a  supplement  to  grants  and 
loans. 

As  a  college  teacher  in  our  State,  I 
was  closely  exposed  to  the  worries  of 
many  families  about  the  expenses  of 
higher  education.  I  certainly  can  say 
that  this  is  a  No.  1  problem  right  now 
of  parents  with  youngsters  in  high 
school. 

It  is  by  no  means  certain  that  all  of 
our  talented  high  school  students  will 
get  into  college,  for  the  costs  of  college 
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can  range  up  to  $3,000  a  year  these  days. 
My  amendment  and  the  similar  amend¬ 
ment  of  the  Senator  from  Connecticut 
are  designed  to  alleviate  part  of  the  costs 
of  college  education  borne  by  American 
parents. 

If  this  amendment  is  incorporated  in 
the  new  tax  law,  Americans  will  be  able 
to  figure  up  their  income  taxes,  and  then 
subtract  from  the  tax  due  their  costs  for 
college  tuition  and  fees — up  to  the  slid¬ 
ing  limits  provided. 

Under  a  tax  credit,  such  as  I  am  pro¬ 
posing  and  supporting,  a  taxpayer’s 
money  payments  for  education  expenses 
never  would  leave  his  control.  His 
money  never  would  be  sent  to  Washing¬ 
ton  and  then  partially  sent  back  to  his 
schools,  with  lots  of  Federal  strings  at¬ 
tached. 

Under  a  tax  credit  plan  his  education 
payments  would  stay  in  his  pocketbook 
until  applied  directly  by  him  in  support 
of  higher  education. 

Mr.  President,  in  the  last  Congress 
there  were  more  than  100  bills  intro¬ 
duced  providing  certain  tax  concessions 
for  education  expenses.  In  the  88th 
Congress  there  are  more  than  120  bills 
proposing  such  tax  credits. 

I  am  not  aware  of  any  other  subject 
upon  which  there  are  as  many  legisla¬ 
tive  proposals  pending  as  there  are  for 
tax  credits  for  education  expenses.  It 
would  appear  that  there  is  substantial 
support  for  the  idea  on  both  sides  of  the 
aisle  and  in  both  bodies. 

Perhaps  the  most  attractive  advan¬ 
tage  of  the  tax  credit  approach  is  that 
it  would  completely  eliminate  the  church 
and  state  issue  because  there  would  be 
no  connection  between  the  Government 
and  the  educational  institution.  The 
relationship  would  only  be  between  the 
Internal  Revenue  Service  and  the  indi¬ 
vidual  taxpayer. 

The  tax-credit  plan  also  would  elimi¬ 
nate  the  objections  about  Federal  con¬ 
trol  of  education,  because  tax  credits 
would  leave  completely  undisturbed  the 
existing  relationships  in  higher  educa¬ 
tion. 

Many  variations  of  this  plan  have 
been  discussed  in  past  years  and  weeks. 
If  we  had  a  low  percentage  credit,  as, 
for  instance,  20  or  30  percent,  with  a 
high  limit  of,  say,  $2,000,  then  we  would 
benefit  institutions  with  high  fees,  or 
private  institutions,  and  those  taxpay¬ 
ers  in  the  higher  income  brackets.  If 
we  had  close  to  100-percent  credit  with 
a  low  limit,  we  would  benefit  more  di¬ 
rectly  public  institutions  and  lower  in¬ 
come  families. 

It  has  appeared  obvious  that  a  com¬ 
promise  percentage -rate  system  is  neces- 
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sary  between  those  two  extremes.  Such 
a  rate  system  would  amount  to  an  aver¬ 
age  annual  tax  saving  of  some  $750  mil¬ 
lion  a  year,  of  which  educational  insti¬ 
tutions  would  recover  a  major  portion 
through  increases  in  tuition  and  fees. 
We  must  remember  that  the  goal  of  this 
plan  is  not  only  to  grant  tax  relief,  but 
also  to  provide  a  method  by  which  edu¬ 
cational  institutions  may  obtain  addi¬ 
tional  revenue. 

As  an  example,  if  the  institutions  re¬ 
covered,  say,  $500  million  a  year,  they 
could  use  the  money  to  cover  finance 
charges  on  bond  issues  of  perhaps  $5  bil¬ 
lion  and  still  have  cash  left  over  with 
which  to  augment  scholarship  and  grant 
funds  to  needy  students. 

I  have  heard  it  said  that  some  public 
institutions  would  not  fully  benefit,  since 
some  are  not  allowed  to  charge  tuition. 
I  suspect  that  it  would  be  possible  for 
those  schools  to  increase  individual 
course  fees  so  as  to  benefit.  Also,  if 
this  program  were  in  operation,  States 
might  well  revise  their  laws  to  allow  tui¬ 
tion  charges.  At  any  rate,  most  private 
and  public  colleges  already  charge  both 
tuition  and  fees. 

One  continuing  objection  has  been 
raised  against  this  plan;  namely,  that  it 
would  be  of  no  benefit  to  families  who 
pay  no  Federal  income  tax.  It  seems  to 
me  that  there  is  no  validity  to  that  ob¬ 
jection. 

At  the  present  time  virtually  all  fami¬ 
lies,  in  their  productive  years,  pay  Fed¬ 
eral  income  tax.  Six  out  of  seven 
fathers  of  children  reaching  college  age 
are  between  the  ages  of  38  and  58,  which 
are  the  top  earning  years.  I  estimate 
that  at  least  90  percent  of  the  families 
of  students  in  college  today  do  pay 
Federal  income  tax,  and  it  might  easily 
be  as  high  as  95  percent.  So  this  plan 
would  benefit  directly  almost  all  college 
students;  and — important  but  often  ig¬ 
nored — it  would  open  the  way  to  in¬ 
creased  benefits  for  students  in  families 
that  do  not  pay  Federal  tax. 

If  a  benefit  of  this  type  were  provided, 
many  of  the  students  of  middle-income 
families,  who  at  the  present  enjoy  schol¬ 
arships,  could  then  forego  a  scholarship, 
and  those  scholarships  could  be  concen¬ 
trated  on  families  who  have  lower  in¬ 
comes  and  pay  no  Federal  tax. 

Thus,  Mr.  President,  it  is  obvious  that 
the  tax  credit  for  education  expenses  as 
provided  in  the  amendment  of  the  Sen¬ 
ator  from  Connecticut  would  operate  to 
the  benefit  of  every  American  who  is 
concerned  about  the  costs  of  higher  edu¬ 
cation.  And  the  tax-credit  plan  would 
administer  those  widespread  benefits 
without  the  dangers  of  bureaucratic  con¬ 
trol  of  education  and  absolutely  outside 


of  the  issue  of  separation  of  church  and 
state. 

Mr.  President,  seldom  does  the  Senate 
have  an  opportunity  to  pass  upon  a  pro¬ 
gram  with  such  massive  benefits  and  at 
a  time  when  the  granting  of  such  bene¬ 
fits  would  be  of  such  great  assistance  to 
our  Nation. 

I  hope,  as  a  former  college  educator 
and  for  the  sake  of  improved  college 
education  in  America,  that  the  Senate 
will  accept  this  tax-credit  amendment. 

I  yield  back  the  remainder  of  my  time, 
and  thank  the  Senator  from  Connecticut. 

Mr.  RIBICOFF.  Mr.  President,  I  yield 
5  minutes  to  the  distinguished  Senator 
from  Maryland  [Mr.  Brewster]. 

Mr.  BREWSTER.  Mr.  President,  since 
its  original  proposal  by  President  Ken¬ 
nedy,  I  have  strongly  advocated  an  over¬ 
all  reduction  in  taxes  as  the  best  means 
to  stimulate  investment  expansion,  in¬ 
dustrial  development,  and  overall  eco¬ 
nomic  growth. 

While  I  continue  to  consider  this  tax 
legislation  to  be  of  top  priority,  I  have 
become  increasingly  concerned  with  its 

failure  to  recognize,  its  failure  to  stimu¬ 
late,  investment  in  our  Nation’s  No.  1 
resource,  the  minds  of  our  young  people. 

Our  progress  as  a  nation  is  dependent 
on  our  progress  in  the  education  of  our 
citizens.  The  complexities  of  diplomatic 
negotiation,  of  space  exploration,  of 
modern  weaponry,  of  atomic  research,  of 
agricultural  surplus,  medicine,  civil 
rights,  automation,  and  unemployment 
can  only  be  met  by  an  enlightened  citi¬ 
zenry.  The  probems  of  domestic  and 
international  society  yield  to  no  simple 
solutions.  Education  is  the  single  most 
important  factor  in  our  successful  han¬ 
dling  of  these  problems.  For  this  reason, 
I  have  long  been  convinced  of  the  im¬ 
portance  of  efforts  at  all  levels  of  govern¬ 
ment  to  stimulate  investment  in  our 
human  resources.  I  believe  that  this 
kind  of  investment  will  pay  the  richest 
dividend  in  the  years  ahead,  in  enlight¬ 
ened  citizens,  in  economic  strength,  and 
in  national  excellence. 

Assistance  of  local.  State,  and  Federal 
Governments  in  the  education  of  our  fu¬ 
ture  citizens  is  long  established.  We  are 
continually  pressed  for  the  extension  of 
governmental  participation  in  positive 
new  programs  to  meet  the  dual  challenge 
of  an  explosion  in  population  and  in 
knowledge. 

The  amendment  proposed  by  my  dis¬ 
tinguished  colleague  from  Connecticut  to 
the  tax  bill  now  under  consideration  rep¬ 
resents  a  new  proposal — a  kind  of  do-it- 
yourself  education  measure — one  de¬ 
signed  to  encourage  each  American  citi¬ 
zen  to  invest  his  own  financial  resources 
in  his  own  education  or  in  that  of  his 
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sons  or  daughters.  This  eminent  pro¬ 
posal  is  intended  to  stimulate  investment 
in  the  education  of  our  young  people — 
an  investment  of  equal  significance  to 
those  which  may  be  made  in  new  plants 
and  equipment  as  a  result  of  other  pro¬ 
visions  of  the  tax  legislation  we  are 
considering. 

I  am  proud  to  be  a  cosponsor  of  this 
proposal,  and  to  urge  its  acceptance  by 
the  Senate. 

Proposals  for  tax  relief  for  the  cost  of 
higher  education  have  been  made  many 
times  before  in  the  Senate  and  in  the 
House  of  Representatives.  At  no  pre¬ 
vious  time  has  there  been  a  greater  need 
for  such  relief.  At  a  time  when  the  need 
for  education  is  growing  by  geometric 
progression,  the  cost  of  education  is  ad¬ 
vancing  by  the  same  measure. 

What  has  this  meant  to  the  individual? 
After  the  cost  of  buying  a  home,  it  has 
meant  that  the  largest  single  expense 
sustained  by  a  family  unit  is  likely  to 
be  the  cost  of  sending  their  three  or  four 
children  to  college.  It  has  meant  that  at 
a  State  or  other  public  college  the  cost 
of  4  years  of  education  can  run  as  high 
as  $6,600.  It  has  meant  that  education 
at  many  private  colleges  can  cost  double 
that  sum.  In  my  own  State  of  Maryland, 
there  are  75,556  students  enrolled  in  col¬ 
lege  as  of  the  fall  of  1963.  For  residents 
of  the  State,  the  cost  of  tuition  at  the 
University  of  Maryland  is  $396.  For  an 
out-of-State  resident,  the  cost  is  $746. 

This  is  not  the  whole  story.  Unlike 
many  of  the  other  serious  expenses  that 
a  family  must  bear,  the  cost  of  college 
education  hits  a  family  in  a  short  span 
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of  years  with  staggering  impact,  and 
with  no  relief  similar  to  that  available 
under  present  tax  laws  for  medical  ex¬ 
penses  or  casualty  losses. 

Again,  using  my  own  State  of  Mary¬ 
land  as  an  example,  the  resident  enrolled 
at  the  University  of  Maryland  paying 
$396  annually  for  tuition,  fees,  and  books 
would  receive  under  the  Ribicoff  amend¬ 
ment  $199,  a  little  over  50  percent  in  tax 
credit.  The  nonresident,  paying  $746, 
would  receive  a  tax  credit  of  $250,  or 
slightly  over  25  percent. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  BREWSTER.  Mr.  President,  will 
the  Senator  yield  me  an  additional  min¬ 
ute? 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Chair  inform  me  as  to  how  much 
time  I  have  remaining? 

The  PRESIDING  OFFICER.  The 
Senator  has  1  minute  remaining. 

Mr.  RIBICOFF.  I  understood  that 
the  present  occupant  of  the  chair  [Mr. 


Edmondson]  would  like  to  have  that  min¬ 
ute.  However,  I  believe  that  the  dis¬ 
tinguished  Senator  who  now  occupies 
the  chair  would  yield  that  time  to  the 
Senator  from  Maryland. 

I  yield  1  additional  minute  to  the  dis¬ 
tinguished  Senator  from  Maryland. 

Mr.  BREWSTER.  At  no  previous  time 
has  such  an  excellent  proposal  as  the 
one  made  by  the  distinguished  Senator 
from  Connecticut  been  before  this  body 
for  consideration.  This  proposal  has 
been  carefully  framed  to  meet  kll  pre¬ 
vious  objections.  This  proposal  provides 
a  tax  credit  which  will  be  available  to 
each  and  every  person  subject  to  the 
Federal  income  tax  who  is  paying  tuition 
or  fees  or  costs  associated  with  educa¬ 
tion  at  an  institution  of  higher  learning. 
It  provides  a  sliding  scale  formula  to 
equalize  the  benefits  of  the  credit  with 
respect  to  students  at  public  and  pri¬ 
vate  colleges.  Finally,  it  limits  the  credit 
so  as  to  provide  greater  dollar  benefits 
for  lower  and  middle  income  families. 

Since  this  proposal  of  income  tax 
credit  for  college  expense  came  to  na¬ 
tional  attention,  I  have  received  a  large 
volume  of  mail,  favorable  without  ex¬ 
ception.  I  am  informed  that  no  less  than 
19  Senators  and  101  Members  of  the 
House  of  Representatives  have  intro¬ 
duced  similar  legislation.  This  repre¬ 
sents  eloquent  testimony  to  the  broad 
range  of  support  for  this  proposal. 

Mr.  President,  I  believe  now  is  the  time 
for  the  Congress  to  adopt  the  provisions 
of  this  amendment,  and  to  include  them 
in  our  action  on  the  most  important  tax 
legislation  in  many  years. 

Mr.  RIBICOFF.  Mr.  President,  I  re¬ 
serve  the  remainder  of  my  time. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  45  minutes  to  the  Senator 
from  Oregon. 

Mr.  MORSE.  Mr.  President,  I  rise  to 
oppose  the  Ribicoff  amendment.  It 
grieves  me  very  much  to  find  myself  in 
disagreement  with  the  Senator  from 
Connecticut  [Mr.  Ribicoff]  on  any  sub¬ 
ject  pertaining  to-jeducation.  He  and  I 
have  worked  shoulder  to  shoulder  on 
education  problems  when  he  was  Secre¬ 
tary  of  Health,  Education,  and  Welfare. 
He  and  I  worked  since  then,  shoulder  to 
shoulder,  in  the  senate  on  proposed 
legislation  falling  within  the  jurisdiction 
of  the  Senate  Committee  on  Labor  and 
Public  Welfare.  There  is  no  one  for 
whom  I  have  more  respect  as  to  his  sin¬ 
cerity  of  purpose  in  wanting  to  do  what¬ 
ever  can  be  done,  according  to  his  sights, 
for  the  best  interests  of  American 
education. 

But  honest  and  sincere  men  can  differ, 
and  in  the  present  instance  I  find  myself 
diametrically  opposed  to  the  position  of 
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the  Senator  from  Connecticut.  In  the 
next  few  minutes  I  shall  set  forth  my 
major  objections  to  his  amendment. 

I  have  listened  to  much,  if  not  most, 
of  the  discussion  this  afternoon.  I  have 
been  asked  by  my  leadership  to  put  into 
the  Record  tonight  the  main  reasons  for 
my  opposition  to  the  bill.  I  shall  do  so 
in  continuity.  When  I  finish  presenting 
my  argument  against  the  Ribicoff 
amendment  I  shall  be  glad  to  respond  to 
any  question  that  the  proponents  of  the 
amendment  wish  to  ask  me. 

MAJOR  OBJECTIONS 

My  objections  to  the  Ribicoff  amend¬ 
ment  are  very  much  the  same  as  those 
expressed  by  the  Senator  from  Louisiana 
[Mr.  Long]  in  his  Senate  speech  of  Jan¬ 
uary  30.  I  am  opposed  to  it  as  a  special 
tax  privilege  to  one  class  of  taxpayers; 
and  I  am  also  opposed  to  it  for  its  im¬ 
pact  on  our  educational  system. 

It  is  not  entirely  clear  whether  its  sup¬ 
porters  intend  it  to  be  the  first  or  sec¬ 
ond — a  financial  break  for  parents  who 
send  their  children  to  college  or  a  means 
of  channeling  money  into  institutions  of 
higher  learning,  especially  private  insti¬ 
tutions.  Obviously,  this  tax  credit  can¬ 
not  be  both.  If  the  colleges  are  to  gain 
anything  at  all  from  it,  they  must  raise 
their  tuitions  so  as  to  absorb  the  $700 
million  to  $1.3  billion  loss  to  the  Govern¬ 
ment.  If  the  taxpayers  are  to  enjoy  any 
of  it,  the  colleges  and  universities  must 
not  raise  their  tuitions. 

Some  college  presidents  have  been  very 
frank  about  this.  They  say  exactly 
what  I  have  said.  Of  course,  it  is  the 
intention  of  these  college  presidents  to 
raise  their  tuitions.  They  have  pointed 
out  in  their  statements  that  the  amend¬ 
ment  will  not  be  of  any  particular  help 
to  the  institutions  unless  the  tuitions 
are  raised. 

What  we  really  are  considering  in  this 
amendment  is  a  bill  which,  in  essence,  is 
an  aid-to-higher-education  bill.  The 
decision  we  must  make  is  what  form  that 
aid  should  take.  We  must  decide  wheth¬ 
er,  if  the  aid  should  take  the  form  of  a 
tax  credit  or  if  it  should  come  from  ap¬ 
propriated  funds.  The  first  course  will 
permit  the  parent  or  the  child  to  decide, 
at  the  expense  of  all  the  taxpayers  of  the 
United  States,  what  institution  will  be 
assisted.  The  second  course  will  permit 
the  Congress  on  the  basis  of  sound  public 
policy  through  a  general  law  to  deter¬ 
mine  what  the  aid  to  public  and  private 
institutions  of  learning  in  this  country 
shall  be. 

AMENDMENT  AIDS  COLLEGES,  NOT  PARENTS 

I  would  never  have  Senators  forget 
that  point  throughout  the  debate.  This 
is  a  Federal-aid-to-education  bill  under 
the  guise  of  a  tax  credit.  It  is  a  proposal 


whereby  the  Treasury  of  the  United 
States  says  to  the  parent  of  the  child, 
“Here  is  the  money.”  It  could  even  be 
more  valuable  to  the  parent  of  that  child 
than  a  tax  deduction.  This  is  a  handout 
to  the  parent  of  the  child  after  all  tax 
deductions  under  existing  law  are  con¬ 
sidered,  and  it  comes  down  then  to  what 
is  left.  That  is  the  amount  of  money  he 
would  otherwise  have  to  pay  in  taxes.  It 
is  proposed  to  say  to  him,  “We  give  you 
a  credit  of  so  many  hundred  dollars  from 
money  you  otherwise  would  pay  into  the 
Treasury  of  the  United  States.” 

CHURCH-STATE  ISSUE 

I  have  battled  on  the  floor  of  the  Sen¬ 
ate — and  against  some  pretty  long  odds 
at  times — for  what  I  consider  to  be  a  fair 
deal  within  the  Constitution  of  the  Unit¬ 
ed  States  for  the  church -related  and  the 
private  colleges  of  America. 

I  know  that  there  are  those  who  do 
not  like  to  have  the  church-state -issue 
discussed  in  connection  with  the  Ribi¬ 
coff  amendment;  but  it  is  imbedded  in  it. 
We  cannot  escape  the  fact  that  the  Ribi¬ 
coff  amendment  raises  head  on  the 
state-church  issue  in  this  Republic.  I 
prefer  to  meet  that  issue  by  amended 
legislation,  not  by  tax  indirection. 

There  is  no  doubt  that  a  great  many 
of  the  religious  college  administrators  in 
this  country  are  fully  in  support  of  the 
amendment.  They  see  an  opportunity 
to  obtain  substantial  financial  aid 
through  this  amendment  that  they  could 
not  get  any  other  way. 

I  shall  fight  to  obtain  for  the  religious 
affiliated  colleges  in  this  country  the  aid 
to  which  I  think  they  are  entitled  un¬ 
der  the  Constitution  of  the  United 
States,  but  no  more. 

Consider  the  total  amount  of  money 
which  is  going  to  pour  into  the  bank  ac¬ 
counts  of  the  church-related  colleges  of 
this  country  and  into  Yale  in  Connecti¬ 
cut,  Princeton  in  New  Jersey,  and  Har¬ 
vard  in  Massachusetts  through  the  op¬ 
eration  of  this  amendment,  if  it  ever  is 
entered  on  the  statute  books.  I  cannot 
escape  the  fact  that  every  dollar  of  that 
money  is  the  taxpayers’  dollar.  I  do  not 
think  it  is  right  for  us  to  do  this  until 
the  state-church  issue  is  settled  by  a 
U.S.  Supreme  Court  decision. 

JUDICIAL  REVIEW 

There  is  pending  before  the  Senate 
now  a  bill,  of  which  I  am  the  author,  and 
on  which  there  are  a  goodly  number  of 
cosponsors,  which  seeks  to  establish  a 
procedure  for  judicial  review  in  connec¬ 
tion  with  the  question  of  the  extent  to. 
which  the  taxpayers’  dollars  can  be  used 
to  help  finance  religious  affiliated  col¬ 
leges  and  schools. 

The  senior  Senator  from  Oregon  pro- 
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posed  and  fought  for,  and  the  Senate 
passed  as  the  higher  education  facilities 
bill,  which  provided  categorical-use 
grants  to  religious  affiliated  as  well  as 
public  colleges.  I  think  that  approach  is 
constitutional.  I  think  it  is  the  kind  of 
approach  we  should  make  to  the  church- 
state  issue. 

TAX  CREDIT  NO  SOLUTION  TO  CHURCH-STATE 
PROBLEM 

If  one  thinks  that,  by  way  of  a  tax 
credit  “gimmick,”  there  is  going  to  be 
eliminated  the  church-state  issue  of  aid 
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to  church-related  schools,  he  could  not 
be  more  badly  mistaken. 

The  adoption  of  the  amendment — and 
I  sincerely  hope  it  will  not  be  adopted — 
will  raise  that  issue  in  an  inflamed  form. 
Already  telephone  calls,  letters,  and 
other  communications  make  it  clear  to 
me  that  across  the  country  great  dis¬ 
sension  is  being  raised  over  the  Ribicoff 
amendment  on  the  ground  that  it  is  an 
attempted  circumvention  of  the  church- 
state  separation  principle. 

It  is  a  great  mistake,  in  my  judgment, 
to  approach  the  issue  that  way.  We  are 
making  progress  in  resolving  constitu¬ 
tionally  the  state-church  issue.  It  is 
my  view  that  we  should  give  the  maxi¬ 
mum  support  to  all  of  the  colleges  of  the 
country,  private  and  public,  including 
the  church-related  college,  that  can 
be  given  under  a  general  aid  bill  within 
the  limitations  of  the  Constitution.  That 
is  why  I  am  working  so  hard  to  try  to 
obtain  consideration  for  the  judicial  re¬ 
view  bill  I  have  authored,  not  only  in  con¬ 
nection  with  higher  education,  but  also 
secondary  and  elementary  schools,  be¬ 
cause  there  is  a  great  problem  in  that 
connection,  too. 

One  of  the  controversies  which  I  fear 
will  be  stirred  up  over  the  Ribicoff 
amendment,  if  it  ever  becomes  law,  is 
the  whole  question  of  the  aid  and  the 
form  of  aid  which  can  be  given,  with 
propriety  under  the  Constitution,  to 
parochial  secondary  and  elementary 
schools. 

I  have  not  made  these  comments  be¬ 
cause  I  am  happy  to  make  them.  I 
would  prefer  not  to  have  to  discuss  the 
subject.  But  in  my  capacity  as  chair¬ 
man  of  the  Subcommittee  on  Education 
of  the  Committee  on  Labor  and  Public 
Welfare,  I  would  be  derelict  in  my  duty 
if  I  did  not  point  out  that,  in  my  judg¬ 
ment,  the  Ribicoff  amendment  does  raise 
the  church-state  issue  and  will  arouse 
great  controversy. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MORSE.  Because  of  the  nature  of 
the  point  I  make,  I  think  it  is  only  fair 


to  yield  to  the  able  Senator  from  Con¬ 
necticut,  but  I  shall  not  yield  when  I 
reach  the  other  points. 

Mr.  RIBICOFF.  How  does  this 
amendment  raise  the  church-state  issue? 

Mr.  MORSE.  It  raises  the  church - 
state  issue  because  the  Senator  proposes 
to  give  a  tax  credit,  which  benefits  the 
parent  who  finances  the  education  of 
his  child  in  a  Catholic,  a  Presbyterian, 
a  Lutheran,  a  Jewish  or  a  Baptist  or  any 
other  denominational  college  or  uni¬ 
versity.  I  note  that  there  will  be  no 
check  over  the  programs  of  the  church- 
related  schools  which  ultimately  get  the 
money  under  the  tax  credit  proposal. 

Mr.  RIBICOFF.  The  Senator  knows 
that  the  private  colleges  will  not  get  this 
money  under  the  tax  credit.  It  will  go  to 
the  parents. 

Mr.  MORSE.  The  Senator  can  con¬ 
sole  himself  by  such  a  statement,  but  if 
the  tax  credit  is  given  to  the  parents,  it 
will  be  given  to  the  Catholic  schools  or 
the  Presbyterian  schools  or  the  Baptist 
schools.  Whose  money  is  it?  It  is  the 
public  money  which  would  be  given  to 
the  parent  under  the  amendment.  The 
Senator  should  not  try  to  kid  me  by  such 
fantastic  logic. 

Mr.  RIBICOFF.  Mr.  President,  I  am 
not  kidding  myself.  Neither  do  I  expect 
the  Senator  from  Oregon  to  kid  the 
Senate  on  this  Issue. 

Mr.  MORSE.  I  will  not  run  away 
from  the  mathematical  facts,  as  the 
Senator  is  apparently  doing. 

Mr.  RIBICOFF.  I  am  not  running 
away  from  anything. 

Mr.  MORSE.  How  does  the  Senator 
think  these  schools  will  get  the  money? 
How  will  the  Catholic  schools  and  the 
Presbyterian  schools  get  the  money? 
Where  do  they  get  the  tax  credit  dol¬ 
lars?  They  get  them  from  the  student 
who  takes  them  to  the  Catholic  school 
or  the  Presbyterian  school  or  the  Baptist 
school.  That  is  where  they  get  the  dol¬ 
lars.  Those  dollars  are  not  the  student’s 
dollars.  They  are  public  dollars.  We 
are  indirectly  giving  those  dollars  to  the 
schools  from  the  Treasury  of  the  United 
States. 

Mr.  RIBICOFF.  The  overwhelming 
amount  of  the  money  goes  to  families 
whose  children  attend  public  and  private 
colleges  which  are  nonreligiousf. 

Mr.  MORSE.  But  we  do  not  know 
that  until  the  amendment  starts  to 
work. 

Mr.  RIBICOFF.  When  it  starts  to 
work,  the  money  goes  to  the  parents, 
basically. 

Mr.  MORSE.  And  they  decide  where 
the  child  shall  go  to  school. 

Mr .  RIBICOFF.  As  they  decide  at  the 
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present  time.  It  makes  no  difference 
where  they  decide  to  send  the  child. 

Mr.  MORSE.  There  is  no  restriction 
with  respect  to  a  Catholic  or  Presby¬ 
terian  or  Baptist  college,  as  there  is 
under  Public  Law  88-204,  which  restricts 
the  money  to  a  categorical  use. 

Mr.  RIBICOFF.  When  a  charitable 
contribution  is  made  to  a  private  col¬ 
lege,  whether  it  be  Catholic  or  Baptist  or 
Presbyterian,  the  same  situation  exists. 

Mr.  MORSE.  It  is  an  old  legal  maxim 
1  that  when  one  pierces  the  veil,  one  re¬ 
veals  the  subterfuge  which  is  attempted. 
I  have  pierced  the  veil,  and  the  Sena¬ 
tor  from  Connecticut  does  not  like  it. 
The  American  people  understand  it.  He 
will  know  that  they  understand  it  be¬ 
fore  we  are  through  with  this  issue. 

Mr.  RIBICOFF.  I  understand  the  is¬ 
sue  very  well.  It  is  an  issue  that  we 
should  debate  here  and  now.  This  is¬ 
sue  involves  a  tax  credit.  It  is  not  going 
to  the  school,  whether  it  be  a  State 
school  or  a  private  school  or  a  church 
school.  It  goes  to  the  parent. 

Tuition  fees  have  gone  up  25  percent 
during  the  last  5  years. 

If  the  Senator  talks  about  schools 
raising  the  tuition,  I  point  out  that  the 
schools  have  already  raised  their  tui¬ 
tion.  When  they  find  that  the  parents 
have  extra  money  in  their  pockets,  they 
may  again  raise  the  tuition  fees.  There¬ 
fore,  if  we  follow  the  Senator’s  logic,  we 
could  say  that  the  basic  tax  reduction 
bill  being  proposed  by  the  administra¬ 
tion  aids  religious  institutions,  because 
colleges,  knowing  that  the  parents  will 
have  extra  dollars  in  their  pockets,  will 
be  able  to  raise  their  tuition  fees.  That 
argument  is  just  as  logical  as  the  one 
the  Senator  uses  by  saying  that,  be¬ 
cause  there  is  a  tax  credit  for  education, 
the  money  will  go  to  religious  institu¬ 
tions. 

I  respect  the  Senator  from  Oregon. 
He  knows  that  privately  and  publicly 
and  from  platforms  I  have  given  him 
great  credit  for  his  fight  and  leadership 
in  this  field.  I  have  never  doubted  the 
sincerity  of  the  Senator  from  Oregon. 
I  have  always  defended  his  sincerity 
and  have  always  contended  that  he  was 
sincere. 

It  is  rather  strange  that  at  this  stage 
I  in  the  debate  the  distinguished  Sena¬ 
tor  from  Oregon  should  appear  to  ques¬ 
tion  my  sincerity,  because  my  respect 
for  him  is  very  high  indeed. 

I  wish  to  argue  this  issue  on  its  merits. 
To  say  that  I  am  using  this  issue  as  a 
subterfuge  for  benefiting  religious  schools 
is  unworthy  of  the  great  Senator  from 
Oregon,  for  whom  I  have  such  high 
respect. 

Mr.  MORSE.  If  the  Senator’s  sin¬ 
cerity  is  being  questioned,  he  is  ques¬ 


tioning  it  himself.  I  assure  the  Sena¬ 
tor  I  am  not  attacking  it. 

His  judgment  can  be  defended  on 
this  issue. 

However,  when  he  tries  to  make  the 
fallacious  argument  that  Catholic  and 
Presbyterian  and  Baptist  colleges  are  not 
going  to  get  the  money  out  of  the  U.S. 
Treasury  in  the  long  run  by  way  of  the 
tax  credit  which  he  proposes,  by  hand¬ 
ing  it  to  the  parent,  I  do  not  go  along 
with  him.  His  amendment  would  take 
money  from  the  Treasury  thus  permit¬ 
ting  the  parents  to  spend  it  for  tuition 
wherever  they  want  to  spend  it,  in  a 
Catholic  or  a  Presbyterian  or  any  other 
private  denominational  institution,  with 
no  restraint  whatever  put  upon  their 
decision  at  all.  That  is  what  would 
happen. 

We  had  a  great  fight  on  the  higher 
education  facilities  bill,  in  seeing  to  it 
that  money  for  categorical  uses  only 
was  made  available  to  Catholic,  Pres¬ 
byterian,  Baptist  and  other  institutions, 
of  higher  education.  I  was  in  favor  of 
it.  I  voted  for  it.  In  fact,  I  proposed 
it.  As  we  battled  for  it,  we  put  re¬ 
straints  on  it.  We  made  it  clear  that 
not  a  dollar  of  that  money  could  be  used 
except  for  categorical  use  purposes. 
There  is  no  restriction  in  the  pending 
amendment  upon  the  use  of  the  money 
that  is  proposed  to  be  given  to  these 
beneficiaries.  It  is  possible  that  it  will 
be  held  legal  to  proceed  in  this  manner. 
The  courts  will  have  to  decide  that  ques¬ 
tion. 

The  Senator  from  Connecticut  obvi¬ 
ously  disagrees  with  my  argument.  He 
is  entitled  to  do  so.  However,  I  do  not 
intend  for  a  moment  to  let  him  think 
that  he  is  going  to  persuade  me  into  be¬ 
lieving  that  there  is  no  church-state 
issue  in  his  amendment,  just  because 
he  proposes  to  give  the  money  to  the 
parents  in  the  first  instance. 

We  must  take  a  look  at  the  effect  of 
the  use  of  the  money.  The  presidents 
of  church-related  institutions  of  higher 
education  are  in  a  terrific  drive  to  have 
this  amendment  adopted.  They  know 
the  effect  of  it.  They  know  that  they 
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will  get  in  this  amendment  what  they 
could  not  possibly  get  through  a  gen¬ 
eral  Federal  aid  bill.  That  is  the  dif¬ 
ference  between  us. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MORSE.  I  yield. 

Mr.  RIBICOFF.  If  we  should  follow 
the  logic  of  the  distinguished  Senator 
from  Oregon,  the  Senator  would  be 
against  allowing  deductions  for  charita- 
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ble  contributions  to  religious  education 
or  to  religious  colleges,  be  they  Catholic 
or  Protestant  or  Jewish. 

Mr.  MORSE.  No.  We  have  an  over¬ 
all,  general  public  policy,  which  has  pre¬ 
vailed  in  this  country,  that  deducations 
for  humanitarian  purposes  are  consid¬ 
ered  to  be  in  accordance  with  the  Con¬ 
stitution.  In  the  pending  amendment, 
I  believe  we  have  a  “gimmick”  which  is 
designed  to  get  around  the  first  amend¬ 
ment  to  the  Constitution.  That  is  what 
is  in  this  amendment. 

Mr.  RIBICOFF.  How  can  the  Sena¬ 
tor  say  this  is  a  “gimmick,”  when  the 
money  is  going  to  the  parents,  not  to 
the  college?  I  point  out  that,  according 
to  statistics,  there  are  only  353,167  stu¬ 
dents  in  Catholic  colleges,  and  2,700,000 
students  in  public  colleges. 

Mr.  MORSE.  If  I  have  ever  heai*d  a 
non  sequitur,  that  is  one.  We  must  wait 
to  see  how  many  will  be  affected  and  who 
will  go  to  these  schools  after  the  adop¬ 
tion  of  the  amendment. 

Mr.  RIBICOFF.  The  amendment  has 
nothing  to  do  with  that.  The  amend¬ 
ment  is  specifically  designed  to  help  par¬ 
ents  to  decide  to  what  college  their  chil¬ 
dren  shall  go,  in  exactly  the  same  way 
as  we  give  a  deduction  for  charitable 
contributions,  irrespective  of  the  type 
of  college  to  which  a  parent  will  make 
his  contribution. 

Mr.  MORSE.  I  have  no  quarrel  there. 

Mr.  RIBICOFF.  If  this  amendment 
is  to  be  opposed  on  this  ground,  then  to 
follow  the  logic  of  the  Senator,  and  not 
to  indulge  in  a  non  sequitur,  another 
amendment  would  have  to  be  proposed 
to  deprive  every  church-related  college 
of  tax-exempt  status  and  every  taxpayer 
of  the  right  of  deduction  for  a  charitable 
contribution  to  such  a  college. 

I  believe  that  is  the  problem  we  face  if 
we  adopt  the  logic  of  the  Senator  from 
Oregon. 

It  is  surprising  indeed,  that  this  argu¬ 
ment  is  projected  at  this  time  in  the 
debate.  It  is  very  interesting,  because 
this  is  the  first  time  it  has  been  done, 
and  it  indicates  how  frightened  the  op¬ 
ponents  of  this  amendment  are,  when 
at  this  late  time  in  the  debate  the  accu¬ 
sation  is  made  that  it  raises  the  church - 
state  issue. 

Mr.  MORSE.  I  am  sorry  if  the  Sena¬ 
tor  from  Connecticut  has  not  heard  of 
it  earlier  because  for  weeks,  while  this 
proposal  has  been  under  discussion,  there 
has  been  great  activity  by  private  schools 
and  private  school  administrators.  They 
have  been  urging  the  adoption  of  this 
amendment,  because  they  feel  it  is  the 
best  way  in  which  they  can  get  the 
money  that  they  could  not  get  before. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 


Mr.  MORSE.  I  will  first  complete  my 
argument.  If  I  have  time  remaining,  I 
will  yield  to  him.  But  I  wish  to  complete 
my  main  speech. 

EFFECT  OF  RIBICOFF  AMENDMENT 

I  realize  what  chasms  apart  we  are. 

I  repeat  my  argument  that  when  we 
take  tax  dollars — I  do  not  care  what  the 
vehicle  is;  I  do  not  care  what  the  medium 
is  for  transferring  them — we  can  apply 
the  doctrine  of  law  that  the  veil  can  be 
pierced  to  follow  through  to  see  what  the 
effect  is.  In  this  instance,  the  effect  will 
be  that  we  will  make  available  through 
this  device,  without  any  restrictions  as 
to  how  a  religious  school  may  spend  ac¬ 
cumulated  funds  in  the  Treasury,  with 
no  such  categorical  use  restrictions  as 
are  in  the  aid-to-higher-education  bill 
which  was  passed  a  few  weeks  ago,  huge 
sums  of  money  without  specific  consti¬ 
tutional  protection  to  the  taxpayers. 

SPECIAL  PRIVILEGE 

If  we  are  to  consider  it  as  a  tax  break 
to  parents  of  college  students,  I  think 
we  have  riddled  our  tax  system  far  too 
much  already  with  special  privileges.  I 
am  astonished  to  see  so  many  Members 
of  Congress  who  ordinarily  oppose  special 
privilege  taxation  supporting  this 
amendment.  And  I  am  disappointed 
that  a  move  that  had  gained  some 
strength  not  long  ago  to  wipe  out  special 
tax  features  and  then  reduce  rates  sub¬ 
stantially  all  across  the  board  has  fallen 
victim  to  the  pressure  of  one  special  in¬ 
terest  after  another. 

Let  us  bear  in  mind  that  this  is  not 
basically  an  education  measure.  If  it 
were,  it  would  be  before  the  Subcommit¬ 
tee  on  Education  of  the  Committee  on 
Labor  and  Public  Welfare.  I  once  said 
that  I  thought  it  would  be  good  to  have 
hearings  on  educational  proposals  con¬ 
sidered  by  the  Subcommittee  on  Educa¬ 
tion.  But  I  agree  that  the  bill  is  basically 
a  tax  measure.  It  is  not  a  measure  to 
help  the  young  people  or  to  ease  a  finan¬ 
cial  strain  on  their  parents.  The  ques¬ 
tion  is  whether  a  financial  strain  should 
be  eased  for  one  class  of  taxpayers  when  I 
it  will  not  help  many  other  parents  who 
also  would  like  to  provide  their  children 
with  a  college  education.  It  is  a  question 
of  whether  sending  a  child  to  college  is 
the  kind  of  expense  that  justifies  shifting 
a  substantial  tax  burden  onto  taxpayers 
whose  incomes  are  not  large  enough  to 
take  advantage  of  the  credit,  or  who  have 
no  college-age  children. 

EDUCATION  CONSIDERED  AS  AN  INVESTMENT 

Basically,  I  see  no  difference  between 
the  Ribicoff  amendment,  and  the  oil 
depletion  allowance  or  any  other  of  the 
special  privileges  in  our  tax  code.  It  is 
simply  a  good  investment  to  send  a 
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youngster  on  to  college.  It  Is  profitable 
for  the  child  and  profitable  for  the  Na¬ 
tion.  A  college-educated  man  or  woman 
stands  to  make  an  income  several  times 
that  of  the  man  or  woman  who  lacks  a 
higher  degree. 

Figures  brought  out  in  the  Education 
Subcommittee  show  that  in  the  year 
1961,  men  25  years  of  age  and  over  had 
the  following  incomes,  according  to  their 


years  of  schooling: 

Less  than  8  years - $2,  998 

Grammar  school  (at  least  8  years) _  4,  206 

1  to  3  years  of  high  school _ _ _  5,  161 

4  years  of  high  school _  5,  946 

College  ( 1  to  3  years ) _  7,  348 

College  (4  years  or  more) _  9,  817 


Over  their  economic  lifetime,  meaning 
from  age  18  to  death,  these  men  will 
realize  the  following  total  incomes  ac¬ 
cording  to  their  educational  levels: 


Less  than  8  years _ _ $151,  348 

Grammar  school  (at  least  8  years)  _  204,  530 

1  to  3  years  of  high  school _  234,  960 

4  years  of  high  school _  272,  629 

College  (1  to  3  years) _  333,  581 

College  (4  years  or  more) _  452,518 


Certainly  a  college  education  is  good 
for  the  child  and  good  for  the  Nation  as 
a  whole.  But  does  that  mean  that  on 
top  of  the  financial  advantage  of  the 
education  itself  we  should  allow  a  tax 
rebate  for  the  investment?  My  answer  is 
no.  We  might  with  equal  justification 
allow  a  tax  rebate  for  any  other  sound 
financial  investment. 

BENEFITS  NOT  ACCORDED  LOW-INCOME  FAMILIES 

Senators  know  that  parents  with  an 
adjusted  gross  income  of  $5,000  or  less 
will  have  no  taxable  income  against 
which  this  credit  can  be  applied.  They 
will  gain  nothing  from  it.  Like  so  many 
other  tax  features,  you  have  to  have  con¬ 
siderable  income  to  begin  with  before 
you  get  preferred  treatment.  The  Bible 
refers  to  this  system  as  one  of :  “To  them 
that  hath,  it  shall  be  given,”  which  in 
American  parlance  is  called:  “Them  as 
has,  gits.” 

Under  the  Ribicoff  amendment,  if  you 
have  at  least  a  middle  bracket  income 
or  more,  you  will  get  a  tax  break  when 
you  send  your  children  to  college.  If 
you  are  in  the  lower  brackets,  you  will 
get  no  tax  break  from  sending  your 
children  to  college. 

This  is  the  kind  of  inequity  that  we 
should  be  eliminating  from  the  revenue 
code  instead  of  adding. 

If  I  were  asked  what  kind  of  taxpayer 
would  benefit  most  from  this  amendment 
I  would  say  the  taxpayer  with  no  more 
than  four  children  who  has  an  income 
of  at  least  $10,000  and  who  plans  to  send 
his  children .  to  college  in  any  event. 


Taxpayers  with  many  children,  or  with 
low  incomes  who  send  their  children  to 
public  school,  will  benefit  much  less,  if 
at  all. 

College-educated  American  families 
are  going  to  send  their  children  to  col¬ 
lege  in  any  case,  tax  credit  or  no  tax 
credit.  We  know  that  to  be  true.  That 
is  the  pattern  of  American  family  life 
and  education.  Higher  education  tends 
to  beget  higher  education  within  a  fam¬ 
ily.  Our  social  mores  and  economic  de¬ 
sires  perpetuate  a  need  for  higher  edu¬ 
cation  once  it  is  established  in  a  family. 

These  parents  do  the  right  thing  by 
themselves,  by  their  children,  and  by 
their  Nation.  They  do  not  need  a  tax 
credit  to  induce  them  to  do  it,  however 
much  they  might  like  to  have  one.  We 
would  all  like  to  have  a  tax  credit  for 
our  sound  investments  in  our  own  and 
in  the  Nation’s  future.  Education  is  not 
the  only  such  investment;  why  should  it 
receive  this  special  reward? 
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BAD  PRECEDENT 

This  amendment  makes  no  sense  un¬ 
less  we  plan  to  continue  down  this  road 
and  give  tax  credits  for  all  kinds  of  in¬ 
vestments  and  for  all  expenditures  on 
self-improvement.  I  am  against  them 
in  principle,  and  therefore  I  am  opposed 
to  the  Ribicoff  amendment  as  a  tax  priv¬ 
ilege. 

So  am  I  also  opposed  to  it  for  its  effect 
upon  our  educational  system.  From  all 
the  data  and  figures  I  have  accumulated 
on  the  amendment,  I  am  convinced  that 
it  will  make  more  difficult  the  overcom¬ 
ing  of  our  Nation’s  greatest  economic 
problem — the  education,  retraining,  and 
absorption  into  useful  employment  of 
young  people  who  lack  the  family  fi¬ 
nances  and  family  motivation  to  edu¬ 
cate  themselves. 

AMENDMENT  WILL  NOT  SOLVE  POVERTY  PROBLEM 

Let  Senators  not  be  deluded.  This  is 
our  great  problem  of  education.  It  is 
also  our  problem  of  economics;  our  prob¬ 
lem  of  poverty.  It  is  the  problem  of 
bringing  into  the  mainstream  of  Amer¬ 
ican  life  the  boys  and  girls  whose  fam¬ 
ilies  before  them  were  outside  it.  It 
takes  shape  in  the  form  of  generations 
who  continue  on  public  welfare  because 
their  parents  were  on  public  welfare  and 
their  parents  before  them,  and  whose 
own  children  will  be  on  welfare,  too, 
unless  something  is  done  to  break  this 
vicious  circle. 

In  terms  of  higher  education,  it  takes 
the  form  of  dropouts  from  high  school, 
or  brilliant  high  school  graduates  who 
do  not  go  on  to  college  because  their  par- 
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ents  have  no  interest  in  encouraging 
them,  and  whose  cultural  background 
does  not  prepare  them  nor  inspire  them 
nor  encourage  them  nor  require  them 
to  obtain  education  at  the  college  level. 

This  is  a  terrible  loss  both  for  the 
young  people  and  for  the  Nation.  I  have 
already  alluded  to  the  reduced  incomes 
they  will  earn  because  of  their  educa¬ 
tional  deficiency.  These  same  figures 
are  a  measure  of  the  financial  loss  to  the 
Nation,  both  from  the  output  that  will 
not  be  realized  and  the  revenues  that  will 
not  be  collected. 

PROJECT  TALENT  FINDINGS 

How  serious  this  problem  is  was 
brought  out  recently  by  the  Commis¬ 
sioner  of  Education  before  the  Education 
Subcommittee.  His  testimony  about 
“Project  Talent”  shows  a  distressingly 
high  proportion  of  young  people  with  re¬ 
markable  talent  and  ability  who  do  not 
enter  college  upon  the  completion  of  high 
school. 

Based  on  the  1961  survey,  there  were 
some  11,400  young  boys  and  girls  who 
were  in  the  top  10  percent  of  their  high 
school  graduating  classes  who  did  not 
go  on  to  college.  They  came  from  fam¬ 
ilies  where  the  family  income  was  less 
than  $6,000  a  year — the  very  families 
who  will  get  little  or  nothing  from  this 
amendment.  This  is  the  group  that  our 
national  efforts  must  be  directed  to  if 
the  recurring  cycle  of  educational  defi¬ 
ciency,  underemployment  of  talent,  and 
unemployment  itself  is  ever  to  be  at¬ 
tacked  successfully. 

I  say  to  Senators:  We  are  not  attack¬ 
ing  the  major  education  problem  of  this 
country  if  we  do  nothing  for  this  group 
of  young  people,  and  we  will  do  nothing 
for  them  with  the  Ribicoff  amendment. 

Moreover,  24,800  more  young  people 
were  in  the  next  to  the  top  10  percent  of 
their  classes  and  still  in  the  upper  fifth 
who  did  not  go  on  to  college  whose  family 
incomes  were  less  than  $6,000.  We  will 
be  doing  little  or  nothing  for  this  group, 
either,  under  the  Ribicoff  amendment. 

It  is  the  approximately  46,000  boys  and 
girls  in  the  top  10  percent  of  the  1961 
high  school  classes  whose  family  incomes 
were  over  $6,000  and  who  did  go  on  to 
college  who  will  benefit  from  this  amend¬ 
ment.  In  my  opinion,  that  is  bad  tax 
legislation  as  well  as  bad  education  leg¬ 
islation. 

Next,  it  is  my  opinion  that  if  this 
amendment  is  ever  adopted,  it  will  en¬ 
large  and  extend  the  imbalance,  to  which 
I  have  referred.  The  testimony  has  been 
that  colleges  and  universities,  especially 
private  ones,  will  promptly  increase  their 
tuition  costs  in  order  to  gain  a  windfall 
from  the  tax  credit.  Many  of  their  ad¬ 
ministrators  have  said  so.  That  is  what 


the  presidents  of  Catholic,  Presbyterian, 
Baptist,  Lutheran,  and  other  church  col¬ 
leges  and  of  private  colleges  say  they 
will  have  to  do,  to  receive  any  benefit. 
They  will  have  to  raise  their  tuition  fees 
in  order  to  receive  the  benefit  of  a  tax 
credit.  The  testimony  has  been  that  col¬ 
leges  and  universities,  especially  the  pri¬ 
vate  ones,  will  promptly  increase  their 
tuition,  in  order  to  gain  a  windfall 
through  the  tax  credit. 

That  is  a  major  source  of  support  for 
this  amendment.  The  private  schools 
are  not  interested  in  the  tax  break  for 
parents;  they  are  interested  in  absorbing 
as  much  of  it  as  they  can,  as  soon  as  they 
can,  and  they  have  said  so  in  public 
many  times.  They  will  increase  their 
tuition;  they  will  add  to  the  rising  cost 
of  education  to  the  rising  number  of  col¬ 
lege  age  children  by  raising  the  tuition; 
and  the  pressure  will  be  on.  The  boards 
of  regents  and  the  boards  of  education 
of  State  institution  after  State  institu¬ 
tion  will  also  raise  the  tuition.  That  will 
happen  in  all  public  colleges,  State  uni¬ 
versities,  land-grant  colleges,  and  all  the 
rest;  they  will  not  be  able  to  withstand 
the  temptation  when  they  are  under  that 
pressure. 

Mr.  RIBICOFF.  Will  the  Senator  from 
Oregon  yield? 

Mr.  MORSE.  Not  until  I  conclude  my 
argument.  I  know  the  answer  the  Sena¬ 
tor  from  Connecticut  will  make,  for  I 
have  heard  him  state  it  all  afternoon; 
and  I  disagree  with  him. 

The  boards  of  regents  and  the  boards 
of  education  will  meet  the  rising  costs  of 
education  and  the  rising  numbers  of  col¬ 
lege-age  children  by  raising  the  tuition. 
That  is  one  avenue  open  to  them.  They 
plan  to  take  advantage  of  it,  and  indeed 
many  schools  which  do  not  favor  having 
the  problem  met  by  increased  tax  reve¬ 
nues  are  backing  the  Ribicoff  amend¬ 
ment  as  the  alternative. 

But  that  is  not  going  to  solve  the  prob¬ 
lem  of  the  loss  of  topflight  students 
who  cannot  afford  college.  It  will  in¬ 
crease  that  problem.  Higher  tuition 
charges  will  exacerbate  what  is  already  a 
bad  situation.  By  adopting  this  amend¬ 
ment,  the  Senate  will  merely  act  to  raise 
the  family  income  level  below  which  the 
children  cannot  expect  to  attend  college, 
and  will  merely  act  to  increase  the  num¬ 
bers  of  otherwise  qualified  high  school 
graduates  who  will  not  get  a  college  edu¬ 
cation  because  the  Senate  will  price 
many  more  of  them  out  of  the  market. 

Too  many  are  already  priced  out  of 
the  market.  I  have  already  referred  to 
those  in  the  top  10  percent  of  their 
high  school  classes  who  do  not  go  on  to 
college.  All  told,  over  100,000  boys  and 
girls  who  graduate  from  high  school  each 


2946 


year  with  the  qualifications  for  college 
do  not  go  to  college.  Enactment  of  this 
amendment  will  drive  this  figure  much 
higher  in  the  years  to  come. 

A  recent  study,  Mr.  President,  indi¬ 
cates  that  it  is  2V2  times  as  likely  that  a 
child  will  go  to  college  if  his  parents’  in¬ 
come  is  in  excess  of  $9,000  than  if  it  is 
less  than  $5,000;  and  that  a  child  in  the 
lower  academic  half  of  his  high  school 
class  is  more  likely  to  attend  college  if 
his  parents’  income  exceeds  $9,000  than 
is  even  a  child  in  the  upper  quarter  of 
his  class,  if  his  parents’  income  is  less 
than  $5,000.  An  estimated  one-third  of 
our  brightest  high  school  graduates  are 
unable  to  attend  college,  primarily  for 
financial  reasons. 

Mr.  President,  I  am  greatly  concerned 
about  another  problem  that  will  arise  if, 
by  mistake,  Congress  were  to  adopt  the 
Ribicoff  amendment.  We  know  how  the 
legislative  process  works.  Toward  the 
end  of  last  session,  the  Senate  passed  the 
higher  education  facility  bill,  and  also 
passed  the  “omnibus”  vocational  educa¬ 
tion  bill.  We  still  have  before  us  the 
fundamental  problem  of  providing  aid 
to  elementary  school  and  secondary 
school  education. 

I  have  already  outlined  to  the  Senate 
the  problem  we  face  concerning  the 
talented  young  men  and  young  women 
who  could  go  to  college  if  means  to  en¬ 
able  them  to  do  so  were  provided.  What 
will  happen  to  those  from  the  low- 
income  family  group? 

If  anyone  thinks  we  can  just  keep  on 
passing  education  legislation,  session 
after  session,  he  is  merely  ignoring  the 
facts  in  regard  to  how  the  legislative 
process  works.  Mr.  President,  cannot  you 
hear  Senators  who  then  would  be  trying 
to  find  reasons  for  not  voting  for  another 
aid  to  education  bill  of  vital  importance, 
say,  “But  consider  what  we  have  done 
for  education  in  the  last  2  or  3  years. 
We  should  wait  a  while,  to  see  how  those 
bills  work.” 

Mr.  President,  it  will  then  be  easy  for 
the  opponents  of  this  bill  to  join  with 
the  opponents  of  other  education  bills 
and  to  say:  “Of  course  we  need  educa¬ 
tional  fellowship  and  scholarship  legis¬ 
lation.  Of  course  we  need  Federal  aid  to  , 
education  legislation'”  But,  Mr.  Presi¬ 
dent,  in  Congress  there  is  always  a  tend¬ 
ency  to  slow  down,  once  a  bill  or  two  of 
major  importance  in  a  given  field  are  put 
on  the  books;  and  I  believe  one  of  the 
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effects  of  the  Ribicoff  amendment  would 
be  to  slow  down  the  legislative  process  in 
coming  to  grips  with  the  problem  of  the 
students  who  need  the  aid  most. 

I  believe  it  would  then  be  found  that 


a  very  large  percentage  of  the  students 
most  in  need  of  aid  would  not  receive  it 
under  this  amendment,  and  I  am  also 
afraid  that  at  that  time  they  would  find 
objection  in  Congress  to  the  passage  of 
further  legislation  in  their  behalf,  be¬ 
cause  certainly  they  come  from  families 
who  will  see  that  they  get  into  colleges, 
somehow,  in  some  way,  in  almost  any 
way,  as  the  figures  I  have  already  pointed 
out  show.  Those  figures  have  been  put 
in  the  Record,  and  others  will  continue  to 
be  recorded. 

As  Senators  know,  I  believe  in  Federal 
assistance  to  our  colleges  and  universi¬ 
ties.  Few  have  devoted  more  time  and 
effort  to  this  subject  than  I  have  in  the 
past  3  years.  In  fact,  I  cosponsored  my 
first  education  bill  in  1947,  and  since 
then  I  have  either  authored  or  cospon¬ 
sored  every  major  piece  of  legislation  for 
Federal  aid  to  education. 

I  do  not  doubt  that  after  a  few  years, 
a  very  large  sum — close  to  $1  billion  a 
year — would  under  the  Ribicoff  amend¬ 
ment,  go  to  enlarge  the  resources  of  in¬ 
stitutions  of  higher  learning. 

But  that  $1  billion  could  be  used  with 
infinitely  more  efficiency  and  effective¬ 
ness  to  promote  education.  Just  think, 
Mr.  President,  of  the  administrative 
bureaucracy  which  it  would  be  necessary 
to  add  to  the  Office  of  the  Secretary, 
merely  in  order  to  administer  this  pro¬ 
gram,  unless  its  administration  was  to 
be  shockingly  wasteful,  or  unless  the 
money  was  to  be  shockingly  misused. 
Just  consider  the  administrative  setup 
which  would  be  required  under  the  Sec¬ 
retary — the  bill  says  the  Secretary  or  the 
delegate — to  carry  out  the  administra¬ 
tive  rules  and  regulations  as  would  have 
to  be  prepared  in  order  to  make  sure 
the  money  was  spent  in  accordance  with 
the  purposes  of  the  bill.  What  a  waste 
that  would  be.  I  do  not  believe  we  need 
to  set  up  an  administrative  system  of 
that  type,  Mr.  President.  I  believe  it  is 
much  better  to  hold  fast  to  the  overall 
program  we  have  been  following — 
namely  a  program  of  passing  education 
legislation  within  the  framework  of  Fed¬ 
eral  aid  to  education,  to  meet  the  various 
categories  of  need. 

Mr.  President,  in  that  way,  we  shall 
succeed  in  having  the  academic  facili¬ 
ties  enlarged,  without  having  the  tuition 
charges  increased,  if  we  follow  the  pro¬ 
gram  we  have  been  following  under  the 
College  Construction  Act  of  1963. 

However,  the  Ribicoff  amendment  en¬ 
visions  raising  more  money  for  schools 
by  having  the  tuition  raised — charges 
which  then  would  be  met  by  tax  exemp¬ 
tions.  But,  Mr.  President,  that  is  not 
the  sort  of  aid  our  educational  structure 
needs. 


2947 


I  suppose  that  in  view  of  the  current 
competition  among  prospective  students 
to  gain  admission  to  institutions  of 
higher  education,  there  is  not  much 
danger  that  those  institutions  will  price, 
themselves  out  of  students.  There  is 
danger,  however,  that  they  will  price! 
themselves  out  of  quality,  by  increasing' 
the  correlation  between  education  and 
the  ability  to  pay,  rather  than  between 
education  and  the  ability  to  learn. 
There  is  a  great  difference,  Mr.  Presi¬ 
dent;  and  I  think  we  ought  to  be  di¬ 
recting  our  attention  to  the  large  group 
of  potential  American  students  who  have 
the  ability  to  learn,  although  we  have  not 
yet  passed  a  Federal  aid  to  education  bill 
which  provides  for  enough  scholarships 
and  fellowships  and  loan  provisions  to 
make  it  possible  to  assure  such  students 
that  they  will  be  able  to  go  to  college. 
That  is  the  kind  of  legislation  we  ought 
to  be  fighting  for,  Mr.  President — not  for 
the  tax-credit  handout  legislation. 

Mr.  President,  it  must  be  remembered 
that  the  intellect  of  our  youth  is  a  vital 
human  resource  that  must  be  developed, 
not  only  for  the  sake  of  the  individual, 
but  also  for  the  sake  of  our  national 
economic  growth,  our  cultural  advance¬ 
ment,  and  our  international  understand¬ 
ing.  Aid  to  higher  education  must  en¬ 
hance  the  maximum  development  of  able 
students,  regardless  of  whether  they  can 
pay  for  it.  To  slant  our  aid  to  institu¬ 
tions  by  favoring  those  most  able  to  pay 
would  not  only  be  undemocratic;  it  would 
also  be  a  waste  of  our  human  resources. 

American  higher  education  needs  ex¬ 
panded  facilities  that  will  be  available 
at  least  to  the  same  percentage  of  young 
people  graduating  from  high  school,  and 
preferably  to  an  increasing  percentage  of 
those  youths.  Legislation  which  did  not 
accomplish  this  purpose  would  not  deal 
with  the  education  problems  that  face 
the  American  people. 

Mr.  President,  I  think  it  would  be  a 
great  mistake  for  the  Senate  to  pass  pro¬ 
posed  legislation  which  would  discrimi¬ 
nate  against  taxpayers  who  did  not  have 
children  who  were  ready  to  go  to  col¬ 
lege,  because  let  us  not  forget  that  some¬ 
one  has  to  pay  for  the  cost  of  operating 
this  Government. 

CLASS  LEGISLATION 

When  we  give  a  tax  credit  to  the  par¬ 
ent  of  a  potential  college  student  who 
can  qualify  under  the  Ribicoff  amend¬ 
ment,  we  merely  pass  the  tax  burden  on 
to  those  who  do  not  qualify  for  this 
handout.  I  always  thought  we  con¬ 
sidered  discriminatory  legislation  or 
class  legislation  in  the  field  of  taxation 
to  be  bad,  and  not  sound  policy.  It  is 
no  answer  to  me  to  say,  “Ah,  but  we 
have  other  such  legislation  honeycombed 


elsewhere  in  this  bill  and  in  the  tax 
laws.”  If  so,  Mr.  President,  we  should 
get  them  out.  That  should  be  the  an¬ 
swer.  Let  us  eliminate  the  tax  loopholes, 
not  add  to  them,  for  class  legislation  in 
the  field  of  taxes  is  unjust  to  the  great 
body  of  U.S.  taxpayers  who  are  not  the 
beneficiaries  under  the  discriminatory 
favoritism  that  such  legislation  makes 
available  to  them. 

This  amendment  is  not  a  step  back¬ 
ward;  it  is  a  march  backward,  leagues  in 
length,  away  from  the  field  of  fair  taxa¬ 
tion.  This  proposal  would  impose  a 
greater  burden  upon  those  who  do  not 
qualify  under  the  terms  of  the  amend¬ 
ment. 

TESTIMONY  OF  THE  COMMISSIONER  OF 
EDUCATION 

Mr.  President,  I  have  here  a  statement 
by  the  Commissioner  of  Education,  which 
was  given  this  morning  before  a  House 
committee.  I  wish  to  read  it.  This  is 
a  statement  by  a  great  educator,  for 
Commissioner  Keppel  was  one  of  the 
great  deans  of  education  in  the  country 
before  his  appointment  as  Commissioner 
of  Education.  He  is  recognized  as  one  of 
the  Nation’s  outstanding  educational  au¬ 
thorities. 

Commissioner  Keppel  testified : 

It  has  been  and  continues  to  be  my  view 
that  the  Federal  resources  should  be  utilized 
to  assist  increasing  numbers  of  able  but 
needy  students  to  continue  with  their  edu¬ 
cation.  Tax  credit  proposals,  in  my  Judg¬ 
ment,  contribute  very  little  toward  achiev¬ 
ing  this  goal.  Since  actual  college  costs  are 
now  considerably  more  than  tuition,  it  is 
reasonable  to  assume  that  a  tax  credit 
amendment  would  encourage  institutions  to 
raise  tuition  and  thus  make  it  even  more 
difficult  for  students  from  low-income  fam¬ 
ilies  to  get  a  college  education.  It  is  my 
feeling  that  the  limited  Federal  resources 
should  be  pinpointed  to  the  need. 

I  would  urge  that  rather  than  the  Indirect 
and  possibly  regressive  approach  of  a  tax  :!■] 
credit  proposal,  that  favorable  consideration  r] 
should  be  given  to  the  forms  of  direct  aid 
contained  in  the  administration’s  proposals 
in  S.  680.  These  proposals  include  insur¬ 
ance  of  commercial  loans  to  college  stu¬ 
dents,  a  work  study  program  providing  up 
to  one-half  the  pay  of  students  employed  by 
colleges,  increasing  the  number  of  National 
Defense  Education  Act  fellowships,  and  ex¬ 
tensive  enlargement  of  the  National  Defense 
Education  Act  student  loan  program. 

Furthermore,  if  funds  of  the  magnitude 
suggested  in  this  tax  credit  proposal  are  to 
be  made  available  for  extending  higher  edu¬ 
cational  opportunity,  I  feel  that  they  could 
be  used  to  much  greater  advantage  by  estab-  - 
lishlng  a  scholarship  program  along  the 
lines  of  the  program  recommended  by  the 
President  to  the  87th  Congress. 

Mr.  President,  that  is  the  opinion  of 
the  U.S.  Commissioner  of  Education.  I 
have  also  talked  with  him  in  the  past 
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several  weeks  in  connection  with  my 
work  in  the  Senate  Subcommittee  on 
Education. 

The  PRESIDING  OFFICER  (Mr.  Mc¬ 
Namara  in  the  chair) .  The  time  of  the 
Senator  from  Oregon  has  expired. 

Mr.  MORSE.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  proceed 
for  5  additional  minutes;  and  if  I  have 
not  finished  by  that  time  to  have  the 
rest  of  my  remarks  printed  in  the 
Record. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered;  and  the 
Senator  from  Oregon  is  recognized  for 
5  additional  minutes. 

Mr.  MORSE.  The  U.S.  Commissioner 
of  Education  has  made  it  clear  to  me 
time  and  time  again  that  he  believes  that 
legislation  of  the  Ribicoff  amendment 
type  not  only  would  be  regressive  in  its 
implications  so  far  as  taxation  is  con¬ 
cerned,  but  it  would  also  be  regressive 
from  the  standpoint  of  advancing  a 
sound  educational  program  for  the  young 
men  and  women  of  this  country  who  need 
it  most. 

TESTIMONY  TAKEN  BY  EDUCATION 
SUBCOMMITTEE 

My  attention  was  first  called  to  this 
proposal  last  May,  when  individuals  rep¬ 
resenting  20  colleges  asked  permission  to 
testify  before  the  Education  Subcommit¬ 
tee  which  I  head  in  behalf  of  a  proposal 
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to  aid  colleges  and  universities  through 
tax  credits.  The  presidents  of  Rockford 
College,  Earlham  College,  and  Stetson 
University  appeared  before  the  commit¬ 
tee  as  representatives  of  the  group  of  20 
college  presidents  to  recommend,  and  I 
quote,  “that  the  Federal  Government 
seek  a  wholly  new  approach  to  providing; 
financial  assistance  to  higher  education.” 
The  proposal  involved  tax  credits 
against  tuition  and  fees  in  higher  educa¬ 
tion,  and  tax  credits  for  gifts  to  institu¬ 
tions  of  higher  education.  Tax  credits, 
of  course,  involved  a  deduction  from  the 
amount  of  net  income  taxes  owed  after 
all  deductions,  and  therefore  are  in  their 
total  amount  funds  which  otherwise 
would  go  to  the  Treasury  for  general 
governmental  purposes.  These  gentle¬ 
men  were  explicit  in  describing  their  pro¬ 
posal  as  Federal  aid  to  higher  education, 
but  were  advised  that  because  amend¬ 
ments  to  the  tax  laws  were  involved,  the 
Senate  Finance  Committee  had  jurisdic¬ 
tion. 

I  was  particularly  interested  in  their 
proposal,  however,  because  a  year  earlier 
13  of  the  20  college  presidents  support¬ 
ing  this  proposal  for  Federal  aid,  includ¬ 
ing  the  3  who  attended  the  hearing,  had 
been  among  a  group  of  29  college  presi¬ 


dents  who  expressed  undying  opposition 
to  Federal  aid  to  higher  education  in  a 
statement  widely  disseminated  to  the 
press  and  appearing  in  the  Congres¬ 
sional  Record. 

ROGER  FREEMAN  TESTIMONY 

A  witness  before  the  Education  Sub¬ 
committee  of  the  Senate  Labor  and  Pub¬ 
lic  Welfare  Committee  was  Dr.  Roger  A. 
Freeman,  staff  member  of  the  Hoover  In¬ 
stitute  for  War,  Revolution,  and  Peace, 
Stanford  University,  who  opposed  the 
pending  legislation  and  advocated  tax- 
credits  as  a  more  effective  method  of 
aiding  higher  education  than  grants  and 
loans.  Dr.  Freeman,  in  an  extended 
statement  before  the  Senate  Finance 
Committee,  devoted  a  major  section  to 
the  argument  for  tax  credits.  After  de¬ 
scribing  the  difficulties  surrounding  legis¬ 
lation  for  construction  grants,  and  not¬ 
ing  that  these  are  not  available  for  sal¬ 
aries  and  operations,  Dr.  Freeman  ob¬ 
served  that: 

It  is  for  this  among  other  reasons  that 
numerous  proposals  have  been  introduced  to 
achieve  by  indirect  means  what  apparently 
cannot  be  accomplished  directly. 

Dr.  Freeman  advocated  both  tax- 
credits  for  educational  expenses  and  for 
gifts  to  higher  education,  but  devoted 
most  of  his  attention  to  the  former. 
That  he  viewed  tax-credits  for  educa¬ 
tional  expenses  as  a  means  of  revenue 
for  colleges  and  universities  is  clear  from 
his  testimony.  Discussing  a  table  of  tax- 
credits  which  he  had  devised.  Dr.  Free¬ 
man  said: 

The  tax-saving,  or  revenue  loss,  under  my 
schedule,  may  be  estimated  at  $700  million 
per  annum  or  more.  Institutions  may  be 
expected  to  recoup  as  much  as  three-fourths 
of  that  amount  through  increased  tuitions. 
They  could  apply  the  added  funds  to  salaries 
or  earmark  part  for  the  service  of  bonds  is¬ 
sued  to  finance  the  construction  of  academic 
facilities.  Congress  could  determine  how 
much  it  desires  to  aid  institutions  of  higher 
learning  and  revise  the  credit  schedule  ac¬ 
cordingly  as  time  goes  on. 

Applying  Dr.  Freeman’s  estimates  that 
colleges  and  universities  would  recapture 
three-fourths  of  the  amount  of  the  tax- 
credit  allowed  by  raising  fees,  to  the 
Treasury  estimates  of  revenue  loss,  we 
find  that  under  his  proposal  some  $528 
million  of  the  first  year’s  revenue  loss  of 
$750  million  would  flow  to  colleges 
through  tuition  increases,  and  by  1970 
the  figure  on  tax  funds  going  to  colleges 
and  universities  under  this  plan  would 
be  $975  millions,  out  of  $1.3  billions.  Mr. 
President  this  is  Federal  aid  to  higher 
education  on  a  scale  far  beyond  that  ever 
considered  by  the  education  committee 
and  it  could,  of  course,  be  used  for  any 
purpose,  including  sectarian  instruction. 
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A  press  release  issued  by  Stanford 
University  in  connection  with  Dr.  Free¬ 
man’s  testimony  further  bears  out  this 
interpretation.  However,  may  I  say 
emphatically  in  this  connection  that  Dr. 
Freeman  in  advocating  this  approach 
does  not  represent  the  views  of  Stanford 
University,  whose  president,  Dr.  Wallace 
Sterling,  has  stated  his  strong  opposition 
to  this  form  of  Federal  aid.  Dr.  Free¬ 
man  appeared  as  an  individual,  under 
the  fine  tradition  of  academic  freedom 
that  prevails  at  Stanford,  to  express  his 
own  views. 

OTHER  VIEWS 

Mr.  President,  I  dwell  on  these  points 
because  the  tax-credit,  proposal  as  ap¬ 
plied  to  tuition  and  fees  has  been  char¬ 
acterized  by  its  sponsors  in  this  body  as 
aid  to  hard-pressed  parents,  and  not  as 
intended  to  provide  aid  to  colleges.  I  do 
not  doubt  for  a  minute  the  sincerity  of 
their  views,  but  I  believe  the  record 
should  also  make  clear  the  fact  that 
many  of  the  chief  supporters  of  this  leg¬ 
islation  outside  the  Congress  regard  it 
quite  differently. 

For  example,  the  Chicago  Tribune,  in 
endorsing  this  proposal  in  an  editorial 
appearing  on  December  1, 1963,  said,  and 
I  quote: 

This  would  be  new  educational  money, 
shifted  In  effect  from  Federal  to  collegiate 
treasury  with  a  minimum  of  fuss. 

It  is  interesting  to  note  that  in  a 
signed  article  in  the  publication  Human 
Events  for  November  23,  1963,  President 
John  Howard  of  Rockford  College  said: 

.  Project  the  Federal  aid  programs  ahead, 
not  too  many  years  the  way  things  are  going, 
to  the  time  when  all  colleges  and  univer¬ 
sities  will  receive  the  largest  part  of  their 
budgets  from  the  U.S.  Treasury.  It  is  likely 
that  all  faculty  members  in  that  day  will  feel 
some  obligation  to  vote  for  whichever  party 
promises  the  largest  amount  of  additional 
educational  subsidies,  regardless  of  other 
partlsandlfferences. 

Mr.  President,  if  Dr.  Howard’s  views 
are  correct,  and  I  do  not  share  them, 
what  will  be  the  effect  of  making  the  col¬ 
leger  dependent  by  1970  on  receipt  of 
nearly  a  billion  dollars  of  Federal  funds 
for  general  operational  purposes?  Does 
anyone  believe  that  the  tax  laws,  like 
other  laws,  are  not  subject  to  change  or 
amendment,  or  that  colleges  will  be  less 
dependent  on  the  Federal  Treasury  and 
tax  structure  because  of  a  device  calcu¬ 
lated  to  do  indirectly  what  Dr.  Freeman 
says  cannot  be  done  directly? 

As  further  evidence  I  quote  from  a 
statement  by  President  George  C.  S. 
Benson,  of  Claremont  Men's  College, 
California,  when  the  tax-credit  proposal 
was  being  discussed  in  1958.  In  reply 
to  the  question  of  whether  or  not  col¬ 


leges  would  increase  tuition  to  recapture 
the  tax  credit  from  the  parents  he  wrote 
under  date  of  May  5,  1963 : 

I  can  assure  you  that  they  would.  I  have 
seen  them  increase  tuition  substantially 
without  the  tuition  deduction  and  I  feel 
sure  they  would  do  so  more  certainly  if  there 
were  a  tuition  deduction. 

Dr.  Benson  was  one  of  the  20  sponsors 
of  the  statement  in  favor  of  the  tax- 
credit  approach  to  which  I  referred 
earlier,  and  one  of  the  29  who  in  1962 
opposed  all  Federal  aid. 

Writing  in  the  December  1963  issue  of 
the  Journal  of  Higher  Education  in  sup¬ 
port  of  the  tax-credit  approach,  Dr. 
Virgil  Blum,  chairman  of  the  depart¬ 
ment  of  political  science  at  Marquette 
University,  used  as  an  illustration  that 
a  university  with  5,000  full-time  tuition 
paying  students  could,  by  increasing  its 
tuition  fees  by  the  amount  of  the  tax 
credit  proposed — in  this  instance  $465 — 
get  an  increase  of  $2,250,000  in  income 
from  tuition  charges. 

In  recent  weeks,  Mr.  President,  an 
organization  called  the  Citizens  National 
Committee  for  Higher  Education,  Inc., 
has  appeared  on  the  scene.  Headed  by 
Dr.  O.  C.  Carmichael,  Jr.,  former  presi¬ 
dent  of  Converse  College  in  South  Caro¬ 
lina  and  now  chairman  of  the  board  of 
the  Associates  Investment  Co.,  of  South 
Bend,  Ind.,  and  other  financial  institu¬ 
tions,  this  group  has  headquarters  in 
South  Bend,  and  its  chief  objective  since 
formation  has  been  advocacy  of  the  tax 
credit  plan,  although  it  has  other  more 
general  stated  objectives.  Vice  presi¬ 
dent  of  this  committee  is  President  Ed¬ 
munds  of  Stetson  University,  to  whom 
I  have  referred  earlier. 

In  conclusion,  Mr.  President,  I  should 
like  to  quote  from  a  leaflet  issued  by  the 
student  council  of  a  college  which  I  will 
not  name,  urging  all  students  to  write 
their  Representatives  and  Senators  in 
support  of  tax  credit  legislation. 

Under  the  heading:  “Why  Action 
Now?”  the  leaflet  says: 

Congress  is  now  In  the  process  of  revising 
the  tax  code.  It’s  much  easier  for  Congress 
to  adopt  thfe  tax  credit  plan  as  a  part  of  a 
tax  revision  bill,  than  to  enact  it  as  a  sepa¬ 
rate  program. 

This  is  an  interesting  observation, 
Mr.  President.  This  proposal  was  not, 
so  far  as  I  am  aware,  considered  by  the 
House  Ways  and  Means  Committee.  It 
is  not  in  the  tax  bill  as  passed  by  the 
House.  It  was  rejected  by  the  Senate 
Finance  Committee.  If  it  is  a  worthy 
proposal  I  see  no  reason  why  it  cannot 
be  made  the  subject  of  full  hearings  in 
both  Houses  and  enacted  as  a  separate 
proposal.  It  involves  three-quarter  bil¬ 
lion  in  revenue  immediately  and  $1.3 
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billions  by  1970.  If  it  is  adopted,  tax 
rates  will  have  to  be  higher  than  other¬ 
wise  to  make  up  the  revenue  loss,  or 
other  educational  programs  of  a  much 
less  controversial  nature  must  suffer. 

Mr.  President,  at  this  point,  I  also  ask 
unanimous  consent  to  have  printed  in 
the  Record  a  synopsis  of  the  objections 
to  tax  credit  or  tax  deduction  legislation 
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from  the  Treasury  Department;  a  sum¬ 
mary  of  my  arguments  in  opposition  to 
the  Ribicoff  amendment,  a  letter  to  the 
chairman  of  the  House  Ways  and  Means 
Committee  dated  December  12,  1963, 
from  the  Department  of  Health,  Educa¬ 
tion,  and  Welfare  in  opposition  to  sundry  | 
educational  tax  credit  and  tax  deduction 
bills.  A  telegram  addressed  to  me  on 
January  22  from  President  James  H. 
Janson  of  Oregon  State  University  at 
Corvallis,  Oreg.,  in  opposition  to  the 
amendment;  a  statement  on  tax  credits 
for  educational  purposes  adopted  Janu¬ 
ary  31,  1964,  by  the  Executive  Committee 
of  the  Association  of  State  Universities 
and  Land  Grant  Colleges,  an  excerpt 
from  the  Report  of  the  Commission  on 
Legislation  of  the  Association  of  Ameri¬ 
can  Colleges,  and  a  press  release  dated 
January  31,  1964,  issued  by  the  Associa¬ 
tion  of  State  Universities  and  Land  Grant 
Colleges  in  opposition  to  the  proposed 
amendment. 

There  being  no  objection,  the  materials 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

Proposals  for  Aid  to  Higher  Education 

Through  Tax  Deductions  or  Credits  for 

College  Expenses 

Numerous  bills  now  pending  in  the  Con¬ 
gress  propose  aid  to  higher  education 
through  Income  tax  deductions  or  credits  for 
college  expenses  or  additional  exemptions  for 
college  students. 

The  tax  credit  proposals  are  generally  lim¬ 
ited  to  expenses  for  college  tuition,  fees, 
and  books.  Some  provide  for  a  flat  per¬ 
centage  of  these  expenses  (generally  30  per¬ 
cent)  to  be  allowed  as  a  credit  against  tax 
liability;  others  a  graduated  percentage  (de¬ 
clining  as  the  expenses  increase)  which  is 
intended  to  reduce  the  amount  of  the  credit 
for  persons  attending  private  Institutions 
with  higher  tuition  charges. 

These  tax  allowances  would  be  costly  to 
the  Federal  Government  in  terms  of  loss  of 
revenue  and  would  be  an  inefficient  and  In¬ 
equitable  means  of  achieving  the  objectives 
of  sponsors  of  this  legislation. 

The  graduated  credit  proposals  (such  as 
the  Ribicoff  amendment),  although  limited 
to  tuition,  fees,  and  books,  would  cost  from 
$725  million  to  $800  million  annually  at 
present  levels  and  $1.3  billion  to  $1.5  billion 
within  the  next  few  years. 

Sponsors  of  tax  allowances  place  emphasis 
on  different  objectives;  (1)  to  assist  persons 


in  financing  a  college  education,  (2)  to  give 
tax  relief  to  middle-income  families  with 
children  in  college,  (3)  to  give  indirect  as¬ 
sistance  to  institutions  of  higher  education 
by  making  possible  tuition  increases  (there¬ 
by  providing  either  an  alternative  to  direct 
grants  to  such  Institutions  or  a  supplement 
to  direct  aid) . 

A  deduction  or  credit,  regardless  of  its 
form,  will  not  give  relief  where  it  is  most 
needed.  Large  families  with  low  incomes 
would  receive  little  or  no  benefit  while 
families  of  fairly  substantial  means  who 
would  send  their  children  to  college  in  any 
event  would  get  the  most  relief. 

The  tax  saving  from  a  deduction  or  credit 
in  many  cases  would  be  of  negligible  value 
to  millions  of  low-income  families  who  pay 
little  or  no  taxes.  In  1962,  40  percent  of  the 
47  million  families  had  incomes  of  less  than 
$5,000.  Income  tax  data  for  1960  show  that 
of  the  15.4  million  Joint  returns  with  ad¬ 
justed  gross  income  of  $5,000  or  less,  6.6  mil¬ 
lion,  or  43  percent,  were  nontaxable.  Many 
others  who  may  have  sufficient  taxable  in¬ 
come  to  take  advantage  of  a  deduction  or 
credit  would  be  unable  to  supply  the  re¬ 
maining  costs,  such  as  room  and  board, 
which  can  be  more  substantial  than  tuition 
costs. 

The  dual  objectives  of  encouraging  college 
attendance  and  indirectly  assisting  institu¬ 
tions  of  higher  education  are  Inconsistent 
because  to  the  extent  that  tuition  Increases 
result  from  the  tax  allowance  the  problem 
of  ^financing  a  college  education  becomes 
more  difficult,  particularly  for  students  from 
low  Income  families  who  may  benefit  least 
from  the  tax  allowance.  ~ 

Some  sponsors  of  tax  allowances  suggest 
that  students  from  low  income  families 
should  be  taken  care  of  through  scholarships. 
They  suggest  that  most  scholarship  assist¬ 
ance  now  goes  to  students  from  low  income 
families.  The  College  Scholarship  Service, 
however,  reports  that  the  median  income  of 
families  of  students  receiving  scholarships 
from  colleges  and  universities  is  $8,500 
(which  means  that  families  of  half  of  the 
recipients  have  income  above  $8,500) . 

Tax  deductions  or  credits  based  on  college 
tuition  discriminate  against  students  in  pub¬ 
lic  institutions.  A  large  proportion  of  stu¬ 
dents  needing  financial  assistance  attend 
public  institutions  where  tuition  is  lower. 
Office  of  Education  data  indicate  that  the 
median  charge  for  tuition  and  fees  In  all 
public  institutions  of  higher  education  in 
1962-63  was  $170  as  compared  with  $690  in 
all  private  institutions.  The  credit  under 
the  Ribicoff  amendment  on  this  median 
charge  would  be  $165  for  public  institutions 
and  $253  for  private  institutions.  Any  de¬ 
duction  or  credit  based  on  tuition,  regardless 
of  its  form,  will  give  more  benefit  to  stu¬ 
dents  in  the  higher  priced  Institutions. 

Federal  aid  to  higher  education  by  means 
of  a  tax  allowance  would  give  little  or  no  as¬ 
sistance  in  meeting  college  expenses  to  stu¬ 
dents  in  those  States  with  a  strong  tradition 
of  providing  higher  education  at  low  or  no 
student  tuition  cost.  Institutions  in  such 
States  could  benefit  only  lf^they  impose 
tuition  or  Increased  tuition  charges,  as  the 
esse  might  be. 


A  deduction  or  credit  for  college  expenses 
will  set  a  precedent  for  allowing  similar  al¬ 
lowances  at  the  elementary  and  secondary 
levels.  Bills  providing  such  allowances  are 
pending  in  Congress. 

With  respect  to  the  indirect  assistance 
provided  to  the  institutions  themselves,  the 
share  of  aid  each  would  get  would  depend  on 
its  tuition  level,  and  the  higher  the  tuition 
the  more  benefit  it  would  receive.  It  is 
doubtful  that  this  distribution  would  give 
Federal  assistance  where  it  is  needed  most 
or  would  correspond  to  the  way  in  which 
direct  aid  would  be  distributed  by  the  Con¬ 
gress. 

Nontax  legislation  now  pending  in  the 
Congress  will  give  considerable  aid  to  college 
students  and  institutions  of  higher  educa¬ 
tion.  H.R.  4955  will  aid  students  through 
expansion  of  the  present  National  Defense 
Education  Act  loan  program.  H.R.  6143  will 
give  direct  aid  to  institutions  for  construc¬ 
tion  of  facilities.  " 

The  American  Council  on  Education  has 
recommended  that  first  priority  in  the  think¬ 
ing  of  the  Congress  and  the  Executive  be 
given  to  the  construction  of  academic  facili¬ 
ties  and  the  preparation  of  qualified  teachers 
and  a  second  priority  to  student  financial  as¬ 
sistance. 

The  need  for  tax  allowances  of  the  type 
proposed  will  be  greatly  reduced  by  the  rate 
reductions  which  all  income  classes  will  en¬ 
joy  under  the  tax  bill  before  the  Congress. 
The  Ribicoff  amendment  for  the  families 
benefited  would  in  most  cases  more  than 
double  their  tax  cut  under  the  bill,  thereby 
giving  these  families  a  disproportionate  share 
of  the  tax  reduction. 


Proposals  for  Aid  to  Higher  Education 

Through  Tax  Deductions  or  Credits  for 

College  Expenses 

Numerous  bills  now  pending  in  the  Con¬ 
gress  propose  income  tax  deductions  or 
credits  for  college  expenses  or  additional  ex¬ 
emptions  for  college  students. 

I.  TYPES  OF  PROPOSAU3 

The  deduction  proposals  in  some  cases  are 
limited  to  expenses  for  tuition,  fees,  and 
books,  but  frequently  extend  to  all  types  of 
college  expenses,  including  meals  and  lodg¬ 
ing  and  travel  expenses  up  to  a  specified 
dollar  limit. 

The  tax  credit  proposals  are  usually  limited 
to  college  tuition  and  fees  (plus  expenses 
for  books,  supplies,  and  equipment  in  some 
cases) .  Earlier  credit  proposals  provided 
for  a  flat  percentage  of  tuition  (generally 
30  percent)  to  be  allowed  as  a  credit  against 
tax  liability.  More  recent  credit  proposals 
allow  a  graduated  percentage  of  tuition 
which  declines  as  tuition  increases.  The 
various  types  of  graduation  are  indicated 
in  table  1.  One  graduated  credit  has  an 
additional  feature  under  which  the  credit, 
determined  on  the  basis  of  the  graduated 
percentage,  is  reduced  for  taxpayers  with 
adjusted  gross  income  in  excess  of  $25,000 
and  is  completely  disallowed  at  $57,500  of  ad¬ 
justed  gross  income. 

XI.  REVENUE  LOSS 

All  of  these  tax  allowances  for  college  ex¬ 
penses  would  be  costly  to  the  Federal  Gov¬ 
ernment  in  terms  of  loss  of  revenue.  The 


graduated  credit  proposals,  although  limited 
to  tuition  and  fees  and  books,  would  cost 
from  $725  million  to  $800  million  annually 
at  present  levels,  depending  upon  the  nature 
of  the  graduation.1  If  the  present  trend  in 
tuition  costs  and  number  of  students  con¬ 
tinues,  the  annual  loss  from  these  credits 
would  be  $1.3  billion  to  $1.5  billion  within 
the  next  few  years. 

A  deduction  for  tuition,  fees,  and  books 
would  cost  $375  million  annually  at  current 
levels;  at  projected  levels  the  cost  would  be 
$700  million  in  a  few  years.  A  broader  de¬ 
duction  covering  in  addition  to  tuition,  fees 
and  books  expenses  of  a  student  for  room 
and  board  while  away  from  home  and  travel 
would  cost  $900  million  at  current  levels 
and  $1.7  billion  at  projected  levels  in  a  few 
years. 

If,  as  is  generally  assumed,  colleges  and 
universities  increase  their  tuition  charges  as 
a  result  of  the  tax  allowance  more  than  they 
would  otherwise  have  done,  the  revenue  loss 
will  be  still  greater  in  all  cases. 

An  additional  exemption  for  a  college  stu¬ 
dent  would  cost  about  $400  million  at  cur¬ 
rent  levels  and  $600  million  in  a  few  years. 

The  revenue  cost  of  other  proposals  with 
various  types  of  limitations,  at  1964^-65  levels, 
is  shown  in  table  1  below.  The  extent  to 
which  these  revenue  costs  may  be  expected 
to  increase  within  the  next  5  years  is  indi¬ 
cated  by  the  projected  increases  in  college 
enrollments  shown  in  table  2  below.  By 
1970  the  estimated  4.8  million  enrollment  in 
1964  is  expected  to  reach  7  million  (an  in¬ 
crease  of  46  percent. 

III.  objectives  of  proposals 
1.  Assistance  to  students 
.  Sponsors  of  tax  deductions  or  credits  for 
college  tuition  have  stated  their  objectives 
in  different  ways.  Sponsors  of  earlier  legis¬ 
lative  proposals  expressed  concern  about  the 
economic  barriers  which  prevent  capable 
students  from  obtaining  a  higher  education 
and  offered  tax  allowances  as  a  means  of 
overcoming  these  barriers  and  encouraging 
college  attendance. 

In  connection  with  the  introduction  of  re¬ 
cent  bills,  however,  sponsors  of  such  legisla¬ 
tion  have  recognized  that  tax  allowances  for 
college  expenses  would  not  necessarily  give 
relief  where  it  is  most  needed,  that  families 
of  fairly  substantial  means  who  would  send 
their  families  to  college  in  any  event  would 
get  the  most  relief,  and  that  the  tax  saving 
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from  a  deduction  or  credit,  in  most  cases 
would  not  be  sufficient  to  be  a  deciding  factor 
in  determining  whether  a  child  can  go  to 
college. 

It  has  also  been  recognized  that  the  full 
benefits  of  a  deduction  or  credit  for  college 
tuition  would  not  necessarily  accrue  to  tax¬ 
payers  since  colleges  could  be  expected  to 
increase  their  tuition  charges. 

2.  Assistance  to  students  and  aid  to  institu¬ 
tions  of  higher  education 

The  sponsor  of  one  bill  has  stated  that  the 


1  The  various  types  of  graduated  credits  are 
shown  in  table  1  below. 
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various  proposals  for  deductions  or  credits 
for  college  expenses  have  dual  objectives: 
First,  to  assist  persons  in  financing  a  college 
education,  and  second,  to  provide  indirect 
assistance  to  institutions  of  higher  educa¬ 
tion.  The  assistance  to  institutions  would 
come  through  the  expected  tuition  increases. 
This  indirect  method  of  aiding  higher  edu¬ 
cation  is  offered  by  some  as  an  alternative  to 
direct  grants  to  institutions  of  higher  edu¬ 
cation,  and  by  others  as  a  supplement  to 
direct  aid. 

3.  Tax  relief  for  middle-income  families 

One  sponsor  of  a  recent  legislative  proposal 
has  shifted  the  emphasis  more  completely 
from  encouraging  college  attendance  to  the 
giving  of  relief  to  middle-income  families 
with  children  in  college.  He  states,  “But  I 
frankly  recognize  that  the  amount  of  the 
credit  will  not  make  the  decisive  difference 
for  a  majority  of  taxpayers  as  to  whether  or 
not  they  can  afford  the  costs  of  a  college 
education.  It  will  be  helpful  to  all  tax¬ 
payers,  but  probably  not  decisive  for  many 
of  them.” 2  He  refers  particularly  to  the 
need  for  relieving  the  burden  of  college  ex¬ 
penses  on  middle-income  families.  College 
expenses  are  compared  with  medical  expenses 
and  casualty  losses  and  it  is  suggested  that 
college  expenses  are  just  as  entitled  to  tax 
relief  as  these  other  types  of  expenses. 

IV.  EFFECT  OF  TAX  DEDUCTION  OR  CREDIT 

1.  Fails  to  give  benefit  where  most  needed 

Insofar  as  the  objective  of  the  proposed 
tax  allowances  is  to  encourage  college  at¬ 
tendance  by  helping  to  overcome  economic 
obstacles,  it  is  highly  doubtful  that  they 
Would  be  effective.  A  deduction  or  credit 
would  be  of  negligible  value  to  millions  of 
low  income  families  who  pay  little  or  no 
taxes.  In  1962,  40  percent  of  the  47  million 
families  had  incomes  of  less  than  $5,000. 
One  family  in  five  had  an  income  of  less  than 
$3,000,  and  another  one  in  five  received  in¬ 
come  between  $3,000  and  $5,000.  A  large 
proportion  of  families  with  incomes  of 
$5,000  or  less  would  have  no  tax  liability 
against  which  the  tax  credit, could  be  offset. 
Statistics  of  income  data  for  1960  indicate 
that  of  the  7.1  million  joint  returns  with  ad¬ 
justed  gross  income  of  $3,000  or  less,  5.1  mil¬ 
lion,  or  70  percent,  were  nontaxable.  Of  the 
15.4  million  joint  returns  with  adjusted  gross 
income  of  $5,000  or  less,  6.6  million,  or  43 
percent,  were  nontaxable.  In  addition,  many 
others  would  not  have  sufficient  taxable  in¬ 
come  to  take  full  advantage  of  a  deduction 
or  credit.  Furthermore,  many  families  in 
these  groups,  even  if  they  had  sufficient  tax¬ 
able  income  to  tafce  advantage  of  the  tax 
.  allowance,  would  be  unable  to  supply  the 
remaining  costs  of  college,  such  as  room  and 
board,  which  can  be  more  substantial  than 
tuition  costs. 

While  recognizing  that  low  income  families 
'  will  receive  little  benefit  from  such  allow¬ 
ances,  some  sponsors  of  tax  allowances  con¬ 
tend  that  this  is  no  reason  for  denying  tax' 
relief  for  middle  income  families  and  point 
to  scholarship  aid  as  a  means  of  assisting 
students  from  low  income  families.  They 

suggest  that  most  scholarship  assistance  now 
goes  to  students  from  low  income  families. 

2  Senator  Ribicoff’s  statement  in  connec¬ 
tion  with  the  introduction  of  his  proposed 
graduated  tax  credit  (Congressional  Record, 

Nov.  21,  1963,  p.21491). 


A  recent  study  of  the  American  Council  on 
Education  on  “Financial  Aid  to  the  Under¬ 
graduate,”  however,  states:  “Evidence  also 
suggests  that  scholarship  funds  are  going  to 
children  of  families  with  incomes  substan¬ 
tially  above  that  of  the  average  for  families 
in  the  United  States.  This  may  be  due  to 
the  fact  that  high-income  families  are  more 
ap  to  seek  education  and  to  seek  higher- 
priced  education,  which  usually  is  found  in 
institutions  with  large  scholarship  funds. 
Whatever  the  reason,  lower  economic  classes 
ar6  not  favored  by  scholarship  funds  propor¬ 
tional  to  their  numbers,  abilities,  or  economic 
status.”  ) 

The  College  Scholarship  Service  reports 
that  the  median  income  of  families  of  stu¬ 
dents  receiving  scholarships  from  colleges 
and  universities  is  $8,500  (which  means 
that  families  of  half  of  the  recipients  have 
income  above  $8,500) .  Office  of  Education 
data  show  that  a  small  percentage  of  col¬ 
leges  and  universities  controls  a  substantial 
proportion  of  scholarship  funds  and  a  few 
States  (with  large  total  population)  provide 
most  of  the  scholarships  supported  by  State 
funds.  This  concentration  of  scholarship 
funds  means  that  scholarships  presently 
available  do  not  take  care  of  low  income 
families. 

2.  Difficulty  of  achieving  through  tax  al¬ 
lowances  dual  objectives  of  aid  to  stu¬ 
dents  and  aid  to  institutions 

The  dual  objectives  of  encouraging  col¬ 
lege  attendance  and  indirectly  assisting  in¬ 
stitutions  of  higher  education,  are  incon¬ 
sistent  because  to  the  extent  that  tuition 
increases  result  from  tax  allowances  the 
problem  of  financing  a  college  education  be¬ 
comes  more  difficult,  particularly  for  stu¬ 
dents  from  low  income  families  who  may 
benefit  least  from  a  tax  allowance. 

3.  Discrimination  against  students  in  'public 

institutions 

Sponsors  of  a  graduated  tuition  credit  have 
indicated  that  the  purpose  of  the  graduated 
credit  (declining  as  tuition  increases) ,  as 
opposed  to  a  flat  percentage  credit,  is  in¬ 
tended  to  avoid  giving  greater  assistance  to 
persons  attending  private  institutions  with 
higher  tuition  charges.3  As  they  point  out, 
traditionally  a  large  majority  of  students 
needing  financial  assistance  attend  public 
institutions  where  tuition  is  low.  Despite 
the  graduation  feature,  however,  the  opera¬ 
tion  of  the  proposed  credit  would  discrim¬ 
inate  against  those  attending  public  in¬ 
stitutions  who  generally  come  from  modest 
income  families. 

Tuition  charges  at  public  institutions  are 
generally  lower  than  at  private  institutions 
and  this  would  place  a  maximum  limitation 
on  the  allowable  credit  which  would  be  much 
lower  than  that  applicable  at  private  insti¬ 
tutions.  Private  institutions  have  higher 
tuition  charges.  Consequently  the  benefit 
derived  from  the  proposed  credit  would  tend 
to  be  greater.  Moreover,  students  at  pri¬ 
vate  institutions  tend  to  come  from  higher 
income  families. 

The  discrimination  of  a  tax  credit  based 
on  tuition  in  favor  of  those  who  attend  pri¬ 
vate  institutions  is  best  illustrated  by  typi¬ 
cal  tuition  fees  at  private  and  public  insti¬ 
tutions.  Office  of  Education  data  indicate 
that  the  median  charge  for  tuition  and  fees 

8  See  table  1  for  the  various  types  of  grad¬ 
uation  proposed. 
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in  all  public  institutions  of  higher  educa¬ 
tion  in  1962-63  was  $170  as  compared  with 
$690  in  all  private  institutions > 

The  credit  provided  Tinder  the  Ribicoff 
amendment  on  this  median  charge  for  tui¬ 
tion  and  fees  (plus  an  allowance  of  $90  for 
books)  would  be  $165  for  public  institu¬ 
tions  and  $253  for  private  institutions.  Al¬ 
though  the  graduation  provided  by  the  Ribi¬ 
coff  credit  gives  most  relief  (75  percent)  on 
the  first  $200  of  expenses  and  the  percentage 
allowed  on  expenses  above  $500  drops  to  10 
percent,  the  assistance  given  to  students  in 
public  institutions  is  severely  limited  by  the 
automatic  ceiling  placed  on  the  credit  by 
the  lower  tuition  charges  of  these  institu¬ 
tions.  The  maximum  creidt  ($325  on  ex¬ 
penses  of  $1,600)  will  generally  not  be  avail¬ 
able  to  students  attending  public  institu¬ 
tions.  On  the  other  hand,  for  many  stu¬ 
dents  attending  private  universities  a  cred¬ 
it  will  be  available  on  amounts  above  $1,000. 
At  least  50  percent  of  the  private  univer¬ 
sities  and  10  percent  of  the  private  liberal 
arts  colleges  had  charges  of  over  $1,000  at 
the  undergraduate  level  in  1962-63. 6  - 

A  credit  based  on  tuition  would  also  be 
discriminatory  as  between  various  regions  of 
the  country  because  of  the  wide  variation 
in  tuition  charges.  Little  or  no  assistance 
in  meeting  college  expenses  would  be  given 
to  students  in  those  States  with  a  strong 
tradition  of  providing  higher  education  at 
low  or  no  student  tuition-  Institutions  in 
these  States  will  derive  no  assistance  from 
tax  allowances  unless  they  impose  larger 
tuition. 

4.  Proposed  credit  for  college  tuition  is  not 
analogous  to  deductions  for  medical  ex¬ 
penses 

The  analogy  drawn  between  the  medical 
expense  deduction  allowed  under  present  law 
and  the  proposed  tax  credit  for  college  tui¬ 
tion  may  be  questioned,  The  medical  ex¬ 


pense  deduction  relates  only  to  “extraor¬ 
dinary”  expenses  (under  present  law  those  in 
excess  of  3  percent  of  adjusted  gross  income) . 
It  rests  on  the  assumption  that  most  tax¬ 
payers  have  “ordinary”  medical  expenses  and 
a  deduction  is  allowed  only  when  expenses 
exceed  this  “ordinary”  level.  The  tuition 
credit  would  be  allowed  with  respect  to  the 
first  dollar  of  tuition  paid. 

The  medical  expense  deduction  is  avail¬ 
able  only  to  those  who  itemize  their  deduc¬ 
tions.6  Taxpayers  using  the  10  percent 
standard  deduction  derive  no  additional  ben¬ 
efit  from  the  medical  expense  deduction. 
The  proposed  tax  credit  for  college  expenses 
would  be  available  to  taxpayers  in  addition 
to  the  standard  deduction. 

College  expenses  are  of  an  optional  nature 
as  contrasted  with  medical  expenses  which 
cannot  be  avoided.  Also,  in  the  case  of  col¬ 
lege  expenses  the  taxpayer  has  some  con¬ 
trol  over  the  amount  of  expenditures  since 
in  the  selection  of  a  college  he  generally  has 
the  choice  of  a  low  cost  public  institution  or 
an  expensive  private  institution. 

Finally,  the  medical  expense  deduction  was 
enacted  during  World  War  II  when  heavy 
wartime  tax  rates  were  being  imposed.  The 
credit  for  college  expenses  is  being  offered 
as  an  amendment  to  a  tax  reduction  bill 
which  provides  $8.9  billion  reduction  in  in¬ 
dividual  income  taxes  with  relief  to  all  in¬ 
come  classes. 

[P.  1726 ] 

5.  Effect  of  Ribicoff  tax  credit  on  tax  reduc¬ 
tion  under  HJR.  8363 

The  table  below  shows  the  tax  reduction 
provided  by  the  tax  bill,  HJt  8363  (as  passed 
by  the  House),  for  a  married  couple  with 
two  dependents  as  compared  with  the  Ribi¬ 
coff  tax  credit  on  (1)  median  tuition  and 
fees  plus  books,  and  (2)  the  maximum  allow- 
,  able  credit.  »  ' 


Income 


$5,000..'.... 

$6,000 _ 

$7,600 _ 

$10,000 _ 

$12,600 _ 

$16,000 _ 

$26,000 » _ 


Present 

tax 


$300 
466 
720 
1,106 
1,664 
2, 213 
4,821 


Ribicoff  tax  eredit  * 


Tax  Cut# 
under 
H.R.  8363 

On  median 
fees  plus  $9< 

Public 

tuition  and 
)  for  books * 

Private 

On 

martTnuTn 

allowable 

expenses 

($1,600) 

$77 

$166 

$253 

$326 

113 

166 

253 

325 

144 

165 

253 

325 

202 

166 

253 

325 

264 

165 

'  253 

325 

348 

165 

253 

325 

758 

166 

263 

325 

Uh taSSS  £  «cSfb$67 600  ■“*  000  mCMn<l  to  eI06SS  01 B5'000  80  "“>*  ™ KSd  totei! 


*  All  institutions  of  higher  education”  in¬ 
clude  in  addition  to  universities  and  Liberal 
arts  colleges,  teachers,  technological,  othei 
professional,  and  junior  colleges.  The  medi- 
an  charge  in  universities  is  8268  for  pub¬ 
lic  and  $1,038  for  private  universities;  in 
liberal  arts  colleges  is,  $168  for  public  col¬ 
leges  and  $751  for  private  colleges. 

_8Lo^,i®  A>  D’^co  and  W.  Robert  Bokel- 
man,  Tuition  and  Fees  Charged  by  Uni¬ 


versities  and  Liberal  Arts  Colleges:  1962—63  ” 
Higher  Education,  Office  of  Education  De¬ 
partment  of  Health,  Education,  and  Wel¬ 
fare. 

6  In  1960,  more  than  14  million  of  the  total 
of  24  million  returns  with  itemized  deduc¬ 
tions  took  a  medical  expense  deduction.  It 
is  estimated  that  about  4  million  returns 
would  have  some  credit  under  the  Ribicoff 
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V.  TYPES  OP  EDUCATION  COVERED 

Many  proponents  of  a  tax  allowance  for 
tuition  have  talked  in  terms  of  providing 
relief  to  parents  who  are  sending  their  chil¬ 
dren  to  college.  The  recent  tax  credit  pro¬ 
posals,  however,  are  hot  limited  to  expenses 
of  full-time  students  who  are  candidates  for 
a  baccalaureate  or  higher  degree,  but  would 
apply  to  all  education  above  the  12th  grade 
in  institutions  of  higher  education.  This 
means  that  expenses  for  all  types  of  ad¬ 
vanced  education,  professional  and  technical 
would  qualify  for  the  credit.  Since  educa¬ 
tional  expenses  which  qualify  as  business 
expenses  are  already  deductible  under  pres¬ 
ent  law,  it  would  be  necessary  to  integrate 
the  proposed  credit  with  this  deduction  to 
avoid  a  double  allowance.  The  question  has 
been  raised  by  technical,  trade,  and  business 
schools  whether  the  tax  allowance  would 
apply  to  their  tuitions.  As  most  of  the  bills 
are  drafted,  the*  tax  allowance  is  restricted 
to  institutions  of  higher  education  and  to 
education  above  the  12th  grade  and  would 
not  be  applicable  to  trade  and  vocational 
schools. 

Provision  of  a  deduction  or  credit  for  col¬ 
lege  tuition  would  also  raise  the  question  of 
a  similar  allowance  for  tuition  in  elementary 
and  secondary  schools.  In  fact,  several  bills 
now  pending  in  Congress  propose  such  a 
deduction. 

VI.  TAX  ALLOWANCES  VERSUS  DIRECT  AID 

In  evaluating  the  proposed  tax  credit  as  a 
means  of  encouraging  college  attendance  and 
aiding  institutions  of  higher  education,  it  is 
necessary  to  consider  the  cost  to  the  Govern¬ 
ment  and  whether,  if  this  amount  of  Federal 
funds  can  be  devoted  to  this  purpose,  a  tax 
allowance  is  preferable  to  a  program  of  direct 
aid  to  higher  education.  An  advantage  of 
direct  aid  in  general,  as  compared  with  a  tax 
allowance,  is  that  the  Congress  retains  con¬ 
trol  of  the  amount  of  aid  through  the  ap¬ 
propriation  process  and  can  distribute  the 
aid  where  needed  most.  Tax  allowances  have 
been  termed  a  kind  of  “backdoor”  appropria¬ 
tion  which  is  not  subject  to  regular  review 
by  the  Congress. 


Legislation  now  pending  in  Congress  (H.R. 
6143)  which  has  been  agreed  upon  in  con¬ 
ference  between  the  two  houses  and  passed 
by  the  House  would  give  direct  aid  to  col- 
legs  and  universities  through  loans  and 
grants  for  construction  of  facilities.  An¬ 
other  bill  (H.R..  4955)  which  is  now  in  con¬ 
ference  would  aid  students  through  expan¬ 
sion  of  the  present  National  Defense  Edu¬ 
cation  Act  loan  program. 

In  addition  to  these  forms  of  assistance, 
the  administration  has  recommended  a  new 
program  of  Federal  insurance  of  commercial 
loans  by  banks  and  other  institutions  which 
is  designed  to  help  students  who  cannot  meet 
the  needs  test  under  the  National  Defense 
Education  Act  loan  program.  The  Federal 
guarantee  would  encourage  banks  and  other 
credit  institutions  to  lend  for  educational 
purposes  on  interest  and  repayment  terms 
suited  to  the  special  needs  of  college  students 
and  their  parents.  The  insured  loans  would 
be  available  to  all  self-reliant  students  in 
good  standing  willing  to  invest  in  their  own 
future. 

In  recognition  of  the  fact  that  many  stu¬ 
dents  rely  on  employment,  the  administra¬ 
tion  has  also  recommended  a  new  work-study 
program  under  which  the  Government  would 
provide  up  to  half  the  pay  for  students  em¬ 
ployed  by  the  colleges  in  work  of  an  edu¬ 
cational  nature  as,  for  example,  laboratory, 
library,  or  research  assistants. 

It  is  noteworthy  that  the  American  Coun¬ 
cil  on  Education,  which  several  years  ago 
sponsored  a  30-percent  tax  credit  for  tuition, 
no  longer  includes  a  proposal  for  a  tax  credit 
in  its  program  of  Federal  action  for  higher 
education.  In  their  proposed  program  of 
Federal  action,  adopted  this  year,  the  coun¬ 
cil  stated  “the  construction  of  academic  facil¬ 
ities  and  the  recruitment  and  preparation  of 
qualified  college  teachers  must  have  first 
priority  for  the  academic  community  and 
should  have  first  priority  in  the  thinking  of 
the  Congress  and  the  executive.  The  need 
for  more  student  financial  assistance  holds  a 
second  priority.” 
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Table  1. — Revenue  cost  of  various  proposals  for  tax  deductions  or  credits  for  college  expenses 
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Table  2. — Projections  of  college  enrollments 
to  1970  ( fall  1963-70) 


1960  (actual) 

1962  (actual) 

1963  _ 

1964_ . . 

1965  _ 

1966  _ 

1967  _ 

1968  _ 

1969  _ 

1970  _ 


3,  583,  000 

4,  174,  936 
4,  386,  000 

4,  775, 000 

5,  220,  000 

5,  668,  000 

6,  074,  000 
6,  397,  000 
6,  674,  000 
6,  959, 000 


Source:  Office  of  Education,  Department 
of  Health,  Education,  and  Welfare. 


Summary  of  Arguments  Against  Tax  Credit 
for  College  Expenses 

A.  Such  a  credit  will  cost  $750  million  cur¬ 
rently  and  $1.3  billion  in  1970. 

B.  The  credit  will  not  expand  educational 
opportunities  because  it  does  not  give  relief 
where  relief  is  most  needed. 

1.  The  most  serious  problem  in  education 
is  that  able  students  from  low-income  fam¬ 
ilies  are  not  able  to  afford  a  college  educa¬ 
tion.  The  credit  is  of  no  value  to  a  family 
whose  income  does  not  require  a  payment  of 
tax.  The  credit  will  probably  not  enable  any 
additional  families  to  educate  their  children. 

2.  It  will  principally  provide  relief  to  mid¬ 
dle-income  families  who  already  send  their 
children  to  college.  There  is  no  justification 
for  using  Federal  funds  to  relieve  the  burden 
on  this  group  before  assuring  that  children 
from  low-income  families  receive  a  college 
education. 

C.  The  credit  will  encourage  tuition  in¬ 
creases  which  will  make  it  even  harder  for 
low-income  families  to  afford  college  educa¬ 
tions.  Colleges  will  inevitably  raise  tuition 
costs  as  a  result  of  the  credit.  For  exam¬ 
ple,  a  college  with  tuition  Of  $200  could  in¬ 
crease  the  tuition  to  $350  without  any  addi¬ 
tional  cost  to  a  parent  with  sufficient  income 
to  take  full  advantage  of  the  credit. 

D.  Since  the  total  amount  of  the  credit 
increases  as  the  tuition  increases,  the  credit 
discriminates  in  favor  of  private  universities 
which  normally  charge  much  higher  tuition 
than  State  universities.  This  will  tend  to 
give  greater  benefits  under  the  provision  to 
persons  living  in  those  areas  where  children 
normally  attend  private  universities. 

E.  No  intelligent  judgment  can  be  made 
on  this  proposal  without  considering  it  in 
connection  with  other  proposed  methods  for 
providing  assistance  for  higher  education. 

The  Education  Subcommittee  is  consid¬ 
ering  work-study  proposals  of  title  I  of  S.  580, 
and  the  student  loan  insurance  proposals  of 
S.  580.  A  Federal  scholarship  program  would 
cost  far  less  and  do  more  good  for  those  who 
have  both  talent  and  need.  Our  legislative 
road  is  made  more  difficult  by  tax  proposals 
such  as  this. 


December  12,  1963. 

Hon.  Wilbur  Mills, 

Chairman,  Committee  on  Ways  and  Means, 
House  of  Representatives,  Washington, 
DC. 

Dear  Mr.  Chairman:  This  is  in  response  to 
your  requests  for  reports  on  H.R.  22,  H.R.  49, 


H.R.  134,  H  R.  383,  H.R.  595,  HJR.  794,  H.R. 
852,  H.R.  1809,  H.R  2121,  H.R.  2386,  H.R.  2831, 
H.R.  3393,  H.R.  3430,  H.R.  3540,  H.R.  3778, 
H.R.  4539,  and  H.R.  4775. 

Generally  speaking,  these  bills  would  allow 
a  deduction,  a  tax  credit,  or  an  additional  or 
expanded  personal  exemption,  frequently 
within  limitations,  for  tuition,  fees,  and,  in 
some  bills,  a  variety  of  other  expenses  relat¬ 
ing  to  the  education  of  the  taxpayer,  his 
spouse,  or  his  dependents  at  an  institution 
of  higher  education.  The  bills  are  similar  to 
many  of  those  discussed  in  this  Department’s 
adverse  report  of  September  14,  1961,  on  H.R. 
233  and  related  bills. 

In  his  message  to  the  88th  Congress  pro¬ 
posing^  program  for  education,  the  Presi¬ 
dent  has  expressed  the  Nation’s  concern  over 
the  distressing  fact  that  “only  8  percent  of 
our  adults  have  completed  college;  and  only 
16  percent  of  our  young  people  are  presently 
completing  college.  •  •  *  one  of  our  most 
serious  manpower  shortages  is  the  lack  of 
Ph.  D.’s  in  engineering,  science,  and  mathe¬ 
matics;  only  about  one-half  of  1  percent  of 
our  school  age  generation  is  achieving  Ph.  D. 
degree  in  all  fields.”  To  remedy  this,  the 
President  has  urged  "special  attention  to  in¬ 
creasing  the  opportunities  and  incentives  for 
all  Americans  to  develop  their  talents  to  the 
utmost — to  complete  their  education  and  to 
continue  their  self-development  throughout 
life.” 

In  prior  reports  to  the  Congress  on  bills 
similar  to  those  that  are  the  subject  of  this 
letter,  the  Department  has  repeatedly 
stressed  that  many  of  the  Nation’s  most  able 
young  people  do  not  continue  their  studies 
beyond  high  school  because  of  the  substan¬ 
tial  economic  burden  that  their  further  edu¬ 
cation  would  thrust  upon  them  and  their 
families. 

Title  I  of  the  proposed  National  Education 
Improvement  Act  of  1963,  introduced  as  H.R. 
3000,  is  in  large  measure  a  response  to  this 
problem. 

A  major  objective  of  its  four  parts  is  to 
encourage  able  students  to  undertake  and 
continue  their  higher  education  by  offering 
them  various  means  of  meeting  the  financial 
obligations  that  this  would  entail. 

The  deficiency  of  the  instant  bills,  in  our 
view,  is  that  despite  their  cost  (probably  be¬ 
tween  $120  and  $450  million  annually)  they 
would  contribute  very  little  toward  the  goal 
of  enlarging  the  opportunity  of  the  Nation’s 
youth  to  obtain  a  college  education  or  to 
engage  in  graduate  work. 

Realistically  speaking,  the  higher  educa¬ 
tion  of  children  from  families  that  enjoy  a 
relatively  large  increase  would  be  unaffected, 
in  the  main,  by  the  tax  incentives  proposed. 
These  families  will,  in  most  cases,  provide 
their  children  with  a  higher  education  in 
any  event.  On  the  other  hand,  low-income 
families  would  derive  little  or  no  benefit 
from  the  proposals  because  they  pay  little 
or  no  tax.  Yet  it  is  the  low-income  family 
that  is  most  in  need  of  assistance  and  en¬ 
couragement  in  seeking  to  obtain  a  higher 
education  for  its  children. 

In  general,  the  bills  would  provide  assist¬ 
ance  in  inverse  proportion  to  the  taxpayer’s 
need  for  such  assistance. 

In  this  regard,  the  proposals  to  allow  a  tax 
credit  equal  to  a  fixed  percentage  of  tuition 
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and  fees  are  less  defective  than  those  to  al¬ 
low  a  deduction  for1 2  this  purpose  because,  to 
the  extent  that  the  taxpayer  has  taxable 
income,  the  credit  would  give  a  benefit  with¬ 
out  regard  to  the  size  of  such  income.  Nev¬ 
ertheless,  high-income  families  would  enjoy 
the  greatest  benefit  from  a  tax  credit  because 
their  children  are,  in  the  main,  educated  at 
the  more  expensive  schools.  Conversely, 
lower-income  families,  with  little  or  no  tax 
to  pay,  or  with  much  smaller  educational 
expenses,  would  derive  correspondingly  less 
benefit.  As  was  pointed  out  in  a  recent  note 
in  the  Harvard  Law  Review  (76  Harvard  Law 
Review,  369,  384)  on  “Federal  Tax  Incentives 
for  Higher  Education,”  in  regard  to  bills 
which  would  allow  a  30-percent  tax  credit 
for  tuition:  “Students  in  reduced  circum¬ 
stances,  if  they  did  attend  college,  probably 
would  attend  a  public  institution  with  low 
tuition,  probably  $400  or  less.  To  such  fam¬ 
ilies  the  50  percent  credit  would  be  worth 
about  $120,  and  correspondingly  less  if  the 
tax  otherwise  due  were  less  than  that 
amount.  It  seems  doubtful  that  many  stu¬ 
dents  would  be  able  to  attend  because  of 
such  a  saving,  when  they  faced  room  and 
board  expenses  of  $500  or  more.” 

H.R.  22  would  take  a  somewhat  novel  ap¬ 
proach.  It  proposes  a  tax  credit  of  up  to 
$50  per  year  per  child  during  the  child’s 
precollege  years,  obtainable  by  the  tax¬ 
payer’s  purchase  of  “educational  investment 
certificates”  of  equivalent  amount  from 
designated  financial  institutions,  which  cer¬ 
tificates  would  eventually  be  available  for 
defraying  the  child’s  higher  educational  ex¬ 
penses  (including  room  and  board).  The 
bill  would  also  allow  a  tax  credit  of  up  to 
$100  for  each  dependent  of  the  taxpayer 
for  current  higher  educational  expenses  (not 
including  room  and  board).  These  pro¬ 
posals  would  not  favor  students  attending 
the  more  expensive  schools,  and  by  in  effect 
allowing  the  accumulation  of  credits  during 
the  years  before  the  child  is  old  enough  to 
go  to  college  could  provide  even  the  rela¬ 
tively  low-income  taxpayer  with  several  hun¬ 
dred  dollars  per  child  for  the  education  of 
his  children.  However,  many  taxpayers 
would  still  not  earn  enough  to  enable  them 
to  obtain  the  full  benefit  of  the  credits,  and 
the  more  children  the  taxpayer  has  the 
more  income  will  be  necessary  to  enable  him 
to  do  so.  In  any  case,  the  accumulated 
credits  would  be  far  from  sufficient  to  meet 
the  costs  of  a  college  education. 

Moreover,  in  view  of  the  fact  that  tuition 
now  averages  $700  to  $800  below  the  cost  of 
the  education  furnished,  the  enactment  of 
legislation  affording  credits  for  educational 
expenses  might  well  result  is  no  benefit  to 
the  student  whatsoever,  because  of  the  sub¬ 
stantial  possibility  that  it  would  be  the  oc¬ 
casion  for  increases  in  tuition.  Indeed,  the 
tax  credit  proposals  might  well  worsen  the 
financial  position  of  the  student  with  the 
least  means,  because  not  only  would  he  be 
unable  to  avail  himself  of  their  benefits,  but 
he  would  be  required  to  meet  the  increased 
tuition  charges  that  the  enactment  of  the 
proposals  would  be  likely  to  stimulate. 

It  has  been  argued  that  deductions  or 
credits  for  educational  expenses  would  re¬ 
lease  college  and  university  scholarship 
funds  to  assist  the  neediest  students,  but 


the  difficulty  with  the  argument  is  that 
scholarship  funds  are  now  generally  allocated 
to  assist  students  from  the  neediest  families, 
who  would  benefit  little,  if  at  all,  from  such 
deductions  or  credits.  The  problem  is  not 
In  the  allocation  of  institutional  scholar¬ 
ships,  but  in  their  limited  availability. 

In  our  view,  aid  to  the  educational  struc¬ 
ture  should  be  pinpointed  to  the  need,  as 
the  President’s  proposal  attempts,  and  should 
be  in  a  form  amenable  to  adjustment  to  the 
changing  needs  of  education. 

For  these  reasons  we  recommend  against 
the  enactment  of  the  instant  bills. 

We  are  advised  by  the  Bureau  of  the 
Budget  that  there  is  no  objection  to  the 
presentation  of  this  report  from  the  stand¬ 
point  of  the  administration’s  program. 

Sincerely, 

Wilbur  J.  Cohen, 
Assistant  Secretary. 


Discrimination  of  a  Tax  Credit  Based  on 
College  Tuition  Against  Students  in 
Public  Institutions  and  Against  Taxpay¬ 
ers  in  States  With  Highly  Developed 
Public  Education  Systems 

A  tax  credit  based  on  college  tuition  would 
discriminate  against  students  in  public  in¬ 
stitutions  and  against  taxpayers  in  States 
with  highly  developed  public  education  sys¬ 
tems  reaching  through  the  college  level. 

The  tax  benefit  from  a  tax  credit  based  on 
college  tuition  generally  would  be  extremely 
limited  for  students  attending  public  institu¬ 
tions  of  higher  education  because  of  the  low 
level  of  tuition  at  such  institutions.  Tradi¬ 
tionally  a  large  majority  of  students  needing 
financial  assistance  attend  public  institu¬ 
tions  there  tuition  is  low.  A  tax  credit  based 
on  tuition  would  thus  discriminate  against 
those  attending  public  institutions  who  gen¬ 
erally  come  from  modest  income  families. 
This  discrimination  is  best  illustrated  by  typ¬ 
ical  tuition  fees  at  private  and  public  in¬ 
stitutions.  Office  of  Education  data  indicate 
that  the  median  charge  for  tuition  and  fees 

[P.  1728 ] 

In  all  public  institutions  of  higher  education 
in  1962-63  was  $170  as  compared  with  $690 
in  all  private  institutions.1 

The  credit  provided  under  the  Ribicoff 
amendment,  for  example,  on  this  median 
charge  for  tuition  and  fees  (plus  an  allow¬ 
ance  of  $90  for  books)  would  be  $165  for 
public  institutions  and  $253  for  private  in¬ 
stitutions.3  Although  the  graduation  pro¬ 
vided  by  the  Ribicoff  credit  gives  most  relief 
(75  percent)  on  the  first  $200  of  expenses 


1  “All  institutions  of  higher  education”  in¬ 
clude  in  addition  to  universities  and  liberal 
arts  colleges,  teachers,  technological,  other 
professional  and  junior  colleges.  The  medi¬ 
an  charge  in  universities  is  $268  for  public 
and  $1,038  for  private  universities;  in  liberal 
arts  colleges  is  $168  for  public  colleges  and 
$751  for  private  colleges. 

2  The  Ribicoff  amendment  provides  the  fol¬ 

lowing  credit:  75  percent  on  the  first  $200, 
25  percent  on  the  next  $300,  and  10  percent 
on  the  next  $1,000,  with  a  maximum  credit 
of  $325.  The  tax  savings  from  the  Ribicoff 
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and  the  percentage  allowed  on  expenses  above 
$500  drops  to  10  percent,  the  assistance  given 
to  students  in  public  institutions  is  severely 
limited  by  the  automatic  ceiling  placed  on 
the  credit  by  the  lower  tuition  charges  of 
these  institutions.  The  maximum  credit 
($325  on  expenses  of  $1,500)  will  generally 
not  be  available  to  students  attending  public 
Institutions.  Tuition  and  fees  in  1962-63  in 
25  percent  of  all  public  institutions  were 
less  than  $100  and  in  10  percent  were  less 
than  $20.*  On  the  other  hand,  for  many 
students  attending  private  universities  a 
credit  will  be  available  on  amounts  above 
$1,000.  At  least  50  percent  of  the  private 
universities  and  10  percent  of  the  private 
liberal  arts  colleges  had  charges  of  over  $1,000 
at  the  undergraduate  level  in  1962-63. 

Because  of  the  great  regional  diversity  in 
the  American  higher  education  system  some 
regions  of  the  country  would  benefit  sig¬ 
nificantly  from  a  tuition  tax  credit  while 
others  would  receive  little  benefit.  In  the 
East  high  tuition  private  institutions  pre¬ 
dominate.  In  the  West  universities  and  col¬ 
leges  supported  by  public  funds  become  in¬ 
creasingly  important.  These  public  institu¬ 
tions  of  higher  learning  have  been  de¬ 
veloped  and  operated  at  great  cost  to  the 
taxpayers  in  the  States  which  have  them. 
The  main  philosophy  behind  the  creation  of 
these  institutions  was  to  provide  higher 
education  opportunities  at  low  cost  to  all 
capable  students.  It  is  a  worthy  objective 
which,  in  fact,  is  attained.  But  it  should  be 
emphasized  that  it  has  been  achieved  by  the 
taxpayers  of  States  which  voluntarily  have 
taken  on  a  substantial  financial  burden. 

In  view  of  the  regional  differences  in  the 
structure  of  higher  education  as  between 
States,  a  credit  for  tuition  must  redound 
more  to  the  benefit  of  residents  of  States 
which  have  limited  public  institutions  of 
higher  education,  since  private  schools  are 
characterized  by  higher  tuition  charges  than 
public  ones.  Conversely,  residents  of  States 
with  extensive  public  Institutions  would  not 
only  bear  the  cost  of  supporting  their  State 
and  community  colleges  through  their  ex¬ 
isting  tax  systems,  but  also  they  would  bear 
a  higher  proportion  of  Federal  income  taxes 
since  they  would  not  share  as  extensively  in 
any  Federal  tax  credit  scheme.  No  existing 


tax  credit  on  the  median  charge  for  tuition 
and  fees  (plus  $90  for  books)  in  public  and 
private  institutions  in  the  various  regions 
of  the  country  are  as  follows : 


Institution 
median 
tuition 
plus  books 

Institution 
tax  credit 

Pub¬ 

lic 

Pri¬ 

vate 

Public 

Private 

All  institution  • _ 

$260 

$780 

$165. 00 

$253.00 

North  Atlantic - 

Great  Lakes  and 

334 

945 

183.50 

269. 50 

Plains . 

275 

763 

168.  75 

251.30 

Southeast.. . . 

262 

598 

165. 50 

234. 80 

West  and  Southwest. 

193 

731 

144.  75 

248. 10 

8  The  low  10  percent  includes  the  large 
number  of  free  junior  colleges. 


exemption  or  credit  in  the  Federal  income 
tax  has  such  diverse  regional  implications  as 
would  one  for  higher  education. 

The  following  table  shows  the  number  of 
public  and  private  institutions  and  their 
distribution  by  major  regions: 


Number  of  institutions  by  region  and  type  of 
institution ,  fall  1962  1 


Total 

Pub¬ 

lic 

Pri¬ 

vate 

Percent  of 
total 

Pub¬ 

lic 

Pri¬ 

vate 

North  Atlantic . 

Great  Lakes  and 

571 

128 

443 

22.4 

77.6 

Plains . 

594 

193 

401 

32.5 

67.5 

Southeast . . 

434 

161 

273 

37.1 

62  9 

West  and  Southwest.. 

429 

236 

193 

55.0 

45.0 

Total  United  States. 

2,028 

718 

1,310 

34.5 

64.6 

1  The  States  included  in  each  of  the  major  regions  are 
shown  in  App.  A. 


Source:  U.S.  Department  of  Health  Education  and 
Welfare,  Office  of  Education. 

It  is  significant  that  in  the  West  and 
Southwest  region  55  percent  of  the  colleges 
and  universities  are  public  as  compared  with 
only  22  percent  in  the  North  Atlantic  region. 

More  significant  is  the  number  and  dis¬ 
tribution  of  students  by  type  of  institution 
and  region  as  shown  in  the  following  table: 


Enrollment  in  institutions  of  higher  educa¬ 
tion,  by  type  of  institution  and  region, 
fall,  1962 


Region 

Total 

Public 

Private 

Percent 
of  total 

Pub¬ 

lic 

Pri¬ 

vate 

North  Atlantic- 
Great  Lakes 

1, 112, 843 

363, 720 

749, 123 

32.7 

67.3 

and  Plains... 

1, 194,  374 

764,  652 

429,  722 

64.0 

36.0 

Southeast _ 

West  and 

.  677,  795 

460, 801 

216, 994 

68.0 

32.0 

Southwest .. 

1, 175,  710 

950, 465 

225, 245 

80.8 

19.2 

Total  United 

States _ 

4, 160, 722 

2, 539,  638 

1,  621, 084 

61.0 

39.0 

Source:  U.S.  Department  of  Health,  Education,  and 
Welfare,  Office  of  Education. 


Of  the  more  than  4.2  million  students  en¬ 
rolled  in  the  2,028  institutions  of  higher 
learning  throughout  the  United  States  in 
the  fall  of  1962,  61  percent  were  in  public 
institutions,  and  39  percent  were  in  private 
institutions.  The  regional  distribution, 
however,  is  more  important  (State-by-State 
detail  is  shown  in  app.  A).  In  the 
North  Atlantic  region,  67  percent  of  the 
students  attend  private  institutions,  while 
only  33  percent  attend  public  institutions. 
This  is  almost  the  reverse  of  the  nationwide 
distribution.  In  some  of  the  North  Atlantic 
States  the  percentage  of  students  attending 
private  institutions  reaches  80  and  85  per¬ 
cent  (Massachusetts  and  Pennsylvania,  re¬ 
spectively)  .  In  sharp  contrast  is  the  situa¬ 
tion  in  the  West  and  Southwest  region  where 
80  percent  of  the  students  attend  public  in¬ 
stitutions,  and  only  20  percent  attend  private 
institutions.  In  New  Mexico  94  percent  of 
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students  are  in  public  institutions,  in  Ari¬ 
zona  98  percent,  and  in  California  85  per¬ 
cent.  Of  the  551,000  students  enrolled  in 
all  California  institutions,  50  percent  are 
in  publicly  supported  Junior  colleges  sup¬ 
ported  by  local  school  districts  which  have 
free  or  very  low  tuition. 

As  is  indicated  in  the  following  table,  46 
percent  of  the  total  number  of  students  at¬ 
tending  private  institutions  in  the  United 
States  in  the  fall  of  1962  were  enrolled  in 
private  institutions  in  the  North  Atlantic 
region : 


Percentage  distribution  of  enrollment  by 
type  of  institution  and  by  region,  fall,  1962 


Total 

Public 

Private 

North  Atlantic . . 

26.8 

14.3 

46.2 

Great  Lakes  and  Plains. 

28.7 

30.1 

26.5 

Southeast _ ... 

16.3 

18.2 

13.3 

West  and  Southwest .. 

28.2 

37.4 

13.9 

Total . . 

100.0 

100.0 

100.0 

Four  States  alone — New  York,  Pennsyl¬ 
vania,  Massachusetts,  and  Maryland — ac¬ 
count  for  36  percent  of  all  students  enrolled 
in  private  colleges  and  universities.  The 
North  Atlantic  and  Great  Lakes  and  Plains 
regions  together  account  for  nearly  three- 
fourths  of  all  students  enrolled  in  private 
institutions. 

On  the  other  hand,  the  West  and  South¬ 
west  region  has  37  percent  of  the  total  num¬ 
ber  of  students  attending  public  institutions; 
and  four  States — California,  Oklahoma, 
Texas,  and  Washington — have  29  percent  of 
all  students  enrolled  in  public  colleges  and 
universities. 


Appendix  A 

State-by-State  enrollment  in  institutions  of 
higher  education,  by  type  of  institution, 
fall,  1962 

NORTH  ATLANTIC 


Region 

Total 

Public 

Private 

Percent 
of  total 

Pub¬ 

lic 

Pri¬ 

vate 

Connecticut.... 

69, 092 

24,317 

34, 776 

41.2 

58.8 

Delaware _ 

8,  979 

7,  788 

1,911 

86.7 

13„3 

Maine.. . 

15, 025 

9, 078 

5, 947 

60.4 

39.6 

Maryland _ 

65, 110 

40, 086 

25, 024 

61.6 

38.4 

Massachusetts . 

155,  647 

28,  987 

126,660 

18.6 

81.4 

New  Hamp- 

shire . 

13, 176 

6,  205 

6, 971 

47.1 

52.9 

New  Jersey.... 

10  L  419 

50,  297 

51, 122 

49.6 

60.4 

New  York _ 

395, 174 

144,897 

250,277 

36.7 

63.3 

Pennsylvania.. 

214,244 

31,332 

182, 912 

14.6 

85.4 

Rhode  Island. . 

22, 699 

10,371 

12, 328 

46.7 

64.3 

Vermont - 

11, 123 

5,151 

6,  972 

46.3 

53.7 

District  of 

Columbia- ... 

61, 155 

6,211 

45, 944 

10.2 

89.8 

Total. . 

1,112,843 

363,720 

749, 123 

32.7 

67.3 

GREAT  LAKES  AND  PLAINS 


Illinois.. . . 

230, 115 

121,419 

108,  696 

52.8 

47.2 

Indiana _ 

111,861 

69,  025 

42,  836 

61.  7 

38.3 

Iowa _ 

64,  928 

32,416 

32,  512 

49.9 

50.  1 

Kansas _ 

59,900 

48,  512 

11,388 

81.0 

19.0 

Michigan _ 

182,  827 

146,  253 

36,  574 

80.0 

20.0 

Minnesota _ 

89,  301 

67,  777 

21,  524 

75.9 

24.  1 

Missouri _ 

96,  851 

47,  343 

49,  508 

48.9 

51.  1 

Nebraska _ 

36, 379 

25,  937 

10,  442 

71.3 

28.7 

North  Dakota. 

16, 026 

15,469 

567 

96.5 

3.  5 

Ohio _ 

202, 374 

115, 303 

87, 071 

57.0 

43.0 

South  Dakota. . 

16,  409 

11,819 

4,590 

72.0 

28.0 

Wisconsin . 

87, 403 

63,389 

24,014 

72.5 

27.5 

Total.. . 

1,194,374 

764, 652 

429, 722 

64.0 

36.0 

SOUTHEAST 

Alabama.. . 

47,  654 

34,  556 

13, 098 

72.  5 

27.  5 

Arkansas . 

30,  878 

22.  753 

8, 125 

73.  7 

26.3 

Florida _ 

89,  802 

61,  596 

28,  206 

68.6 

31.4 

Georgia - .*.1.. 

56,  228 

38,  277 

17,951 

68.  1 

31.9 

Kentucky _ 

53,361 

35,544 

17,  817 

66.6 

33.4 

Louisiana _ 

66,692 

'  51,022 

'  15,670 

76.  5 

23.5 

Mississippi . 

41,163 

S3, 887 

7,  276 

82.3 

17.7 

North  Carolina. 

84,  387 

47,819 

36,  568 

56.7 

43.3 

South  Carolina. 

35,  142 

20,040 

15,  102 

57.0 

43.0 

Tennessee . 

72,  844 

44,  248 

28,  596 

60.  7 

39.3 

Virginia. . 

65,  944 

45,  182 

20,762 

68.5 

31.5 

West  Virginia.. 

33,700 

25.  877 

7,823 

76.8 

23.2 

Total . 

677,  795 

460,801 

216,  994 

6£.0 

32.0 
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State-by- State  enrollment  in  institutions  of 
higher  education,  by  type  of  institution, 
fall,  1962 — Continued 


Percent 

of  total 

Region 

Total 

Public 

Private 

1 

Pub- 

Pri- 

lie 

vate 

WEST  and 

SOUTHWEST 

Alaska . 

3,878 

3,  549 

329 

91.5 

8.5 

Arizona _ 

43,736 

42,995 

741 

98.3 

1.  7 

California _ 

551,  624 

466,737 

84,  787 

84.6 

15.  4 

Colorado _ 

52,  640 

42,384 

10,  256 

80.5 

19.5 

Hawaii . 

12,999 

11,  675 

1,424 

89.0 

11.0 

Idaho _ 

13, 912 

10, 869 

3,043 

78. 1 

21.  9 

Montana . 

14,997 

12.826 

2,171 

85.5 

14.5 

Nevada _ 

4,761 

4,761 

100.0 

New  Mexico _ 

20, 839 

191630 

1,209 

94.2 

5.8 

Oklahoma _ 

63,6  7 

51,664 

12,033 

81.  1 

18.9 

Oregon _ 

51,948 

41,233 

10,  715 

79.4 

20.6 

Texas . 

216,641 

149, 494 

67, 147 

69.0 

31.0 

Utah. . . 

38,  940 

25, 157 

13,783 

64.6 

35.4 

Washington _ 

77,491 

59,884 

17, 607 

77.3 

22.7 

Wyoming _ 

7, 707 

7,707 

100.0 

Total . 

1, 175, 710 

950,465 

225,245 

80.8 

19.2 

Total, 

United 

States. . 

4, 160,  722 

2,  539, 638 

1,621,084 

61.0 

39.0 

Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax 
Analysis. 


Source:  U.S.  Department  of  Health,  Education,  and 
Welfare,  Office  of  Education. 

Corvallis,  Obeg., 

January  21,  1964. 

Senator  Wayne  Morse, 

Senate  Building, 

Washington,  D.C.: 

Essential  to  register  strongly  our  views  on 
income  tax  credit  proposal  coming  to  Sen¬ 
ate  soon. 
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From  my  understanding,  this  bill  highly 
discriminates  against  public  institutions 
and  low  income  students  and  families. 
Has  effect  of  negating  basic  principles  of 
income  tax  philosophy.  Public  higher  edu¬ 
cation  needs  help  and  not  additional  handi¬ 
caps  in  maintaining  comparable  quality  of 
education.  The  public  institutions  will 
continue  to  serve  the  large  numbers  of  stu¬ 
dents;  we  need  to  do  our  work  as  well  as 
possible  for  all  students. 

Best  personal  wishes  to  you. 

James  H.  Jensen, 

President  of  OSU. 


Statement  on  Tax  Credits  for  Educational 
Expenses  by  Executive  Committee  of  the 
Association  of  State  Universities  & 
Land-Grant  Colleges,  Friday,  January  31, 
1964,  Washington,  D.C. 

Proposals  for  a  direct  deduction  from  in¬ 
come  taxes  owed  the  Federal  Government 
because  of  tuition  and  required  fees  paid 
colleges  and  universities  have  attracted  sub¬ 
stantial  popular  support  because  of  two 
widespread  and  contradictory  assumptions: 
(a;  That  they  will  provide  relief  to  hard- 
pressed  parents,  and  (b)  that  they  provide 
a  way  around  the  problems  related  to  direct 
Federal  aid  to  nonpublic  institutions.  We 
believe  the  tax-credit  proposals  to  be  un¬ 
sound  from  the  standpoint  of  fiscal  policy, 
educational  policy,  and  national  policy  in 
general.  The  Treasury  Department  has 
stated  the  objections  from  the  standpoint 
of  national  fiscal  policy.  The  cost  is  esti¬ 
mated  at  $750  million  the  first  year  and  to 
reach  $1.3  billion  annually  in  3  years.  This 
loss  to  the  Treasury  would  have  to  be  made 
up  through  increased  tax  rates. 

Some  proponents  of  this  legislation  have 
made  it  clear  that  its  essential  purpose  is  to 
give  tax  support  to  educational  institutions 
proportional,  to  some  extent  at  least,  to  the 
fees  charged  students.  Since  the  fees  would 
have  to  be  raised  to  provide  the  additional 
income  desired,  the  benefit  would  flow  to 
the  college,  not  the  taxpayer.  To  the  extent 
that  fees  were  raised,  students  from  low- 
income  families  would  find  their  educational 
costs  increased  rather  than  decreased.  In¬ 
stitutions  with  low  tuition  charges  would  be 
placed  under  pressure  to  increase  them  in 
order  to  collect  Federal  aid  by  this  route. 
Institutions  which  wish  to  engage  in  dis¬ 
criminatory  practices  and  still  enjoy  Federal 
support  would  be  encouraged  to  do  so. 

This  association  takes  the  position  that, 
to  the  extent  that  Congress  finds  it  in  the 
national  interest  to  provide  either  general  or 
specific  purpose  support  from  public  funds 
for  institutions  of  higher  education,  ways 
can  and  should  be  found  for  doing  this 
which  retain  the  principles  of  public  ac¬ 
countability  for  the  expenditure  of  public 
funds,  which  are  fiscally  and  educationally 
sound,  and  which  do  not  in  their  operation 
discriminate  against  large  groups  of  stu¬ 
dents  and  institutions.  The  tax-credit  ap¬ 
proach  does  not  meet  these  standards. 

EXCERPT  FROM  THE  REPORT  OF  THE  COMMISSION 
ON  LEGISLATION  OF  THE  ASSOCIATION  OF 
AMERICAN  COLLEGES 

“From  the  beginning  there  seems  to  have 
been  confusion  about  the  aims  of  the  pro¬ 
posal  (tax  credit  plan).  The  original  pro¬ 


moters  claimed  that  their  plan  would  help 
both  colleges  and  parents,  and  the  validity 
of  the  claim  has  been  generally  accepted  ever 
since.  Still,  the  proposals  continue  to  force 
the  counterargument  that  it  is  hard  to  see 
how  both  the  college  and  the  parents  can 
benefit  at  the  same  time.  In  order  to  gain 
any  financial  advantage  the  college  would 
presumably  have  to  increase  its  charges  to 
students,  but  if  charges  were  raised  they 
would  tend  to  nullify  any  advantage  derived 
by  parents  from  tax  remission.  The  poorest 
parents,  who  would  get  little  or  no  relief 
from  tax  credits,  would  be  even  worse  off 
than  they  are  now.  The  force  of  this  argu¬ 
ment  is  such  that  we  believe  that,  before 
giving  further  support  to  this  proposal,  the 
association  should  make  a  truly  serious  study 
of  the  results  that  might  realistically  be  ex¬ 
pected  of  it.” 

MEMBERS  OF  THE  COMMISSION 

Calvert  N.  Ellis,  president,  Juniata  Col¬ 
lege,  Huntingdon,  Pa.  (chairman);  Sister 
Maryann  Ida,  president,  Mundelein  College, 
Chicago,  Ill.;  A.  Blair  Knapp,  president,  Den¬ 
nison  University,  Granville,  Ohio;  John  D. 
Moseley,  president,  Austin  College,  Sherman, 
Tex.;  Glenn  S.  Dumke,  chancellor,  California 
State  College  System,  Inglewood,  Calif.;  Paul 
S.  Havens,  president,  Wilson  College,  Chamr 
bersburg,  Pa.;  Otto  F.  Kraushaar,  president, 
Goucher  College,  Towson,  Baltimore,  Md.: 
John  R.  Howard,  Lewis  &  Clark  College,  Port¬ 
land,  Oreg.;  Rev.  Paul  C.  Reinert,  president, 
St.  Louis  University,  St.  Louis,  Mo. 


Statement  of  Association  of  State  Uni¬ 
versities  &  Land-Grant  Colleges,  Wash¬ 
ington,  D.C. 

Washington,  D.C. — Tax  credits  for  college 
expenses  will  force  tuition  costs  up  and  pro¬ 
vide  little  relief  to  hard-pressed  parents,  a 
group  of  State  university  presidents  said  here 
today. 

The  Interim  Executive  Committee  of  the 
Association  of  State  Universities  &  Land- 
Grant  Colleges  meeting  in  Washington  Janu¬ 
ary  30  and  31  expressed  opposition  to  efforts 
to  add  a  tax  credit  amendment  to  the  tax  re¬ 
duction  bill  now  pending  before  the  Senate. 

President  Novice  Fawcett,  of  Ohio  State 
University,  chairman  of  the  executive  com¬ 
mittee,  said  his  association’s  position  coin 
cldes  with  that  of  the  legislative  commission 
of  the  Association  of  American  Colleges. 
The  commission  which  includes  presidents  of 
eight  private  colleges  and  one  State  college 
system,  recently  reported  that  “it  is  hard  to 
see  how  both  the  colleges  and  parents  can 
benefit  (by  the  tax  credit  proposal)  at-  the 
same  time.  In  order  to  gain  any  financial 
advantage  the  college  would  presumably  have 
to  Increase  its  charges  to  students,  but  if 
charges  were  raised  they  would  tend  to 
nullify  any  advantage  derived  by  parents 
from  tax  remission.  The  poorest  parents, 
who  would  get  little  or  no  relief  from  tax 
credits,  would  be  even  worse  off  than  they 
are  now.” 

President  Fred  H.  Harrington  of  the  Uni¬ 
versity  of  Wisconsin,  chairman  of  the  Legis¬ 
lative  Committee  of  the  Association  of  State 
Universities  &  Land-Grant  Colleges,  noted 
that  Dr.  Roger  Freeman  of  the  Hoover  Insti¬ 
tution  at  Stanford  University  testified  before 
the  Senate  Finance  Committee  that  colleges 
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would  recapture  75  percent  of  the  tax  credit 
by  tuition  increases. 

The  Senate  Finance  Committee  recently 
rejected  a  tax  credit  amendment  to  the  tax 
bill  by  a  10  to  7  vote,  but  sponsors  an¬ 
nounced  they  would  ask  for  a  vote  on  the 
amendment  on  the  floor  of  the  Senate. 

President  Harrington  called  attention  to 
the  high  cost  of  the  amendment  and  said  it 
would  necessitate  higher  tax  rates  than  the 
scheduled  reductions  in  the  administration 
bill.  The  Treasury  Department  estimates 
the  tax  credit  amendment  would  cost  $750 
million  the  first  year  and  increase  to  about 
$1.3  billion  annually  within  3  years. 

(Members  of  the  association’s  interim 
executive  committee  participating  in  the 
press  conference  were  President  Elmer  Ellis, 
of  the  University  of  Missouri,  who  is  also 
president  of  the  association;  President  Nov¬ 
ice  Fawcett,  of  Ohio  State  University,  who  is 
chairman  of  the  executive  committee;  Presi¬ 
dent  Fred  Harvey  Harrington,  of  the  Uni¬ 
versity  of  Wisconsin,  who  is  chairman  of  the 
association’s  legislative  committee;  President 
Richard  Harvill,  of  the  University  of  Arizona; 
President  James  Jensen,  of  Oregon  State 
University;  President'  William  Morgan,  of 
Colorado  State  University;  and  President 
Wayne  Reitz,  of  the  University  of  Florida; 
also,  Russell  I.  Thackrey,  executive  secretary 
of  the  association.) 

Mr.  MORSE;  Mr.  President,  I  close 
by  saying  to  the  Senator  from  Connecti¬ 
cut  that  he  and  I  are  poles  apart  in  re¬ 
gard  to  this  matter.  I  have  expressed 
my  sincere  conviction  that  the  church- 
state  issue  is  written  all  over  the  Ribi- 
coff  amendment.  I  feel  we  cannot  es¬ 
cape  the  church-state  issue  in  the  appli¬ 
cation  and  the  implementation  of  the 
Ribicoff  amendment. 

Adoption  of  the  amendment  would 
give  to  parents  the  choice  of  deciding 
how  they  would  spend  hundreds  of  dol¬ 
lars  of  the  taxpayers’  money  which 
wiuld  be  given  to  them  as  a  free  gift  unr 
der  the  Ribicoff  amendment.  In  many 
instances  the  public  money  would  be 
spent  in  aiding  Catholic,  Presbyterian, 
Baptist,-  Episcopalian,  and  Lutheran  or 
other  denominational  or  church -related 
institutions  of  higher  education  over 
which  there  is  no  restraint  or  check  in 
regard  to  the  expenditure  of  the  public 
money. 

The  cost  of  this  amendment,  which 
would  have  to  be  made  up  from  a  bigger 
tax  bite  elsewhere  is  estimated  to  rise 
from  $750  million  to  a  high  of  $1.3  bil¬ 
lion. 

As  I  say,  I  pierce  the  veil  and  look  at 
the  effect.  I  do  not  accept  the  argument 
made  by  the  Senator  from  Connecticut 
that  the  church-state  issue  is  not  in- 
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volved  merely  because  the  Senator  from 
Connecticut  tells  us  that  it  is  not  in¬ 
volved. 


It  is  involved.  It  is  involved  because 
we  have  to  look  where  the  money  will  be 
spent. 

Find  for  me,  please,  half  a  dozen  presi¬ 
dents  of  Catholic,  Lutheran,  or  Baptist 
schools  in  this  country  who  do  not  want 
the  amendment.  They  know  on  which 
side  their  bread  is  buttered.  They  know 
the  effect  and  the  value  of  the  Ribicoff 
amendment  as  a  device  to  circumvent 
the  first  amendment  to  the  Consti¬ 
tution.  By  it  they  hope  to  obtain  mil¬ 
lions  of  dollars  which  Congress  could 
not  directly  appropriate  in  aid  of 
church-related  or  religious  schools. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  from  Oregon  yield? 

Mr.  MORSE.  The  Senator  from  Con¬ 
necticut  should  obtain  his  time  from  the 
Senator  from  Louisiana,  but  I  would  be 
glad  to  answer  any  question  I  can,  once 
the  Senator  obtains  his  time. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  has  the  time  of  the  Senator  from 
Oregon  expired? 

The  PRESIDING  OFFICER  (Mr.  Ran¬ 
dolph  in  the  chair) .  The  time  of  the 
Senator  from  Oregon  has  not  expired. 
He  has  about  2  minutes  remaining.  He 
said  he  would  answer  any  question  that 
the  Senator  from  Connecticut  might  wish 
to  ask. 

Mr.  MORSE.  Yes;  I  will  be  glad  to 
do  so. 

Mr.  RIBICOFF.  The  Senator  from 
Oregon  contends  that  because  I  say 
something  is  not  so,  that  does  not  mean 
it  is  not  so.  I  can  return  the  compli¬ 
ment  by  saying  the  fact  that  the  Senator 
from  Oregon  says  something  is  so  does 
not  mean  that  it  is  necessarily  so. 

Mr.  MORSE.  On  that  point  we  agree. 

Mr.  RIBICOFF.  We  agree.  Further¬ 
more,  the  Senator  from  Oregon  talks 
about  $750  million  to  be  made  available 
for  parents  to  spend  as  they  wish,  to  pay 
tuitions  at*  any  private  college,  be  it 
Catholic,  Presbyterian,  Jewish,  or  Bap¬ 
tist.  By  the  same  argument,  any  part 
of  the  $11.6  billion  provided  as  savings 
to  taxpayers  in  the  bill  could  likewise  be 
allocated  to  pay  these  fees  or  contribu¬ 
tions — 

Mr.  MORSE.  But  the  total  tax  saving 
is  not  earmarked  for  a  specific  educa¬ 
tional  purpose  to  aid  Catholic,  Presby¬ 
terian,  and  other  colleges. 

Mr.  RIBICOFF.  No,  it  is  not  ear¬ 
marked.  It  is  earmarked  to  go  into  the 
pockets  of  parents  to  be  spent  as  they 
see  fit  for  clothing,  to  paint  their  house, 
or,  with  the  money  they  have  left,  to  pay 
their  medical  expenses. 

I  point  out,  too,  that  if  the  Senator 
from  Oregon  were  to  follow  his  argument 
to  its  logical  conclusion,  it  would  be  in¬ 
cumbent  upon  him,  and  his  duty,  to 
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strike  out  from  the  Internal  Revenue 
Code  the  deductibility  of  charitable  con¬ 
tributions  to  church-related  colleges 
and  universities. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Oregon  has 
expired. 

Mr.  MORSE.  The  Senator  knows  that 
I  have  already  answered  that  point. 
There  is  a  public  policy  which  has  been 
considered  as  consistent  with  the  Con¬ 
stitution,  that  for  charitable  and  hu¬ 
manitarian  uses  certain  deductions  are 
available  to  all.  Such  is  the  policy. 
What  the  Senator  and  I  disagree  upon  is 
that  the  tax  credit  money  is,  without  a 
word,  earmarked  for  the  benefit  of  re¬ 
ligious  colleges  and  universities. 

,Mr.  RIBICOFF.  The  Senator  from 
Oregon,  who  is  an  alert  scholar,  says 
that  such  deductions  are  historical.  But 
they  go  back  only  50  years  or  less.  The 
Internal  Revenue  Code  provides  for  de¬ 
ductibility  of  charitable  contributions, 
and  the  16th  amendment  authorizing 
the  code  goes  back  only  to  1913. 

Mr.  MORSE.  A  half  century  makes  a 
great  deal  of  history. 

Mr.  RIBICOFF.  "When  we  examine 
the  record  back  to  1913  and  observe, 
what  changes  have  since  been  made  in 
the  Internal  Revenue  Code,  we  can  un¬ 
derstand  that  there  is  no  reason  why  we 
cannot  give  a  deduction  or  a  tax  credit 
to  parents  for  educational  expenses  just 
as  we  give  them  a  deduction  for  chari¬ 
table  contributions. 

Mr.  MORSE.  I  say  again  that  a  half 
century  makes  a  great  deal  of  history. 

Mr.  RIBICOFF.  Let  us  then  start  on 
another  half  century. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  LONG  of  Louisiana.  I  yield  3 
minutes  to  the  Senator  from  Oklahoma. 

Mr.  EDMONDSON.  Mr.  President,  I 
thank  the  Senator  from  Louisiana  for 
yielding  to  me  this  brief  opportunity  to 
speak  on  behalf  of  the  Ribicoff  amend¬ 
ment.  Earlier  today  it  was  stated  that  a 
$200  tax  credit  would  be  a  small  per¬ 
centage  of  the  cost  of  higher  education 
and  would  be  no  incentive  to  encourage 
people  to  send  their  children  to  an  in¬ 
stitution  of  higher  learning. 

As  was  stated  at  the  time,  although  the 
question  is  debatable,  it  is  worthy  of  note 
for  the  Record  that  when  the  amount 
involved  is  computed  in  relation  to  one 
State — as  I  did  roughly  for  the  State  of 
Oklahoma — we  are  enabled  to  make 
some  observations.  I  found  that  the 
dollar  relief  for  the  State  was  approxi¬ 
mately  $9  million.  Although  it  might 
appear  that  the  average  of  $200  per  stu¬ 
dent  would  be  a  small  amount,  when  the 


total  amount  involved  is  computed,  we 
see  that  it  amounts  to  $9  million. 

It  is  easy  to  see  the  substance  of  the 
proposal  and  its  materiality  when  we 
consider  that  last  year  there  was  a 
lengthy  debate  on  the  question  of  relief 
for  higher  education.  The  Congress 
passed  a  bill  which  would  provide  sub¬ 
stantial  sums  of  money  for  facilities  con¬ 
struction  at  our  institutions  of  higher 
learning.  That  authorization  was  com¬ 
puted  for  my  State  to  amount  to  ap¬ 
proximately  $4  million. 

So  when  we  turn  the  picture  around 
and  look  at  all  the  lengthy  debate  over 
that  facility  construction  authorized  in 
the  higher  education  bill  that  was  passed, 
and  observe,  in  the  very  short  time  we 
are  given  the  opportunity  to  consider  the 
Ribicoff  amendment,  that  the  relief  in 
the  instance  of  that  one  State  is  twice  as 
much  directly  to  the  taxpayer  who  is 
providing  that  higher  education,  I  find 
it  to  be  substantial  relief  to  the  taxpay¬ 
er,  and  for  that  reason  worthy  of  adop¬ 
tion.  I  shall  support  the  amendment. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield  2 
minutes  to  the  Senator  from  Ohio. 

Mr.  LAUSCHE.  I  look  sympatheti¬ 
cally  upon  the  proposal  of  the  Senator 
from  Connecticut.  But  according  to  the 
statements  made,  it  would  add  to  the 
expected  deficit  resulting  from  the  pas¬ 
sage  of  the  bill  an  additional  deficit  of 
$650  million  for  the  first  year. 

Why  did  not  the  Senator  from  Con¬ 
necticut  attempt  to  provide  new  reve¬ 
nues  that  would  replace  the  losses  in 
revenue  which  would  result  from  the 
adoption  of  his  amendment? 

The  Senator  from  Connecticut  knows 
that  I  offered  an  amendment  today 
which  would  recapture  about  $850  mil¬ 
lion  in  order  to  finance  the  program  en¬ 
visioned  in  the  amendment  of  the  Sen¬ 
ator  from  Connecticut.  My  amendment 
is  not  germane,  and  therefore  will  not 
come  before  the  Senate.  Why  does  not 
the  Senator  from  Connecticut,  on  his 
own  volition,  modify  his  own  amendment 
so  as  to  recapture  moneys  which  would 
be  adequate  to  finance  his  program? 

Mr.  RIBICOFF.  If  the  distinguished 
Senator  from  Ohio  will  look  at  the  votes 
on  the  amendments  in  the  Finance  Com¬ 
mittee,  he  will  see  that  I  voted  against 
loopholes  that  are  in  the  tax  bill  which 
exceed  the  sum  of  $750  million. 
xThe  amendment  offered  by  the  Sen¬ 
ator  from  Ohio  does  not  involve  a  ques¬ 
tion  of  germaneness.  It  is  subject  to  a 
point  of  order  in  relation  to  my  amend¬ 
ment.  But  in  the  event  the  Ribicoff 
amendment  is  rejected  tomorrow,  an 
amendment  subsequently  offered  by  the 
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distinguished  Senator  from  Ohio  that 
would  recapture  some  oil  depletion 
money  would  then  not  be  subject  to  a 
point  of  order.  If  my  amendment  is  re¬ 
jected,  I  shall  join  the  Senator  from 
Ohio  as  a  cosponsor  of  his  amendment, 
and  fight  shoulder  to  shoulder  with  him. 

But  the  argument  I  made  in  the  ab¬ 
sence  of  the  Senator  is  that  the  Senate 
has  a  duty  of  seeking  priorities.  The 
Senate  has  the  duty  to  cast  its  votes  in 
respect  to  the  many  amendments  pro¬ 
posed  to  the  bill.  The  Senator  will  have 
an  opportunity  to  vote  for  the  RibicofT 
amendment. 

The  distinguished  Senator  from  Dela¬ 
ware  [Mr.  Williams!,  the  distinguished 
Senator  from  Tennessee  l  Mr.  Gore  I  and 
the  distinguished  Senator  from  Illinois 
[Mr.  Douglas!,  will  offer  a  series  of 
amendments  which,  if  adopted  by  the 
Senate,  would  provide  revenues  in  excess 
of  $750  million. 

An  opportunity  will  be  afforded  to  the 
Senate  to  be  affirmative  and  to  take  pos¬ 
itive  action  on  the  priorities,  and  de¬ 
termine  whether  it  believes,  on  the  basis 
of  priority,  that  education  is  important. 

Let '  the  Senate  adopt  the  RibicofT 
amendment,  which  would  provide  the 
priority  that  we  believe  is  necessary  for 
the  future  of  our  country.  Then  let  us 
get  together  in  respect  to  the  loopholes 
and  the  giveaways  that  exist  throughout 
the  bill.  Let  us  vote  out  those  provisions ; 
that  action  would  result  in  revenues 
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which  would  more  than  make  up  the 
$750  million. 

Mr.-LAUSCHE.  What  will  the  Sen¬ 
ator  from  Connecticut  do  in  the  event 
his  amendment - 

The  PRESIDING  OFFICER  (Mr.  Ed¬ 
mondson  in  the  chair) .  The  time  of  the 
Senator  has  expired. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  will  yield  one  more  minute,  but 
I  hope  that  Senators  will  conclude  their 
colloquy  soon  in  order  that  those  of  us 
who  wish  to  speak  against  the  amend¬ 
ment  will  have  an  opportunity  to  be 
heard. 

Mr.  LAUSCHE.  What  will  the  Sen¬ 
ator  from  Connecticut  do  in  the  event 
his  amendment  is  adopted?  Will  he 
then  join  the  Senator  from  Ohio  in  try¬ 
ing  to  find  revenues  that  will  finance 
his  program  ?- 

Mr.  RTBICOFF.  *\The  Senator  *  has 
my  assurance  that  I  sliall  join  with  him 
and  other  Senators  in  seeking  to  find 
revenues  that  would  far  exceed  the  $750 
million.  I  think  we  can  find  a  series 
of  amendments  which  would  accomplish 
that  objective. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 


Mr.  LONG  of  Louisiana.  I  yield  1 
additional  minute. 

Mr.  LAUSCHE.  Will  the  Senator 
from  Connecticut  join  the  Senator  from 
Ohio  in  exacting  from  the  oil  and  gas 
producers  a  greater  share  of  their  in¬ 
come,  and  also  reducing  the  concessions 
that  have  been  made  to  corporations 
by  1  percent  to  provide  the  money 
needed  to  finance  the  program? 

Mr.  RIBICOFF.  Yes;  I  will  join  the 
Senator.  I  point  out  that  in  the  Com¬ 
mittee  on  Finance  I  joined  the  Senator 
from  Delaware  [Mr.  Williams]  .  My  vote 
was  one  of  four  votes  in  support  of  the 
proposals  of  the  Senator  from  Delaware 
[Mr.  Williams]  on  oil  depletion  allow¬ 
ances.  Under  those  circumstances  I  cer¬ 
tainly  will  again  support  the  proposals  of 
the  Senator  from  Delaware  when  they 
come  to  the  floor  of  the  Senate.  Not 
only  that,  but  I  shall  be  glad  to  sit  down 
and  show  the  distinguished  Senator 
savings  of  hundreds  of  millions  more  that 
could  be  made  in  the  bill. 

Mr.  LAUSCHE.  Mr.  President,  will  the 
Senator  yield  me  1  more  minute? 

Mr.  LONG  of  Louisiana.  I  yield  1 
additional  minute. 

Mtf  LAUSCHE.  Mr.  President,  I  ask 
that  my  amendment  No.  329  to  the  Ribi¬ 
cofT  amendment  be  brought  before  the 
Senate  for  consideration.  It  is  my 
understanding  that  challenges  have  been 
made  as  to  its  germaneness.  I  wish  that 
issue  decided  at  the  present  time. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  the  Chair  to  rule  on  whether 
or  not  the  Lausche  amendment  is  ger¬ 
mane  to  the  RibicofT  amendment. 

The  PRESIDING  OFFICER.  The 
amendment  has  not  been  offered  up  to 
this  time. 

Mr.  LAUSCHE.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  offer  the 
amendment  at  this  time,  even  though 
under  the  agreement  amendments  are 
not  in  order  until  8  o’clock. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Louisiana  yield  for 
that  purpose? 

Mr.  LONG  of  Louisiana.  I  yield  for 
that  purpose. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  clerk  will  read  the  amendment 
offered  by  the  Senator  from  Ohio  to  the 
amendment  offered  by  the  Senator  from 
Connecticut  [Mr.  Ribicoff]. 

The  legislative  clerk  read  the  amend¬ 
ment  (No.  405),  as  follows: 

On  page  7,  after  line  3,  Insert  the  following 
new  sections: 

"Sec.  2.  Amendment  of  Proposed  Corpora¬ 
tion  Income  Tax  Rates.” 

On  page  13 — 

(a)  strike  out  "28  percent,”  in  line  14,  and 
insert  "29  percent,”  and 

(b)  strike  out  "26  percent,”  on  line  17, 
and  insert  “27  percent,”. 
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“Sec.  3.  Percentage  Depletion  for  Oil  and 
Gas  Wells.” 

At  the  end  of  the  bill,  add  the  following 
new  section: 

“Sec.  — .  Percentage  Depletion  for  Oil  and 
Gas  Wells. 

“(a)  Graduated  Rates. — Section  613  (re¬ 
lating  to  percentage  depletion)  is  amended — 

"(1)  by  striking  out  in  subsection  (a), 
‘specified  in  subsection  (b)’  and  inserting  in 
lieu  thereof  ‘specified  in  subsections  (b)  and 

(d) ’; 

"(2)  by  striking  out  paragraph  (1)  of 
subsection  (b)  and  inserting  in  lieu  thereof 
the  following: 

“  ‘(1)  Oil  and  gas  wells. — The  percentage 
applicable  under  subsection  (d)(1).’;  and 

“(3)  by  redesignating  subsection  (d)  as 

(e) ,  and  by  Inserting  after  subsection  (c) 
the  following  new  subsection: 

“‘(d)  Oil  and  Gas  Wells. — 

“‘(1)  Percentage  depletion  rates. — In 
the  case  of  oil  and  gas  wells,  the  percentage 
referred  to  in  subsection  (a)  is  as  follows: 

“  ‘(A)  2714  percent — to  the  extent  that, 
for  the  taxable  year,  the  taxpayer’s  gross  in¬ 
come  from  the  oil  and  gas  well,  when  added 
to  (i)  the  taxpayer’s  gross  income  from  all 
other  oil  and  gas  wells,  and  (ii)  the  gross 
income  from  oil  and  gas  wells  of  any  tax¬ 
payer  which  controls  the  taxpayer  and  of  all 
taxpayers  controlled  by  or  under  common 
control  with  the  taxpayer,  does  not  exceed 
$1,000,000; 

“‘(B)  21  percent — to  the  extent  that,  for 
the  taxable  year,  the  taxpayer’s  gross  income 
from  the  oil  and  gas  well,  when  added  to  (i) 
the  taxpayer’s  gross  income  from  all  other  oil 
and  gas  wells,  and  (ii)  the  gross  income  from 
oil  and  gas  wells  of  any  taxpayer  which  con¬ 
trols  the  taxpayer  and  of  all  taxpayers  con¬ 
trolled  by  or  under  common  control  with  the 
taxpayer,  exceeds  $1,000,000  but  does  not 
exceed  $5,000,000;  and 

“‘(C)  15  percent — to  the  extent  that,  for 
the  taxable  year,  the  taxpayer’s  gross  income 
from  the  oil  and  gas  well,  when  added  to 
(i)  the  taxpayer’s  gross  income  from  all 
other  oil  and  gas  wells,  and  (ii)  the  gross  in¬ 
come  from  oil  and  gas  wells  of  any  taxpayer 
which  controls  the  taxpayer  and  of  all  tax¬ 
payers  controlled  by  or  under  common  con¬ 
trol  with-  the  taxpayer,  exceeds  $5,000,000. 

“‘(2)  Control  defined. — For  purposes  of 
paragraph  (1),  the  term  “control”  means — 

“  ‘(A)  with  respect  to  any  corporation,  the 
ownership,  directly  or  indirectly,  of  stock 
possessing  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  or  the  power  (from  what¬ 
ever  source  derived  and  by  whatever  means 
exercised)  to  elect  a  majority  of  the  board 
of  directors,  and 

“‘(B)  with  respect  to  any  taxpayer,  the 
power  (from  whatever  source  derived  and  by 
whatever  means  exercised)  to  select  the 
management  or  determine  the  business  pol¬ 
icies  of  the  taxpayer. 

“  ‘(3)  Constructive  ownership  of  stock. — 
The  provisions  of  section  318(a)  (relating  to 
constructive  ownership  of  stock)  shall  apply 
in  determining  the  ownership  of  stock  for 
purposes  of  paragraph  (2) . 

“‘(4)  Application  under  regulations. — 


This  subsection  shall  be  applied  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his 
delegate.’ 

“(b)  Effective  Date. — The  amendments 
made  by  subsection  (a)  shall  apply  only 
with  respect  to  taxable  years  beginning  after 
the  date  of  the  enactment  of  this  Act.” 

Mr.  LAUSCHE.  Mr.  President,  the 
amendment  offered  is  not  germane  be¬ 
cause  it  contemplates  an  increase  of  rev¬ 
enues,  while  the  amendment  of  the  Sen¬ 
ator  from  Connecticut  contemplates  pro¬ 
viding  relief  for  parents  to  send  their 
children  to  institutions  of  higher  learn¬ 
ing  for  education.  Is  that  correct? 

The  PRESIDING  OFFICER.  The 
amendment  is  not  germane  and  is  sub¬ 
ject  to  a  point  of  order. 

Mr.  LONG  of  Louisiana.  I  make  the 
point  of  order.  In  any  event,  the  posi¬ 
tion  of  the  Senator  from  Louisiana,  as 
spokesman  for  the  committee,  would  be 
to  block  any  amendment  which  has  as 
its  purpose  the  suspending  of  taxes  with 
one  hand  and  the  imposition  of  taxes 
with  the  other  hand.  If  a  Senator 
wishes  to  offer  an  amendment  which 
provides  that  some  companies  should  pay 
more  taxes,  I  think  the  amendment 
should  be  offered  on  its  own  merits  and 
the  Senate  should  vote  on  it. 

The  Senator  from  Louisiana  will  in¬ 
sist  on  a  division  when  amendments  are 
offered  that  have  double-barreled  pur¬ 
poses — to  give  relief  with  one  hand  at 
the  expense  of  someone  else.  If  someone 
is  entitled  to  relief,  an  amendment  for 
that  purpose  should  be  offered  and  the 
Senate  should  act  on  it.  If  someone  else 
should  be  taxed  additionally,  an  amend¬ 
ment  should  be  offered  for  that  purpose, 
to  stand  or  be  rejected  on  its  own  merits. 

Mr.  DOMINICK.  Mr.  President,  will 
the  Senator  yield  for  a  parliamentary 
inquiry? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  DOMINICK.  I  should  like  to  in¬ 
quire  whether  the  point  of  order  was 
sustained. 

The  PRESIDING  OFFICER.  The 
Chair  was  waiting  for  the  Senator  from 
Louisiana  to  conclude  before  he  ruled. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  for  a  ruling  on  that  point. 

The  PRESIDING  OFFICER.  The 
point  of  order  is  sustained. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  amendment  of  the  Senator 
from  Connecticut  [Mr.  Ribicoff]  would 
provide  a  graduated  tax  credit  for  ex¬ 
penses  of  tuition,  fees,  books,  supplies, 
and  equipment  paid  to  an  institution  of 
higher  learning.  I  consider  the  Ribicoff 
amendment  to  be  outside  the  scope  of 
the  bill,  and  believe  it  should  be  deferred 
until  it  can  be  given  further  study.  The 
amendment  also  is  undesirable  for  the 
reasons  I  shall  now  state. 
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First,  the  revenue  loss  would  be  very 
substantial.  It  would  result  in  a  reve¬ 
nue  loss  of  $750  million  at  current  levels 
and  of  $1.3  billion  in  1970.  This  cost  can 
best  be  evaluated  by  comparing  these 
amounts  with  those  contained  in  the 
recent  legislation  providing  aid  to  higher 
education.  It  is  six  times  the  cost  of  the 
National  Defense  Education  Act  student 
loan  program.  The  expansion  of  the  Na- 
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tional  Defense  Education  Act  student 
loan  program  involves  an  increase  in  the 
authorizations  from  $90  million  to  $125 
million  for  1964  and  $135  million  for  1965. 
The  total  loans  and  grants  for  higher 
education  facilities  authorized  for  the  3 
years  1964-66  amount  to  $1.2  billion. 

Second,  the  amendment  would  not 
provide  relief  where  it  is  most  needed, 
and  therefore  would  not  expand  educa¬ 
tional  opportunity.  The  tax  credit 
would  be  of  negligible  value  to  millions 
of  low  income  families  who  pay  little  or 
no  taxes. 

A  large  proportion  of  families  with  in¬ 
comes  of  $5,000  or  less  would  have  no  tax 
liability  against  which  the  tax  credit 
could  be  applied.  Of  the  15.4  million 
joint  returns  with  adjusted  gross  in¬ 
come  of  $5,000  or  less  in  1960,  6.6  million, 
or  43  percent  were  nontaxable. 

The  Senator  from  Connecticut  [Mr. 
Ribicoff]  makes  no  claim  that  his  pro¬ 
posed  credit  will  help  lower  income  fami¬ 
lies  or  expand  educational  opportunity. 
On  the  contrary,  he  has  stated : 

But  I  frankly  recognize  that  the  amount  of 
the  credit  will  not  make  the  decisive  dif¬ 
ference  for  a  majority  of  taxpayers  as  to 
whether  or  not  they  can  afford  the  costs  of  a 
college  education.  It  will  be  helpful  to  all 
taxpayers,  but  probably  not  decisive  for 
many  of  them.  (Congressional  Record, 
Nov.  21,  1963,  p.  21,491.) 

He  presents  his  proposal  as  a  means  of 
providing  tax  relief  to  middle  income 
families.  It  is  difficult  to  justify  the  use 
of  Federal  resources  of  so  substantial  an 
amount  for  relief  of  families  who  are 
sending  their  children  to  college  while 
many  qualified  students  are  unable  to  go 
to  college  because  of  lack  of  financial 
means.  The  Office  of  Education  esti¬ 
mates  that  each  year  some  120,000  to 
200,000  qualified  high  school  graduates 
fail  to  go  to  college  because  of  financial 
inability  to  do  so. 

Third,  the  dual  objectives  of  aid  to 
students  and  aid  to  institutions  are  in¬ 
consistent. 

Sponsors  of  a  tax  credit  for  tuition 
have  stated  different  objectives.  Senator 
Ribicoff  has  asked  that  the  credit  be 
viewed  primarily  as  a  tax  measure  for 
providing  relief  to  middle-income  fami¬ 


lies  and  only  secondarily  as  an  educa¬ 
tional  measure.  On  the  other  hand,  the 
credit  has  been  offered  by  representa¬ 
tives  of  institutions  of  higher  education, 
particularly  private  institutions,  as  a 
means  of  giving  institutions  additional 
funds  through  increased  tuition  charges. 

As  the  Commission  on  Legislation  of 
the  Association  of  American  Colleges 
pointed  out  recently: 

It  is  hard  to  see  how  both  the  college  and 
the  parent  can  benefit  at  the  same  time.  In 
order  to  gain  any  financial  advantage  the 
college  would  presumably  have  to  increase  its 
charges  to  its  students,  but  if  charges  were 
raised  they  would  tend  to  nullify  any  ad¬ 
vantage  derived  by  parents  from  the  tax 
remission. 

Tuition  increases  will  be  a  new  hard¬ 
ship  on  low-income  families.  The  non¬ 
taxable  person  and  the  taxpayer  who  has 
insufficient  tax  liability  to  take  full  ad¬ 
vantage  of  the  tax  credit  would  obtain 
little  or  no  benefit  from  the  credit,  but 
might  be  subject  to  increased  tuition 
charges.  These  persons  would  be  less 
able  to  afford  college  educational  ex¬ 
penses  than  before  the  credit. 

An  important  limiting  factor  on  the 
amount  of  the  credit  is  the  tax  liability 
of  the  taxpayer.  Senator  Ribicoff  states 
that  the  credit  benefits  the  $30,000  man 
less  than  the  $5,000  man.  He  refers  to 
the  fact  that  the  credit  is  reduced  for 
taxpayers  with  income  above  $25,000  and 
the  maximum  credit  for  the  $30,000  man 
would  be  reduced  by  $50  to  $275.  Under 
the  tax  bill  a  married  couple  with  $5,000 
adjusted  gross  income  with  two  de¬ 
pendents  and  average  itemized  deduc¬ 
tions  has  a  tax  liability  of  $218  and  can 
use  only  this  amount  of  credit  regardless 
of  the  tuition  paid.  If  the  $30,000  tax¬ 
payer  has  two  children  in  college  he 
could  have  a  tax  credit  of  as  much  as 
$550. 

Senator  Ribicoff  contends  that  since 
his  amendment  allows  only  a  10-percent 
credit  on  expenses  over  $500,  and  every 
added  $100  over  $500  results  in  only  a 
$10  saving,  the  credit  would  not  give  an 
incentive  to  the  colleges  to  raise  tuition. 
The  important  point,  however,  is  the 
amount  of  the  total  credit.  For  example, 
a  college  which  now  charges  $200  can 
increase  tuition  to  $350  without  addi¬ 
tional  cost  to  the  parents  receiving  the 
credit;  one  now  charging  $500  can  raise 
tuition  to  $725;  one  now  charging  $1,500 
can  raise  tuition  to  $1,825.  Senator  Ribi¬ 
coff  contends  that  tuition  costs  will  go 
up  whether  tax  relief  is  granted  or  not. 
The  point,  however,  is  the  tax  credit 
would  obviously  remove  restraints  on  tui¬ 
tion  increases.  . 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 
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Mr.  RIBICOFF.  Did  the  manufac¬ 
turers  of  machinery  raise  their  prices 
to  their  customers  when  the  customers 
received  the  investment  tax  credit  which 
was  given  to  them  in  1962? 

Mr.  LONG  of  Louisiana.  I  believe  the 
intent  was  to  encourage  people  to  buy 
more  machinery.  I  believe  they  did  buy 
more  machinery. 

Mr.  RIBICOFF.  Did  the  manufac¬ 
turers  raise  the  prices  to  their  cus¬ 
tomers? 

Mr.  LONG  of  Louisiana.  Not  so  far  as 
I  know;  but  I  believe  that  the  competi¬ 
tive  effect  on  many  manufacturers  prob¬ 
ably  had  as  much  to  do  with  the  fact 
that  prices  of  machinery  were  not  raised 
as  anything  else. 

Mr.  RIBICOFF.  Why  would  the  dis¬ 
tinguished  Senator  feel  that  the  colleges 
would  automatically  raise  their  tuition 
to  the  recipients  of  the  proposed  tax 
credit? 

Mr.  LONG  of  Louisiana.  I  doubt  that 
colleges  can  be  expected  to  compete  with 
each  other  for  more  students  in  today’s 
market  where  more  and  more  students 
will  be  seeking  a  college  education. 
There  are  some  indications  already — and 
I  believe  there  will  be  more — that  schools 
would  find  this  credit  an  appropriate 
handle  to  say  to  parents,  “Since  you 
are  going  to  get  a  tax  credit  of  $325,  you 
can  afford  to  pay  us  $325  more  in  tui¬ 
tion.” 

Mr.  RIBICOFF.  Let  me  inquire 

further  on  this  point.  Since  the  Senator 
advocates  the  passage  of  the  pending 
bill — and  I  will  join  him  in  voting  for 
it — and  because  that  bill  involves  an 
overall  tax  savings  of  $11.6  million,  if  the 
Senator  believes  that  colleges  will  raise 
their  tuition  fees  because  there  are  extra 
funds  in  the  possession  of  the  taxpayers, 
why  would  not  this  bill  be  a  grabbag 
for  colleges  to  dip  their  hands  in  to  get 
this  money,  if  there  is  such  a  question 
concerning  the  integrity  and  good  faith 
of  American  colleges? 

Mr.  LONG  of  Louisiana.  I  believe  the 
argument  is  clear  to  many  of  us  who  op¬ 
pose  the  amendment  that  this  credit 
would  be  an  incentive,  and  would  offer 
considerable  encouragement,  to  colleges 
who  may  be  short  of  funds  to  raise  their 
fees  in  order  to  obtain  more  revenue 
for  schools,  and  that  that  would  be  the 
likely  result  of  the  adoption  of  the 
amendment. 

The  amendment  does  not  foreclose 
anything  of  this  nature  from  taking 
place. 

I  should  like  to  yield  further,  but  now 
our  time  is  running  out.  I  am  sure  the 
Senator  will  concede  that  those  of  us 
who  are  opposing  the  amendment  have 
yielded  time  both  to  the  proponents  and 
the  opponents,  and  we  have  even  yielded 


some  time  to  Senators  who  wished  to 
talk  about  Bobby  Baker. 

Mr.  RIBICOFF.  I  thank  the  Senator 
for  his  courtesy  throughout  the  entire 
debate. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator. 

Fourth,  students  of  low-income  fam¬ 
ilies  are  not  taken  care  of  by  scholar¬ 
ships.  Some  advocates  of  the  tax  credit, 
the  Senator  from  Connecticut  said  it  this 
afternoon,  contend  that  the  fact  that 
the  credit  will  not  help  low -income  fam¬ 
ilies  is  no  reason  for  opposing  it  and 
point  to  scholarships  as  the  answer  for 
low-income  families.  They  suggest  that 
most  scholarship  assistance  now  goes  to 
students  from  low-income  families. 

The  fact  is  that  scholarships  presently 
available  do  not  take  care  of  low -income 
families. 

Various  recent  studies  state  that 
scholarship  funds  are  going  to  children 
of  families  with  incomes  substantially 
above  the  average  for  families  in  the 
United  States.  This  is  due  to  the  fact 
that  high-income  families  are  more  apt 
to  seek  education  and  to  seek  higher- 
priced  education  which  usually  is  found 
in  institutions  with  large  scholarship 
funds.  Elmer  West  of  the  American 
Council  on  Education  states : 

Whatever  the  reason,  lower  economic 
classes  are  not  favored  by  scholarship  funds 
proportional  to  their  numbers,  abilities,  or 
economic  status. 

A  small  percentage  of  colleges  and 
universities  control  a  substantial  propor¬ 
tion  of  scholarship  funds  and  a  few 
States — with  large  total  population — 
provide  most  of  the  scholarships  sup¬ 
ported  by  State  funds.  This  concentra¬ 
tion  of  scholarship  funds  means  that 
scholarships  presently  available  do  not 
take  care  of  low-income  families. 

Some  have  reasoned  that  rising  col¬ 
lege  tuition  will  permit  institutions  to 
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set  aside  an  increasing  share  of  income 
to  their  scholarship  funds.  Experience 
in  this  regard  reveals  that  prevailing 
competitive  pressures  for  increased  fac¬ 
ulty  salaries,  for  expanded  research 
budgets,  and  for  college  facilities  to 
house  mounting  student  enrollments 
more  often  mean  that  student  financial 
aid  funds  are  diverted  rather  than  in¬ 
creased. 

Fifth.  The  amendment  gives  double 
tax  relief  to  a  special  group  of  taxpay¬ 
ers.  The  effect  of  the  Ribicoff  tax 
credit  would  be  to  grant  one  class  of  tax¬ 
payers  a  grossly  disproportionate  share 
of  the  total  tax  reduction.  Families 
who  would  benefit  from  the  Ribicoff 
credit  would  receive  double  relief  under 
the  tax  bill.  Under  the  Ribicoff  amend- 
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merit,  the  tax  credit  on  the  median  cost 
of  tuition — plus  $90  for  books — at  a  pub¬ 
lic  institution  would  be  $165  and  at  a 
private  institution,  $253.  The  maximum 
credit  would  be  $325.  Tax  reductions  of 
this  magnitude  are  greater  than  those 
which  most  taxpayers  would  enjoy  under 
the  tax  bill.  Thus,  a  married  couple 
with  two  dependents  and  average  deduc¬ 
tions  would  receive  under  the  tax  bill — 
before  the  Ribicoff  amendment — the  fol¬ 
lowing  reductions: 


Adjusted  gross  income:  Tax  cut 

$5,000 _ $82 

$6,000 _  118 

$7,500 _  159 

$10,000 _ 223 

$125,000 _ 287 


Thus  a  taxpayer  with  $10,000  of  ad¬ 
justed  gross  income  who  paid  median 
tuition  at  a  private  institution  would  re¬ 
ceive  more  than  twice  as  much  tax  re¬ 
duction  under  the  Ribicoff  amendment 
as  under  the  present  tax  bill. 

Senator  Ribicoff’s  credit  has  a  limita¬ 
tion  based  on  income,  but  the  limita¬ 
tions  begin  at  such  a  high  level  as  to  be 
ineffective.  A  taxpayer  can  have  a  full 
credit  until  his  income  reaches  $25,000 
and  some  credit,  although  reduced,  is 
allowed  until  income  reaches  $57,500. 
In  1961  only  1.3  percent  of  taxable  re¬ 
turns  had  adjusted  gross  income  of  more 
than  $25,000. 

Sixth.  The  amendment  discriminates 
against  students  in  public  institutions 
and  against  taxpayers  in  States  with 
highly  developed  public  education  sys¬ 
tems.  The  benefit  from  a  tax  credit 
based  on  tuition  would  be  extremely 
limited  for  students  attending  public  in¬ 
stitutions.  Under  the  Ribicoff  amend¬ 
ment  the  tax  credit  on  the  median  cost 
of  tuition — plus  $90  for  books — would  be 
$165  at  a  public  institution  and  $253  at 
a  private  institution.  Tuition  and  fees  in 
1962-63  in  25  percent  of  all  public  insti¬ 
tutions  were  less  than  $100 — on  which 
the  credit  would  be  $75.  On  the  other 
hand,  for  many  private  institutions  a 
credit  will  be  available  on  $1,000 — 
amounting  to  $275. 

The  sponsor  of  the  amendment  con¬ 
tends  that  the  credit  favors  low  tuition 
colleges  because  the  credit  allowed  on 
$1,000  tuition— $275 — is  only  27  percent 
of  the  tuition  while  the  credit  on  $200 — 
$150 — is  75  percent  of  the  tuition.  The 
fact  remains,  however,  that  the  total 
amount  of  the  credit  is  $275  in  the  high 
tuition  college  while  it  is  only  $75  in  the 
low  tuition  college  in  this  example.  De¬ 
spite  the  graduation  of  the  credit,  the 
fact  that  public  institutions  have  low 
tuition  charges  places  a  ceiling  on  the 
total  benefit  which  can  be  received  for 
a  student  in  a  public  institution. 


The  relative  importance  of  public  and 
private  institutions  of  higher  education 
varies  greatly  as  between  regions  and 
States  in  this  country.  A  credit  for  tui¬ 
tion  would  be  of  most  benefit  to  residents 
of  States  which  have  limited  public  in¬ 
stitutions  of  higher  education  since  pri¬ 
vate  schools  are  characterized  by  higher 
tuition  charges  than  public  ones.  In  the 
West  and  Southwest  55  percent  of  the 
colleges  and  universities  are  public  as 
compared  with  only  22  percent  in  the 
North  Atlantic  region.  Also,  in  the 
North  Atlantic  region,  67  percent  of  the 
students  attend  private  institutions 
while  only  33  percent  attend  public  in¬ 
stitutions.  This  is  almost  the  reverse  of 
the  nationwide  distribution. 

Per  capita  expenditures  of  State  and 
local  governments  for  higher  education 
in  California  were  $45.14  in  1962  as  com¬ 
pared  with  $6.47  in  Massachusetts. 
Heavy  State  and  local  expenditures  for 
institutions  of  higher  education  make 
possible  low  or  free  tuition.  Con¬ 
sequently,  the  tuition  tax  credit  would  be 
of  little  benefit  in  such  States. 

Seventh.  The  tax  credit  amendment 
should  be  considered  along  with  other 
methods  of  granting  assistance  to  those 
seeking  higher  education.  To  date  there 
have  been  no  full  public  hearings  held 
by  any  committee,  including  the  Labor 
and  Public  Welfare  Committee,  concern¬ 
ing  the  use  of  tax  credits  to  assist  those 
seeking  higher  education  in  comparison 
with  other  methods  of  granting  assist¬ 
ance.  These  proposals  involve  a  funda¬ 
mental  change  in  the  traditional  methods 
of  providing  such  assistance,  as  well  as 
a  significant  change  in  the  tax  laws.  Pull 
public  hearings  should  be  held  on  these 
proposals,  so  that  all  interested  parties, 
such  as  the  educational  institutions  in¬ 
volved,  may  be  afforded  an  opportunity 
to  be  heard.  For  example,  the  Associa¬ 
tion  of  State  Universities  and  Land- 
Grant  Colleges  is  strenuously  opposed  to 
the  use  of  tax  credits  or  deductions  to 
assist  higher  education.  The  American 
Council  on  Education  is  not  sponsoring 
a  tax  credit. 

Neither  has  there  been  full  considera¬ 
tion  by  Congress  of  competing  methods 
to  assist  those  seeking  higher  education 
which  do  not  involve  the  use  of  the  tax 
system.  For  example,  a  broad  federally 
guaranteed  student  loan  program  has 
been  part  of  the  administration’s  pro¬ 
gram — see  S.  580 — and  bills  have  beln 
introduced  by  Senators  Humphrey  and 
Hartke — S.  390  and  S.  1115 — along  simi¬ 
lar  lines.  President — then  Senator — 
Johnson  sponsored  a  bill  in  the  86th  Con¬ 
gress — S.  2710 — which  provided  Federal 
guarantees  of  loans  to  both  students  and 
institutions  of  higher  education.  Thirty - 
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two  other  Senators  cosponsored  this  bill. 
The  administration’s  guaranteed  loan 
progragi  would  encourage  banks  and 
other  credit  institutions  to  lend  for  edu¬ 
cational  purposes  on  interest  and  repay¬ 
ment  terms  suited  to  the  special  needs  of 
college  students  and  their  parents. 
There  is  no  means  test  involved  in  the 
administration’s  program,  so  that  it 
would  be  available  to  middle  and  upper 
income  families  as  well  as  low  income 
families.  This  program  would  provide  a 
significant  encouragement  for  college  at¬ 
tendance,  and  would  involve  far  less 
revenue  cost  than  the  use  of  tax  credits 
or  deductions.  To  date,  no  full  public 
hearings  have  been  held  on  federally 
guaranteed  student  loan  proposals. 
Again  it  would  be  desirable  to  have  the 
benefit  of  full  public  hearings  on  the  full 
range  of  and  competing  priorities  in¬ 
volved  in  such  proposals  before  consider¬ 
ing  the  use  of  tax  credits  or  deductions. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  the  conclusion 
of  my  remarks  the  estimated  revenue 
loss  from  this  proposal,  together  with  a 
table  showing  the  percentage  of  the  pro¬ 
posal  that  would  fall  in  various  income 
brackets.  I  believe  the  revenue  loss 
alone  indicates  that  a  large  percentage 
of  the  tax  advantages  of  this  proposal 
would  go  to  those  who  are  well  able  to 
provide  for  the  cost  of  educating  their 
own  children,  while  altogether  too 
little — in  fact,  pitifully  little — of  the 
estimated  benefit  of  the  amendment 
would  go  where  it  is  badly  needed — to 
aid  those  having  incomes  of  $3,000  or 
less,  and  who  have  a  desire  and  a  genu¬ 
ine  need  for  some  sort  of  assistance  to 
help  their  children  obtain  higher  educa¬ 
tion. 

There  being  no  objection,  the  material 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Revenue  Effect 

It  is  estimated  that,  if  individual  income 
taxpayers  were  granted  the  tax  credit  for 
higher  education  expenses  provided  for  in 
proposed  amendment  329  to  H.R.  8363,  the 
revenue  loss  would  be  $740  million.  This 
estimate  assumes  levels  of  college  attend¬ 
ance,  tuition,  and  scholarship  grants  esti¬ 
mated  for  calendar  year  1964  and  the  indi¬ 
vidual  income  tax  provisions  of  H.R.  8363  as 
passed  by  the  House  of  Representatives. 

The  table  below,  which  gives  the  distri¬ 
bution  of  the  revenue  loss  by  adjusted  gross 
income  class,  indicates  that  79  percent  of 
the  tax  savings  would  go  to  taxpayers  with 
adjusted  gross  income  of  $5,000  to  $20,000. 


Estimated  revenue  loss  which  jwould  result 
from  granting  individual  income  tax  credit 
for  expenses  of  higher  education  as  pro¬ 
posed  in  amendment  329  to  H.R.  8363 


Adjusted  gross  income  class 

Revenue  loss 

(thousands) 

Amount 

(millions) 

Distribution 

(percent) 

0  to  $3  _ _  -  - 

$10 

85 

1 

$3  to  $5  -  -  _ 

11 

$5  to  $10 _ 

375 

51 

$10  to  $20 _ 

205 

28 

$20  to  $50 _ 

65 

9 

$50  and  over  _  _  _  _  _ 

(») 

(2) 

Total  --  _ 

740 

100 

1  Less  than  $2,500,000. 

2  Less  than  0.5  percent. 


Source:  Staff  of  the  Joint  Committee  on  Internal 
Revenue  Taxation,  Dec.  12,  1963. 

Mr.  DOMINICK.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  DOMINICK.  During  the  process 
of  the  Senator’s  able  discussion  of  rea¬ 
sons  why  he  is  opposed  to  the  amend¬ 
ment,  he  cited  some  figures  to  show  that 
tuition  and  fees  of  public  institutions 

[P.  1734] 

would  be  about  $170,  and  of  private  in¬ 
stitutions,  about  $250. 

Mr.  LONG  of  Louisiana.  Those  are 
the  median  figures. 

Mr.  DOMINICK.  The  Senator  indi¬ 
cated  that  by  virtue  of  this  cost  there 
would  be  a  higher  credit  for  the  $250. 
The  Senator  was  really  favoring  the 
higher  or  Independent  institutions.  I 
think  that  what  the  Senator  has  forgot¬ 
ten  in  the  process  is  that  this  amount 
includes  also  the  fees  for  books  and 
supplies. 

Mr.  LONG  of  Louisiana.  Those  figures 
take  $90  into  account  for  books. 

Mr.  DOMINICK.  The  figures  which 
the  Senator  from  Connecticut  [Mr.  Ribi- 
coff]  has  placed  on  our  desks  would  in¬ 
dicate  that  the  expenses  in  a  majority 
of  the  universities — and  I  am  speaking  of 
State  universities  throughout  the  coun¬ 
try — range  from  $250  to  $390.  One  of 
the  reasons,  on  account  of  this  estimate, 
why  we  have  definitely  applied  the  first 
75  percent  of  the  credit  to  the  first  $200 
of  expenses  is  to  make  certain  that  the 
maximum  credit  would  be  received  for 
the  lower  cost  institutions.  I  wished  to 
make  that  fact  clear. 

Mr.  LONG  of  Louisiana.  In  the  fig¬ 
ures  to  which  the  Senator  has  referred. 
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it  would  be  my  impression  that  the  sec¬ 
ond  column — in  other  words,  the  dollar 
benefit  of  tax  credit — would  be  the  im¬ 
portant  figures  to  consider.  Those 
figures  seem  to  be  very  much  in  line 
with  the  representations  I  made  for  the 
Record. 

Mr.  DOMINICK.  Then  I  misunder¬ 
stood  the  Senator’s  presentation. 

Mr.  LONG  of  Louisiana.  The  Sena¬ 
tor  will  notice  that  those  figures  are  all 
considerably  below  the  $325  maximum 
to  which  I  made  reference. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  ANDERSON.  The  reason  they 
are  low  is  that  that  money  does  not  go 
to  private  schools.  If  it  went  to  private 
schools,  it  would  be  found  to  be  very 
definitely  demonstrated. 

Mr.  LONG  of  Louisiana.  When  it 
goes  to  private  schools,  the  maximum  is 
reached  in  a  great  number  of  cases. 

Mr.  President,  I  desire  to  yield  to  the 
Senator  from  New  Mexico,  who  has  been 
waiting  for  some  time  to  address  the 
Senate.  How  much  time  remains? 

The  PRESIDING  OFFICER.  Four 
minutes. 

Mr.  LONG  of  Louisiana.  I  apologize 
to  the  Senator  and  yield  to  him.  I  had 
hoped  it  would  be  possible  to  reserve 
more  of  my  time. 

Mr.  ANDERSON.  First,  Mr.  President. 
I  wish  to  call  attention  to  what  I  think 
are  two  important  editorials,  the  first 
published  in  the  Washington  Post  of  Fri¬ 
day,  July  6,  1962,  the  other  published  in 
the  Washington  Post  of  Monday,  Decem¬ 
ber  16,  1963.  Both  editorials  deals  with 
the  question  of  what  sort  of  amendment 
this  is  and  what  it  means  to  us.  I  call 
attention  to  a  statement  made  in  the 
first  editorial,  which  is  entitled  “Schools 
and  Taxes.”  The  editorial  refers  to  Sec¬ 
retary  RibicofT,  because  at  that  time  the 
present  junior  Senator  from  Connecticut 
held  the  position  of  Secretary  of  Health. 
Education,  and  Welfare.  The  editorial 
states,  in  part: 

The  Secretary’s  proposal  seems  to  us  to 
raise  some  extremely  troublesome  questions. 
If  a  Federal  Income  tax  credit  Is  Justified  in 
the  amount  of  the  Federal  Government’s 
contribution  to  public  education,  is  there 
not,  then,  equal  Justification  for  State  and 
local  tax  credits  in  proportion  to  State  and 
local  contributions  to  the  public  schbols? 
And  if  such  credits  should  be  granted,  what 
would  happen  to  public  school  financing? 

We  should  remember  that  when  the 
proposal  was  made  to  strike  down  the 
Federal  tax  on  communications,  Gover¬ 
nor  Rockefeller,  of  New  York,  was  at 
once  ready  to  claim  that  tax  for  his 
State.  In  other  words,  once  the  Federal 


Government  eliminated  that  excise  tax, 
Governor  Rockefeller  was  ready  to  take 
it  up  at  once. _ 

The  same  thing  will  happen  in  this  in¬ 
stance.  If  this  proposal  is  proper  and 
Congress  can  provide  for  the  payment  of 
tuition  costs  in  private  institutions  of 
higher  learning,  there  is  no  reason  why 
it  should  not  be  asked  to  take  care  of 
such  costs  in  private  grade  and  ele¬ 
mentary  schools. 

The  Washington  Post  points  this  out 
by  asking: 

If  a  tax  credit  is  Justified  as  a  means  of 
recognizing  that  private  school  parents  lift 
a  burden  from  the'  shoulders  of  the  com¬ 
munity,  is  it  not  equally  Justified  in  the 
case  of  taxpayers  who  lift  a  burden  from 
the  community  by,  say,  building  and  main¬ 
taining  their  own  tennis  courts,  swimming 
pools  and  other  conveniences  which  keep 
them  from  crowding  public  facilities  of  the 
same  sort? 

Then  the  editorial  contains  an  inter¬ 
esting  paragraph,  because  I  understand 
that  if  things  go  well  in  the  House,  the 
Senate  may  soon  be  entering  upon  a  dis¬ 
cussion  of  civil  rights.  The  Post  edi¬ 
torial  stated: 

If  the  suggested  tax  credit  should  be 
granted  as  part  of  a  Federal  aid-to-edu- 
cation  measure,  would  tax  credits  be  avail¬ 
able  to  parents  in  Southern  States  who  re¬ 
moved  their  children  from  integrated  public 
schools  in  order  to  put  them  into  segregated 
private  schools? 

We  had  better  be  prepared  to  answer 
that  question.  It  will  be  before  us.  We 
cannot  avoid  it. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  the 
Record  the  two  editorials  published  by 
the  Post,  the  one  entitled  “Schools  and 
Taxes,”  the  other  entitled  “Tax  Credits 
for  Education?” 

There  being  no  objection,  the  edi¬ 
torials  were  ordered  to  be  printed  In 
the  Record,  as  follows: 

[From  the  Washington  (D.C.)  Post,  July  6, 

1962] 

Schools  and  Taxes 

Secretary  Ribicoff,  on  the  eve  of  his  depar¬ 
ture  from  the  Department  of  Health,  Educa¬ 
tion  and  Welfare,  has  come  forward  with  a 
proposal  that  a  Federal  tax  credit  be  granted 
to  parents  who  send  their  children  to  private 
schools.  His  reasoning,  as  stated  yesterday 
to  a  reporter,  is  as  follows: 

“Tax  credits  or  deductions  would  give  re¬ 
cognition  to  at  least  a  part  of  the  burden 
which  private  school  parents  are  lifting  from 
the  shoulders  of  all  the  taxpayers  of  their 
communities.  A  credit  might  work  this  way. 
If  a  public  aid  bill  were  to  be  figured  on  a 
per  pupil  payment  to  the  States  of  $20,  then 
a  tax  credit  of  $20  for  parents  of  private 
school  pupils  would  seem  entirely  reason¬ 
able.” 
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The  Secretary’s  proposal  seems  to  us  to 
raise  some  extremely  troublesome  questions. 
If  a  Federal  income  tax  credit  is  justified 
in  the  amount  of  the  Federal  Government’s 
contribution  to  public  education,  is  there 
not,  then,  equal  justification  for  State  and 
local  tax  credits  in  proportion  to  State  and 
local  contributions  to  the  public  schools? 
And  if  such  credits  should  be  granted,  what 
would  happen  to  public  school  financing? 

If  a  tax  credit  is  justified  as  a  means  of 
recognizing  that  private  school  parents  lift 
a  burden  from  the  shoulders  of  the  com¬ 
munity,  is  it  not  equally  justified  in  the 
case  of  taxpayers  who  lift  a  burden  from  the 
community  by,  say,  building  and  maintain¬ 
ing  their  own  tennis  courts,  swimming  pools 
and  other  conveniences  which  keep  them 
from  crowding  public  facilities  of  the  same 
sort?  Would  not  the  whole  theory  of  pro¬ 
gressive  income  taxation  break  down  if  Mr. 
Ribicoff’s  formula  were  generally  applied? 

If  the  suggested  tax  credit  should  be 
granted  as  part  of  a  Federal  aid-to-education 
measure,  would  tax  credits  be  available  to 
parents  in  southern  States  who  removed  their 
children  from  integrated  public  schools  in 
order  to  put  them  into  segregated  private 
schools?  And  in  this  event,  would  the  Fed¬ 
eral  Government  not  be  in  the  business  of 
subsidizing  a  circumvention  of  the  U.S.  Con¬ 
stitution? 

There  would,  of  course,  be  an  effective  re¬ 
buttal  to  these  questions  if  the  tax  credit 
were  made  available  to  further  a  settled  pub¬ 
lic  policy — if,  in  this  instance,  it  were  public 
policy  to  foster  the  development  of  private 
schools  throughout  the  Nation.  While 
American  policy  has  always  been  hospitable 
to  private  schools,  however,  and  has  recog¬ 
nized  them  as  an  important  and  useful  alter¬ 
native  to  the  public  schools  for  those  who 
prefer  them,  the  main  thrust  of  American 
policy  in  respect  to  elementary  and  high 
school  education  has  long  been  to  foster  a 
system  of  free  public  schools  available  to 
every  American  child  regardless  of  race  or 
creed. 

The  public  school  system  has  been  one  of 
the  most  unifying  influences  in  American 
life.  Few  institutions  have  contributed  so 
much  to  American  growth  and  to  the  devel¬ 
opment  of  an  American  ethos.  Mr.  Ribicoff’s 
proposal  would,  we  fear,  take  a  dangerous 
step  toward  abandonment  of  that  long  set¬ 
tled,  wise  and  salutary  public  policy. 


[From  the  Washington  (D.C.)  Post,  Dec.  16, 

1963] 

Tax  Credits  for  Education? 

The  proposal  to  grant  tax  credits  in  order 
to  lighten  the  burden  of  parents  who  are 
sending  their  children  through  college  has  an 
instant  but  superficial  appeal.  It  is  fre¬ 
quently  defended  by  invoking  an  analogy:  If 
the  Federal  Government  can  subsidize  home- 
ownership  by  making  the  interest  on  mort¬ 
gages  tax  deductible,  why  shouldn’t  the  same 
principle  be  applied  to  expenditures  for 
higher  education?  The  answer  is  that  the 
analogy  is  not  very  close,  and  even  if  it  were, 
there  are  other  considerations  which  make 
such  tax  credits  thoroughly  undesirable. 

Senator  Abraham  A.  Ribicoff  and  a  num¬ 
ber  of  his  colleagues  are  sponsoring  an 


amendment  to  the  administration’s  tax  bill 
which  would  provide  for  educational  tax 
credits  on  a  graduated  basis.  Taxpayers  with 
income  of  less  than  $25,000  would  receive  a 
credit  of  $325  on  the  first  $1,500  of  tuition 
paid,  a  person  with  a  $35,000  income  would 
get  a  credit  of  only  $225 — and  so  on  up  the 
Income  scale  where  a  taxpayer  in  the  $60,000 
bracket  would  get  no  credit  at  all.  The  cost 
of  this  proposal  in  terms  of  revenue  losses 
would  run  to  more  than  $700  million  in  the 

[P.  1735 ] 

first  year,  and  with  added  deductions  for 
gifts  to  institutions  of  higher  learning  it 
would  soon  cost  the  Treasury  more  than  a 
billion  dollars  annually. 

Some  of  the  objections  to  the  Ribicoff 
proposal  are  immediately  apparent;  others 
are  not.  First,  it  discriminates  against  those 
families  who  cannot  in  any  case  help  their 
children 'through  college.  And  unlike  direct 
Federal  grants,  tax  credits  would  provide  no 
assistance  to  talented  young  people  of  limited 
means  who  must  work  their  way  through 
college.  Worse  still,  the  granting  of  tax 
credits  would  encourage  private  and  public 
institutions  to  raise  tuition  and  other  fees. 

The  prospect  that  the  granting  of  tax 
credits  will  touch  off  another  round  of  tuition 
increases,  thus  making  it  even  more  difficult 
for  persons  of  limited  means  to  obtain  a 
higher  education,  was  anticipated  by  Dr. 
Roger  A.  Freeman  in  his  testimony  before 
the  Senate  Finance  Committee.  According 
to  Dr.  Freeman: 

“If  you  grant  a  tax  credit  *  *  *  you  give 
the  institutions  an  opportunity  to  increase 
their  tuitions  without  putting  a  correspond¬ 
ing  burden  upon  the  families  and  the  stu¬ 
dents.  The  main  purpose  *  *  *  is  to  in¬ 
crease  the  funds  of  the  institutions.” 

The  great  State  universities  of  this  coun¬ 
try,  which  are  the  beneficiaries  of  Federal 
land  grants,  have  been  guided  by  the  prin¬ 
ciple  that  opportunities  in  higher  education 
would  be  available  to  all  talented  young 
people,  irrespective  of  financial  resources. 
An  adherence  to  that  philosophy  over  the 
past  century  contributed  rapid  economic 
growth  and  greater  social  mobility.  Grant¬ 
ing  tax  credits  in  place  of  Federal  grants  will 
provide  some  relief  for  middle-  and  upper- 
income  families.  But  by  encouraging  tuition 
increases  which  would  tend  to  close  the 
college  doors  to  the  children  of  the  poor,  the 
discriminatory  tax  credit  plan  would  only 
set  the  clock  back. 

Mr.  ANDERSON.  I  should  like  to 
make  it  clear,  in  delineating  the  question 
of  spending  money  in  this  way,  that  such 
a  proposal  might  be  all  right  if  tax 
credits  were  made  available  to  further  a 
national  policy,  if  this  were  a  public 
policy  to  foster  the  development  of  pri¬ 
vate  schools  throughout  the  Nation. 
While  American  policy  has  always  been 
hostile  to  private  schools,  it  has  recog¬ 
nized  them  as  useful  for  those  who  pre¬ 
fer  them.  Nevertheless,  the  main  thrust 
of  American  policy  in  respect  to  ele¬ 
mentary  and  high  school  education  has 
long  been  to  foster  a  system  of  free  pub- 
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lie  schools  for  every  American,  regard¬ 
less  of  race  or  creed. 

This  situation  has  been  called  to  the 
attention  of  many  people,  and  the  Joint 
Office  of  Institutional  Research  has  pub¬ 
lished  some  material  on  it.  That  was 
interesting,  because  they  pointed  out 
that  some  questions  was  raised  as  to 
whether  interest  rates  would  be  raised. 

Mr.  President,  this  situation  has  been 
called  to  the  attention  of  many  persons 
and  many  organizations. 

An  analysis  of  the  tax  credit  plans  for 
educational  expenses  has  been  published 
by  the  Joint  Office  of  Institutional  Re¬ 
search,  and  I  thought  it  interesting  to 
note  what  is  set  forth  in  that  analysis 
on  the  question  of  whether  the  tuition 
rates  should  be  raised.  I  cannot  state 
whether  they  will  be  raised  or  will  not 
be  raised;  but  Dr.  Roger  A.  Freeman,  of 
the  Hoover  Institution  on  War,  Revo¬ 
lution,  and  Peace,  of  Stanford  Univer¬ 
sity,  is  another  very  vigorous  proponent 
of  the  tax  credit  plan,  and  he  is  gen¬ 
erally  recognized  as  the  originator  of  the 
sliding-scale  proposal  incorporated  in 
legislative  proposals  which  apparently 
are  presently  enjoying  very  wide  support. 
I  quote  from  his  statement: 

The  tax  saving,  or  revenue  loss,  under  my 
schedule  may  be  estimated  at  $700  million 
per  annum,  or  more.  Institutions  may  be 
expected  to  recoup  as  much  as  three-fourths 
of  that  amount  through  increased  tuitions. 

I  do  not  know  whether  Dr.  Freeman 
is  right  or  is  wrong,  but  certainly  he  is 
generally  recognized  as  the  originator 
of  the  sliding-scale  proposal,  and  he  has 
been  a  very  vigorous  proponent  of  it. 

The  PRESIDING  OFFICER.  All  time 
on  the  Ribicoff  amendment  has  expired. 

Mr.  SMATHERS.  Mr.  President,  are 
any  amendments  to  the  Ribicoff  amend¬ 
ment  now  pending  or  at  the  desk? 

The  PRESIDING  OFFICER.  No. 

Mr.  SMATHERS.  If  not,  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
Ribicoff  amendment  be  laid  aside  until 
tomorrow  morning. 

The  PRESIDING  OFFICER.  Is  there 
objection?  Without  objection,  it  is  so 
ordered. 

Mr.  SMATHERS.  Mr.  President,  at 
this  time  I  yield  to  the  Senator  from 
New  Mexico. 

Mr.  ANDERSON.  I  thank  the  Sen¬ 
ator  from  Florida. 

Mr.  President,  a  moment  ago  I  quoted 
the  statement  made  by  Dr.  Roger  A. 
Freeman,  who,  as  I  stated,  is  generally 
recognized  as  the  originator  of  the  slid¬ 
ing-scale  proposal  incorporated  in  legis¬ 
lative  proposals  which  apparently  enjoy 
very  wide  support. 

I  am  not  an  expert  on  this  matter;  but 


Dr.  Freeman  professes  to  be,  and  he  has 
been  an  advocate  of  every  bit  of  this  pro¬ 
posal,  and  he  states  that  these  institu¬ 
tions  will  obtain  this  money  through  in¬ 
creased  tuition.  Perhaps  he  is  correctly 
informed  as  to  that,  or  perhaps  he  is 
not;  but  he  seems  to  be  in  a  very  good 
position  to  be  informed  and  to  be  able 
to  prove  the  accuracy  of  the  statement 
he  has  made,  if  anyone  can  prove  it. 

The  analysis  published  by  the  Joint 
Office  of  Institutional  Research  also  in¬ 
cludes  a  statement  by  Dr.  Virgil  Blum, 
chairman  of  the  Department  of  Political 
Science  at  Marquette  University.  In  an 
article  which  he  wrote,  which  was  pub¬ 
lished  in  the  December  1963,  issue  of  the 
Journal  of  Higher  Education,  at  page 
479  and  following,  he  stressed  the  flow 
of  Federal  funds  to  colleges  and  univer¬ 
sities.  He  has  had  a  great  deal  to  say 
about  this  educational  plan;  and  then 
the  article  to  which  I  have  referred  he 
discussed  a  bill  which  had  been  intro¬ 
duced  by  the  Senator  from  Minnesota 
[Mr.  Humphrey  1.  In  the  article,  Dr. 
Blum  wrote: 

In  view  of  the  critical  financial  condi¬ 
tion  in  which  so  many  colleges  and  univer¬ 
sities  find  themselves,  Senator  Humphrey’s 
tax-credit  plan  merits  consideration. 

Also  in  the  same  article.  Dr.  Blum  dis¬ 
cussed  aid  to  students,  in  the  following 
terms : 

A  university  which  charges  $950  in  tuition 
fees,  but  actually  spends  $1,800  a  year  to 
educate  a  student,  gives  each  student  a 
subsidy  of  $850.  Under  the  Humphrey 
plan,  such  a  university  could  raise  its  tui¬ 
tion  by  $450  to  $1,400,  the  student  there¬ 
after  receiving  these  aids:  from  his  father, 
in  tuition  payments,  $935;  from  the  Federal 
Government,  in  tax  credits,  $465;  and  from 
the  university,  $400.  Under  such  condi¬ 
tions,  a  university  of  5,000  full-term  tuition¬ 
paying  students  would  get  an  increase  of 
$2,250,000  in  income  from  tuition  charges. 

Mr.  President,  the  Citizens  National 
Committee  for  Higher  Education,  an  or¬ 
ganization  formed  to  support  the  tax- 
credit  plan  both  for  educational  ex¬ 
penses  and  for  gifts  to  education,  stated, 
in  setting  forth  the  advantages  of  the 
plan : 

It  would  effect  a  significant  tax  reduction 
for  several  million  individual  taxpayers, 
many  of  whom  are  hard-pressed  by  the 
extraordinary  costs  of  college  education  for 
their  children. 

At  a  later  point,  the  same  Committee 
stated,  however,  that  the  legislation 
would — 

permit  the  entire  amount  of  each  allowable 
credit  to  go  directly  to  an  institution  of 
higher  learning. 

The  leaflet  or  booklet  containing  those 
statements  was  published  by  the  com- 
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mittee,  at  South  Bend,  Ind.;  and  that 
group  had  also  been  supporting  this  pro¬ 
posal. 

The  analysis  states: 

Again  it  is  difficult  to  comprehend  how  the 
same  funds  could  both  relieve  individuals 
and  provide  increased  income  for  colleges 
and  universities.  It  might  do  one  or  the 
other,  hut  not  both. 

Therefore,  Mr.  President,  I  think  this 
matter  could  well  have  been  considered 
by  the  Education  Subcommittee  and 
could  well  have  been  passed  upon  by  it. 

Finally,  Mr.  President,  I  point  out  that 
the  analysis  to  which  I  have  been  re¬ 
ferring  states: 

U.S.  Government  figures  also  show  that  43 
percent  of  all  U.S.  families  with  incomes 
under  $5,000  pay  no  Federal  income  tax. 
This  is  a  total  of  about  8  million  families,  or 
slightly  more  than  one-sixth.  None  of  these 
who  have  children  in  college  would  benefit 
from  the  tax-credit  plan;  all  would  be  ad¬ 
versely  affected  by  a  rise  in  tuition  charges. 

Also  adversely  affected  would  be  students 


who  are  attempting  to  work  their  way 
through  college  and  are  essentially  self- 
supporting.  A  study  at  one  major  public 
university  showed  that  one-half  of  the  male 
students,  and  one- third  of  the  women,  were 
completely  "on  their  own,”  without  family 
help. 

Under  the  tax-credit  plan,  both  children 
of  families  which  pay  no  Federal  income 
taxes  and  students  who  are  self-supporting 
would  face  substantial  increasse  in  the  costs 
of  attending  college,  with  no  compensating 
tax  relief. 

In  short,  Mr.  President,  not  one  of 
those  families  would  have  in  college  one 
child  who  could  benefit  by  1  penny  by 
means  of  this  proposal. 

When  we  begin  to  consider  such  pro¬ 
posals,  I  believe  we  should  carefully  con¬ 
sider  who  would  be  benefited — whether 
the  institutions  or  the  pupils  or  the 
parents.  When  we  give  careful  consid¬ 
eration  to  that  aspect  of  the  proposal,  I 
believe  we  then  reach  the  conclusion  that 
this  proposal  would  not  result  in  a  very 
wise  use  of  public  funds. 
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[February  4,  1964~\ 

[ P .  1747 ] 

REVENUE  ACT  OP  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  MANSFIELD.  Mr.  President,  I 
move  that  the  unfinished  business  be 
laid  down  and  be  made  the  pending 
business 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Under  the  unanimous-consent 
agreement,  the  unfinished  business  is 
now  before  the  Senate. 

The  question  is  on  agreeing  to  the 
amendment  proposed  by  the  Senator 
from  Connecticut  [Mr.  Ribicoff],  on  be¬ 
half  of  himself  and  certain  other  Sena¬ 
tors,  inserting  a  provision  dealing  with 
tax  credits  for  certain  educational  ex¬ 
penses. 

Upon  said  amendment  there  is  a 
unanimous-consent  agreement  limiting 
to  1  hour  the  debate  thereon. 

Mr.  MANSFIELD.  Mr.  President,  if 
the  Senator  from  Louisiana  [Mr.  Long] 
will  yield  1  minute  to  me,  I  should  like 
to  ask  unanimous  consent  that  there  be 
a  pro  forma  quorum  call,  so  that  Mem¬ 
bers  will  be  alerted;  and  in  that  con¬ 
nection,  I  ask  unanimous  consent  that 
1  minute  be  devoted  to  the  quorum  call, 
with  one-half  of  that  time  to  be  charged 
to  each  side  under  the  unanimous-con¬ 
sent  agreement. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  for  that  purpose. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Is  there  objection?  Without  ob¬ 
jection,  it  is  so  ordered;  and  the  clerk 
will  proceed  to  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  In  accordance  with  the  order,  in¬ 
asmuch  as  1  minute  has  now  expired, 
let  the  Chair  ask  whether  there  is  ob¬ 
jection  to  rescinding  at  this  time  the 
order  for  the  quorum  call?  Without 
objection,  the  order  for  the  call  of  the 
roll  is  rescinded. 

Mr.  COOPER.  Mr.  President,  will  the 
Senator  from  Connecticut  yield  briefly 
to  me? 

Mr.  RIBICOFF.  Mr.  President,  I 
yield  4  minutes  to  the  distinguished  Sen- 
ator  from  Kentucky.  i 

..  The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Kentucky  is 
recognized  for  4  minutes. 


Mr.  COOPER.  Mr.  President,  I  intend 
to  vote  for  the  amendment  offered  by  the 
Senator  from  Connecticut  [Mr.  Ribi¬ 
coff],  on  behalf  of  himself  and  other 
Senators. 

This  has  been  a  difficult  decision  for 
me  to  reach.  My  first  inclination  was  to 
vote  against  the  amendment.  However, 
after  studying  the  report,  listening  to  the 
debate  and  considering  the  arguments  of 
the  Senator  from  Connecticut  [Mr. 
Ribicoff],  Senator  Dominick,  Senator 
Prouty,  and  other  Senators,  I  have 
reached  the  conclusion  that  I  shall  vote 
for  the  amendment. 

Let  me  say,  with  all  deference  to  the 
authors  of  the  amendment,  that  I  do  not 
think  it  is  perfect.  I  hope  very  much 
that  if  the  amendment  is  agreed  to  by 
the  Senate  the  upper  limits  of  those 
who  would  receive  tax  credits  will  be  re¬ 
duced,  because  the  amendment  would 
accord  too  much  aid  to  those  in  the 
upper  income  brackets.  I  would  suggest 
an  upper  level  on  $10,000  to  $15,000  in  in¬ 
come,  for  those  who  are  able  to  pay  for 
the  education  of  their  children  should  do 
so. 

I  also  note  that  the  amendment  would 
not  reach  those  in  the  lowest  income 
brackets  who  pay  little  or  no  taxes,  and 
does  not  provide  aid  and  incentive  in 
sending  their  children  to  college.  Never¬ 
theless,  they  can  be  reached  through 
other  legislation  providing  loans  and 
scholarships;  and  I  do  not  think  the  fact 
that  they  are  not  reached  by  this  amend¬ 
ment  constitutes  an  argument  suffici¬ 
ently  strong  to  warrant  denying  assist¬ 
ance  to  taxpayers  in  low  and  middle  in¬ 
come  brackets,  who  need  help  in  sending 
their  children  to  college.  The  amend¬ 
ment  would  provide  aid  to  the  parents 
of  hundreds  of  thousands  of  children  in 
college  and  over  60  percent  of  its  relief 
would  accrue  to  taxpayers  with  incomes 
between  $3,000  and  $10,000. 

We  cannot  always  wait  until  we  de¬ 
velop  a  perfect  bill.  I  believe  that  the 
fundamental  bill  which  should  be  enact¬ 
ed  is  one  which  would  give  aid  to  the 
primary  schools,  the  elementary  schools, 
our  high  schools.  However,  it  is  evident 
that  the  questions  of  integration,  of  reli¬ 
gion,  and  even  of  cost,  and  other  objec¬ 
tion,  raised  by  those  who  do  not  think 
education  is  important,  would,  in  my 
judgment,  make  it  very  difficult  to  enact 
such  a  measure.  Nevertheless  as  one 
who  has  supported  and  cosponsored  such 
measure  since  I  joined  Senator  Taft  in 
1947  in  his  bills  which  would  have  aided 
such  schools.  I  believe  they  will  even¬ 
tually  be  enacted.  But  we  cannot  wait 
for  perfection.  This  amendment  gives 
aid  and  encouragement  to  the  education 
of  thousands  of  young  men  and  women 
at  the  college  level.  That  is  the  reason 
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I  have  determined  to  vote  for  it.  I  be¬ 
lieve  that  education  is,  after  our  national 
security,  the  first  imperative  of  our  land. 
In  this  rvge,  it  is  the  base  of  our  military 
strength  and  our  economic  strength.  We 
cannot  move  forward  without  it.  Of 
course,  our  age-old  interest  in  the  fullest 
development  of  every  individual  is  a  pri¬ 
mary  consideration.  j 

[P.  1 748]  \ 

The  amendment  has  defects,  but  there 
are  good  reasons  for  its  adoption.  Its 
defects  can  be  corrected  in  conference. 
The  problem  of  cost  must  be  weighed, 
but  there  are  other  programs  supported 
by  our  government  which  are  not  as  im¬ 
portant  as  education.  After  studying  the 
matter  and  listening  to  the  able  argu¬ 
ments  of  my  colleague  Senator  Ribicoff 
and  others,  I  support  the  amendment 
which  will  give  assistance  in  the  field  of 
education,  basic  to  the  growth  and  secu¬ 
rity  of  our  country,  and  the  develop¬ 
ment  of  our  people. 

Mr.  CLARK.  Mr.  President,  in  the 
absence  of  the  Senator  in  charge  of  the 
bill,  I  should  like  to  ask  the  majority 
leader  if  he  would  yield  me  3  minutes  in 
opposition  to  the  amendment. 

Mr.  MANSFIELD.  I  am  glad  to  yield 
3  minutes  to  the  Senator  from  Penn¬ 
sylvania. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from-  Pennsylvania 
is  recognized  for  3  minutes. 

Mr.  CLARK.  As  a  member  of  the 
Education  Subcommittee  of  the  Commit¬ 
tee  on  Labor  and  Public  Welfare,  I  shall 
reluctantly  vote  against  the  Ribicoff 
amendment.  Educational  proposals  of 
the  Kennedy  and  the  Johnson  adminis¬ 
trations,  with  respect  to  scholarships  and 
loans  to  students  who  could  not  without 
assistance  afford  to  go  to  college,  are 
now  pending  before  the  Education  Sub¬ 
committee  of  which  the  distinguished 
Senator  from  Oregon  [Mr.  Morse]  is 
chairman. 

This  approach  was  contained  in  Sen¬ 
ate  bill  580,  the  omnibus  education  bill 
of  the  administration  which  is,  in  my 
opinion,  a  sounder  method  of  dealing 
with  the  need  to  get  more  talented  young 
men  and  women  into  college  than  the 
pending  amendment,  for  the  following 
reasons: 

First,  because  the  credit  under  the 
Ribicoff  amendment  would  cost  $750 
million  currently,  and  $1,300  million  by 
1970. 

Second,  the  credit  would  not  expand 
educational  opportunities  because  it  does 
not  give  relief  where  relief  is  most  badly 
needed. 

The  most  serious  problem  in  education 
is  that  able  students  from  low-incomc 
families  are  not  able  to  afford  a  college 


education.  This  credit  will  be  of  no 
value  to  such  a  family.  On  the  other 
hand,  it  would  provide  relief  to  middle- 
income  families  who  already  send  their 
children  to  college. 

The  credit  would  encourage  tuition  in- 
creases.  Since  the  total  amount  of  the 
credit  increases  as  the  tuition  increases, 
the  credit  discriminates  in  favor  of  pri? 
vate  universities  which  normally  charge 
much  higher  tuition  than  State  univer¬ 
sities.  This  would  tend  to  give  greater 
benefits  under  the  provision  to  persons 
living  in  areas  where  children  normally 
attend  private  universities. 

No  intelligent  judgment  can  be  made 
on  this  proposal  without  considering  it 
in  connection  with  other  proposed  meth¬ 
ods  for  providing  assistance  to  higher 
education.  Under  the  Senate  rules,  that 
obligation  is  lodged  with  the  Committee 
on  Labor  and  Public  Welfare,  and  its 
Cubcommittee  on  Education. 

I  urge  Senators  not  to  legislate  on  some 
important  and  educational  matter  on 
the  basis  of  a  report  of  an  amendment 
to  a  bill  coming  from  the  Finance  Com¬ 
mittee.  The  Committee  on  Labor  and 
Public  Welfare  should  be  given  an  op¬ 
portunity  to  deal  with  this  question. 

Mr.  President,  I  yield  back  the  re¬ 
mainder  of  my  time. 

Mr.  RIBICOFF.  Mr.  President,  I  yield 
3  minutes  to  the  senior  Senator  from 
Connecticut,  my  good  friend  and  col¬ 
league  [Mr.  Dodd]. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Connecticut  is 
recognized  for  3  minutes. 

Mr.  DODD.  Mr.  President,  I  thank 
my  colleague.  I  wish  to  commend  him 
and  explain  to  him  and  to  other  Senators 
that  I  was  not  able  to  be  present  tin  the 
Chamber  yesterday  because  of  pressing 
personal  commitments  in  Connecticut. 
However,  I  did  read  the  Congressional 
Record  this  morning,  and  I  believe  the 
argument  made  by  my  colleague,  the 
Senator  from  Connecticut,  is  unanswer¬ 
able.  I  believe  he  deserves  great  credit 
for  the  manner  in  which  he  has  pre¬ 
sented  his  case. 

Mr.  President,  the  Senate  is  now  con¬ 
sidering  one  of  the  most  far-reaching 
and  important  amendments  that  will  be 
offered  to  the  tax  bill. 

I  support  the  proposal  to  allow  a 
modest  tax  credit  to  those  who  are  pay¬ 
ing  the  expenses  of  higher  education  for 
themselves  or  their  children.  This 
amendment  is  not  only  proper  and 
sensible  as  a  matter  of  justice,  it  is  also, 
I  believe,  essential  to  our  national  effort 
to  aid  education. 

Two  of  our  greatest  objectives  in  the 
88th  Congress  are  to  pass  a  substantial 
tax  cut  and  to  do  something  for  educa¬ 
tion. 
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In  the  amendment  sponsored  by  my 
colleague,  the  Senator  from  Connecticut, 
myself,  and  12  other  Senators,  these  2 
objectives  join  forces. 

One  reliable  study  cited  earlier  in  this 
debate  shows  that  in  the  past  4  years 
costs  at  a  typical  group  of  private  col- 
leages  have  gone  up  29  percent  while 
costs  at  a  comparable  group  of  public 
colleges  have  risen  21  percent. 

There  is  no  letup  in  sight  in  the  ris¬ 
ing  costs  of  obtaining  a  higher  education, 
and  the  time  is  long  overdue  for  the  Fed¬ 
eral  Government,  through  the  tax  laws, 
to  do  something  to  help  lessen  the  heavy 
burdens  that  so  many  parents  and  stu¬ 
dents  are  carrying. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  from 
Connecticut  has  expired. 

Mr.  RIBICOFF.  Mr.  President,  I  yield 
1  more  minute  to  my  colleague,  the  Sen¬ 
ator  from  Connecticut. 

Mr.  DODD.  I  thank  my  colleague. 

For  10  years  I  have  been  trying  to  call 
attention  to  the  great  need  for  fairer  tax 
treatment  in  this  area. 

I  have  supported  and  introduced  bills, 
both  in  the  House  and  as  a  Member  of 
the  Senate,  to  provide  this  kind  of  tax 
relief.  And,  many  colleagues  in  both 
bodies  have  pressed  for  this  kind  of  legis¬ 
lation. 

But  every  administration  as  far  back 
as  I  can  remember  has  been  strongly  op¬ 
posed,  and  our  efforts  have  been  un¬ 
successful. 

I  am  hopeful  that  this  year,  however, 
the  time  has  come  when  Congress  will 
no  longer  ignore  this  issue,  and  will  not 
bow  down  to  the  opposition  of  the  Treas¬ 
ury  Department. 

Under  the  leadership  of  my  able  col¬ 
league  from  Connecticut,  Senator  Ribi- 
coff,  who  is  a  member  of  the  Finance 
Committee,  14  of  us  who  have  proposed 
various  ways  to  allow  tax  relief  for 
educational  purposes  have  agreed  upon  a 
common  approach  which  is  contained  in 
the  amendment  we  will  vote  upon 
shortly. 

This  amendment  has  been  carefully 
drawn  by  my  colleague  to  meet  the  vari¬ 
ous  arguments  that  have  been  raised 
against  it. 

To  meet  the  objection,  that  it  inordi¬ 
nately  benefits  those  in  the  higher  in¬ 
come  brackets,  there  is  a  sliding  scale  of 
tax  credits  which  seeks  to  equalize  bene¬ 
fits  for  all  economic  levels. 

Similarly,  it  takes  into  account  the 
fact  that  expenses  of  publicly  supported 
institutions  are  less  than  those  of  pri¬ 
vate  colleges  and  universities. 

There  are  some  who  oppose  it  on  the 
ground  that  it  would  be  of  no  help  to 
those  who  pay  no  income  tax  at  all,  and 


would  be  of  no  help  to  those  who  do  not 
pay  the  cost  of  higher  education  and, 
therefore,  is  discriminatory.  This  is  a 
specious  argument  and  were  it  applied 
to  all  of  the  tax  deductions  and  credits, 
they  would  all  have  to  be  eliminated. 
Medical  deductions  are  of  no  use  to  peo¬ 
ple  who  are  not  sick.  Dependency  deduc¬ 
tions  are  of  no  use  to  those  who  have  no 
dependents,  and,  of  course,  no  deduc¬ 
tions  apply  to  those  who  pay  no  taxes. 
But  that  does  not  make  these  deduc¬ 
tions  discriminatory. 

So  long  as  we  are  to  have  a  very  com¬ 
plicated  system  of  tax  deductions  and 
credits,  there  is  no  more  worthy  cause 
than  credits  for  money  spent  for  higher 
education. 

For  most  people,  the  years  when  chil¬ 
dren  are  away  at  school  are  years  of 
crushing  financial  burdens,  years  during 
which  they  must  deprive  themselves  and 
frequently  go  heavily  into  debt  as  well. 

The  tax  credit  would  lessen  this  burden 
to  a  substantial  degree  and  would  also 
provide  needed  tax  relief  for  students 
who  are  working  their  way  through 
school  and  who  need  every  dollar  they 
can  get  for  educational  purposes. 

It  is  time  we  recognized  the  fact  that 
the  financing  of  educational  costs  is  more 
than  a  personal  problem  faced  annually 
by  millions  of  people. 

It  is  a  vital  national  problem  and 
should  be  recognized  as  such  in  our  tax 
laws. 

This  is  no  tax  loophole  that  we  are 
trying  to  open  up.  These  parents  and 
students  are  making  a  tangible  contribu¬ 
tion  to  the  future  of  our  country,  and 
they  need  and  deserve  the  limited  assist¬ 
ance  provided  in  this  amendment. 

This  week  is  the  best  opportunity  we 
will  have  for  a  long  time  to  make  an  edu¬ 
cational  tax  credit  a  part  of  our  tax 
laws. 

We  should  not  give  in  to  the  complaint 
of  the  Treasury  Department  that  this 
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credit  will  cost  the  Federal  Government 
too  much  revenue. 

For  3  years  the  Treasury  Department 
has  been  contending  that  a  multibillion- 
dollar  tax  cut  was  fiscally  sound  and  es¬ 
sential  to  the  economy  of  the  country. 
In  this  background  we  should  not  take 
very  seriously  the  contention  that  a  $750 
million  loss  in  revenue  for  so  worthy  a 
cause  woulld  harm  the  Nation’s  fiscal 
posture. 

And  we  should  not  give  in  to  the  argu¬ 
ment  that  further  hearings  should  be 
held  by  the  tax  and  the  education  com¬ 
mittees  in  both  Houses,  before  this  bill 
is  voted  on  in  the  Senate. 

I  have  heard  these  arguments  before. 
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They  sound  reasonable  and  have  a  cer¬ 
tain  appeal.  But  this  issue  has  been 
studied  and  debated  for  many  years, 
and  we  have  no  assurance  that  further 
study  will  lead  to  any  progress. 

I  believe  we  have  waited  long  enough 
to  take  this  important  step  and  I  urge 
my  colleagues  who  have  not  yet  made  up 
their  minds  to  join  with  us  in  voting  for 
this  educational  tax  credit  amendment. 

Mr.  AIKEN.  Mr.  President,  I  am  in 
favor  of  every  young  person  in  the 
United  States  who  has  the  ability  and 
the  willingness  to  learn  to  get  a  college 
education  with  public  support  or  at  pub¬ 
lic  expense  if  necessary. 

Congress  has  made  great  strides  in 
that  direction  during  the  past  year,  un¬ 
der  the  leadership  of  the  chairman  of 
the  Subcommittee  on  Education  of  the 
Committee  on  Labor  and  Public  Wel¬ 
fare,  the  senior  Senator  from  Oregon 
[Mr.  Morse]  and  my  colleague  Senator 
Prouty,  of  Vermont. 

I  am  opposed  to  awarding  assistance 
for  higher  education  on  the  basis  of 
wealth,  or  for  the  purpose  of  acquiring 
a  college  degree  for  use  as  a  status 
symbol.  Assistance  should  be  given  on 
the  basis  of  ability  and  willingness  to 
learn,  and  thus  to  make  a  later  con¬ 
tribution  to  the  United  States. 

I  do  not  believe  the  amendment  offered 
by  the  Senator  from  Connecticut  [Mr. 
Ribicoff]  is  a  start  in  the  right  direc¬ 
tion.  I  believe  that  it  leads  in  the  op¬ 
posite  direction. 

Some  of  the  greatest  men  in  our 
society,  scientists,  lawyers,  doctors,  and 
men  in  public  office,  have  come  from  the 
lower  economic  levels  of  life  and  I  believe 
that  if  they  had  the  willingness  and  the 
ability  to  learn,  so  have  other  young 
people  in  the  lower  economic  levels  of 
today.  They  should  be  given  equal  op¬ 
portunity  with  those  young  people  whose 
parents  are  able  to  send  them  to  the 
more  expensive  colleges. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  myself  3  minutes. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Louisiana  is 
recognized  for  3  minutes. 

Mr.  LONG  of  Louisiana.  I  went  to 
college  at  the  Louisiana  State  University 
under  what  was  the  forerunner  of  the 
NYA  program  to  help  young  men  and 
women  work  their  way  through  college. 

I  helped  a  number  of  young  boys  who 
were  classmates  of  mine,  and  others,  to 
obtain  entry  into  the  university  and  also 
to  find  work  so  that  they  could  earn  their 
way  through  school.  Most  of  those 
young  men  were  sons  of  large  families  or 
were  themselves  orphaned,  or  were  the 
sons  of  foreign  families  who  would  have 
received  no  benefit  whatever  from  this 
proposal  had  it  been  law. 


For  a  fraction  of  the  cost  of  adoption 
of  this  amendment,  we  could  have  a  loan 
program,  not  merely  a  $100  handout  or  a 
$200  handout.  The  amendment  is  so 
framed  that  the  more  expensive  the 
school  attended  the  larger  the  handout 
would  be. 

For  a  fraction  of  the  cost  of  the  pro¬ 
gram  embodied  in  the  amendment  our 
Government  could  have  a  sound  loan 
program  which  would  assure  every  young 
man  and  young  woman  an  opportunity 
to  provide  himself  or  herself  with  a  col¬ 
lege  education. 

What  do  the  sponsors  of  the  amend¬ 
ment  say  about  that  proposal? 

The  amendment  would  not  help  those 
who  are  most  needful.  The  young  man 
or  woman  who  had  to  work  his  or  her 
way  through  college  would  receive  rela¬ 
tively  little  of  the  benefits  which  would 
result  from  the  $1,300  million  program. 

What  do  the  sponsors  say  about  that? 
They  say  we  should  do  whatever  is  neces¬ 
sary  to  help  the  young  people  who  work 
their  way  through  school,  but  we  should 
do,  also,  what  is  proposed  in  the  amend¬ 
ment. 

Mr.  President,  the  question  is  one  of 
priority.  Should  we  start  giving  $1.3 
billion  of  tax  money  from  the  Federal 
Treasury  to  people  who  do  not  need  it, 
do  not  require  it,  do  not  expect  it,  and 
who  are  well  able  to  educate  their  own 
children,  or  should  we  start  by  giving  the 
first  $1.3  billion  to  people  who  do  need 
it? 

The  proposal  is  very  similar  to  the  case 
of  a  Senator  who  might  come  here  and 
say,  “Let  us  not  provide  aid  to  the  aged 
at  the  Federal  level.  Let  us  give  a  tax 
credit  of  $100  to  every  man  or  woman 
who  must  look  after  an  aged  father  or 
aged  mother.”  How  would  such  a  pro¬ 
gram  work? 

Usually  if  a  man  is  poor  and  aged, 
his  son  is  likely  to  be  in  about  the  same 
condition  as  his  old  dad.  He  is  a  poor 
man,  too.  He  is  not  paying  much  in  the 
way  of  taxes  and  could  not  take  advan¬ 
tage  of  such  a  tax  credit.  People  of 
wealth  would  have  the  benefit  of  the  $100 
tax  credit  to  enable  them  to  give  their 
fathers  and  mothers  that  extra  assist¬ 
ance  without  any  need  requirement. 

The  amendment  has  in  it  practically 
no  need  requirement.  Those  who  are  al¬ 
ready  wealthy  would  be  in  a  position  to 
dip  into  Uncle  Sam’s  Treasury  to  help 
their  own  folks  who  do  not  need  it. 
Those  who  are  hungry  and  have  little 
ability  to  provide  for  the  needs  of  their 
own  families,  much  less  their  grand¬ 
fathers,  and  grandmothers,  would  re¬ 
ceive  no  benefit  because  they  would  have 
no  income  on  which  to  take  the  credit 
in  the  beginning. 

The  ACTING  PRESIDENT  pro  tem- 
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pore.  The  time  of  the  Senator  has 
expired. 

Mr.  LONG  of  Louisiana.  I  yield  my¬ 
self  1  additional  minute. 

If  we  want  to  do  first  things  first,  if 
we  want  to  help  young  people  who  desire 
to  go  to  school,  I  suggest  that  the  pro¬ 
posed  credit  would  not  even  begin  to 
meet  their  expenses.  What  they  need 
is  about  a  $2,000  a  year,  which  they  can 
either  borrow  or  earn.  Not  enough 
would  be  provided  to  help  them. 

If  we  wish  to  help  students  we  should 
start  with  the  kind  of  bill  which  the  Sen¬ 
ator  from  Oregon  is  studying  and  recom¬ 
mending  to  this  body.  If  all  we  wish  to 
do  is  to  make  a  great,  generous  display 
of  the  gratuities  of  the  Federal  Govern¬ 
ment  by  passing  out  tax  advantages  to 
people  who  have  no  real  need  for  them 
and  people  who  would  put  their  children 
through  school  anyway,  I  suggest  to  Sen¬ 
ators  that  they  vote  for  the  amendment, 
because  that  is  what  it  would  do.  Those 
who  can  afford  to  put  their  children  into 
expensive  eastern  colleges  where  the  cost 
is  $2,500  or  $3,000  a  year  In  tuition  would 
receive  more  benefit  than  those  who  can¬ 
not  afford  to  put  their  children  in  expen¬ 
sive  eastern  colleges. 

Mr.  DOMINICK.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator’s  time  has  expired. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  myself  1  additional  minute. 
I  yield  to  the  Senator  from  Colorado. 

Mr.  DOMINICK.  Is  the  Senator 
aware  that  every  person  who  puts  him¬ 
self  through  college  must  pay  taxes  on 
the  income  he  receives  with  which  he 
pays  the  cost?  Every  elevator  boy  in 
the  Capitol  and  every  employee  here  who 
is  attending  school  is  pleading  for  us  to 
adopt  the  amendment  in  order  to  help 
him  along. 

Mr.  LONG  of  Louisiana.  The  credit 
would  be  limited  to  whatever  the  tax 
would  be.  If  a  person  pays  little  tax, 
he  would  have  nothing  against  which  to 
take  the  credit.  If  the  Senator  will  look 
at  page  1733  of  the  testimony,  he  will 
see  who  would  receive  the  distribution 
of  the  benefits.  They  are  those  who 
have  adjusted  gross  incomes  of  $3,000 
or  less.  What  would  they  get?  One 
percent.  That  is  where  the  need  is. 
The  other  99  percent  of  benefits  would 
go  to  those  who  are  in  a  position  to  pro¬ 
vide  adequately  for  the  education  of  their 
children. 

The  ACTING  PRESIDENT  pro 
tempore.  The  time  of  the  Senator  has 
expired. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield? 


Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  myself  3  additional  min¬ 
utes,  and  yield  to  the  Senator  from 
Oregon..  _ 

Mr.  MORSE.  Does  the  Senator  from 
Louisiana  agree  with  the  Senator  from 
Oregon  that  the  elevator  boys  and  em¬ 
ployees  who  are  appointed  and  are  bene¬ 
ficiaries  of  that  employment  are  for¬ 
tunate  to  have  jobs  that  enable  them  to 
pay  their  way  through  college,  and  that 
they  ought  to  be  happy  that  they  have 
jobs  so  that  they  can  pay  the  small 
amount  of  taxes  that  is  collected  from 
their  income? 

Mr.  President,  the  question  is  basic. 
What  are  we  trying  to  do?  We  are 
trying  to  breed  a  younger  generation  in 
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this  country  into  believing  that  they 
ought  to  get  everything  that  they  can 
get  for  nothing. 

It  is  about  time  that  we  adopt  a  pro¬ 
gram  which  would  put  a  stop  to  hand¬ 
outs  such  as  those  which  would  be  pro¬ 
vided  under  the  Ribicoff  amendment. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  how  much  additional  time  have  I 
under  the  time  I  have  allotted  to  myself? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  has  an  additional 
minute. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  Senator  from  Oregon  has  ex¬ 
actly  stated  the  point.  An  elevator  boy 
who  is  being  paid  $400  to  $500  a  month 
would  be  benefited  by  the  proposal.  How 
about  the  boy  who  does  not  have  a  job 
and  who  would  receive  no  benefit?  That 
is  what  is  wrong  with  the  proposal.  We 
would  provide  Federal  money  to  the  tune 
of  $1,300  million  for  the  benefit  of  those 
who  do  not  need  it,  those  who  would  go 
to  college  anyway,  and  those  who  are  al¬ 
ready  in  college.  We  would  deny  help  to 
those  who  really  need  it.  We  would  deny 
assistance  to  the  man  who  has  a  wife 
and  10  children,  and  does  not  pay  taxes 
and  should  not  pay  any  taxes.  He  may 
be  making  $5,000  or  $6,000  a  year.  He 
must  feed  his  family  on  red  beans  and 
rice. 

Let  us  try  to  find  the  money  necessary 
to  put  those  children  through  school. 
Suppose  we  help  them.  With  a  $100  or 
so  as  a  credit  we  would  help  a  limited 
number  of  people,  but  continue  to  deny 
help  to  those  who  are  most  in  need. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield  on  the 
time  available  to  the  Senator  from  Con¬ 
necticut. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  from 
Louisiana  has  expired. 
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Mr.  RIBICOFF.  Mr.  President,  I  yield 
myself  2  minutes. 

I  have  listened  to  the  argument  of  the 
distinguished  Senator.  I  have  heard  of 
his  deep  concern  about  the  youngsters 
who  work  and  might  get  a  tax  credit. 
How  concerned  is  the  distinguished  Sen¬ 
ator  about  the  $2  billion  under  the  in¬ 
vestment  credit  and  the  additional  hun¬ 
dreds  of  millions  under  the  new  invest¬ 
ment  credit  amendments  in  this  bill 
which  would  go  to  General  Motors  and 
other  corporations  whose  earnings  are 
the  highest  ever? 

Mr.  LONG  of  Louisiana.  That  is  an 
entirely  different  subject.  To  begin  with, 
I  have  had  some  doubts  about  the  in¬ 
vestment  credit  proposal.  One  doubt  I 
had  about  it  concerned  the  fact  that  once 
we  open  the  Treasury  to  some  groups,  we 
invite  others  to  get  their  fists  in  too. 

It  is  like  proposing  that  Uncle  Sam 
write  checks  for  that  amount  of  money. 
We  would  be  opening  Pandora’s  box. 
That  is  one  aspect  of  the  proposal  which 
raises  doubt  as  to  the  investment  credit. 

Perhaps  if  the  amendment  of  the  Sen¬ 
ator  from  Connecticut  is  agreed  to,  we 
shall  have  to  proceed  to  strike  the  pro¬ 
posed  section  203,  thus  repealing  the 
Long  amendment,  which  would  cut  by 
40  percent  the  credit  benefit  provided 
for  General  Motors  and  others. 

If  we  wish  to  provide  the  proposed 
program  for  education,  in  my  judgment, 
we  ought  to  start  at  the  bottom,  with 
those  having  the  lowest  incomes,  and 
work  up — we  should  start  with  young¬ 
sters  who  otherwise  would  not  be  able  to 
attend  college,  rather  than  to  start  at 
the  top  with  those  who  are  already  in 
school  and  whose  families  are  able  to 
send  them  to  school  to  begin  with. 

Mr.  RIBICOFF.  How  about  the  $140 
million  provided  in  the  tax  bill  for  the 
benefit  of  a  few  department  stores,  none 
of  which  need  the  money — although  they 
think  they  need  the  money — rather  than 
the  elevator  boy  who  is  operating  an 
elevator  in  the  Capitol  for  a  wage  of 
$400  a  month?  How  about  the  $140  mil¬ 
lion  which  would  benefit  the  department 
stores?  Let  us  begin  to  look  at  the  loop¬ 
holes  in  the  bill. 

Mr.  LONG  of  Louisiana.  We  are  talk¬ 
ing  on  the  Senator’s  time. 

Mr.  RIBICOFF.  Yes. 

Mr.  LONG  of  Louisiana.  What  we  are 
talking  about  is  the  method  of  taxing 
revolving  credit.  That  is  a  provision 
which,  if  the  committee  amendment  is 
retained  would  largely  be  a  one-time 
revenue  loss.  The  provision  is  con¬ 
cerned  with  the  procedure  of  applying 
taxes  on  the  revolving  credit  balance. 
Those  involved  would  not  escape  taxes. 
It  would  be  a  question  whether  the  tax¬ 


payer  would  pay  tax,  in  the  year  the 
sale  is  made  or  in  the  year  the  credit 
balance  is  paid.  It  is  a  one-time  loss, 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  from 
Connecticut  has  expired. 

Mr.  RIBICOFF.  Mr.  President,  I  yield 
to  the  distinguished  Senator  from  New 
York  3  minutes. 

Mr.  KEATING.  Mr.  President,  I  ask 
the  Senator  from  Connecticut  if  I  may 
have  5  minutes. 

Mr.  RIBICOFF.  Mr.  President,  how 
much  time  have  I  remaining? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Connecticut 
has  22  minutes  remaining. 

Mr.  RIBICOFF.  I  yield  5  minutes  to 
the  distinguished  Senator  from  New 
York. 

Mr.  KEATING.  Mr.  President,  the 
able  and  distinguished  junior  Senator 
from  Connecticut  [Mr.  Ribicoff]  and  a 
number  of  my  other  distinguished  col¬ 
leagues  and  cosponsors  of  this  amend¬ 
ment  have,  in  the  last  2  days,  set  forth 
with  clarity  and  persuasion,  the  objec¬ 
tives  and  the  details  of  this  amendment. 
By  now,  everyone  has  had  a  chance  to 
familiarize  himself  with  the  technicali¬ 
ties  of  our  plan — the  sliding  scale  tax 
credit,  the  ceiling  to  prevent  windfalls 
to  wealthier  taxpayers,  the  inclusion  of 
fees,  books  and  supplies  as  well  as  tui¬ 
tion,  and  the  availability  of  this  credit  to 
anyone  who  actually  pays  the  bills — so 
I  will  not  take  valuable  time  to  repeat 
the  details.  It  is  sufficient  to  state  that 
those  of  us  who  have,  for  years,  sup¬ 
ported  some  kind  of  tax  relief  for  those 
making  this  kind  of  investment  in  Amer¬ 
ica’s  future,  have  agreed  that  this 
measure  should  be  enacted  now. 

In  the  few  minutes  remaining  before 
we  vote,  therefore,  I  would  like  to 
answer  what  seem  to  be  the  two  major 
objections  to  this  amendment;  namely, 
first,  that  it  is  not  the  best  means  of 
aiding  higher  education,  and,  second, 
that  it  costs  too  much. 

The  first  charge,  the  primary  argu¬ 
ment  of  the  Department  of  Health,  Edu¬ 
cation,  and  Welfare,  is  made  by  those 
who  wish  to  retain  the  image  of  “pro¬ 
gressive  and  liberal  friend  of  education” 
while  voting  against  the  amendment. 

Their  argumei^fc  implies  that  the 
sponsors  of  this  proposal  have  offered  it 
as  a  panacea  for  all  the  financial  prob¬ 
lems  of  American  higher  education  and 
as  an  alternative  to  all  other  forms  of 
more  direct  aid.  This  is  simply  not  so. 
We  have  not  abandoned  construction 
grants  to  universities,  scholarship  aid  to 
needy  students,  research  stipends,  in¬ 
sured  loans  or  student  work  programs. 
I,  for  one,  hope  I  am  given  the  oppor- 
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tunity  to  vote  on  a  score  of  new  and 
imaginative  proposals  to  aid  education 
in  the  next  few  years. 

But  18  years  in  the  Congress  has 
taught  me  a  certain  amount  of  prag¬ 
matism.  I  know  better  than  to  advise 
a  hungry  man  to  pass  up  a  piece  of  bread 
because  a  whipped-cream  cake  is  on  the 
way.  Let’s  hope  we  get  both,  but  let’s 
not  bet  on  “double  or  nothing.” 

The  cost  argument  is  less  subtle.  It 
is  made  by  those  who  acquiesce  in  oil- 
depletion  allowances,  investment  credits, 
dividend  received  credits,  foreign  tax 
credits,  entertainment  deductions,  and  a 
score  of  other  tax  gimmicks,  but  who,  in 
admirable  candor,  declare  that  tax  relief 
for  investors  in  America’s  future  is  too 
costly.  Well,  Mr.  President,  it  is  very 
possible  that  if  this  amendment  is  not 
adopted,  the  American  taxpayer  will  have 
to  assume  the  considerably  greater  cost 
of  an  expanding  public  university  system. 
Let  me  elaborate  briefly,  and  prove  my 
point  with  a  few  interesting  figures. 

There  are  1,357  independent  colleges 
and  universities  in  this  country.  I  make 
no  judgment  on  whether  these  colleges 
are  better  than  the  large  State  univer¬ 
sities  but  do  state  that  they  provide  the 
diversity  in  higher  education  which 
Americans  generally  agree  is  desirable, 
and  should  be  fostered.  Since  they  are 
privately  endowed,  they  also  save  the 
taxpayer  a  considerable  amount  of 
money. 

In  1949,  50.4  percent  of  all  college 
students  attended  private  institutions; 
by  1962,  the  percentage  had  dropped 
sharply  to  38.3  percent.  The  reason;  a 
“tuition  gap.”  The  Office  of  Education 
has  estimated  that  the  average  tuition 
and  fee  charge  to  a  student  in  a  State 
university  is  $185.  This  is  one-eighth  of 
the  cost  of  educating  him,  and  the  tax¬ 
payer,  of  course,  makes  up  the  difference, 
to  the  tune  of  over  $2  billion  a  year. 
This  figure  does  not  include  capital  out¬ 
lay,  but  merely  operating  costs. 

The  private  institution,  which  does 
not  have  the  benefit  of  this  taxpayer 
subsidy,  has  been  forced  to  increase  tui¬ 
tion  charges  100  percent  or  more  during 
the  last  10  years.  The  resulting  “tuition 
gap”  has  caused  a  shift  in  student  popu¬ 
lation  from  the  private  to  the  public  col¬ 
leges  at  an  average  rate  of  1.4  percent  a 
year.  Dr.  Carroll  V.  Newson,  former 
president  of  New  York  University,  has 
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estimated  that  “by  1975,  perhaps  not 
more  than  4  percent  of  the  post-second- 
ary  students  of  the  country  will  be  at¬ 
tending  private  institutions.”  Even  if 
the  rate  of  shift  remains  constant,  at  1.4 
percent  a  year — which  is  doubtful — and 


80  percent  of  the  students  are  in  public 
colleges  by  1975,  the  taxpayer  will  have 
to  shell  out  $8V2  billion  in  capital  outlay 
and  $6  billion  a  year  in  operating  costs 
to  accommodate  the  increase.  If  we  can 
preclude  the  shift  by  tax  relief  and  keep 
the  ratio  of  public  to  private  college 
students  substantially  the  same  as  it  is 
today,  the  taxpayer  would  save  $3.6  bil¬ 
lion  in  construction  costs  and  $1*4  bil¬ 
lion  a  year  in  operating  costs.  The  Trea¬ 
sury  has  estimated  that  this  plan  will 
cost  $750  million  a  year  in  reduced  reve¬ 
nue.  In  view  of  the  figures  I  have  just 
cited,  it  is  worth  every  penny  it  costs. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  has  ex¬ 
pired. 

Mr.  KEATING.  I  shall  not  take  more 
time  in  view  of  the  time  situation. 

I  hope  the  amendment  will  be  adopted. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Does  the  Senator  from  Louisiana 
desire  to  yield  any  time? 

Mr.  RIBICOFF.  Mr.  President,  I 
yield  2  minutes  to  the  Senator  from  Del¬ 
aware  [Mr.  Williams].  ' 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Delaware  is 
recognized  for  2  minutes. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  the  purpose  of  the  amend¬ 
ment  of  the  Senator  from  Connecticut  is 
to  allow  those  parents  who  wish  to  edu¬ 
cate  their  children  to  pay  the  tuition  and 
then  get  a  deduction  when  they  file  their 
tax  returns.  I  see  nothing  wrong  with 
the  proposal. 

The  argument  made  by  the  Senator 
from  Louisiana  that  this  is  a  gift  from 
the  Treasury  has  developed  from  the 
theory  that  all  that  a  man  earns  belongs 
to  the  U.S.  Government  and  that  when 
the  Government  reduces  his  taxes  it  is 
giving  him  something.  That  is  a  new 
philosophy  and  one  to  which  I  do  not 
subscribe. 

I  always  felt  that  what  a  man  earned 
was  his  own.  Sure  he  must  pay  taxes, 
but  it  is  the  taxpayers  who  gives  to  the 
Government. 

The  Senator  from  Louisiana  says  that 
a  poor  man  does  not  get  anything  from 
this  measure.  No  tax  cut  will  help  the 
unemployed.  A  tax  cut  will  not  help 
those  whose  income  is  so  low  that  they 
pay  no  taxes.  That  is  understood.  But 
this  proposal  is  for  the  benefit  of  those 
in  the  low-income  groups  who  do  pay 
taxes  and  who  do  have  to  pay  tuition 
costs  to  educate  their  children. 

It  is  far  better  to  let  people  select  their 
own  colleges  and  make  their  own  pay¬ 
ment.  The  American  people  can  better 
prepare  themselves  to  educate  their  own 
children  if  we  give  them  a  deduction  or 
a  credit,  rather  than  to  make  them  send 


2980 


all  their  money  to  the  Federal  Treasury 
and  then  have  the  Federal  Treasury  set 
up  a  bureaucracy  to  distribute  a  part  of  it 
back  to  him.  That  is  not  the  way  to 
have  people  educate  their  children.  This 
amendment  offers  a  much  better  ap¬ 
proach.  I  have  greater  confidence  in  the 

ability  of  the  American  people  to  select 
their  own  colleges  than  in  anyone  in  the 
Federal  Government. 

Mr.  RIBICOFF.  Mr.  President,  I  yield 
2  minutes  to  the  Senator  from  Kentucky 
[Mr.  Morton]. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Kentucky  is 
recognized  for  2  minutes. 

Mr.  MORTON.  Mr.  President,  I  shall 
support  the  amendment  offered  by  the 
Senator  from  Connecticut.  I  do  not 
think  I  have  to  answer  the  argument 
made  by  the  Senator  from  Louisiana  as 
to  the  rich  benefiting  from  the  proposal. 
I  think  it  was  eloquently  set  forth  in  the 
presentation  made  yesterday  by  the  Sen¬ 
ator  from  Connecticut  [Mr.  Ribicoff]. 

I  notice  that  the  presidents  of  some  of 
our  American  universities  have  come  out 
in  opposition  to  the  amendment,  saying 
that  the  only  thing  that  will  happen  is 
that  college  tuition  will  go  up  $200  a  year 
if  this  amendment  is  adopted.  I  have 
greater  confidence  in  the  present  trus¬ 
tees  and  in  the  presidents  of  the  colleges 
and  universities  of  this  country  than 
that.  I  do  not  believe  that  they  would  be 
so  irresponsible  as  to  follow  such  an 
obviously  selfish  plan. 

I  could  hardly  believe  it  when  I  read 
that  their  opposition  was  based  on  the 
ground  that  this  amendment  would  in¬ 
crease  the  cost  of  college  education.  We 
all  know  that  in  the  next  few  years  more 
and  more  people  are  going  to  college.  We 
all  know  that,  unfortunately,  we  are  in 
a  situation  in  which  the  costs  of  educa¬ 
tion  are  going  up.  But  when  the  pres¬ 
idents  of  great  colleges  and  universities 
in  this  country  say  the  costs  are  going 
up  because  we  are  giving  a  tax  break  to 
those  who  would  prefer  to  educate  their 
own  children  rather  than  to  have  them 
educated  under  some  kind  of  scholarship 
fund  administered  by  the  Government, 

1  must  decry  such  statements. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  has 
expired. 

Mr.  RIBICOFF.  Mr.  President,  I  yield 

2  minutes  to  the  Senator  from  Nebraska 
[Mr.  Curtis]. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Nebraska  is 
recognized  for  2  minutes. 

Mr.  CURTIS.  Mr.  President,  this  is  a 
poor  boy’s  amendment.  It  provides  that 
if  anyone  pays  tuition  and  fees  to  send 


a  neighbor  boy  to  college,  he  receives  a 
tax  benefit.  This  is  one  incentive  for 
the  citizens  of  the  United  States  to  assist 
worthy  young  people  to  go  to  college.  It 
channels  the  tax  benefit  in  such  a  way 
that  there  is  no  Federal  control.  No  rul¬ 
ing  of  the  Supreme  Court  or  any  other 
conflict  will  determine  what  may  be 
taught  in  that  school.  If  a  parent  wants 
his  child  or  his  neighbor  or  a  poor  boy 
who  is  a  member  of  the  Boy  Scout  troop 
to  have  an  opportunity  to  go  to  college 
where  there  is  compulsory  religious  in¬ 
struction,  he  may  do  so.  It  avoids  a  huge 
bureaucracy.  It  avoids  a  situation  in 
which,  if  one  institution  receives  a  grant, 
all  the  rest  will  demand  it. 

I  hold  in  my  hand  a  book  of  358  pages, 
each  page  containing  three  columns  of 
fine  print,  containing  names  of  institu¬ 
tions  a  contribution  to  which  is  allowed 
as  a  tax  deduction. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  from 
Nebraska  has  expired. 

Mr.  CURTIS.  Many  of  them  are  not 
as  worthy  of  a  deduction  as  would  be 
a  contribution  for  a  college  education. 

Mr.  RIBICOFF.  Mr.  President,  I  yield 
1  minute  to  the  Senator  from  New  Hamp¬ 
shire. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  New  Hamp¬ 
shire  is  recognized  for  1  minute. 

Mr.  COTTON.  Mr.  President,  there 
are  observations  I  would  like  to  make  on 
this  bill,  but  I  was  unavoidably  absent 
yesterday,  and  I  have  but  1  minute  today. 

All  these  forensics  to  which  we  have 
been  listening  leave  me  unimpressed.  It 
is  the  old  lullaby  we  are  given,  that  if  we 
refuse  to  do  something  for  somebody  to¬ 
day,  sometime  next  month  or  next  year 
we  shall  be  given  an  opportunity  to  do 
something  more  magnificent  and  boun¬ 
teous  for  him. 

I  listened  to  that  lullaby  when  I  was 
trying  to  get  doctors  for  rural  communi¬ 
ties.  I  listened  to  that  lullaby  when  we 
were  trying  to  abolish  some  of  the 
pocket-picking  war  excise  taxes.  I  have 
listened  to  the  lullaby  many  times  on  the 
floor  of  the  Senate. 

I  consider  this  to  be  a  fair  amend¬ 
ment,  which  sends  money  back  where  it 
is  needed,  without  the  administrative 
cost  or  the  setting  up  of  a  new  bureauc¬ 
racy.  I  do  not  intend  to  wait  for  some 
future  opportunity.  This  is  a  chance  to 
do  something  for  people  who  are  strain¬ 
ing  their  resources  to  educate  their  chil¬ 
dren,  and  do  it  now.  I  shall  vote  for  it. 

Mr.  LONG  of  Louisiana.  I  yield  4 
minutes  to  the  Senator  from  Maine. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Maine  is  recog¬ 
nized  for  4  minutes. 
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Mr.  MUSKIE.  Mr.  President,  democ¬ 
racy  is  an  exacting  form  of  government 
and  requires  an  educated  and  informed 
citizenry.  In  recent  years,  the  cold  war 
has  become  in  large  part  a  battle  for 
men’s  minds,  and  it  is  no  exaggeration 
to  say  that  our  educational  system  is  one 
of  freedom’s  first  lines  of  defense. 

If  we  are  to  survive,  if  we  are  to  pros¬ 
per,  if  we  are  to  achieve  for  every  Amer¬ 
ican  that  opportunity  for  spiritual  and 
material  fulfillment  to  which  each  is  en¬ 
titled,  we  must  insure  that  our  educa¬ 
tional  system  effectively  serves  our  needs. 
Above  all,  we  must  see  to  it  that  its  op¬ 
portunities  are  fully  available  for  the  de¬ 
velopment  of  our  young  people  whatever 
the  limitations  of  their  own  financial 
resources. 

The  Senator  from  Connecticut  has  per¬ 
formed  a  great  service.  Although  he  de¬ 
scribes  his  amendment  as  a  tax  measure, 
rather  than  an  education  measure,  it  is 
clearly  designed  to  advance  the  cause  of 
education. 

But  worthy  as  is  that  cause,  agree 
though  I  may  with  its  objective,  I  do  not 
believe  that  this  is  the  time  or  the  place 
for  enactment  of  this  measure. 

Whatever  it  may  be  called,  this  amend¬ 
ment  is  an  education  measure.  The 
pending  business  is  a  tax  bill.  The  two 
should  not  be  confused.  An  overwhelm- 
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ing  and  most  unusual  national  consensus 
has  coalesced  in  support  of  this  tax  bill, 
as  an  economic  measure.  Adoption  of 
this  amendment  would  throw  the  pro¬ 
posed  rate  structure  into  confusion  and 
may  seriously  delay — or  even  jeopard¬ 
ize — passage  of  this  most  important  bill. 

For  the  proposed  amendment  will,  in 
fact,  be  the  most  expensive  education  bill 
for  individuals  ever  enacted — with  the 
sole  exception  of  the  GI  bill.  Its  cost 
alone — $750  million  the  first  year,  $1.3 
billion  by  1970 — requires  that  it  be  con¬ 
sidered  in  conjunction  with  our  overall 
education  policy.  Federal  aid  to  educa¬ 
tion  on  such  a  massive  scale  deserves  the 
deliberate,  careful  scrutiny  of  Congress 
within  the  framework  of  our  national 
policy  in  this  important  area. 

It  should  not  be  in  the  form  of  an 
amendment  to  an  economic  measure. 

It  should  not  be  considered  without 
the  benefit  of  wide-ranging  and  detailed 
hearings.  Our  educational  needs  are 
many;  our  resources,  great  as  they  are, 
are  limited.  Is  every  Member  of  this 
body  firmly  convinced  that  the  prior¬ 
ities  established  by  this  amendment  are 
warranted  in  an  investment  of  such  mag¬ 
nitude?  Is  it  not  possible  that  a  more 
searching  investigation  will  reveal  that 
a  different  order  of  priorities  is  called 
for? 


Mr.  President,  the  objections  I  have 
raised  have  not  been  directed  to  the 
merits  of  the  amendment.  They  have 
been  concerned  with  the  wisdom  of  ap¬ 
proving  it  at  this  particular  time. 

In  addition,  there  are,  it  seems  to  me, 
some  valid  questions  with  respect  to  the 
amendment  itself  which  require  consid¬ 
eration.  * 

As  proposed,  the  amendment  would  be 
of  little  or  no  help  to  those  countless 
thousands  of  young  Americans  who  can¬ 
not  now  afford  to  go  to  college.  It  will 
do  nothing  at  all  for  the  millions  of 
Americans  in  the  lower  income  brackets. 
It  will  simply  make  it  a  little  easier  for 
those  who  can  already  afford  to  send 
their  children  to  college.  Certainly,  this 
is  a  laudable  objective.  But  should  not 
a  program  of  this  magnitude  provide 
some  assistance  to  those  who  cannot  now 
even  begin  college? 

Second,  there  seems  to  be  little  doubt 
that  many  colleges  will  increase  their 
tuition  rates.  Thus,  it  may  well  be  that 
the  taxpayer  entitled  to  the  credit  will 
obtain  no  real  benefit,  while  the  problem 
of  getting  a  college  education  will  be¬ 
come  even  greater  for  those  now  unable 
to  do  so. 

Third,  the  fact  that  the  amount  of 
the  credit  depends  upon  the  tuition  rate 
means  that  the  amendment  provides  the 
greatest  measure  of  relief  where  it  is 
’generally  needed  least:  To  taxpayers 
paying  tuition  for  students  at  high-tui¬ 
tion  colleges.  Those  students  attending 
low- tuition  institutions  will,  in  most 
cases,  be  unable  to  qualify  for  the  maxi¬ 
mum  credit. 

Finally,  Mr.  President,  I  should  note 
that,  as  a  father  of  five  whose  college 
careers  will  begin  in  4  years,  I  find  the 
benefits  under  the  Ribicoff  amendment 
very  tempting.  But,  I  would  like  to 
point  out  that  this  would  be  in  addition 
to  benefits  already  afforded  me  under  the 
bill.  The  relief  would  be  most  helpful 

to  me,  but  it  would  be  of  little  value  to 
families  in  Maine  with  income  of  $5,000 
and  less. 

The  Ribicoff  amendment  would  pro¬ 
vide,  in  effect,  double  relief  for  a  small 
portion  of  the  middle  income  group — re¬ 
lief  which  would  not  be  available  to  our 
lower  income  families.  The  tax  bill,  as 
reported  to  us  by  the  Finance  Commit¬ 
tee,  is  designed  to  provide  equitable  re¬ 
lief  to  a  wide  spectrum  of  taxpayers. 
The  Ribicoff  amendment  would  distort 
that  effect. 

Here  are  some  examples,  using  the 
average  family,  with  two  children  at 
$10,000.  Such  a  family  would  receive 
a  $223,  or  19-percent  cut  under  the  tax 
bill.  The  Ribicoff  amendment  would  add 
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a  $325  cut,  or  an  additional  26  percent, 
for  a  total  net  reduction  of  45  percent. 
At  $15,000,  such  a  family  would  receive 
a  $369,  or  17-percent,  cut  under  the  tax 
bill.  The  Ribicoff  amendment  would  add 
a  $325  cut,  or  an  additional  15  percent, 
for  a  total  net  reduction  of  32  percent. 
At  $20,000,  such  a  family  would  receive 
a  $560,  or  16 -percent  cut  under  the  tax 
bill.  The  Ribicoff  amendment  would  add 
a  $325  cut,  or  an  additional  10  percent, 
for  a  total  net  reduction  of  26  percent. 

Mr.  President,  I  hope  that  the  interest 
in  meeting  our  educational  need  which 
has  been  kindled  by  this  amendment  will 
continue  long  after  this  tax  bill  is  passed. 

I  hope  that  this  Congress,  which  wrote 
a  remarkable  legislative  record  in  the 
field  of  education  last  year,  will  not  rest 
upon  its  past  achievements,  for  much  re¬ 
mains  to  be  done.  And  although  I  will 
vote  against  this  amendment,  I  wish  to 
make  it  unmistakably  clear  to  the  Sena¬ 
tor  from  Connecticut  and  to  the  rest  of 
my  colleagues  that  this  is  not  a  vote 
against  the  objective  of  the  amendment. 
It  is  rather  an  expression  of  my  belief 
that  the  objective  can  be  better  served, 
the  priorities  more  precisely  established, 
and  the  resources  more  equitably  dis¬ 
tributed.  _ 

|  Mr  President,  I  ask  unanimous  con¬ 
sent  that  several  telegrams  from  both 
supporters  and  opponents  of  the  pro¬ 
posed  amendment,  in  Maine,  be  inserted 
i  in  the  Record  at  this  point. 

There  being  no  objection,  the  tele¬ 
grams  were  ordered  to  be  printed  in  the 
Record,  as  follows: 

Augusta,  Maine,  February  3,  1964. 

'  Senator  Edmund  S.  Muskie, 

Senate  Office  Building, 

Washington,  D.C.: 

I  respectfully  urge  you  to  oppose  the  Ribi¬ 
coff  amendment  329.  Scholarships  and  loans 
make  it  possible  for  many  students  to  go  to 
college  who  couldn’t  otherwise  go.  Tax  cred¬ 
its  rarely  make  that  much  difference.  Maine 
teachers  have  expressed  repeatedly  their 
support  of  a  scholarship  and  loan  program. 
They  have  never  shown  any  enthusiasm  for 
tax  credits  which  would  reduce  taxes  to  the 
benefit  of  many  who  are  able  to  finance  the 
education  of  their  own  children. 

Clyde  Russell, 

Executive  Secretary,  Maine  Teachers 
t  Association. 

Orono,  Maine,  February  3,  1964  * 
Senator  Edmund  S.  Muskie, 

Washington,  D.C.: 

Affirmly  believe  the  Ribicoff-Keating  tui¬ 
tion  tax  credit  plan  derimental  to  broadening 
of  opportunity  in  higher  education.  Re¬ 
spectfully  request  your  opposition. 

Lloyd  H.  Elliott, 
President,  University  of  Maine. 


Portland,  Maine,  February  3,  1964. 
Senator  Edmund  Muskie, 

Senate  Office  Building, 

Washington,  D.C.: 

Diocesan  school  department  approves 
Ribicoff  tax  credit  bill.  Would  appreciate 
your  support. 

Msgr.  Armand  E.  Cyr, 

Superintendent. 


Portland,  Maine,  February  3,  1964. 
Senator  Edmund  Muskie, 

Senate  Office  Building, 

Washington,  D.C.: 

We  favor  the  Ribicoff  tax  credit  bill. 

St.  Dominics  Mothers  Club. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  2  minutes  to  the  Senator 
from  Florida. 

Mr.  SMATHERS.  Mr.  President,  I  be¬ 
lieve  we  all  agree  that  all  of  us  are  in 
favor  of  education  for  all  of  our  stu¬ 
dents.  The  question  is  how  to  proceed 
to  carry  out  that  wish  in  the  best  possible 
way.  For  my  own  part,  and  in  the  opin¬ 
ion  of  most  people  who  are  really  con¬ 
cerned  about  this  problem,  the  best  way 
to  proceed  is  through  the  Committee  on 
Labor  and  Public  Welfare,  with  a  total 
program  which  correlates  the  National 
Defense  Education  Act  to  the  student 
loan  program  and  all  the  other  pro¬ 
grams.  If  we  have  money  to  give  away, 
let  us  give  it  to  the  students  who  need  it 
the  most. 

My  objection  to  the  amendment — and 
I  do  not  like  to  call  it  the  rich  man's 
amendment — is  that  it  helps  parents  who 
do  not  need  any  particular  help. 

If  we  take  the  figures  given  by  the 
author  of  the  amendment,  we  see  that 
that  means  persons  who  make  $35,000  a 
year.  Such  a  person,  under  the  amend¬ 
ment,  would  get  a  tax  cut  of  $675.  That 
is  a  straight  credit.  Such  a  person  would 
send  his  children  to  Princeton  or  Har¬ 
vard,  no  matter  what.  Therefore,  what 
we  do  is  give  the  money  to  people  who 
do  not  need  it. 

As  had  been  pointed  out,  what  would 
happen  with  respect  to  private  schools 
would  be  that  private  schools  would  raise 
their  tuition,  so  that  everyone  who  sent 
his  children  to  private  schools  would  have 
to  pay  an  additional  $350.  The  poor 
boy  who  does  not  have  a  family,  who  does 
not  have  a  father,  would  not  be  able  to 
go  to  school.  We  thus  will  make  the 
problem  more  insurmountable  for  him  so 
far  as  obtaining  an  education  is  con¬ 
cerned, 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  PASTORE.  I  should  like  to  have 
it  made  clear  to  me  just  what  is  the 
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basis  for  the  argument  that  if  we  give 
parents  some  kind  of  consideration  in 
helping  them  send  their  children  to  col¬ 
lege  that - 

Mr.  SMATHERS.  I  would  like  to 
have  the  Senator  ask  me  a  question,  but 
I  would  appreciate  it  if  he  would  take 
the  time  from  the  side  controlled  by  the 
author  of  the  amendment. 

Mr.  RIBICOFF.  I  am  pleased  to  yield 
a  minute  to  the  Senator  for  that  pur¬ 
pose. 

Mr.  PASTORE.  Where  do  we  get  the 
notion  that  the  university  will  raise  its 
tuition  merely ,  because,  for  meritorious 
reasons,  we  give  some  credit  to  parents 
of  the  middle  class  who  want  the  pride 
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and  respect  of  paying  their  own  chil¬ 
dren’s  tuition.  This  amendment  would 
give  them  a  little  help  in  bearing  the  ter¬ 
rific  expense  involved.  Does  that  mean 
that  the  university  will  raise  its  tuition 
as  a  device  to  nullify  the  relief?  Where 
do  we  get  that  notion? 

Mr.  SMATHERS.  I  am  glad  the  Sen¬ 
ator  asked  that  question.  I  will  read 
him  what  the  originator  of  the  sliding 
scale  proposal  which  is  apparently  in¬ 
corporated  in  the  amendment,  said.  He 
is  Dr.  Roger  A.  Freeman  of  the  Hoover 
Institution  on  War,  Revolution,  and 
Peace,  of  Stanford  University. 

Mr.  RIBICOFF.  Mr.  President - 

Mr.  PASTORE.  Let  the  Senator  from 
Florida  finish. 

Mr.  SMATHERS.  Let  me  answer  the 
Senator’s  question.  He  asked  me  a  ques¬ 
tion,  and  he  is  entitled  to  have  an 
answer.  This  is  what  he  says - 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  has  ex¬ 
pired. 

Mr.  LONG  of  Louisiana.  I  yield  1 
more  minute  to  the  Senator  from 
Florida. 

Mr.  SMATHERS.  Dr.  Freeman  said: 

The  tax  saving,  or  revenue  loss,  under  my 
schedule  may  be  estimated  at  $700  million 
per  annum,  or  more.  Institutions  may  be 
expected  to  recoup  as  much  as  three-fourths 
of  that  amount  through  increased  tuitions. 

Mr.  PASTORE.  The  schools  must  ad¬ 
just  their  charges  as  their  costs  mount. 
They  will  do  it  whether  we  adopt  this 
amendment  or  not. 

Mr.  SMATHERS.  This  is  what  the 
original  author  of  this  idea  says  about  it. 

Mr.  PASTORE.  The  schools  will  raise 
or  lower  their  tuition  whether  we  do  this 
or  not.  Charges  will  change  with  the 
times — as  costs  are  greater  or  less. 

Mr.  SMATHERS.  No;  they  say  they 
will  do  it  if  such  an  amendment  is 
adopted. 


Mr.  PASTORE.  That  is  nonsense  to 
me. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield, 
if  I  have  some  time  remaining. 

Mr.  RANDOLPH.  The  Senator’s  ar¬ 
gument  is  very  persuasive.  However,  is 
it  not  a  fact  that  educational  costs  are 
going  up  year  by  year? 

And  they  have  been  rising  year  by 
year,  irrespective  of  what  the  Congress 
does  on  tax  legislation.  This  measure 
does  not  purport  to  solve  all  the  problems 
of  financing  higher  education.  Last  year 
the  Congress  enacted  the  Higher  Educa¬ 
tion  Facilities  Act,  the  National  Defense 
Education  Act  Extension  and  Amend¬ 
ments,  the  Vocational  Education  Act  of 
1963,  and  amendments  to  the  Manpower 
Development  and  Training  Act.  The 
senior  Senator  from  West  Virginia  sup¬ 
ported  all  of  these  measures,  and  I  shall 
support  any  measure  to  advance  the  edu¬ 
cational  opportunities  of  our  youth,  espe¬ 
cially  for  those  from  the  lower  income 
groups.  But  the  fact  that  the  proposed 
amendment  does  not  do  all  things  for 
higher  education  is  not,  in  my  opinion, 
a  valid  argument  for  opposing  it. 

Mr.  SMATHERS.  The  Senator  does 
not  want  to  help  education  any  more 
than  does  the  Senator  from  Oregon  or 
the  Senator  from  Florida.  We  all  want 
to  help.  The  question  is  how  do  we  do 
it  best?  The  amendment  would  cost 
$1,300  million.  Is  that  the  way  to  do  it? 
What  about  the  poor  boy  in  West  Vir¬ 
ginia  who  has  no  father  or  mother  but 
who  wants  to  go  to  school  ?  Where  would 
he  get  the  money?  He  would  not  get  it 
by  reason  of  this  amendment. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  He  would  not  get 
it  by  reason  of  the  amendment.  It  does 
not  offer  him  anything. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  If  the  time  comes 
out  of  the  time  controled  by  the  Senator 
from  Connecticut. 

Mr.  RIBICOFF.  I  am  pleased  to  have 
such  an  effective  ally  as  the  Senator  from 
Rhode  Island.  I  yield  1  more  minute  to 
the  distinguished  Senator  from  Rhode 
Island. 

Mr.  PASTORE.  I  have  1  minute,  60 
seconds.  Has  the  Senator  ever  exam¬ 
ined  a  scholarship  application? 

Mr.  SMATHERS.  Yes;  I  have. 

Mr.  PASTORE.  Where  it  is  necessary 
to  swear  away  half  of  one’s  life  in  order 
to  qualify  for  a  scholarship  on  the  basis 
of  need? 

Mr.  SMATHERS.  I  have  seen  such 
an  application.  I  have  a  brother  who  is 
supporting  four  children  and - 
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Mr.  PASTORE.  Are  we  on  my  time? 

Mr.  SMATHERS.  Yes.  That  does 
not  mean  that  we  ought  to  adopt  such 
an  amendment. 

Mr.  PASTORE.  I  say  to  the  Senator 
from  Florida  that,  insofar  as  the  low- 
income  groups  are  concerned,  there  is 
no  problem. 

For  the  low-income  group — and  prop¬ 
erly  so — there  is  every  encouragement 
of  scholarships  and  loans  so  that  the 
capable  and  ambitious  may  develop 
their  talents.  There  is  no  discredit  to 
this.  It  is  fitting  that  our  Nation  should 
provide  every  facility  of  scholarship. 

Any  man  in  the  low-income  group 
who  wants  to  send  his  child  to  college 
will  find  that  it  will  be  made  possible 
for  that  child  to  go  to  college,  because 
somewhere  or  other  the  facilities  exist 
and  some  arrangements  will  be  made  to 
that  end. 

Mr.  SMATHERS.  Now - 

Mr.  PASTORE.  Now  we  are  on  my 
minute.  Anyone  who  is  in  the  low-in¬ 
come  group — and  the  very  wealthy  par¬ 
ent  has  no  problem  at  all.  The  problem 
lies  in  the  great  $10,000  to  $15,000  a  year 
class,  in  which  a  man  wants  the  pride 
of  saying,  “I  want  my  child  to  go  to  the 
college  of  our  choice.  I  feel  that  his 
education  will  benefit  not  only  him  hut 
his  country.  I  want  to  pay  for  his  tui¬ 
tion,  but  I  need  the  consideration  of  my 
country  in  meeting  this  cost.” 

That  is  the  kind  of  people  we  are 
worrying  about. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  has  ex¬ 
pired. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield  a  min¬ 
ute  to  the  Senator  from  Florida. 

Mr.  SMATHERS.  The  statistics  were 
placed  in  the  Record  for  the  edification 
of  all  of  us.  I  would  appreciate  it  if  the 
Senator  from  Rhode  Island  would  read 
them.  They  give  the  percentage  of  the 
pupils  from  families  of  certain  income 
groups  who  go  to  school,  and  they  list 
the  number  of  students  in  the  schools. 
Percentagewise,  onc-fifth  come  from  the 
lowest  income  group. 

Mr.  PASTORE.  That  is  correct. 

Mr.  SMATHERS.  So  most  of  the 
youngsters  who  go  to  college  come  from 
the  middle  income  groups. 

Mr.  PASTORE.  This  amendment 
would  not  hurt  them. 

Mr.  SMATHERS.  It  distributes  the 
credit,  as  the  Senator  says. 

Mr.  PASTORE.  It  certainly  does. 

Mr.  SMATHERS.  The  amendment 
would  do  nothing  for  the  poor  boy  who 
wants  to  get  an  education. 


Mr.  LONG  of  Louisiana.  Mr.  Pres¬ 
ident,  let  us  see  how  this  proposal  would 
work.  It  is  simple  enough.  What  would 
happen  if  the  amendment  were  adopted? 
We  would  reach  into  Uncle  Sam’s  Treas¬ 
ury  for  $1,300  million  a  year.  Every 
child - 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield  on  my  time? 

Mr.  LONG  of  Louisiana.  I  am  speak¬ 
ing  on  my  time. 

Mr.  RIBICOFF.  Will  the  Senator 
yield  on  my  time? 

Mr.  LONG  of  Louisiana.  Let  me  make 
my  statement,  first;  then  I  shall  be  glad 
to  yield. 

It  is  proposed  to  reach  into  Uncle 
Sam’s  Treasury  for  a  tax  credit,  which 
is  like  drafting  a  check  on  the  Treasury 
for  $1,300  million  a  year.  If  one’s  child 
is  in  Princeton,  he  will  get  $325  from  the 
Treasury.  If  he  has  a  child  in  one  of 
the  expensive  Eastern  girls’  schools, 
where  the  tuition  is  $1,500,  he  will*  get 
a  credit  of  $325.  If  one  is  worried  about 
the  expense  of  such  an  education,  he 
should  not  have  sent  his  child  to  such 
a  school,  to  begin  with.  Let  him  send 
his  child  to  the  State  university,  where 
the  tuition  is  only  half  or  one-fourth  as 
much.  Then  he  would  receive  a  benefit 
of  $100. 

In  any  event,  it  is  proposed  to  give 
families  whose  children  are  in  college 
a  share  of  $1.3  billion.  What  kind  of 
sense  does  that  make?  What  about  the 
poor  devil  who  could  not  put  his  child 
through  college?  The  under  $3,000  in¬ 
come  class,  he  needs  helps.  What  would 
he  get?  Look  at  page  1733.  What  does 
that  class  of  family  get?  The  ones  who 
really  need  help,  the  kind  of  people  who 
deserve  help,  who  do  not  have  meat  on 
the  table  because  they  are  trying  to  send 
a  child  through  college,  get  plus  1  per¬ 
cent  of  $1.3  billion. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  The  table 
appears  on  page  1733. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield  first 
to  the  author  of  the  amendment,  on  his 
time. 

Mr.  RIBICOFF.  On  my  time.  I  am 
sure  the  distinguished  Senator  from 
Louisiana,  the  Senator  in  charge  of  the 
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bill,  has  no  intention  of  misleading  the 
Senate.  When  he  talks  about  $1.3  bil¬ 
lion,  is  he  talking  about  $1.3  billion  this 
year  or  in  1970? 

Mr.  LONG  of  Louisiana.  I  am  talking 
about  $750  million  this  year,  and  $1.3 
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billion  as  soon  as  the  program  goes  into 
full  operation.  That  is  the  estimate. 

Mr.  RIBICOFF.  It  is  $1.3  billion  in 
1970,  not  now. 

Mr.  LONG  of  Louisiana.  That  is  not 
my  estimate.  So  far  as  I  know,  that  is  the 
only  responsible  estimate.  Who  will  get 
the  credit?  The  families  with  adjusted 
gross  incomes  below  $3,000  will  get  1  per¬ 
cent. 

Mr.  RIBICOFF.  Is  the  Senator  speak¬ 
ing  on  his  time? 

Mr.  LONG  of  Louisiana.  I  am  speak¬ 
ing  on  my  time.  I  yield  myself  2  addi¬ 
tional  minutes. 

Consider  the  families  that  do  not  need 
this  assistance.  Let  us  consider  families 
having  incomes  of  $10,000  to  $20,000. 

They  do  not  need  it.  They  get  51  per¬ 
cent  of  the  tax  reduction.  Their  in¬ 
comes  range  from  $10,000  to  $20,000. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield  for  a  correction  of 
facts? 

Mr.  LONG  of  Louisiana.  It  is  pro¬ 
posed  to  spend  the  taxpayers  money  to 
the  tune  of  $1.3  billion  a  year,  51  percent 
of  which  goes  to  families  who  are  al¬ 
ready  getting  big  tax  reductions  in  the 
bill  as  it  stands,  families  who  already 
have  children  in  college,  children  who 
will  be  well  educated  whether  the  fam¬ 
ilies  get  a  share  of  $1.3  billion  or  not, 
while  no  benefits  are  provided  for  that 
pitiful  class  that  needs  help.  What 
about  the  poor  West  Virginia  coal 
miners? 

Mr.  PASTORK  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  They  can¬ 
not  afford  to  send  their  children 
through  college.  What  about  families 
whose  children  are  working  their  way 
through  college,  working  half  the  night 
to  stay  in  schools?  What  would  the 
amendment  do  for  them?  It  would  not 
do  a  blessed  thing.  But  it  would  take 
care  of  families  who  are  already  able 
to  put  their  children  through  school. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  am  sorry; 
I  should  make  a  correction.  Twenty- 
eight  percent  of  the  tax  reduction  goes 
to  families  earning  between  $10,000  and 
$20,000;  51  percent  of  the  reduction  goes 
to  families  having  incomes  between 
$5,000  and  $10,000.  They  are  not  the 
families  that  need  the  proposed  assist¬ 
ance. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 


Mr.  RIBICOFF.  I  am  sure  it  is  not 
the  intention  of  the  distinguished  Sena¬ 
tor  from  Louisiana - 

Mr.  SMATHERS.  Mr.  President,  on 
whose  time  is  the  Senator  from  Connec¬ 
ticut  speaking? 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  I  yield  to 
the  Senator  from  Connecticut  on  his 
time. 

Mr.  RIBICOFF.  On  my  time. 

Mr.  LONG  of  Louisiana.  I  will  yield 
the  Senator  1  minute  of  my  time. 

Mr.  RIBICOFF.  The  amendment 
provides  that  62  percent  of  the  benefits 
would  go  to  those  with  incomes  between 
$3,000  and  $10,000.  That  is  where  most 
of  the  benefits  would  go;  91  percent  of 
the  benefits  would  go  to  families  having 
incomes  under  $20,000.  It  is  very  in¬ 
teresting  to  observe  the  deep  concern  of 
the  distinguished  Senator  from  Louisi¬ 
ana  for  the  lower  income  groups.  If 
there  is  any  group  in  American  society 
that  will  get  nothing  out  of  the  bill,  it 
is  the  lower  income  group,  about  whom 
the  Senator  is  so  worried. 

If  the  Senator  is  worried  about  the 
low  income  group,  he  will  have  an  oppor¬ 
tunity  to  assist  them  by  supporting  an 
amendment  to  be  offered  by  the  dis¬ 
tinguished  Senator  from  Tennessee  [Mr. 
Gore],  I  shall  observe  with  interest  the 
concern  of  the  Senator  from  Louisiana 
for  the  lower  income  groups  as  against 
the  upper  income  groups.  If  there  is 
one  group  in  American  society  that  is 
being  protected  by  the  bill,  it  is  the 
wealthy  oil  interests  of  the  State  of  Lou¬ 
isiana.  There  is  a  group  that  will  re¬ 
ceive  benefits. 

The  bill  contains  numerous  loopholes 
and  truckholes.  The  bill  takes  care  of 
the  upper  income  levels  but  does  the 
least  for  the  middle  income  groups  of 
America. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  LONG  of  Louisiana.  I  hope  that 
in  due  course  the  Senator  will  get  around 
to  the  amendment  to  increase  the  tax 
on  oil  income.  When  he  does,  I  shall 
be  prepared  to  prove  that  the  oil  indus¬ 
try  is  one  of  the  most  heavily  taxed  in¬ 
dustries  in  the  United  States.  I  shall 
bring  forth  the  figures. 

Mr.  RIBICOFF.  The  distinguished 
Senator  from  Delaware  [Mr.  Williams] 
will  offer  that  amendment. 

Mr.  LONG  of  Louisiana.  I  am  speak¬ 
ing  on  my  time.  I  yielded  the  Senator 
from  Connecticut  a  minute  of  my  time 
after  he  had  used  his.  I  wish  he  would 
let  me  use  my  time. 

The  Senator  from  Connecticut  stated 
that  the  bulk  of  the  credit  under  his 
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amendment  would  go  to  families  having 
incomes  between  $3,000  and  $10,000. 
But  he  did  not  say  that  the  great  bulk 
would  go  to  those  having  incomes  of 
$5,000  to  $10,000,  not  to  those  having 
incomes  under  $3,000.  Only  1  percent 
would  go  to  families  in  the  under  $3,000 
bracket,  while  88  percent  would  go  to 
families  making  more  than  $5,000,  and 
practically  all  of  them  now  have  chil¬ 
dren  in  school. 

Mi\  President,  I  yield  3  minutes  to  the 
distinguished  majority  leader. 

Mr.  MANSFIELD.  Mr.  President,  I 
must  admit  that  I  see  no  connection  be¬ 
tween  the  amendment  intended  to  be  of¬ 
fered  by  the  distinguished  Senator  from 
Delaware  [Mr.  Williams]  and  his  co¬ 
sponsors  and  the  amendment  now  under 
discussion.  I  hope  we  can  stick  to  the 
facts,  and  not  discuss  possibilities.  There 
are  some  facts  which  should  be  reiter¬ 
ated  over  and  over. 

The  Ribicoff  amendment,  although 
limited  to  tuition,  fees,  and  books,  would 
cost  from  $725  to  $750  million  in 
the  first  year,  and  by  1970  would  cost 
between  $1,300  and  $1,500  million. 
So  if  it  is  desired  to  have  a  very 
expensive  education  bill  or  amendment, 
rather  than  to  help  those  who  need  help. 
Senators  should  vote  for  the  Ribicoff 
amendment.  The  cost  under  the  amend¬ 
ment  would  be  some  six  times  as  great 
as  the  National  Defense  Education 
Act  student  loan  program  and  three 
times  the  maximum  cost  of  the 
original  grant  portions  of  the  higher 
Higher  Education  Facilities  Act  of 
1963;  but  it  would  distribute  most  of  the 
money  where  it  was  least  needed. 

Millions  of  large  families  having  low 
incomes,  and  who  pay  little  or  no  taxes, 
would  receive  little  or  no  benefits,  while 
families  having  fairly  substantial  means, 
and  who  would  send  their  children  to 
college  or  universities  in  any  event,  would 
get  the  most  relief.  The  Ribicoff  amend¬ 
ment,  for  the  families  benefited,  would 
in  most  cases  more  than  double  their 
tax  cut  under  the  bill,  thereby  giving 
such  families  a  disproportionate  share 
of  the  tax  reduction. 

To  the  extent  that  tuition  increases 
would  result  from  such  a  tax  allowance, 
the  problem  of  financing  a  college  edu¬ 
cation  would  become  more  difficult,  par¬ 
ticularly  for  students  from  low-income 
families  who  might  benefit  the  least  from 
the  tax  allowance. 

Any  deduction  or  credit  based  on  tui¬ 
tion,  regardless  of  its  form,  would  give 
more  benefit  to  students  in  the  higher 
priced  institutions — and  this  discrimi¬ 
nates  against  those  students — including 
a  large  proportion  of  those  students 
needing  financial  assistance — who  at¬ 


tend  public  institutions  where  tuition  is 
generally  lower.  It  would  also  discrimi¬ 
nate  against  those  States  with  a  strong 
tradition  of  providing  higher  education 
at  low  cost  or  no  student  tuition  cost. 
The  share  of  aid  each  institution  would 
get  would  depend  on  its  tuition  level — the 
higher  the  tuition,  the  more  benefit  it 
would  receive.  It  is  doubtful  that  this 
distribution  would  give  Federal  assist¬ 
ance  where  it  is  needed  most. 

Mr.  President,  let  me  point  out  to  the 
Senate  that  there  is  already  before  Con¬ 
gress  proposed  legislation,  originally  in¬ 
troduced  in  1960  by  the  then  Senator 
Lyndon  B.  Johnson,  calling  for  a  guar¬ 
anteed  loan  program  for  needy  college 
students.  President  Kennedy  proposed 
a  similar  program  in  his  educational 
message  of  last  year.  Instead  of  now 
tying  up  the  tax  bill  with  the  additional 
and  costly  weight  of  the  Ribicoff  educa¬ 
tion  amendment,  Congress  should  sepa¬ 
rately  consider  the  guaranteed  loan  pro¬ 
gram  and  other  positive  aids  for  higher 
education  as  a  direct,  nondiscriminatory 
route  to  the  same  end. 

In  conclusion,  Mr.  President,  let  me 
state  that  I  have  been  assured  by  the 
distinguished  senior  Senator  from  Ore- 
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gon  [Mr.  Morse]  that  it  is  his  intention 
to  have  his  Subcommittee  on  Education 
hold  hearings  on  the  guaranteed  loan 
program. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  yielded  to  the  Senator 
from  Montana  has  expired. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  from  Connecticut  yield 
briefly  to  me? 

Mr.  RIBICOFF.  I  yield  2  minutes  to 
the  Senator  from  Rhode  Island. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Rhode  Island 
is  recognized  for  2  minutes. 

Mr.  PASTORE.  Mr.  President,  this 
amendment  is  not  new;  this  subject  has 
been  debated  on  the  floor  of  the  Senate 
several  years  in  succession. 

I  support  the  amendment,  but  I  have 
no  illusions  as  to  its  fate.  Even  if  the 
Senate  adopts  the  amendment,  I  fear  it 
will  be  killed  in  conference. 

Nevertheless,  Mr.  President,  if  we  are 
to  pass  such  an  amendment,  I  say  that 
it  should  be  a  good  one.  I  favor  aiding 
the  poor;  no  one  favors  aiding  them  more 
than  I  do.  However,  although  I  do  not 
know  what  the  personal  situation  of  any 
other  Senator  is,  I  point  out  that  we 
have  engaged  in  much  debate  about  per¬ 
sons  who  have  incomes  of  between 
$10,000  and  $15,000  a  year.  Such  per¬ 
sons  pay  out  of  their  net  incomes  after 
taxes  the  college  tuition  of  their  sons 
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and  daughters.  If  their  sons  and  daugh¬ 
ters  go  to  colleges  of  their  family  tradi¬ 
tion,  the  annual  tuition  cost  is  probably 
between  $2,500  and  $3,500  a  year. 

So,  Mr.  President,  suppose  the  head  of 
a  family  has  an  income  of  $10,000  a  year. 
If  he  does  not  want  to  take  a  pauper’s 
oath,  to  secure  for  his  son  or  daughter  a 
free  scholarship  based  on  need — that  fa¬ 
ther  must — after  he  has  paid  his  taxes 
pay  the  college  his  son  and  his  daughter 
attend  a  total  bill  of  approximately 
$6,000  a  year;  and  he  makes  that  pay¬ 
ment  from  his  income  after  taxes.  How 
does  he  do  it?  Senators  have  argued, 
“Well,  he  is  doing  it,  anyway.’’  That,  of 
course,  is  no  answer.  Mr.  President,  I 
will  tell  you  how  he  is  doing  it.  And  I 
will  tell  you  how  it  is  done  by  many  tax¬ 
payers  who  were  not  fortunate  enough  to 
attend  college  themselves  and  have  not 
reached  a  high  plateau  of  prosperity  and 
do  not  have  sufficient  income  to  be  able 
to  pay  such  college  tuition  bills.  In  that 
case,  what  do  they  do?  They  mortgage 
their  homes.  They  do  the  same  thing 
that  many  other  middle  class,  respect¬ 
able  families  in  the  Nation  which  experi¬ 
ence  costly  chronic  illnesses  do.  What 
do  they  do? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  yielded  to  the  Senator 
from  Rhode  Island  has  expired. 

Mr.  PASTORE.  Mr.  President,  may 
I  have  2  additional  minutes?  ' 

Mr.  RIBICOFF.  I  yield  2  additional 
minutes,  Mr.  President,  to  the  Senator 
from  Rhode  Island. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Rhode  Island  is 
recognized  for  2  more  minutes. 

Mr.  PASTORE.  In  short,  Mr.  Presi¬ 
dent,  such  persons  mortgage  themselves 
up  to  their  ears,  in  order  to  be  able  to 
live  in  respectability.  In  that  way  they 
pay  their  bills,  including  heavy  medical 
expenses  and  including  the  tuition 
charges  when  their  sons  and  their 
'daughters  attend  college.  The  same  is 
true  of  all  other  families  in  the  United 
States  as  good  citizens  they  pay  their 
bills — as  good  parents  they  mortgage 
their  homes,  in  order  to  pay  the  college 
tuition  for  their  sons  and  daughters. 

It  is  argued  that  those  families  are 
doing  that,  anyway.  Yes,  Mr.  President; 
they  are — but  at  what  a  sacrifice. 

It  is  a  sacrifice  that  this  amendment 
would  soften.  Parents  deserve  a  little 
consideration,  too. 

Mr.  President,  the  loopholes  which  al¬ 
ready  exist  in  the  Internal  Revenue  law 
are  so  great  that  a  Mack  truck  could  be 
driven  through  them.  However,  we  are 
doing  little  or  nothing  about  putting  an 
end  to  them.  For  instance,  there  is  the 


oil  depletion  allowance  of  27  y2  percent, 
but  Congress  is  doing  nothing  about  it. 

Today  we  are  debating  the  situation  of 
the  head  of  a  family  who  we  say  has  an 
income  of  $10,000  a  year,  that  parent 
wishes  to  be  able  to  send  his  children  to 
college.  What  does  the  Senator  from 
Louisiana  say  that  person  should  do? 
He  says  the  children  of  that  family 
should  be  sent  to  a  State  university.  But, 
Mr.  President,  suppose  it  is  the  wish  and 
judgment  of  the  parent  and  the  son  that 
the  son  should  attend  Princeton  or 
Yale — or  Notre  Dame?  Does  he  not 
have  that  right  of  choice? 

Mr.  President,  I  support  this  amend¬ 
ment. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  yielded  to  the  Senator 
from  Rhode  Island  has  expired. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  briefly  to 
me? 

Mr.  LONG  of  Louisiana.  I  yield  1 
minute  to  the  Senator  from  Oregon. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Oregon  is  rec¬ 
ognized  for  1  minute. 

Mr.  MORSE.  Mr.  President,  my  an¬ 
swer  to  the  argument  submitted  by  the 
Senator  from  Rhode  Island,  who  has 
asked  what  we  should  do  about  the  sit¬ 
uation  he  has  discussed,  is  that  Congress 
should  enact  a  loan  bill  which  would  pro¬ 
vide  benefits  which  would  be  available  to 
all  American  families;  and  then  let  them 
borrow  the  money  needed  in  order  to  en¬ 
able  their- children  to  attend  college,  and 
pay  it  back  out  of  the  increased  earn¬ 
ings  which  our  educational  system  makes 
available  to  them.  That  is  what  Con¬ 
gress  should  do — namely,  enact  a  demo¬ 
cratic  bill,  without  having  it  provide  for 
the  sort  of  discrimination  which  favors 
the  giving  of  aid  to  those  who  can  take 
a  tax-credit  deduction. 

This  amendment  calls  for  an  out-and- 
out  gift  to  those  who  have  sufficient  earn¬ 
ings  to  be  able  to  pay  the  college  tuition 
of  their  children  from  their  income  after 
taxes. 

Mr.  President,  what  we  should  have  is 
a  democratic  loan  bill  which  will  make 
such  funds  available  to  those  who  attend 
college;  and  later  they  will  be  able  to 
pay  it  back,  under  the  terms  of  the  bill. 

Mr.  FULBRIGHT.  Mr.  President,  I 
should  like  to  have  approximately  30 
seconds  in  which  to  speak. 

Mr.  RIBICOFF.  Mr.  President,  how 
much  time  remains? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Connecticut 
has  3  minutes  remaining.  The  Senator 
from  Louisiana  has  1  minute  remaining. 

Does  the  Senator  from  Connecticut  de¬ 
sire  to  yield  time  at  this  point? 
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Mr.  SCOTT.  Mr.  President,  at  this 
time  will  the  Senator  from  Connecticut 
yield  briefly  to  me? 

Mr.  RIBICOFF.  I  yield  1  minute  to 
the  Senator  from  Pennsylvania. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Pennsylvania 
is  recognized  for  1  minute. 

Mr.  SCOTT.  Mr.  President,  I  rise  in 
support  of  the  Ribicoff  amendment  to 
H.R.  8363,  the  tax  reduction  bill. 

I  am  proud  to  say  that  I  have  intro¬ 
duced  legislation  similar  in  purpose  to 
that  embodied  in  the  pending  amend¬ 
ment  in  several  Congresses  dating  back 
to  my  service  in  the  House  of  Repre¬ 
sentatives.  My  most  recent  bill,  for  ex¬ 
ample,  is  S.  259,  which  I  introduced  on 
January  16,  1963,  and  which  is  pending 
in  the  Committee  on  Finance.  Under 
my  bill,  a  taxpayer  would  be  permitted 
to  deduct  up  to  $600  from  his  taxes  in  a 
given  taxable  year  for  tuition  and  fees 
in  providing  a  higher  education  for  him¬ 
self,  his  spouse,  and  his  dependents. 

My  bill  recognizes  the  heavy  burden 
borne  by  parents  who  are  sending  their 
children  through  college  or  by  college 
students  who  themselves  are  working  and 
paying  their  way  through  school.  Tax 
relief  for  education  is  deserved,  it  seems 
to  me,  by  those  who  are  trying  to  prepare 
themselves  or  their  children  to  be  of 
more  useful  service  to  our  society.  Not 
only  would  such  tax  relief  benefit  those 
seeking  a  college  education,  it  would  in 
turn  benefit  our  society  as  a  whole  by 
enabling  more  young  people  to  pay  for 
their  college  education.  It  is,  I  believe, 
the  best  form  of  Federal  aid  to  higher 
education,  and  it  has  the  additional 
merit  of  providing  this  aid  without  ac¬ 
companying  it  with  the  undesirable  fea¬ 
tures  of  Federal  control. 

Although  the  Ribicoff  amendment  dif¬ 
fers  substantively  from  my  proposal,  it 
would  accomplish  the  same  objective. 
Under  the  Ribicoff  proposal,  a  taxpayer 
paying  for  his  own,  his  child’s,  or  an¬ 
other  individual’s  college  education 
would  receive  a  tax  credit  on  expenses 
for  tuition,  fees,  books,  and  supplies. 
Under  the  sliding  scale  outlined  in  the 
amendment,  such  annual  educational 
expenses  totaling  $1,500  would  result  in 
a  tax  credit  of  $325 — a  substantial  relief 
to  the  overburdened  taxpayers  con¬ 
cerned. 

I  am  conscious  of  the  fact  that  sev¬ 
eral  objections  have  been  voiced  by  op¬ 
ponents  of  the  Ribicoff  amendment.  It 
is  not  necessary  for  me  to  answer  these 
arguments  here,  for  I  feel  that  the  able 
junior  Senator  from  Connecticut  [Mr. 
Ribicoff]  has  already  rebutted  them 
satisfactorily,  and  I  would  point  out  that 


the  amendment’s  author  was  for  some 
time,  not  so  long  ago,  Secretary  of 
Health,  Education,  and  Welfare.  As 
such,  he  was  in  a  position  properly  to 
appraise  the  requirements  of  the  insti- 
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tutions  of  higher  education  and  the 
needs  of  the  students  attending  them. 

And  so,  Mr.  President,  I  am  happy  not 
only  to  express  my  support  of  this 
amendment  at  this  time,  but  to  be  one 
of  its  cosponsors  as  well.  And  I  re¬ 
spectfully  urge  my  colleagues  in  the  Sen¬ 
ate  to  adopt  it. 

Mr.  RIBICOFF.  Mr.  President,  I  yield 
myself  the  remaining  time  under  my 
control. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Connecticut  is 
recognized  for  2  minutes. 

Mr.  RIBICOFF.  First,  Mr.  President, 
I  wish  to  take  this  opportunity  to  thank 
the  distinguished  Senator  from  Louisiana 
[Mr.  Long]  ,  the  Senator  in  charge  of  the 
bill,  for  his  courtesies  throughout  the 
heated  debate  we  have  had.  I  also  wish 
to  take  this  opportunity  to  thank  the 
cosponsors  of  my  amendment,  without 
whose  aid  this  measure  could  not  have 
been  drawn,  and  without  whose  help  we 
would  not  have  advanced  it  as  far  as  we 
have.  These  cosponsors  are  the  follow¬ 
ing:  The  Senator  from  Maryland  [Mr. 
Brewster],  the  Senator  from  West  Vir¬ 
ginia  [Mr.  Byrd],  the  Senator  from 
Nevada  [Mr.  Cannon],  the  Senator  from 
Connecticut  [Mr.  Dodd],  the  Senator 
from  Colorado  [Mr.  Dominick],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Minnesota  [Mr.  Hum¬ 
phrey],  the  Senator  from  New  York 
[Mr.  Keating],  the  Senator  from  Mis¬ 
souri  [Mr.  Long],  the  Senator  from 
Utah  LMr.  Moss],  the  Senator  from 
Vermont  [Mr.  Prouty]  ,  the  Senator  from 
West  Virginia  [Mr.  Randolph],  the 
Senator  from  Pennsylvania  [Mr.  Scott], 
the  Senator  from  Maryland  [Mr.  Beall], 
the  Senator  from  Idaho  [Mr.  Jordan], 
and  the  Senator  from  Oklahoma  [Mr. 
Edmondson]. 

To  put  this  issue  in  perspective,  I  close 
by  simply  pointing  out  the  analogy  be¬ 
tween  what  we  are  trying  to  do  in  the 
field  of  higher  education  and  what  we 
now  do  in  the  field  of  health. 

First.  Millions  of  dollars  have  been 
voted  by  Congress  to  build  hospitals. 
Millions  of  dollars  were  voted  by  Con¬ 
gress  last  year  to  build  college  classrooms 
and  libraries. 

Second.  The  Federal  Government  also 
contributes  money  to  provide  some  help 
to  low-income  families  who  face  high 
medical  costs.  The  Federal  Government 
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should  contribute  some  money  to  a  sound 
student  aid  program,  including  scholar¬ 
ships,  to  help  low-income  families  who 
face  high  college  costs. 

Third.  Finally,  our  tax  laws  now  pro¬ 
vide  tax  relief  to  those  who  pay  the  high 
costs  of  medical  care.  By  the  same  taken 
I  believe  our  tax  laws  should  provide  tax 
relief  to  those  who  pay  for  the  high  costs 
of  a  college  education. 

All  of  these  programs  are  accepted  in 
the  field  of  health.  All  of  these  pro¬ 
grams  are  just  as  needed  in  the  field  of 
higher  education. 

I  believe  the  amendment  should  be 
adopted. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  from 
Connecticut  [Mr.  Ribicoff]  has  expired. 

The  Senator  from  Louisiana  [Mr. 
Long]  has  1  minute  remaining. 

Mr.  LONG  of  Louisiana.  I  yield  that 
time  to  the  Senator  from  Minnesota. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Minnesota  is 
recognized  for  1  minute. 

Mr.  MCCARTHY.  Mr.  President,  I  op¬ 
pose  adoption  of  the  amendment  to  H.R. 
8363  which  has  been  offered  by  the  Sen¬ 
ator  from  Connecticut  [Mr.  Ribicoff]. 

I  do  so  even  though  I  have  consist¬ 
ently  supported  aid  to  higher  education 
and  even  though  I  am  very  sympathetic 
to  proposals  to  meet  the  educational 
problem  to  which  his  amendment  re¬ 
lates.  I  have,  in  fact,  introduced  similar 
legislation  in  the  past.  In  1959,  in  1961, 
and  again  early  in  1963  at  the  opening 
of  the  88th  Congress  I  introduced  bills 
in  the  Senate  which  take  the  same  gen¬ 
eral  approach  as  provided  in  the  pend¬ 
ing  amendment — that  is,  a  tax  credit 
for  tuition  for  higher  education.  My 
bill,  S.  800,  would  provide  a  30-percent 
tax  credit  to  individuals  for  tuition  and 
fees  up  to  a  maximum  of  $450. 

I  introduced  and  supported  the  tax 
credit  bill  at  previous  sessions  because  it 
provided  an  appropriate  means  of  mov¬ 
ing  toward  two  important  objectives: 

First,  a  measure  of  tax  reduction, 
which  has  been  long  overdue;  and 

Second,  some  limited  assistance  in 
meeting  the  needs  of  higher  education. 
The  bill  would  provide  benefits  to  stu¬ 
dents  and  their  parents  and  somewhat 
enlarge  the  opportunity  for  more  young 
people  to  go  to  college.  Indirectly,  it 
would  benefit  the  colleges,  at  least  to  the 
extent  of  reducing  the  need  for  scholar¬ 
ships  to  qualified  students  of  limited 
means. 

In  my  judgment  both  of  these  were 
proper  objectives.  Considered  separate¬ 
ly  and  apart  from  other  recent  action 
of  the  Congress  the  Ribicoff  amend¬ 
ment  or  the  bill  which  I  introduced  or 
similar  measures  would  be  deserving  of 


consideration  at  this  time.  However, 
there  are  now  significant  differences 
which  have  changed  the  situation.  Con¬ 
gress  has  moved  in  both  the  area  of  tax 
reduction  and  of  assistance  to  higher  ed¬ 
ucation  in  a  substantial  manner. 

We  are  completing  work  on  the  largest 
tax  reduction  in  history.  The  present 
bill,  when  it  becomes  fully  effective  in 
1965,  will  reduce  the  tax  liabilities  of  in¬ 
dividuals  by  about  20  percent,  or  $9.2  bil¬ 
lion.  The  reduction  of  taxes  to  corpora¬ 
tions  over  the  same  period  will  amount  to 
$2.4  billion.  This  means  a  total  reduction 
of  $11.6  billion  scheduled  over  the  2- 
year  period.  Over  half  of  the  cut  in  in¬ 
dividual  taxes  will  go  to  those  with  ad¬ 
justed  gross  incomes  of  $10,000  a  year  or 
less,  the  group  who  file  nearly  85  per¬ 
cent  of  the  tax  returns.  Many  of  these 
families  will  benefit  from  the  general  tax 
reduction  as  much  as  they  would  if  the 
bill  provided  only  tax  credits  for  higher 
education  expenses. 

This  is  a  major  reduction,  and  it  is 
questionable  whether  we  ought  to  adopt 
an  amendment  which  will  add  another 
$750  million  reduction.  Even  if  there 
were  agreement  that  we  could  safely  pro¬ 
vide  an  additional  $750  million  cut — and 
the  Treasury  estimates  are  that  the  loss 
of  revenue  would  increase  annually  to 
an  amount  of  $1.3  billion  in  1970,  if  the 
amendment  is  adopted — there  would 
still  be  a  question  of  whether  this  is  the 
most  effective  place  to  make  the  addi¬ 
tional  cut,  keeping  in  mind  the  purposes 
of  this  bill. 

The  second  fact  which  we  must  take 
into  account  is  that  we  have  already 
approved  a  major  measure  to  assist  high¬ 
er  educational  institutions  in  the  88th 
Congress. 

The  Higher  Education  Facilities  Act 
enacted  last  December  authorizes  $230 
million  annually  for  matching  grants  for 
construction  and  improvement  of  under¬ 
graduate  facilities,  and  it  provides  $120 
million  annually  for  loans  for  construc¬ 
tion  and  rehabilitation.  In  addition  it 
authorizes  $25  million  in  1964  and  $60 
million  for  1965  and  1966  for  construc¬ 
tion  grants  for  graduate  schools.  This 
means  a  total  for  grants  and  loans  of  $1.2 
billion  over  a  3-year  period. 

The  Higher  Education  Facilities  Act 
does  not  meet  all  the  problems,  but  it 
does  substantially  assist  higher  educa¬ 
tion  institutions  and  reduce  to  this  ex¬ 
tent  the  need  of  the  institutions  to  raise 
tuition  or  otherwise  to  secure  resources 
for  necessary  facilities.  In  this  respect  it 
benefits  both  students  and  institutions. 
In  addition,  the  Congress  has  extended 
and  increased  the  authorization  of  the 
student  loan  program  under  the  National 
Defense  Education  Act  and  raised  the 
institutional  ceiling  in  the  student  loan 
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program,  and  made  other  improvements 
and  additions. 

The  Higher  Education  Facilities  Act 
was  considered  carefully  over  a  long  pe¬ 
riod  of  time.  Extensive  hearings  were 
held.  The  question  of  benefits  to  public 
and  to  private  institutions  was  gone  into 
in  great  detail  and  a  compromise 
reached  which  was  acceptable  to  the 
majority.  - 

Formulas  were  devised  to  make  allot¬ 
ments  to  the  States  for  grants  for  con¬ 
struction  which  would  assure  an  equi¬ 
table  amount  to  the  institutions  of  each 
State.  Limits  to  the  amount  to  be  loaned 
to  institutions  in  any  one  State  were  pro¬ 
vided. 

Funds  were  designated  to  give  propor¬ 
tionate  assistance  to  undergraduate  in¬ 
stitutions,  to  community  colleges  and  to 
graduate  schools. 

The  types  of  facilities  which  could  be 
built  were  specified  and  other  types  were 
excluded  from  eligibility. 

The  funds  authorized  were  divided  be¬ 
tween  those  to  be  used  for  matching 
grants  and  those  available  for  loans. 

The  Congress  found  it  necessary  to 
take  all  these  steps  for  a  higher  educa¬ 
tion  measure  which  provides  $375  million 
for  1964  and  $410  million  annually  for  the 
next  2  years. 

The  Ribicoff  amendment,  on  the  basis 
of  estimates  supplied  by  the  Treasury, 
will  result  in  a  revenue  loss  of  $750  mil¬ 
lion  in  1964  and  increase  to  an  estimated 
loss  of  $1.3  billion  for  the  year  1970. 

The  pending  amendment,  which  re¬ 
lates  entirely  to  expenses  for  higher  edu¬ 
cation,  will  thus  result  in  a  revenue  loss 
of  twice  the  amount  so  carefully  worked 
out  for  the  Higher  Education  Facilities 
Act  of  this  year. 

Yet,  there  have  been  no  full  hearings 
held  by  any  committee  on  this  amend- 

[P.  1 757] 

ment.  Neither  the  Committee  on  Fi¬ 
nance  nor  the  Committee  on  Labor  and 
Public  Welfare  have  given  it  adequate 
attention.  There  has  been  no  compa¬ 
rable  investigation  of  its  effects  on  high¬ 
er  education,  although  estimates  have 
been  made  that  only  20  to  25  percent  of 
the  tax  credits  under  the  amendment 
would  eventually  be  reflected  in  improved 
or  extended  education.  There  is  dis¬ 
agreement  about  whether  the  amend¬ 
ment  has  built-in  discriminatory  fea¬ 
tures  between  private  and  public  institu¬ 
tions  as  well  as  between  institutions  in 
different  States  and  sections  of  the 
country  where  there  are  wide  differences 
in  the  public  contribution  to  higher  edu¬ 
cation. 

Questions  have  been  raised  as  to 
whether  the  effect  of  the  amendment 


would  be  to  give  preferential  treatment 
to  middle  income  families  at  the  expense 
of  lower  income  families  who  have  the 
greater  need. 

Finally,  there  has  been  no  thorough 
study  of  whether  such  an  amendment 
would  provide  as  much  assistance  to 
students  and  their  parents  as  the  same 
or  a  lesser  amount  made  available  in 
scholarship  or  insured  loan  programs. 

For  these  reasons  I  believe  the  Ribicoff 
amendment  should  be  rejected.  I  believe 
the  debate  on  the  amendment  has  been 
useful  insofar  as  it  has  called  attention 
to  a  continuing  need  for  legislation  to 
assist  the  higher  educational  effort  and 
also  insofar  as  it  highlights  the  special 
problems  of  families  to  provide  oppor¬ 
tunities  for  higher  education  for  their 
children.  College  education  does  place 
an  extraordinary  burden  on  parents  dur¬ 
ing  a  limited  time. 

Because  this  is  a  most  serious  prob¬ 
lem  we  should  give  it  careful  study  and 
look  for  the  formula  which  will  both  best 
assist  parents  and  advance  higher  edu¬ 
cation.  Study  may  show  that  a  combina¬ 
tion  of  tax  credits  and  of  insured  loans 
will  do  the  best  job,  or  that  other  formu¬ 
las  will  provide  a  more  equitable  and 
adequate  program.  This  kind  of  study 
has  not  been  made,  and  for  this  reason 
this  is  neither  the  time  nor  the  bill  for  so 
important  and  far-reaching  program  as 
provided  by  the  pending  amendment.  I 
urge  that  it  not  be  adopted. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  All  time  has  now  expired. 

Mr.  FULBRIGHT.  Mr.  President,  I 
ask  unanimous  consent  that  I  may 
proceed  for  30  seconds.  I  understood 
that  I  had  30  seconds  remaining  of  my 
time. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  30  seconds  to  the  Senator 
from  Arkansas. 

TheXACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Arkansas  is 
recognized  for  30  seconds. 

Mr.  FULBRIGHT.  Mr.  President,  I 
ask  unanimous  consent  to  have  printed 
in  the  Record  a  statement  on  this  sub¬ 
ject. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  bt  Senator  Fulbright 

As  a  former  educator  and  one  who  has  a 
deep  interest  in  all  efforts  to  Improve  our 
educational  system,  I  am  concerned  about 
the  lack  of  discussion  of  some  of  the  funda¬ 
mental  aspects  of  the  Ribicoff  amendment. 
On  the  surface  the  proposal  appears  quite 
meritorious  and  I  know  from  reading  my 
mail  that  many  parents  look  forward  to 
having  the  burden  of  putting  a  son  or 
daughter  thrpugh  college  eased  by  a  cut  in 
their  tax  bill.  However,  I  think  that  we  must 
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remember  that  we  are  in  reality  debating  a 
basic  question  of  public  policy  toward  Fed¬ 
eral  support  and  encouragement  of  higher 
education. 

The  Congress  last  year  enacted  the  Higher 
Education  Act  which  established  the  policy 
that  the  Federal  Government  will  help  im¬ 
prove  higher  educational  facilities  to  accom¬ 
modate  the  increasing  student  loans.  Aid 
to  needy,  qualified  students  through  a  loan 
program  was  accepted  as  sound  public  policy 
a  number  of  years  ago  and  was  reaffirmed 
by  Congress  last  year.  In  1962,  the  Senate 
voted  more  direct  student  assistance  by  ap¬ 
proving  a  scholarship  program  which,  un¬ 
fortunately,  was  rejected  by  the  conference 
committee. 

The  point  is  that  the  Congress  has  thus 
far  concentrated  its  efforts  on  the  primary 
goals' of  aiding  students  and  the  educational 
system  directly.  This  amendment  represents 
a  new  and  costly  departure  from  that  policy. 
What  is  proposed  by  this  amendment  boils 
down  to  a  very  substantial  subsidy  from  the 
general  public  to  parents  of  college  students. 
I  have  always  supported  direct  Federal  aid 
as  the  most  effective  way  to  improve  our 
educational  system  and  to  enable  needy 
students  to  develop  their  full  potential.  In 
my  opinion,  tax  benefits  and  other  indirect 
relief  devices  should  not  be  enacted  until 
after  the  primary  objectives  have  been  at¬ 
tained.  Much  remains  to  be  done  before 
this  is  accomplished. 

The  scholarship  program  approved  by  the 
Senate  in  1962 — a  very  modest  plan — has  not 
been  enacted.  The  administration’s  proposal 
for  establishing  an  insurance  program  for 
private  loans  to  students  remains  on  the 
congressional  agenda.  Our  student  loan  and 
fellowship  programs  could  be  made  more 
effective.  These  and  other  proposals  for  di¬ 
rect  aid  to  students  should  receive  priority 
action  over  special  tax  benefits  for  parents. 

There  is  no  doubt  that  this  proposal  would 
help  many  middle-income  families  who  are 
having  a  difficult  time  financing  their  chil¬ 
dren’s  college  education.  I  sympathize  with 
their  situation.  But  at  least  they  have 
managed  to  send  their  children  to  school, 
which  is  better  than  many  poor  families  are 
able  to  do.  Passage  of  this  amendment  will 
not  make  it  easier  for  parents  to  send  their 
children  to  college  who  cannot  afford  to  do 
so  now.  As  a  matter  of  fact,  it  can  be  argued 
that  the  colleges  will  raise  tuition  if  the 
tax  credit  is  enacted,  which  will  worsen  the 
financial  problems  of  many  parents  and 
working  students.  Perhaps  the  most  telling 
criticism  of  the  proposal  is  that  it  will  not 
help  students  from  low-income  families — 
those  who  most  need  help.  And  once  tax 
credits  are  available  for  parents  there  will 
be  little  hope  of  generating  sufficient  grass¬ 
roots  support  to  secure  passage  of  a  scholar¬ 
ship  program  to  aid  the  most  needy  young 
people. 

A  look  at  income  statistics  should  be  fairly 
convincing  proof  that  this  amendment  will 
be  of  little  benefit  to  most  families  in  low- 
income  States,  such  as  Arkansas.  Per  capita 
income  in  Arkansas  in  1962  was  $1,504  com¬ 
pared  with  the  national  average  of  $2,366  and 
the  average  in  the  State  of  Connecticut  of 
$3,089 — more  than  twice  the  Arkansas  aver¬ 
age.  In  1959,  the  latest  year  for  which  Fed¬ 


eral  statistics  were  available,  median  family 
income  in  Arkansas  was  $3,184  compared 
with  $6,887  for  Connecticut.  Few  Arkansas 
families  earning  $3,184  and  less  need  worry 
about  paying  Federal  income-tax.  But  most 
of  these  families  would  like  to  see  their  chil¬ 
dren  go  to  college.  They  won’t  be  helped 
by  the  amendment  of  the  Senator  from  Con¬ 
necticut.  Over  70  percent  of  all  Arkansas 
families  in  1959  had  incomes  of  less  than 
$5,000.  Only  about  one-fourth  of  the  Con¬ 
necticut  families  were  in  this  range.  Tax 
credits  are  of  little  benefit  if  you  do  not 
have  enough  income  to  have  to  pay  taxes. 

Unfortunately,  this  proposal  has  developed 
into  a  public  versus  private  schools  contro¬ 
versy,  to  some  extent.  The  question  should 
not  be  considered  splely  in  that  light,  but 
the  issue  should  not  be  overlooked  entirely. 
In  A’  kansas,  nearly  75  percent  of  the  college 
students  attend  publicly  supported  schools. 
The  national  average  is  somewhere  around 
60  percent,  I  believe.  According  to  the  Office 
of  Education,  the  median  charge  for  tuition 
and  fees  in  public  colleges  and  universities 
last  year  was  $170  compared  with  $690  in  pri¬ 
vate  institutions.  On  this  basis,  the  credit 
will  be  $165  for  those  in  public  schools  and 
$253  for  those  in  private  institutions.  This 
clearly  indicates  which  segment  of  our  edu¬ 
cational  system  will  receive  the  greatest 
benefits  from  the  proposed  credit. 

Adoption  of  this  amendment  will  cost  the 
general  public  or  the  Treasury,  if  you  like, 
$750  million  in  the  first  year,  and  it  is  esti¬ 
mated  that  the  cost  will  mount  as  much  as 
$1.3  billion  by  1970.  In  contrast,  the  au¬ 
thorization  for  the  grant  provisions  of  the 
higher  education  bill  passed  recently  amount 
to  $290  million  a  year.  The  total  for  the 
3-year  program  is  only  $120  million  more 
than  the  cost  in  lost  revenue  for  1  year 
of  the  college  credit  proposal.  The  cost  of 
the  scholarship  program  enacted  by  the  Sen¬ 
ate  in  1962  totaled  $148  million  for  a  5-year 
period.  The  loan  guarantee  program  pro¬ 
posed  by  President  Kennedy  last  year  and 
supported  by  President  Johnson  is  budgeted 
for  a  grand  total  of  $500,000  reserves  for  the 
next  fiscal  year.  When  the  tax  credit  pro¬ 
posal  is  judged  alongside  other  educational 
proposals  and  existing  programs,  it  does  not 
appear  to  be  much  of  a  bargain  for  the  tax¬ 
payer. 

I  am  not  opposed  to  tax  relief  for  parents 
of  college  students.  In  fact,  I  have  intro¬ 
duced  educational  tax  deduction  proposals 
in  the  past.  I  still  believe  there  is  a  need 
for  such  relief,  but  we  are  faced  with  the 
question  of  priorities  and  tax  relief  for  par¬ 
ents  should  come  only  after  we  have  enacted 
programs  that  will  give  every  qualified,  needy 
youngster  a  chance  to  go  to  college.  I  favor 
investing  an  additional  $750  million  for 
education  this  year,  preferably  by  trans¬ 
ferring  this  amount  from  the  space  budget. 
But  I  am  unwilling  for  Congress  to  chalk 
up  $750  million  as  aid  to  education  when  it 
is  really  aid  to  parents.  Genuine  aid  to 
education — and  students — should  come  be¬ 
fore  special  aid  to  parents,  especially  in  view 
of  the  fact  that  they  will  share  in  the  general 
tax  relief  under  this  bill. 

I  hope  that  the  Senate  will  defeat  the 
amendment. 

I  attach  hereto  a  letter  I  have  received 
from  A.  W.  Ford,  commissioner  of  edu- 
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cation  of  Arkansas,  and  a  telegram  from 
Dr.  David  Mullins,  president  of  the  Uni¬ 
versity  of  Arkansas. 

State  of  Arkansas, 
Department  of  Education, 

Little  Rock,  Ark.,  January  24,  1964. 
Hon.  J.  W.  Fulbright, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Fulbright:  This  correspond¬ 
ence  is  for  the  purpose  of  expressing  opposi¬ 
tion  to  the  Ribicoff  tax  credit  amendment 
which  was  defeated  by  a  10-to-7  vote  in  the 
Senate  Finance  Committee.  I  understand 
that  Senator  Ribicoff  will  bring  this  up  for 
a  vote  on  the  floor. 
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This  proposed  amendment  would  damage 
the  chances  of  going  to  college  for  students 
with  slim  financial  resources  because  the  in¬ 
stitutions  will  raise  tuitions.  High  cost  pri¬ 
vate  colleges  and  universities  would  benefit 
most;  poor  parents  do  not  pay  enough  taxes 
to  be  helped  substantially. 

Sincerely, 

A.  W.  Ford. 


Fayetteville,  Ark., 

December  10,  1963. 
Senator  J.  W.  Fulbright, 

Senate  Building, 

Washington,  D.C.: 

I  understand  the  Senate  Finance  Commit¬ 
tee  may  vote  this  week  on  amendment  329 
to  the  tax  bill.  A  careful  analysis  of  this 
amendment  convinces  us  that  it  is  not  in 
the  best  interests  of  higher  education.  It 
fails  to  provide  substantial  and  essential  sup¬ 
port  for  higher  education.  It  fails  to  provide 
meaningful  assistance  to  families  of  students 
both  in  need  of  such  assistance.  Moreover 
the  principle  involved  is  unsound  as  a  proce¬ 
dure  for  giving  aid  to  higher  education.  We 
earnestly  urge  your  opposition  to  this  amend¬ 
ment. 

David  W.  Mullins, 
President,  University  of  Arkansas. 

Mr.  FULBRIGHT.  Mr.  President,  I 
merely  wish  to  announce  that  the  com¬ 
mittee  considered  this  question  at  great 
length. 

I  am  opposed  to  the  Ribicoff  amend¬ 
ment.  I  believe  it  deserves  serious  con¬ 
sideration,  but  not  in  this  bill,  and  I  hope 
that  the  Senate  will  not  agree  to  the 
amendment  today. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
Senator  from  Minnesota  [Mr.  Hum¬ 
phrey]  be  allowed  1  minute. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so  or¬ 
dered. 

Mr.  HUMPHREY.  Mr.  President,  I 
profoundly  regret  that  under  the  present 
circumstances  I  will  find  it  necessary  to 
vote  against  the  Ribicoff  amendment.  As 
many  Senators  know,  I  have  sponsored 
similar  legislation  for  many  years  and  I 


have  been  deeply  concerned  with  the 
plight  of  parents  seeking  to  provide  their 
children  with  the  advantages  of  a  college 
education.  I  still  express  this  concern 
and  will  continue  to  seek  Federal  assist¬ 
ance  in  their  behalf. 

There  have,  however,  been  several  sig¬ 
nificant  developments  which  must  be 
taken  into  account  since  the  introduction 
of  my  tax  credit  bill  (S.  1677)  in  June 
1963.  We  have  enacted  an  expanded 
program  of  National  Defense  Education 
Act  loans.  We  have  approved  the  largest 
construction  program  for  higher  educa¬ 
tion  in  history.  We  are,  moreover,  de¬ 
bating  the  largest  tax  cut  in  this  Nation’s 
history  and  this  reduction  will  become 
law  in  the  near  future.  The  adoption  of 
this  amendment,  however  meritorious, 
under  these  circumstances  would  wreak 
havoc  with  the  Federal  budget.  These 
factors  must  be  faced  realistically  and 
honestly. 

The  Senatof-  from  Oregon  [Mr.  Morse] 
has  promised  to  hold  full  scale  hearings 
on  various  proposals  to  provide  scholar¬ 
ship  and  loan  insurance  for  higher  edu¬ 
cation.  Earlier  this  year  I  introduced 
two  bills  (S.  389  and  S.  390)  to  provide 
precisely  such  assistance  for  millions  of 
college  students  and  their  parents.  The 
Senator  from  Minnesota  will  spare  no 
effort  to  advance  this  legislation  and  to 
initiate  hearings  before  the  Morse  sub¬ 
committee  on  tax  credit  proposals  as  well. 
We  must  meet  this  challenge  of  expand¬ 
ing  the  financial  resources  of  this  coun¬ 
try  available  for  higher  education.  Let 
the  Record  be  perfectly  clear  on  this 
point. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  question  is  on  agreeing  to 
the  amendment  of  the  Senator  from 
Connecticut  [Mr.  Ribicoff].  On  this 
question  the  yeas  and  nays  have  been 
ordered,  and  the  clerk  will  call  the  roll. 

.  The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  YOUNG  of  North  Dakota  (after 
having  voted  in  the  negative) .  Mr. 
President,  on  this  vote  I  have  a  pair  with 
the  distinguished  Senator  from  Illinois 
[Mr.  DirksenL  If  he  were  present  and 
voting,  he  would  vote  “yea”;  if  I  were  at 
liberty  to  vote,  I  would  vote  “nay.” 
Therefore,  I  withdraw  my  vote. 

The  rollcall  was  concluded. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Arizona  [Mr.  Hay¬ 
den],  the  Senator  from  Arkansas  [Mr. 
McClellan],  and  the  Senator  from 
Oregon  [Mrs.  Neuberger]  are  absent  on 
business. 

I  also  anounce  that  the  Senator  from 
California  [Mr.  Engle]  is  absent  because 
of  illness.  I  further  announce  that,  if 
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present  and  voting,  the  Senator  from 
Oregon  [Mrs.  Neuberger]  would  vote 
“nay.”  On  this  vote,  the  Senator  from 
Nevada  [Mr.  Cannon],  is  paired  with 
the  Senator  from  Arizona  [Mr.  Hayden]  . 
If  present  and  voting,  the  Senator  from 
Nevada  would  vote  “yea,”  and  the  Sena¬ 
tor  from  Arizona  would  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  is 
necessarily  absent  and  his  pair  has  been 
previously  announced. 

The  result  was  announced — yeas  45, 
nays  43,  as  follows: 

[No.  15  Leg.] 


YEAS — 45 


Allott 

Goldwater 

Morton 

Beall 

Gruening 

Mundt 

Bennett 

Hart 

Nelson 

Boggs 

Hickenlooper 

Pastore 

Brewster 

Hill 

Pearson 

Carlson 

Hruska 

Pell 

Case 

Jackson 

Prouty 

Cooper 

Jordan, Idaho 

Proxmire 

Cotton 

Keating 

Randolph 

Curtis 

Kuchel 

Ribicoff 

Dodd 

Lausche 

Scott 

Dominick 

Long,  Mo. 

Simpson 

Eastland 

Magnuson 

Symington 

Edmondson 

McIntyre 

Tower 

Fong 

Mechem 

NAYS — 48 

Williams,  Del. 

Aiken 

Holland 

Morse 

Anderson 

Humphrey 

Moss 

Bartlett 

Inouye 

Muskie 

Bayh 

Javits 

Robertson 

Bible 

Johnston 

Russell 

Burdick 

Jordan,  N.C. 

Saltonstall 

Byrd,  Va. 

Kennedy 

Smathers 

Byrd,  W.  Va. 

Long,  La. 

Smith 

Church 

Mansfield 

Sparkman 

Clark 

McCarthy 

Stennis 

Douglas 

McGee 

Talmadge 

Ellender 

McGovern 

Thurmond 

Ervin 

McNamara 

Walters 

Fulbright 

Metcalf 

Williams,  N.J. 

Gore 

Miller 

Yarborough 

Hartke 

Monroney 

NOT  VOTING- 

Young,  Ohio 
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Cannon 

Hayden 

Neuberger 

Dirksen 

Engle 

McClellan 

Young,  N.  Dak 

So  Mr.  Ribicoff’s  amendment  was 
rejected. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  to  reconsider  the  vote  by 
which  the  amendment  was  rejected. 

Mr.  SMATHERS.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  PROUTY.  Mr.  President,  before 
calling  up  my  amendment  No.  401,  I 
wish  to  point  out  that  I  shall  be  very 
brief.  I  hope  to  have  a  yea-and-nay 
vote  on  the  amendment;  so  I  think 
Senators  would  save  a  great  deal  of 
time  by  remaining  in  the  Chamber,  if  it 
is  convenient  to  do  so. 


Mr.  President,  I  call  up  my  amendment 
No.  401  and  ask  that  it  be  stated. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  amendment  of  the  Senator 
from  Vermont  will  be  stated. 

The  Chief  Clerk  read  as  follows: 

At  the  proper  place  in  title  II  insert  the 
following  new  section: 

“Sec.  .  Certain  Expenses  for  College 
Education. 

“(a)  Allowance  of  Deduction. — In  the 
case  of  an  individual  who  during  the  taxable 
year  is  a  student  at  an  institution  of  higher 
education,  there  shall  be  allowed  as  a  deduc¬ 
tion  amounts  paid  by  him  during  the  taxable 
year  for — 

“(1)  tuition  and  fees  required  for  his  en¬ 
rollment  or  matriculation  at  such  institu¬ 
tion,  and 

“(2)  fees,  books,  supplies,  and  equipment 
required  for  courses  of  instruction  in  which 
he  is  enrolled  at  such  institution. 

“(b)  Limitations  and  Special  Rules. — 
“(1)  Amounts  deductible. — 

“(A)  In  general. — The  deduction  under 
subsection  (a)  for  any  taxable  year  shall  not 
exceed — 

“(i)  $133  times  the  number  of  months 
during  the  taxable  year  during  which  the 
taxpayer  is  a  student  and  is  not  the  holder 
of  a  bachelor’s  degree,  plus 

“(ii)  $166  times  the  number  of  months 
during  the  taxable  year  during  which  the 
taxpayer  is  a  student  and  is  the  holder  of  a 
bachelor’s  degree. 

For  purposes  of  clauses  (i)  and  (ii) ,  a  month 
during  which  the  taxpayer  is  a  student  for 
less  than  15  days  shall  be  disregarded. 

“(B)  Maximum  amounts  deductible. — The 
deduction  under  subsection  (a)  for  any  tax¬ 
able  year  shall  not  exceed — 

“(i)  $1,200,  in  the  case  of  a  student  who  is 
not  the  holder  of  a  bachelor’s  degree  at  the 
close  of  the  taxable  year,  or  who  has  been 
the  holder  of  a  bachelor’s  degree  for  less  than 
3  months  at  the  close  of  the  taxable  year,  and 
“(ii)  $1,500,  in  the  case  of  a  student  who 
has  been  the  holder  of  a  bachelor’s  degree  for 
3  months  or  more  at  the  close  of  the  taxable 
year. 

“(2)  Meals  and  lodging. — No  deduction 
shall  be  allowed  under  subsection  (a)  for 
any  amount  paid,  directly  or  indirectly,  for 
meals  or  lodging.  In  the  event  an  amount 
paid  for  tuition  or  fees  includes  an  amount 
for  meals  or  lodging  which  is  not  separately 
stated,  the  portion  of  such  amount  paid 
which  is  attributable  to  meals  or  lodging  shall 
be  determined  under  regulations  prescribed 
by  the  Secretary  or  his  delegate. 

“(3)  Certain  noncredit  courses. — 

“(A)  In  general. — For  purposes  of  subsec¬ 
tion  (a)  the  amounts  paid  for  tuition  and 
fees  required  for  the  taxpayer’s  enrollment  or 
matriculation  at  an  institution  of  higher 

[P.  1759 ] 

education  shall  be  reduced  by  the  portion  of 
such  amounts  which  is  attributable  to  any 
course  which  is  not  a  course  of  instruction 
within  the  meaning  of  subsection  (d)(1). 
The  portion  of  such  tuition  and  fees  which  is 
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attributable  to  any  course  shall  be  deter¬ 
mined  under  regulations  prescribed  by  the 
Secretary  or  his  delegate. 

“(B)  Exception. — Subparagraph  (A)  shall 
not  apply  to  any  course  which  the  taxpayer 
is  required  to  take  by  the  institution  of 
higher  education. 

“  (4)  Pees,  etc. — The  determination  of  what 
fees,  books,  supplies,  and  equipment  are  re- 
qiured  for  any  course  of  instruction  shall  be 
made  under  regulations  prescribed  by  the 
Secretary  or  his  delegate. 

“(c)  Reduction  for  Certain  Scholarships 
and  Veterans’  Benefits. — The  amount  other¬ 
wise  allowable  as  a  deduction  under  subsec¬ 
tion  (a)  (after  the  application  of  subsection 
(b))  shall  be  reduced  by  any  amounts  re¬ 
ceived  by  the  taxpayer  during  the  taxable 
year  as — 

“(1)  a  scholarship  or  fellowship  grant 
(within  the  meaning  of  section  117(a)(1)) 
which  under  section  117  is  not  includible  in 
gross  income,  and 

“(2)  education  and  training  allowance 
under  chapter  33  of  title  38  of  the  United 
States  Code  or  educational  assistance  allow¬ 
ance  under  chapter  35  of  such  title. 

“(d)  Definitions. — For  purposes  of  this 
subsection — 

“(1)  Course  of  instruction. — The  term 
‘course  of  instruction’  means  only  a  course 
for  the  successful  completion  of  which  credit 
is  allowed  toward  a  baccalaureate  or  higher 
degree  by  an  institution  of  higher  education 
authorized  to  confer  such  degree. 

“(2)  Institution  of  higher  education. — 
The  term  ‘institution  of  higher  education’ 
means  an  educational  institution  (as  defined 
in  sec.  151(e) (4) )  — 

“(A)  which  is  accredited  by  a  recognized 
national  or  regional  accrediting  agency  or,  if 
not  so  accredited,  is  an  institution  whose 
credits  are  accepted,  on  transfer,  by  not  less 
than  three  institutions  which  are  so  accred¬ 
ited,  for  credit  on  the  same  basis  if  trans¬ 
ferred  from  an  institution  so  accredited,  and 

“(B)  (i)  which  is  authorized  to  confer  any 
baccalaureate  or  higher  degree,  or  (ii)  the 
curriculum  of  which  consists  of  courses  at 
least  two-thirds  of  which  are  courses  of  in¬ 
struction  within  the  meaning  of  paragraph 
(1). 

“(3)  Student. — The  term  ‘student’  means 
an  individual  who  is  regularly  enrolled  in 
one  or  more  courses  of  instruction  at  an 
institution  of  higher  education. 

“(e)  Exception. — Subsection  (a)  shall  not 
apply  to  any  amount  paid  which  is  allowable 
as  a  deduction  under  section  162  (relating 
to  trade  or  business  expenses) .” 

(b)  The  table  of  sections  for  such  part  VII 
is  amended  by  striking  out  the  last  item 
therein  and  inserting  the  following: 

“Sec.  217.  Certain  expenses  for  college  edu¬ 
cation. 

“Sec.  218.  Cross  references.” 

Sec.  2.  The  amendments  made  by  this  Act 
shall  apply  to  taxable  years  beginning  after 
December  31,  1963. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  question  is  on  agreeing  to  the 
amendment  of  the  Senator  from  Ver¬ 
mont. 

Mr.  PROUTY.  Mr.  President,  I  ask 
for  the  yeas  and  nays. 


Mr.  LONG  of  Louisiana.  Mr.  Pres¬ 
ident,  will  the  Senator  yield? 

Mr.  PROUTY.  I  yield. 

Mr.  LONG  of  Louisiana.  I  urge  the 
Senator  to  withhold  his  request  for  the 
yeas  and  nays  until  Senators  have  had 
an  opportunity  to  understand  the 
amendment.  I  have  not  had  an  oppor¬ 
tunity  to  study  it  and  find  out  what  it 
would  do.  If  the  Senator  wishes  to  in¬ 
sist  on  his  request  at  a  later  time,  I  shall 
have  no  objection  to  the  yeas  and  nays 
on  the  amendment,  but  I  should  first 
like  to  know  what  the  amendment  em¬ 
bodies  before  undertaking  to  decide  what 
to  do  with  it.  I  would  appreciate  it  if 
the  Senator  would  withhold  his  request 
until  we  hear  the  merits  of  the  amend¬ 
ment  before  the  yeas  and  nays  are  or¬ 
dered. 

Mr.  PROUTY.  I  believe  the  Senator 
from  Louisiana  has  a  general  idea  as  to 
what  the  amendment  would  do.  I  now 
ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  PROUTY.  Mr.  President,  yester¬ 
day  I  sent  to  the  desk  a  proposal  to  grant 
tax  relief  to  students.  At  that  time  I 
reasserted  my  hope  that  the  Ribicoff  tax 
credit  proposal  would  be  adopted.  My 
amendment  was  to  be  called  up  only  in 
the  event  the  Senate  rejected  the  amend¬ 
ment  offered  by  the  Senator  from  Con¬ 
necticut  [Mr.  Ribicoff].  That  unhappy 
time  has  arrived,  so  I  call  up  my  amend¬ 
ment.  It  is  cosponsored  by  the  Sen¬ 
ator  from  New  York  [Mr.  Keating],  the 
Senator  from  Massachusetts  [Mr.  Sal- 
tonstall],  the  Senator  from  Pennsyl¬ 
vania  [Mr.  Scott],  the  Senator  from 
Colorado  [Mr.  Allott]  ,  the  Senator  from 
California  [Mr.  Kuchel],  and  the  Sen¬ 
ator  from  Colorado  [Mr.  Dominick]. 
Through  some  error,  the  name  of  the 
senior  Senator  from  Hawaii  [Mr.  Pong] 
was  omitted;  he  is  a  cosponsor.  I  ask 
unanimous  consent  that  his  name  be 
listed  as  a  cosponsor  of  the  amendment 
at  its  next  printing. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so  or¬ 
dered. 

Mr.  PROUTY.  Mr.  President,  I  also 
ask  unanimous  consent  that  the  name  of 
the  senior  Senator  from  Maryland  [Mr. 
Beall]  be  listed  as  a  cosponsor  at  the 
next  printing. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so 
ordered. 

Mr.  PROUTY.  And  the  name  of  the 
senior  Senator  from  Nebraska  [Mr. 
HruskaL 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so 
ordered. 

Mr.  PROUTY.  And  the  name  of  the 
junior  Senator  from  Texas  [Mr.  Tower]. 
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The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so 
ordered. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROUTY.  I  yield. 

Mr.  RIBICOFF.  I  would  be  pleased 
to  join  as  a  cosponsor  of  the  amendment 
of  the  Senator  from  Vermont. 

Mr.  PROUTY.  I  am  delighted  to 
have  my  friend  from  Connecticut  join  as 
a  cosponsor. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  name  of  the  junior  Sena¬ 
tor  from  Connecticut  [Mr.  Ribicoff]  be 
indicated  as  a  cosponsor. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so 
ordered. 

Mr.  PROUTY.  If  there  are  no  more 
Senators  who  desire  to  be  cosponsors,  I 
shall  proceed  to  explain  the  amendment. 

At  the  outset,  let  me  say  that  my  pro¬ 
posal,  which  provides  deductions  from 
adjusted  gross  income  for  certain  educa¬ 
tional  expenses,  entails  a  revenue  loss  of 
only  $55  million,  as  compared  with  the 
$750  million  loss  associated  with  the  tax 
credit  proposal. 

The  $55  million  figure  is  somewhat 
overstated  because  it  was  based  on  cur¬ 
rent  tax  rates  rather  than  those  in  the 
proposed  tax  bill.  The  actual  revenue 
loss  may  be  less  than  $55  million. 

The  revenue  saving  device  is  essential¬ 
ly  this.  The  party  to  receive  the  tax 
benefit  is  the  working  student.  Deduc¬ 
tions  are  only  available  to  those  duly  en¬ 
rolled  in  an  institution  of  higher  educa¬ 
tion. 

The  deduction  is  calculated  on  the 
basis  of  $133  times  the  number  of 
months  in  any  tax  year  an  undergradu¬ 
ate  student  is  enrolled;  for  a  graduate 
student  the  rate  is  $166  times  the  num¬ 
ber  of  months  he  is  enrolled.  Each  of 
these  amounts  is  subject  to  a  maximum 
annual  limitation  of  $1,200  for  an  under¬ 
graduate  and  $1,500  for  a  graduate  stu¬ 
dent. 

In  the  case  of  a  typical  working  stu¬ 
dent,  single,  and  earning  in  the  area  of 
$5,000  a  year,  a  tax  savings  of  $250  might 
result. 

The  deduction  is  available  for  expenses 
incurred  in  paying  tuition  and  buying 
books,  equipment,  and  supplies.  Such 
expenses  must  have  been  incurred  for 
courses  for  credit  in  institutions  accred¬ 
ited  by  a  regional  or  national  accredit¬ 
ing  agency  or  if  not  accredited,  in  insti¬ 
tutions  whose  credits  will  be  accepted  for 
transfer  by  three  or  more  accredited 
schools. 

Mr.  SALTONSTALL.  Mr.  President, 
will  the  Senator  yield  for  a  question? 

Mr.  PROUTY.  I  yield. 


Mr.  SALTONSTALL.  As  I  understand 
the  Senator’s  amendment,  in  which  I 
have  joined  as  a  cosponsor,  it  provides  a 
tax  deduction,  for  certain  purposes  and 
certain  payments,  to  a  boy  or  girl  who 
is  working  his  way  through  college. 

Mr.  PROUTY.  That  is  correct. 

Mr.  SALTONSTALL.  And  it  involves 
a  maximum  loss  to  the  Treasury  of  $135 
million.  / 

Mr.  PROUTY.  About  $55  million 
based  on  existing  rates.  Actually,  the 
loss  will  be  less  if  the  proposed  rates  are 
adopted. 

Mr.  SALTONSTALL.  In  other  words, 
if  a  boy  or  girl  were  working  his  or  her 
way  through  college,  unless  he  earned  an 
amount  which  would  make  him  subject 
to  a  tax  in  any  event,  he  would  not  re¬ 
ceive  any  benefit  from  this  measure ;  but 
if  he  made  enough  to  come  within  the 
tax  bracket,  then  certain  expenses  he 
had  would  be  deducted.  Is  that  correct? 

Mr.  PROUTY.  That  is  correct. 

Mr.  SALTONSTALL.  I  thank  the 
Senator. 

Mr.  PROUTY.  A  recent  National 
Science  Foundation  study  reveals  that 
“among  the  upper  30  percent  of  17  year 
olds,  the  largest  single  reason  for  failure 
to  enter  college  appears  to  be  inadequate 
financing  resources.” 

[P.  1760'] 

The  study  went  on  to  say  that  lack  of 
money  caused  up  to  50  percent  of  male 
dropouts  and  33  percent  of  female  drop¬ 
outs. 

My  proposal  does  not  put  money  in 
the  hands  of  every  needy  person  across 
this  Nation.  It  does,  however,  mean  that 
if  a  person  scrimps  and  saves  in  order 
to  go  to  college,  he  will  not  be  penalized 
for  that  valiant  effort. 

What  is  to  become  of  those  millions  of 
students  who  yearly  are  confronted  with 
financial  adversities?  The  tax  bill,  H.R. 
8363,  recognizes  their  plight.  The  focus 
of  proposed  rate  revisions  is  to  provide 
greatest  relief  for  those  in  the  first  tax 
bracket. 

The  Finance  Committee  reports  that 
over  half  of  our  taxpayers  have  taxable 
income  of  $2,000  or  less.  How  is  the  girl 
or  boy  with  that  kind  of  income  to  pay 
the  thousands  of  dollars  a  modern  edu¬ 
cation  costs? 

In  the  next  20  years  our  national 
population  will  have  jumped  approxi¬ 
mately  60  percent  from  its  1960  level; 
we  will  be  a  nation  of  285  million  people. 
By  1985,  there  will  be  32  million  college- 
age  boys  and  girls  as  compared  to  the  16 
million  of  1960.  Fall  college  enrollments 
in  colleges  and  universities  will  jump 
from  a  1962  level  of  4  million-plus  to  12.8 
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million.  A  recent  study  indicates  that 
an  overwhelming  number  of  these  new 
students  will  of  necessity  gravitate  to 
the  public  institutions,  forced  there  by 
the  cost  of  a  private  education.  If  some¬ 
thing  is  not  done  to  ease  the  burden  of  a 
self-financed  education  what  will  become 
of  that  American  ambition — education 
for  all  our  youth? 

Congress  has  recognized  the  ever- 
mounting  problems  a  student  faces.  Ap¬ 
propriations  for  grants,  fellowships,  and 
research  projects  have  been  provided  for 
by  the  National  Science  Foundation  Act 
of  1950,  the  National  Defense  Education 
Act  of  1958,  the  various  National  Insti¬ 
tutes  of  Health  Acts,  and  the  Atomic 
Energy  Commission  Act.  Recent  legisla¬ 
tion  has  provided  loans  to  colleges  and 
universities  for  housing  facilities.  In  re¬ 
cent  years,  the  Federal  budget  has  con¬ 
tained  expanded  programs  for  scholar¬ 
ships  and  development  of  academic 
facilities.  The  march  is  on,  but  the  pro¬ 
grams  are  not  meeting  the  student’s 
basic  needs. 

Mr.  President,  we  have  our  obligations 
to  our  young  people.  Much  has  been  said 
in  favor  of  the  Ribicoff  amendment.  I 
want  to  incorporate  those  statements  on 
behalf  of  my  own  amendment. 

Senator  Ribicoff  and  I  have  the  same 
objectives:  to  promote  through  a  passive 
Federal  program  the  best  interests  of  our 
future  generations. 

A  tax  credit  plan  or  a  tax  deduction 
plan  aids  the  student  by  not  taking  from 
his  pocket  as  taxes  sums  he  needs  for 
school.  This  is  aid  to  education  which 
invokes  no  bureaucracy.  There  are  no 
administrators,  no  commissioners,  no  ad¬ 
visory  committees,  no  staff,  no  publica¬ 
tions,  no  office  buildings.  How  rarely  we 
get  such  an  opportunity  to  enact  a  pro¬ 
gram  so  broad  in  scope  without  at  the 
same  time  creating  machinery  to  hang 
about  its  neck. 

I  am  sorry  the  Ribicoff  proposal  did 
not  succeed.  It  would  have  worked  won¬ 
ders.  I  ask  my  colleagues  to  consider  my 
meager  proposal  and  vote  it  up  or  down. 

r  'i  i  *  I  \  .  a  I  ;  i  i. 

A  vote  in  favor  of  the  amendment  is  a 
vote  for  the  working  student.  A  vote 
against  it  is  a  vote  which  will  come  back 
to  haunt  this  body.  If  this  amendment 
does  not  succeed,  we  will  have  to  ask 
ourselves  on  the  next  occasion  when  fed¬ 
erally  sponsored  and  administered  schol¬ 
arship  and  fellowship  plans  are  proposed, 
whether  such  action  might  not  have  been 
avoided  by  a  positive  vote  for  the  Prouty 
amendment. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  PROUTY.  I  yield. 

Mr.  JAVITS.  There  are  a  few  ques¬ 
tions  that  interest  me.  In  the  first  place, 


I  approach  the  amendment  with  an  open 
mind,  though  I  voted  “nay”  on  the  Ribi¬ 
coff  amendment. 

I  wish  to  ask  the  Senator  whether  the 
phrase  “the  number  of  months”  that  the 
taxpayer  is  a  student  means  the  number 
of  months  he  attends  classes  or  the  num¬ 
ber  of  months  he  is  enrolled  as  a  student, 
which  would  be  12  months. 

Mr.  PROUTY.  The  amendment  as¬ 
sumes  a  9 -month  school  year  and  the  de¬ 
ductions  are  based  on  the  time  the  stu¬ 
dent  is  actually  in  school  and  attending 
classes. 

Mr.  JAVITS.  To  emphasize  a  point 
which  I  believe  to  be  a  good  point  in  the 
Senator’s  amendment,  the  Senator  pro¬ 
vides  for  a  deduction  from  adjusted  gross 
income.  Therefore,  if  a  student  works 
and  he  has  dividend  income  or  interest 
income,  the  deduction  would  be  a  deduc¬ 
tion  against  the  totality  of  his  income. 
Is  that  correct?  That  is  the  meaning 
of  the  phrase  “gross  income”;  namely, 
from  all  sources. 

Mr.  PROUTY.  Yes. 

Mr.  JAVITS.  He  does  not  qualify  for 
a  deduction  unless  he  works.  Is  that 
correct? 

Mr.  PROUTY.  Yes. 

Mr.  JAVITS.  Does  the  Senator  have 
any  schedule  worked  out?  Suppose  the 
student  is  working  as  a  waiter  in  a  col¬ 
lege  dormitory.  Let  us  take  that  as  an 
example.  Suppose  he  receives  $20  or  $25 
a  week.  Let  us  assume  further  that  this 
student  also  has  a  considerable  income. 
He  may  be  a  very  wealthy  young  man, 
with  a  trust  income.  Does  not  the  Sena¬ 
tor  feel  that  such  a  student  should  safe¬ 
guard  that  income  and  make  the  credit 
applicable  only  against  the  income  ac¬ 
tually  earned  while  working  as  a  waiter? 

Mr.  PROUTY.  I  have  considered  the 
question  the  Senator  raises.  The  num¬ 
ber  of  students  with  incomes  in  the 
brackets  to  which  the  Senator  has  re¬ 
ferred  would  be  so  minimal  as  to  be  al¬ 
most  meaningless.  We  could  set  a  defi¬ 
nite  limit,  but  it  did  not  seem  that  im¬ 
portant  to  me,  because  of  the  small 
number  of  students  involved. 

Mr.  JAVITS.  I  can  understand  the 
Senator’s  point.  However,  would  he  ob¬ 
ject,  if  the  amendment  did  succeed,  if 
in  conference  an  effort  were  made  to  fix 
a  minimal  amount  of  earnings  that  such 
a  student  should  have  in  order  to 
qualify?  If  we  did  not  do  that,  this 
would  present  a  very  easy  way  for  a 
student  to  get  a  $1,500  deduction,  by 
getting  a  job  for  an  hour  or  two  a  week 
in  order,  technically,  to  qualify  under 
the  amendment. 

Mr.  PROUTY.  There  would  be  a  few 
in  that  category.  However,  I  thought 
the  number  would  be  so  small  as  to  be 
hardly  worth  considering  in  connection 
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with  the  amendment.  If  the  conferees 
decided  to  place  a  limitation  on  it,  I 
would  have  no  objection. 

Mr.  JAVITS.  The  Senator  relies  on 
the  famous  doctrine  of  de  minimis.  I 
am  inclined  to  agree.  However,  I 
thought  this  point  should  be  discussed. 

Mr.  PROUTY.  I  appreciate  the  Sen¬ 
ator’s  comments. 

Mr.  DOMINICK.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROUTY.  I  yield. 

Mr.  DOMINICK.  I  am  not  quite  sure 
that  I  understood  the  last  colloquy.  It 
is  my  understanding  that  this  deals  with 
any  student  who  is  a  taxpayer,  regard¬ 
less  of  whether  he  is  working. 

Mr.  PROUTY.  The  Senator  is  cor- 
recfc 

Mr.  DOMINICK.  If  he  had  an  in¬ 
come  from  other  sources,  which  required 
him  to  pay  a  tax,  he  would  get  the 
exemption. 

Mr.  PROUTY.  That  is  correct. 

Mr.  COOPER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROUTY.  I  yield. 

Mr.  COOPER.  When  we  think  of  tax 
credits  or  deductions  for  students,  we 
are  inclined  to  think  of  young  students 
who  have  left  high  school  or  preparatory 
school  and  have  entered  college.  I  am 
thinking  of  another  group  of  students, 
namely,  teachers.  Under  the  laws  of 
most  States,  teachers  must  keep  up  their 
studies.  They  must  take  courses  to  re¬ 
ceive  credits,  in  order  to  enable  them  to 
meet  certain  qualifications  as  teachers. 
Many  of  them  have  great  difficulty  in 
that  connection.  They  have  families, 
and  earn  low  salaries,  and  find  it  diffi¬ 
cult  to  do  additional  college  work.  The 
Senator’s  amendment,  of  course,  em¬ 
braces  them.  Is  that  correct? 

Mr.  PROUTY.  Yes. 

Mr.  COOPER.  I  knew  that;  but  I 
thought  it  would  be  helpful  to  point  it 
out. 

Mr.  PROUTY.  The  amendment  in¬ 
cludes  those  who  are  training  to  qualify 
as  teachers.  They  would  be  included 
as  long  as  they  were  actually  in  school 
and  studying. 

Mr.  COOPER.  Many  school  systems, 
especially  in  States  with  lesser  income, 
are  faced  with  the  problem  of  teachers  in 
elementary  schools  and  high  schools, 
who  have  temporary  qualifications  but 
who  cannot  fully  qualify  because  they 
cannot  attend  institutions  of  higher 
learning.  Does  the  Senator  consider 
that  his  amendmcent  would  be  an  incen¬ 
tive  to  such  teachers? 

Mr.  PROUTY.  I  am  sure  it  would  be. 

Mr.  COOPER.  To  help  them  qualify 
as  teachers? 

Mr.  PROUTY.  It  would  render  a  tre¬ 


mendous  service  to  both  the  teachers  and 
our  educational  system.  I  am  com¬ 
pletely  in  accord  with  the  Senator’s 
feeling. 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROUTY.  I  yield. 

Mr.  TOWER.  I  believe  too  many 
people,  in  connection  with  assistance  to 
education,  think  in  terms  of  it  being 
beneficial  to  students  who  attend  private 
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or  church-sponsored  institutions  of 
higher  education.  There  is  also  involved 
the  matter  of  books  and  supplies  and 
equipment  that  a  student  needs.  That 
would  be  of  benefit  to  students  attending 
State  schools.  Is  that  not  correct? 

Mr.  PROUTY.  Yes. 

Mr.  TOWER.  It  would  be  a  further 
advantage  and  incentive  to  students  do¬ 
ing  graduate  work.  Equipment  costs 
and  books  are  far  more  expensive  for 
graduate  students  than  they  are  for  un¬ 
dergraduate  students.  We  have  a  cry¬ 
ing  need  for  people  to  go  into  graduate 
studies.  As  a  former  professor,  I  thank 
the  Senator  from  Vermont  for  offering 
his  amendment.  I  have  been  a  gradu¬ 
ate  student  myself,  and  I  know  what  a 
financial  struggle  it  is  to  meet  the  needs. 
The  Senator’s  amendment  would  pro¬ 
vide  an  incentive  to  graduate  students. 

Mr.  PROUTY.  I  agree  with  the  Sen¬ 
ator.  Many  graduate  students  are  mar¬ 
ried  and  have  families.  They  have  real 
problems  in  furthering  their  education. 
I  am  very  happy  to  have  the  comments 
of  the  Senator  from  Texas;  he  is  familiar 
with  the  situation. 

Mr.  President,  I  have  about  concluded 
my  remarks.  Today’s  students  are  to¬ 
morrow’s  leaders.  I  believe  they  are 
waiting  and  watching  to  see  if  we  have 
faith  in  their  future. 

I  mentioned,  yesterday,  a  poll  on  edu¬ 
cational  questions  which  I  conducted  in 
my  own  State.  Perhaps  it  would  be  well 
to  mention  it  again.  Eighty-two  percent 
of  Vermonters  who  responded  to  an  ex¬ 
tensive  questionnaire  favored  loans  to 
needy  students.  Ninety-two  percent  of 
all  the  replies  favored  the  amendment 
which  I  am  offering  at  this  time. 
Seventy-eight  percent  of  all  the  replies 
favored  a  tax  allowance  for  parents  who 
are  trying  to  finance  the  education  of 
their  children.  That  amendment  was 
just  rejected. 

I  believe  my  approach  is  reasonable 
and  sound.  It  would  be  of  inestimable 
value  and  benefits  to  many  of  our  young 
people  who  are  working  hard  to  get  an 
education. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 
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Mr.  PROUTY.  I  am  glad  to  yield  to 
my  senior  colleague. 

Mr.  AIKEN.  I  commend  my  colleague 
for  offering  his  amendment.  I  could  not 
vote  for  the  Ribicoff  amendment,  be¬ 
cause  I  felt  it  led  in  the  wrong  direction. 
However,  I  believe  that  the  amendment 
of  the  Senator  from  Vermont,  puts  the 
emphasis  on  assistance  for  education 
where  it  properly  belongs,  on  the  student 
himself.  I  feel  that  his  amendment 
should  be  adopted.  If  it  is  adopted  and 
remains  in  the  bill  after  conference,  it 
will  be  a  great  aid  in  helping  those  who 
are  helping  themselves  to  get  an  educa¬ 
tion. 

Mr.  PROUTY.  I  thank  my  senior  col¬ 
league.  As  usual,  what  he  says  makes  a 
great  deal  of  sense. 

Mr.  SCOTT.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROUTY.  I  am  glad  to  yield  to 
the  Senator  from  Pennsylvania. 

Mr.  SCOTT.  I  am  glad  to  be  one  of  the 
cosponsors  of  the  Senator’s  proposal.  It 
seems  to  me  most  desirable,  as  the  senior 
Senator  from  Vermont  has  observed  a 
moment  ago.  It  puts  the  emphasis  on 
the  working  student,  directly  on  the  as¬ 
pect  of  need,  and  encourages  ambition 
and  enterprise,  virtues  which  are  not 
quite  as  paramount  in  some  Government 
programs  as  one  would  like. 

Although  the  senior  Senator  from  Ver¬ 
mont  said  he  was  opposed  to  the  Ribicoff 
amendment,  while  I  was  in  favor  of  the 
Ribicoff  amendment,  I  believe  it  is  inter¬ 
esting  to  note  that  although  one  is  in 
favor  and  the  other  opposed  to  the  pre¬ 
vious  amendment,  both  of  us  find  it  pos¬ 
sible  to  support  the  distinguished  Sen¬ 
ator  from  Vermont  in  what  he  is  trying 
to  do. 

The  amount  involved  in  the  amend¬ 
ment  bears  no  more  than  a  minimal  rela¬ 
tionship  to  the  enormous  cost  of  the 
project  of  sending  a  man  to  the  moon. 
It  costs  far  less  to  provide  working  Amer¬ 
ican  students  with  some  aid  to  enable 
them  at  least  to  keep  the  money  they 
earn  long  enough  to  pass  it  on  to  the  col¬ 
lege  or  institution  which  they  attend,  be¬ 
cause  soon  enough  in  the  life  of  everyone 
will  the  man  with  the  whiskers  come 
around  and  seize  from  him  as  much  of 
his  earnings  as  the  legislators  have  dared 
to  impose. 

At  least,  money  that  is  hard  earned, 
gathered  in  for  the  sole  purpose  of  en¬ 
abling  one  to  better  his  own  economic  fu¬ 
ture,  and  thereby  to  pay  Uncle  Sam  more 
if  one  can  get  his  education  than  if  he 
cannot,  should  not,  it  seems  to  me,  be 
subject  to  the  whiplash  of  the  income 
tax,  which  in  many  cases  would  dimin¬ 
ish  one’s  earnings  to  a  point  where  he 
might  not  be  able  to  continue  to  study. 


On  the  floor  of  this  Chamber  are  Sen¬ 
ators  who  would  cry  their  very  hearts  out 
for  every  one  of  the  115  or  117  countries 
in  the  world.  There  are  Senators  who 
would  pay  the  debts  of  Russia  and  any 
number  of  other  countries  at  the  United 
Nations.  There  are  Senators  who  would 
support  the  sale  or  permit  the  transpor¬ 
tation  of  food,  gifts,  and  other  goodies  to 
our  enemies.  There  are  Senators  who 
would  do  almost  anything  in  the  world 
except  to  help  the  people  who  need  help 
the  worst,  the  great  masses  of  citizens 
whom  everyone  pretends  to  want  to  help 
through  the  various  alleged  wars  on  pov¬ 
erty.  They  comprise  the  untold  number 
of  people  who  are  promised  or  told  things 
which  they  will  not  receive,  when  they 
merely  desire  the  ordinary  typical  New 
England  remedy  of  helping  people  to 
help  themselves  to  get  an  education,  so 
that  they  can  increase  their  earning 
capacity  and  their  enjoyment  in  the 
course  of  their  lives,  by  asking  Uncle 
Sam  to  stay  his  ready  and  grasping 
fingers  long  enough  to  help  the  person 
to  earn  enough  to  give  Uncle  Sam  more 
in  the  long  run  than  he  would  get  by 
taking  it  at  the  root  before  the  plant  had 
had  an  opportunity  to  reach  fruition. 

The  proposal  of  the  junior  Senator 
from  Vermont  is  so  reasonable  and  sim¬ 
ple,  and  so  based  on  commonsense  and 
founded  on  New  England  thrift,  that  it 
may  not  be  adopted  by  this  body.  But  if 
Senators  will  bring  themselves  back  from 
sweet-scented  Zanzibar,  from  their  de¬ 
sire  to  hurl  our  money  headlong  at  the 
moon  for  indefinite  periods  and  for  un¬ 
known  and  remote  purposes,  perhaps  we 
can  get  back  to  the  schoolhouse  idea  and 
find  support  for  the  very  worthwhile 
amendment  offered  by  the  junior  Senator 
from  Vermont. 

So  my  appeal  is  an  appeal  to  reason. 
Because  it  is  an  appeal  to  reason,  it  may 
be  rejected.  Let  us  hope  that  even  in 
the  U.S.  Senate,  on  some  rare  occasion, 
reason  may  prevail. 

Mr.  PROUTY.  I  am  most  grateful  to 
the  distinguished  Senator  from  Penn¬ 
sylvania  for  his  forceful  argument  in 
support  of  the  amendment. 

As  I  said  yesterday,  it  is  estimated  that 
a  college- trained  person  will  earn  $150,- 
000  more  during  his  life  than  one  who 
has  not  had  that  advantage.  This  would 
mean  a  long-term  gain  in  Feieral  rev¬ 
enue  of  at  least  $30,000  for  each  college- 
trained  person,  a  return  on  our  invest¬ 
ment  of  2,300  percent.  How  sound  an  in¬ 
vestment.  I  wish  we  could  do  much 
more;  this  is  a  step  in  the  right  direction. 
I  sincerely  hope  that  Senators  will  find 
it  possible  to  support  it. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  have  had  very  little  opportunity 
to  study  this  proposal.  So  far  as  I  re- 
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call,  it  was  not  presented  to  the  commit¬ 
tee.  If  it  was  offered  before  the  com¬ 
mittee,  I  hope  the  Senator  from  Ver¬ 
mont  will  correct  me,  because  I  do  not 
recall  that  it  was. 

As  I  understand  existing  law,  a  parent 
may  deduct  $600  if  he  contributes  as 
much  as  50  percent  to  the  support  of  his 
son  or  daughter  who  is  attending  college. 
In  addition,  under  H.R.  8363,  the  young 
man  or  woman  attending  college  may 
claim  a  combined  $900  exemption  and 
deduction  against  his  own  income.  In 
other  words,  the  student  would  receive 
a  $600  personal  exemption  and,  in  addi¬ 
tion,  a  $300  standard  deduction  as  pro¬ 
vided  by  the  amendment. 

Mr.  ANDERSON.  The  Senator  from 
Louisiana  should  make  it  clear  that  the 
$600  deduction  is  allowed  under  present 
law. 

Mr.  PROUTY.  Certainly  the  child 
may  receive  a  $600  exemption,  but  his 
parents  will  not  unless  they  are  con¬ 
tributing  at  least  50  percent  of  his  living 
expenses.  This  proposal  is  primarily 
directed  to  children  who  are  paying  their 
educational  expenses  in  full. 

Mr.  LONG  of  Louisiana.  I  do  not 
quarrel  with  the  Senator  over  the  fact 
that  if  a  parent  is  not  supporting  the 
child,  the  parent  does  not  receive  the 
deduction.  But  I  believe  that  in  most 
situations  the  young  person  who  is  at¬ 
tending  college  is  being  supported,  at 
least  to  the  extent  of  half  his  support,  by 
his  parents.  So  the  parents  get  a  de¬ 
duction  of  $600,  because  they  supply  or 
provide  as  much  as  half  the  support  of 
the  child. 

\ 

In  addition,  if  the  child  were  receiving 
income  he  would  receive  a  $600  exemp¬ 
tion. 

H.R.  8363  provides  a  minimum  stand¬ 
ard  deduction  of  $300,  which  would  give 
the  income-earning  college  student  a 
combined  $900  exemption  and  deduction. 

When  we  add  the  exemption  the  par¬ 
ent  gets  to  the  exemption  and  deduction 
the  student  gets,  the  total  allowance 
would  be  $1,500  attributed  to  that  one 
individual. 

[ P .  1762 ] 

As  I  understand  it  the  amendment 
would  provide  an  additional  deduction 
of  up  to  $1,200  in  the  event  the  young 
undergraduate  college  student  were 
earning  income.  If  the  young  person 
were  engaged  in  advanced  studies  or 
postgraduate  work,  the  amendment 
would  provide  deduction  of  up  to  $1,500. 
In  the  latter  case  the  young  person  and 
his  parent  would  have  the  benefit  of 
$3,000  of  income  without  paying  any 
taxes  on  it. 

This  amendment  raises  the  same  sort 
of  questions  which  were  raised  in  con¬ 


nection  with  the  Ribicoff  amendment, 
and  also  some  additional  ones.  For  in¬ 
stance,  do  we  really  want  to  have  the 
equivalent  of  a  $3,000  deduction  allowed 
to  a  young  person  with  income  who  at¬ 
tends  college  and  his  parent — inasmuch 
as  a  young  man  or  young  woman  who  is 
unable  to  attend  college  receives  only  a 
$900  deduction?  In  other  words,  do  we 
really  want  to  give  a  young  person  who 
is  able  to  attend  college  three  times  the 
deduction  to  be  received  by  one  who  is 
unable  to  go  to  college?  That  question 
in  itself  suggests  that  this  amendment 
constitutes  class  legislation,  and  also 
raises  various  other  problems  which  arise 
in  connection  with  an  aid-to-education 
bill.  In  other  words,  the  cost  of  the 
amendment  would  be  approximately  $55 
million.  This  proposal  has  not  been 
studied,  and  it  represents  only  one  of 
a  very  large  number  of  possible  ways  in 
which  the  Federal  Government  might  be 
helpful  to  education — all  of  which 
should  be  considered  by  the  appropriate 
committee,  which  then  would  have  an* 
opportunity  to  consider  the  entire  field. 

Earlier — in  connection  with  the  Ribi¬ 
coff  amendment — it  was  proposed  that 
the  Federal  Government  devote  $1.3  bil¬ 
lion  for  this  purpose.  The  pending 
amendment  involves  a  cost  of  approxi¬ 
mately  $55  million.  If  we  wish  to  pro¬ 
vide  aid  to  education,  what  is  the  best 
way  to  do  so? 

Mr.  President,  I  regret  to  say  that 
the  Senate  Finance  Committee  is  not 
the  one  which  has  special  knowledge  in 
this  field ;  but  there  is  a  Senate  commit¬ 
tee  which  does  have  special  knowledge 
in  this  field,  and  has  done  a  large  amount 
of  work  in  it;  and  I  wish  it  to  have  an 
opportunity  to  report  a  bill  dealing  with 
this  subject.  I  refer  to  the  Education 
Subcommittee,  headed  by  the  Senator 
from  Oregon  [Mr.  Morse],  of  the  Com¬ 
mittee  on  Labor  and  Public  Welfare. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

The  PRESIDING  OFFICER  (Mr.  Mc¬ 
Govern  in  the  chair) .  Does  the  Senator 
from  Louisiana  yield  to  the  Senator  from 
Oregon? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MORSE.  I  wish  to  state  that  the 
Senator  from  Vermont  [Mr.  Prouty]  Is 
one  of  the  most  valuable  Members  of  the 
Subcommittee  on  Education,  and  I  can¬ 
not  pay  too  high  a  compliment  to  him 
for  his  most  valuable  work  on  the  sub¬ 
committee.  In  fact,  as  he  knows,  at  the 
last  session  I  stated  on  the  floor  of  the 
Senate  that,  in  my  judgment,  the  higher 
education  bill  would  not  have  been 
brought  out  of  conference  except  for  the 
fine  and  very  valuable  work  done  by  the 
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Senator  from  Vermont  [Mr.  Prouty] 
and  the  Senator  from  New  York  [Mr. 
Javits]  .  Time  and  time  again  they  made 
it  possible  to  bring  that  measure  out  of 
conference.  Because  of  the  warmth  of 
my  feeling  for  the  Senator  from  Ver¬ 
mont  and  my  debt  to  him  in  connection 
with  Federal  aid-to-education  legisla¬ 
tion,  I  regret  that  I  find  myself  in  dis¬ 
agreement  with  him  on  this  amendment 
to  the  tax  bill. 

I  do  not  think  this  amendment  is  the 
way  to  handle  this  matter.  The  Senator 
from  Vermont  knows  that  time  and  time 
again  in  the  committee  I  expressed  my 
feeling  about  this  matter. 

Within  the  hour,  I  have  given  to  the 
counsel  of  the  Senate  Committee  on  La¬ 
bor  and  Public  Welfare  instructions  to 
schedule,  at  the  earliest  possible  date, 
hearings  on  the  entire  student  loan  pro¬ 
gram,  so  that  we  can  study  all  of  the 
various  proposals  for  legislation  for  a 
student  loan  program  that  will  be  com¬ 
pletely  nondiscriminatory  and  will  give 
every  student — without  regard  to  the  fi¬ 
nancial  means  of  his  parents — an  equal 
chance  to  take  advantage  of  a  college 
education.  I  believe  we  should  make 
that  approach  first. 

Furthermore,  as  Senators  know,  dur¬ 
ing  the  previous  session  I  stated  over  and 
over  again  to  the  Senate,  when  it  was 
considering  education  legislation,  that  I 
would  pledge  to  the  Senate  that  it  would 
get  a  chance  to  vote  on  every  section  of 
President  Kennedy’s  original  omnibus 
bill.  The  Senate  will  have  an  oppor¬ 
tunity  to  vote  on  it.  We  are  moving  as 
fast  as  we  can  in  connection  with  all 
sections  of  that  bill;  and  it  includes  pro¬ 
posals  in  regard  to  elementary  school 
and  secondary  school  education.  But  be¬ 
cause  of  the  great  concern  in  regard  to 
helping  students  attend  college,  this 
morning  I  scheduled  the  hearings  on 
loan  legislation  ahead  of  the  hearings 
on  other  sections  of  the  omnibus  bill; 
and  I  felt  perfectly  justified  in  doing  so. 

All  I  can  do  is  plead  with  the  Senate 
to  continue  to  give  us  a  chance  to  report 
an  educational  program  bill.  It  should 
not  be  mixed  up  at  all  with  the  tax  bill. 
However,  the  pending  amendment  would 
mix  them,  with  the  result  that  we  would 
be  bound  to  run  into  many  instances  of 
unfair  discrimination  based  on  means. 
Many,  many  students  or  potential  stu¬ 
dents  would  be  unable  to  obtain  the  ad¬ 
vantages  of  the  tax  deductions  we  have 
in  mind.  We  think  that  most  of  the 
objections  to  the  Ribicoff  amendment 
apply  equally  to  the  Prouty  amendment. 

So,  Mr.  President,  I  do  not  think  this 
is  the  time  to  handle  this  matter  by  way 
of  the  Prouty  amendment  to  the  tax  bill. 


Before  this  session  of  the  Congress  is 
over,  we  shall  have  time  to  decide  what 
we  want  to  do  about  education  legisla¬ 
tion.  Who  can  say  what  the  decision 
then  will  be?  However,  if  we  assume, 
hypothetically,  that  the  Senate  decides, 
after  the  committee  hears  the  testimony 
of  witnesses,  and  after  the  record  of  their 
testimony  on  Senators’  desks,  that 
it  does  not  favor  such  proposed  legis¬ 
lation,  but  that  it  prefers  legislation  of 
some  other  type,  that  will  be  the  time 
for  the  decision  to  be  made. 

But,  Mr.  President,  in  my  judgment, 
if  that  decision  were  made  before  the 
holding  of  the  hearings  and  without  a 
record  of  the  testimony  of  the  educators 
as  to  how  best  we  can  proceed  to  achieve 
the  desired  result,  we  would  be  prejudg¬ 
ing  the  proposals  for  aid  to  education; 
and  I  do  not  believe  that  would  be  a  wise 
thing  to  do. 

Furthermore,  as  I  stated  last  night, 
during  my  speech  on  the  Ribicoff  amend¬ 
ment,  we  realize  that  Congress  can  be 
taken  “up  to  the  line”  only  so  many 
times  in  a  certain  period  of  time,  on  the 
question  of  passing  proposed  legislation 
in  a  particular  field.  If  we  persist  in 
bringing  forward  one  proposal  of  this 
sort  after'  another — again  and  again — 
there  will  be  a  tendency  to  ask,  “How 
many  more  times  must  we  vote  on  an 
aid-to-education  program?  Let  us  wait 
until  we  see  how  we  have  already  done 
works  out.” 

Mr.  President,  we  do  have  a  great 
problem  in  connection  with  our  desire  to 
help  students  who  wish  to  attend  col¬ 
lege.  It  is  my  view  that  those  who  are 
most  in  financial  need  should  receive  the 
most  help. 

I  was  surprised,  this  morning,  to  hear 
some  Senators  say  that  such  students 
can  go  to  college  if  they  really  want  to. 
Mr.  President,  tens  of  thousands  of  them 
cannot  go  to  college,  because  they  do 
not  have  sufficient  means.  So  It  is  a 
serious  mistake  to  assume  that  the  chil¬ 
dren  of  low-income  families  can  go  to 
college  if  they  want  to.  It  is  a  great  mis¬ 
take  to  assume  that  all  who  wish  to 
attend  college  are  able  to  do  so;  such 
an  unwarranted  assumption  amounts  to 
whistling  in  the  dark  while  going  by  an 
educational  graveyard.  It  is  not  true 
that  all  who  wish  to  attend  college  can 
do  so. 

I  can  give  my  pledge  to  the  Senate 
that  before  this  session  is  over,  it  will 
get  a  chance  to  consider  proposed  leg¬ 
islation,  reported  from  our  committee, 
providing  a  uniform  loan  program  with 
respect  to  education,  so  as  to  enable  all 
students  to  borrow  the  necessary  funds 
on  a  reasonable  repayment  basis,  and 
then  attend  college,  and  subsequently 
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repay  to  the  U.S.  Treasury  the  loans 
they  received. 

Next,  Mr.  President,  I  wish  to  state 
that  the  Senator  from  Louisiana  believes, 
as  I  do,  that  the  figures  he  has  cited 
are  the  correct  ones.  A  few  minutes 
ago,  he  and  I  worked  over  them  with 
the  assistance  of  the  able  counsel  of  the 
Senate  committee.  Already,  parents 
who  are  providing  aid  to  their  children 
who  are  attending  college  are  allowed 
a  $600  deduction  for  that  purpose;  and 
if  the  student  earns  up  to  $900,  he,  too, 
can  obtain  a  $600  exemption  on  his  earn¬ 
ings,  plus  an  additional  exemption  of 
$300.  Of  course,  the  total  of  those 
amounts  will  not  cover  the  cost  of  his 
education;  but  it  is  worthwhile  to  point 
to  the  fact  that  his  earnings  of  up  to 
$900  will  not  in  any  way  prevent  the 
parent  from  obtaining  the  $600  deduc¬ 
tion,  if  the  parent  is  paying  more  than 
one -half  of  the  cost  of  the  keep  of  the 
student. 

Last  of  all,  let  me  say  that  when  the 
committee  obtains  all  the  evidence,  we 
should  consider  whether  we  should  do 
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something  about  the  dependency  allow¬ 
ance.  Perhaps  it  should  not  be  $600; 
perhaps  it  should  be  $900  or  $1,000  or 
some  other  amount.  But  we  should  ar¬ 
rive  at  our  determination  of  the  correct 
amount  on  the  basis  of  the  making  of 
a  record  which  we  do  not  have  at  this 
time. 

The  danger  with  the  sort  of  approach 
proposed  to  be  made  by  means  of  the 
pending  amendment  is  that  it  has  a 
plausible  label,  and  it  excites  our  sym¬ 
pathy,  for  all  of  us  desire  to  give  a  help¬ 
ing  hand.  But,  Mr.  President,  first,  we 
should  know  whether  the  proposed 
method  would  be  fair. 

I  believe  there  are  so  many  weaknesses 
in  the  approach  now  proposed  that  I 
close  my  statement  by  pleading  with  the 
Senate  to  give  me  a  chance  to  finish 
the  subcommittee’s  hearings  and  to  re¬ 
port  to  the  Senate  on  education  bill — 
as  the  Senator  from  Pennsylvania  [Mr. 
Clark]  urged  earlier  today,  in  the  course 
of  his  remarks ;  and  then,  if  the  Senate 
does  not  like  that  measure,  it  can  de¬ 
cide  whether  it  wishes  to  make  a  tax-bill 
approach. 

Mr.  LONG  of  Louisiana.  The  amend¬ 
ment  leaves  one  big  question  unanswered, 
which  to  me  is  the  very  question  to  ask: 
Why  not  make  a  distinction  between 
earned  income  and  unearned  income? 
The  amendment  would  benefit  the  child 
of  parents  who  left  a  trust  fund  in  stocks 
and  bonds  so  that  money  for  the  child 
could  be  offset  against  this  special  de¬ 
duction  which  might  amount  to  $2,100 


or  $2,400.  The  parent  would  be  able  to 
set  that  much  money  aside  for  the  child 
in  a  trust,  or  by  other  arrangement. 

The  amendment  does  little  to  help  the 
person  who  really  needs  help.  Most  col¬ 
lege  students  do  not  pay  much  in  taxes 
to  the  Federal  Government  and  they  do 
not  have  that  much  income,  when  one 
looks  at  the  fact  that  their  parents  are 
entitled  to  a  $600  exemption,  and  they 
are  entitled  to  $900  which  they  apply 
against  their  earnings,  a  total  of  $1500 
for  parent  and  child  before  tax  is  paid. 
This  is  under  present  law  alone. 

This  amendment  would  provide,  I  am 
informed  by  the  Treasury  Department, 
provide  substantial  advantage  to  those 
who  are  well  provided  for,  those  lucky 
students  who  have  parents  who  can  leave 
them  a  trust  fund,  or  an  estate  with 
dividend  income,  or  interest  income  from 
trusts,  in  order  to  finance  their  educa¬ 
tion. 

It  seems  to  me  that  instead  of  devoting 
Federal  revenue  to  that  type  of  purpose, 
we  should  once  again  consider  the  type 
of  student  who  is  a  deserving  student,  the 
kind  we  wish  to  put  through  school,  and 
proceed  on  that  basis.  That  is  the  way 
in  which  I  recommend  vthat  the  ap¬ 
proach  should  be  made,  that  we  start 
with  the  subcommittee  headed  by  the 
distinguished  Senator  from  Oregon  [Mr. 
Morse]  and  look  into  the  various  ideas. 
We  should  ascertain  what  would  be  the 
most  effiicient  and  the  most  fair  way  to 
use  this  money  for  the  benefit  of  stu¬ 
dents. 

Mr.  PROUTY.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  PROUTY.  If  the  Senator  would 
prefer  a  limitation  on  earned  income,  I 

would  have  no  objection  to  that.  I  be¬ 
lieve  we  might  well  reach  an  agreement 
in  conference,  assuming  that  the  amend¬ 
ment  is  approved. 

Or  we  can  continue  to  talk  about  what 
we  are  going  to  do.  We  have  been  talk¬ 
ing  for  10  or  12  years.  We  now  have  an 
opportunity  to  act.  Most  people  will 
agree  that  this  amendment  would  have 
some  real  advantage  for  our  young 
people. 

Mr.  LONG  of  Louisiana.  The  distin¬ 
guished  Senator  from  Vermont  is  a  mem¬ 
ber  of  the  very  subcommittee  which  has 
the  responsibility  to  report  to  the  Sen¬ 
ate  what  we  should  do  about  this  ques¬ 
tion.  The  Senator  from  Oregon  [Mr. 
Morse]  announced  only  an  hour  ago  that 
he  has  instructed  his  committee  to  un¬ 
dertake  the  necessary  preparations  for 
hearings  to  bring  up  an  aid-to-educa- 
tion  bill.  The  distinguished  Senator 
from  Vermont  is  on  that  committee,  and 
I  am  confident  between  the  two  of  them. 
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they  will  bring  up  something  that  will 
provide  an  appropriate  answer  to  this 
problem. 

But  they  come  to  us,  a  tax-writing 
committee,  and  suggest  to  us  that  we 
should  solve  all  their  education  problems 
as  a  tax-writing  committee.  This  leaves 
us  in  the  position  of  having  to  resist 
things  which  we  believe  would  not  have 
the  most  desirable  effect  on  the  tax  laws. 
I  hope  the  Senator  will  bring  a  recom¬ 
mendation  from  the  committee,  of  which 
he  is  a  member,  after  hearings  have  been 
conducted,  and  tell  us  what  they  think 
would  be  the  best  way  to  meet  this  edu¬ 
cational  problem. 

Mr.  PROUTY.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  further? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  PROUTY.  I  should  like  to  em¬ 
phasize  what  the  distinguished  Senator 
from  Oregon  said  a  few  minutes  ago.  I 
do  not  mean  to  compliment  myself,  but 
we  have  worked  closely  on  all  education 
measures,  and  I  believe  we  have  seen  eye 
to  eye  on  many  of  them.  If  we  have  not, 
we  have  been  able  to  reconcile  our  dif¬ 
ferences. 

He  has  proposed  a  far-reaching  student 
loan  program  instead  of  my  amendment. 
I  cannot  assume  that  the  other  body  will 
give  great  consideration  to  the  loan  pro¬ 
gram  he  proposes.  To  put  my  amend¬ 
ment  aside  on  such  an  assumption  would 
be  an  unreasonable  failure  to  seize  a 
great  opportunity.  My  amendment  is  a 
start.  We  can  always  perfect  it  in-con¬ 
ference.  If  the  Subcommittee  on  Edu¬ 
cation  determines  that  there  is  a  better 
approach,  we  can  always  amend  the  tax 
laws  and  come  forth  with  something 
new. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  ANDERSON.  Does  the  Senator 
realize  that  the  maximum  a  young  mar¬ 
ried  couple  just  having  left  college  can 
claim  is  a  $1,600  deduction?  Is  that  not 
correct? 

Mr.  LONG  of  Louisiana.  That  is  cor¬ 
rect. 

Mr.  ANDERSON.  Yet  a  young  man 
who  inherits  a  fortune  from  his  family 
can  have  $2,400  of  income  and  not  pay  a 
penny  in  tax. 

Mr.  LONG  of  Louisiana.  I  believe  it 
is  $3,000,  taking  into  account  the  deduc¬ 
tion  his  parents  may  receive. 

Mr.  ANDERSON.  That  is  for  a  stu¬ 
dent  doing  postgraduate  work. 

Mr.  LONG  of  Louisiana.  Yes. 

Mr.  PROUTY.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  further? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  PROUTY.  If  there  are  many  in 


that  category,  and  I  am  sure  there  are, 
we  can  always  take  care  of  the  situation 
by  imposing  a  limitation  on  earned  in¬ 
come. 

Mr.  ANDERSON.  That  is  the  danger. 
Senators  try  to  write  such  provisions  in 
the  Chamber.  The  Finance  Committee 
should  have  an  opportunity  to  consider 
the  subject. 

Mr.  PROUTY.  The  bill  has  been  be¬ 
fore  the  Finance  Committee  for  several 
months. 

Mr.  ANDERSON.  I  agree  with  every¬ 
thing  the  Senator  from  Oregon  said 
about  the  Senator  from  Vermont  [Mr. 
Prouty],  I  know  he  is  a  fine,  conscien¬ 
tious,  hardworking  Senator.  But  I  point 
out  to  him  that  when  one  of  such  amend¬ 
ments  is  offered,  and  the  proponents  say, 
“This  is  wrong,  but  the  conferees  can  re¬ 
define  it.”  In  my  opinion,  it  should  be 
redefined  in  advance. 

I  do  not  believe  the  Finance  Commit¬ 
tee  should  be  spending  1  minute  discuss¬ 
ing  this  sort  of  proposal,  because  it  is 
wrong,  it  seems  to  me,  to  say  to  a  young 
married  couple  that  they  can  be  allowed 
only  a  $1,600  deduction,  but  a  young  man 
living  by  himself  at  the  university  who 
happens  to  inherit  some  money  from  his 
parents  can  have  a  $2,400  income  and 
not  pay  a  penny  in  tax.  That  is  the 
wrong  way  to  approach  this  question. 

A  better  approach  to  Federal  aid  to 
education  is  to  consider  all  students  in 
need,  and  not  those  in  fine  shape.  Chil¬ 
dren  of  parents  who  contribute  one-half 
the  expenses  can  get  $2,700  under  this 
procedure,  and  those  doing  postgrad¬ 
uate  work  can  get  $3,000.  It  makes  no 
sense  to  say  a  young  married  couple 
starting  out  in  life  that  they  can  have 
$1,600  but  someone  going  to  school  by 
himself,  because  his  parents  are  able 
to  help  him  along,  can  have  $2,700  or 
$3,000  of  income. 

I  hope  this  amendment  will  not  be 
adopted. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MORSE.  I  should  like  to  ask  the 
Senator  from  New  Mexico  a  question. 
Earlier  we  discussed  these  figures.  By 
the  way,  I  pledge  to  the  Senator  from 
New  Mexico  that  there  will  be  early 
hearings.  I  wish  the  Senator  from  New 
York  [Mr.  Javits]  to  know  this  also,  be¬ 
cause  I  had  a  personal  conversation  with 
him,  as  I  did  with  the  Senator  from  New 
Mexico,  and  I  have  asked  counsel  for  the 
Education  Subcommittee  to  endeavor  to 
arrange  hearings  before  the  subcommit¬ 
tee  next  week,  to  show  how  fast  I  intend 
to  proceed  with  hearings  on  these  bills. 

The  question  I  should  like  to  ask  my 
“teacher,”  the  Senator  from  New  Mex- 
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ico,  is  with  regard  to  the  loophole  which 
the  -Senator  and  I  have  been  discussing 
which  I  believe  is  a  very  real  loophole. 
A  parent  who  had  a  business  could  put 
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his  student  son  or  daughter  on  the  pay¬ 
roll.  He  would  then  go  on  to  college. 
The  parent  would  get  considerable  bene¬ 
fit  on  his  tax  return  because  he  would  be 
taking  into  consideration  counting  the 
pay  he  would  be  giving  the  child,  is  not 
that  true? 

Mr.  ANDERSON.  That  is  true.  Not 
only  that,  but  the  parent  could  give  his 
child  stocks  which  he  had  not  planned 
to  give  him,  because  it  would  be  an  ideal 
way  to  give  them  to  him  tax  free.  Or¬ 
dinary  bonds  are  not  tax  free,  but  they 
can  be  given  to  his  child.  Inasmuch  as 
the  child  would  be  allowed  a  $2,400  de¬ 
duction,  and  the  parent  would  be  entitled 
to  more,  a  substantial  number  of  gov¬ 
ernment  bonds  that  are  not  tax-free 
could  be  given  to  the  child,  which  would 
make  them  immediately  tax  free. 

These  are  things  that  cause  trouble. 
Someone  will  say,  “Do  not  do  this  and 
do  not  do  that;  these  things  cause  loop¬ 
holes.”  This  amendment  would  open 
the  door,  rather  wide,  and  I  would  be 
happy  to  see  the  legislative  committee 
take  a  look  at  this  question  because  the 
legislative  committee,  I  believe,  would 
come  forth  with  a  wise  decision. 

Mr.  MORSE.  We  intend  to  take  evi¬ 
dence  concerning  such  loopholes. 

Mr.  ANDERSON.  We  may  have  to 
refer  the  question  back  to-  the  Finance 
Committee,  but  the  able  chairman,  the 
Senator  from  Virginia  [Mr.  Byrd] 
would  know  that  he  had  a  recommenda¬ 
tion  from  the  proper  authorized  legis¬ 
lative  committee.  I  hope  this  amend¬ 
ment  will  not  be  adopted.  When  we  dis¬ 
cuss  depreciation  allowances,  it  is  said, 
“You  did  all  this  for  one  group.”  We 
must  admit  that  we  did  create  a  special 
situation,  in  which  a  man  can  have  mil¬ 
lions  of  dollars  of  income  and  pay  no 
tax  whatever. 

I  believe  it  is  a  bad  procedure.  I  am 
glad  that  the  Senator  in  charge  of  the 
bill  is  opposed  to  the  amendment. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  Senators  to  keep  in  mind 
that  the  committee  has  had  no  oppor¬ 
tunity  to  study  the  amendment.  It  is 
true  that  the  measure  was  introduced  by 
the  Senator  as  a  separate  bill.  It  was  not 
offered  as  an  amendment  to  the  bill 
(H.R.  8363),  which  is  before  the  Senate. 
No  request  was  made  that  the  proposal 
be  considered  in  connection  with  the 
bill. 

The  Finance  Committee  does  not  have 
the  necessary  expertise,  experience,  or 


responsibility  in  that  field.  If  Senators 
will  look  at  their  rule  book,  they  will  see 
stated  the  responsibility  of  the  commit¬ 
tee  starting  with  revenue  measures  gen¬ 
erally.  If  Senators  will  read  down 
through  the  13  responsibilities  assigned 
to  the  Finance  Committee,  they  will  see 
that  it  is  a  big  order,  but  there  is  no 
responsibility  assigned  to  that  commit¬ 
tee  relating  to  education. 

I  ask  Senators  then  to  refer  in  the  rules 
book  to  the  responsibilities  assigned  to 
the  Committee  on  Labor  and  Public 
Welfare.  The  Senator  from  Vermont 
[Mr.  Prouty]  is  a  member  of  that  com¬ 
mittee.  He' is  on  that  committee  with 
the  Senator  from  Oregon  [Mr.  Morse]. 

Both  Senators  are  members  of  the 
Subcommitee  on  Education,  which  is 
headed  by  the  Senator  from  Oregon.  I 
ask  Senators  to  examine  the  responsi¬ 
bilities  assigned  to  that  committee.  The 
first  item  is  “measures  relating  to  educa¬ 
tion.” 

The  measure  before  the  Senate  was 
not  recommended  by  the  executive  de¬ 
partment.  The  executive  department 
has  not  had  an  opportunity  to  study  and 
examine  it.  It  was  not  recommended  by 
those  who  have  the  responsibility  for 
revenue  measures  at  the  administrative 
level.  It  was  not  recommended  by  the 
committee.  It  was  not  recommended  by 
the  chairman  of  the  committee  that 
would  have  the  responsibility  in  relation 
to  the  subject. 

Mr.  President,  we  have  talked  about 
loopholes.  Has  it  ever  occurred  to  Sena¬ 
tors  that  the  proposal  could  be  used  as  a 
means  of  employing  trust  income,  divi¬ 
dend  income,  and  various  other  types  of 
income  which  ordinarily  should  be  tax¬ 
able?  Did  it  ever  occur  to  Senators  that 
the  proposal  could  develop  into  a  large 
loophole,  and  that  those  who  might  re¬ 
ceive  a  benefit  from  such  a  proposal 
would  attempt  to  make  the  loophole 
bigger? 

The  question  is  often  asked,  “How  did 
such  a  loophole  come  about?”  Many 
times  loopholes  have  come  about  as  the 
result  of  Congress  adopting  a  proposal 
without  intending  that  certain  uses 
should  be  made  of  the  proposal;  yet  we 
wind  up  with  a  big  tax  loophole  which 
costs  a  great  deal  of  money. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  CLARK.  I  should  like  to  indicate 
my  strong  support  for  the  position  taken 
by  the  Senator  from  Louisiana.  As  a 
member  of  the  Subcommittee  on  Educa¬ 
tion,  I  support  my  chairman,  the  Senator 
from  Oregon.  I  ask  Senators  to  afford 
an  opportunity  to  deal  with  the  problem 
within  the  committee  which  has  been 
given  jurisdiction  under  the  Senate 
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rules — the  Subcommittee  on  Education 
of  the  Commitee  on  Labor  and  Public 
Welfare — and  not  legislate  on  an  im¬ 
portant  question  relating  to  education 
on  a  bill  which  comes  from  the  Finance 
Committee  and  has  had  no  real  hearings 
in  connection  with  its  educational  over¬ 
tones. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator.  He  has  indicated  what  I  would 
like  to  know  on  the  question  of  educa¬ 
tion.  What  does  the  committee  which 
has  been  assigned  the  responsibility  rec¬ 
ommend?  The  committee  of  which  the 
Senator  from  Pennsylvania  is  a  member 
has  been  assigned  that  responsibility, 
and  it  has  the  responsibility  to  tell  us 
what  it  suggests.  What  does  the  com¬ 
mittee  feel  would  be  the  best  way  to  han¬ 
dle  the  problem? 

How  can  a  Senator  who  is  arguing  on 
taxes  generally  be  an  expert  on  the  sub¬ 
ject  of  education?  Those  questions 
should  await  the  recommendations  of 
those  who  have  responsibility  in  that 
field. 

Mr.  MCCARTHY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield  to  the 
Senator  from  Minnesota. 

Mr.  MCCARTHY.  I  commend  the 
Senator  from  Louisiana  for  fighting 
against  these  amendments,  many  of 
which  sound  very  good.  Handling  a  tax 
bill  on  the  floor  of  the  Senate  is  a  diffi¬ 
cult  task — much  more  difficult  than  it  is 
for  the  Committee  on  Ways  and  Means 
of  the  House  of  Representatives  to  han¬ 
dle  bills  in  that  body,  because  in  the 
House,  bills  come  before  that  body  under 
a  closed  rule.  Problems  are  worked  out 
in  committee,  and  generally  they  are 
worked  out  very  well. 

But  in  the  Senate,  the  Senator  in 
charge  of  the  bill  and  those  who  sup¬ 
port  him  are  expected  to  answer  every 
charge  that  may  come  from  any  direc¬ 
tion. 

Mr.  President,  it  would  be  fine  if  we 
could  take  care  of  every  worthy  cause 
through  the  Internal  Revenue  Code.  I 
sometimes  think  that  we  should  not  ex¬ 
pose  Senators  to  the  full  potential  of  the 
Internal  Revenue  Code  all  at  once  in 
this  way.  The  light  is  almost  too  bright 
for  ordinary  eyes.  We  ought  to  look  at 
it  through  a  shaded  glass  for  awhile  and 
then  begin  to  work  on  it.  We  could  tax 
away  all  the  income  earned  in  our  coun¬ 
try,  if  we  followed  the  thesis  of  some 
Senators,  and  then  give  it  back  to  worthy 
people  and  worthy  causes.  That  is  one 
way  in  which  we  could  handle  the  tax 
problem. 

What  we  primarily  undertook  to  do 
with  the  tax  bill  was  to  significantly 
improve  the  economy  of  the  United 


States.  I  believe  that  we  have  worked 
out  a  balanced  program  of  relief  for  busi¬ 
ness.  We  made  a  great  improvement  in 
the  rate  scale  as  it  applies  to  individuals. 
The  income  which  would  be  made  avail¬ 
able  under  the  bill  would  have  a  signifi¬ 
cant  effect  in  stimulating  the  economy  in 
the  capital  sector  and  would  have  a  sig¬ 
nificant  effect  in  encouraging  consumer 
spending.  We  will  have  made  approx¬ 
imately  $9.5  billion  available  to  indi¬ 
viduals  in  America.  The  educational 
need  is  great,  I  believe  that  the  people 
of  the  country  are  responsible  enough  to 
respond  and  to  meet  the  educational 
needs  of  their  children.  If  they  cannot 
do  so  we  must  as  we  have  done  consider 
additional  aid  to  education. 

I  must  say,  Mr.  President,  that  I  am 
a  little  disappointed  in  some  of  the  col¬ 
lege  presidents  and  education  officials 
in  the  country.  This  Congress  has  acted 
responsibly  to  aid  higher  education. 

I  suppose  the  Land-Grant  Act  of  1962 
would  be  considered  more  comprehen¬ 
sive,  although  no  one  knew  what  it  was 
to  become.  Of  course,  the  GI  bill  was  a 
great  educational  program.  But  in 
terms  of  education  bills  directed  at  par¬ 
ticular  needs,  the  program  that  was  ap¬ 
proved  by  this  Congress  was  a  significant 
one,  and  a  right  beginning  on  a  great 
problem.  College  officials  ought  to  allow 
that  program  to  operate  and  gain  some 
experience  with  it.  They  may  come  in 
and  ask  us  for  more  money,  as  I  think 
they  will  and  should.  The  solution  to 
this  problem  is  not  by  way  of  special  tax 
consideration  and  special  tax  reductions. 

The  Senator  is  correct  in  what  he  has 
said  about  the  beginning  of  loopholes. 
When  a  first  opening  like  this  is  made — 
and  this  has  happened  before — the  next 
move  is  for  someone  to  say,  “There  is  an 
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inequity  in  the  program.  Let  us  extend, 
the  inequity  to  other  people.” 

Eventually  we  reach  the  point  at  which 
someone  will  say,  “Let  us  make  the  in¬ 
equity  universal,  and  thus  establish  jus¬ 
tice.”  That  is  not  the  way  we  should 
proceed. 

The  Senator  from  Louisiana  is  to  be 
commended  for  his  fight  for  the  bill  and 
his  defense  of  its  integrity. 

Mr.  JAVITS.  Mr.  President,  I  offer 
an  amendment  to  the  pending  amend¬ 
ment,  which  I  send  to  the  desk  and  ask 
to  have  stated. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  New 
York  to  the  amendment  will  be  stated. 

The  Legislative  Clerk.  On  page  1, 
line  7,  it  is  proposed  to  insert  the  fol¬ 
lowing  : 

“From  earned  income  as  defined  in  para- 
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graph  911(b)  of  the  Internal  Revenue  Code,” 
after  the  word  “deduction.” 

Mr.  PROUTY.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  be  per¬ 
mitted  to  accept  the  amendment  to  my 
amendment  which  has  just  been  offered 
by  the  distinguished  senior  Senator  from 
New  York. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  reserving  the  right  to  object,  I 
would  prefer  that  the  amendment  be  de¬ 
bated  before  it  is  accepted  by  unanimous 
consent.  Unanimous  consent  is  required. 
I  do  not  know  whether  we  would  wish  to 
agree  to  the  request  or  not. 

I  point  out  that  that  is  the  kind  of 
problem  that  arises  when  the  yeas  and 
nays  are  ordered.  The  Senator  insisted 
on  his  request  for  the  yeas  and  nays.  I 
should  like  to  know  what  the  revenue 
impact  would  be  before  I  would  be  ready 
to  agree  to  the  unanimous-consent  re¬ 
quest. 

Mr.  JAVITS.  Mr.  President,  I  had 
hoped  that  the  Senator  would  permit  the 
amendment  of  the  Senator  from  Ver¬ 
mont  to  be  amended  so  that  the  question 
could  be  dealt  with  on  its  merits.  I 
believe  my  qualifications  to  make  that 
request  are  pretty  good,  since  I  voted 
“nay”  on  the  Ribicoff  amendment.  My 
best  conscience  dictated  my  vote  on  that 
amendment. 

My  amendment  to  the  Prouty  amend¬ 
ment  may  not  be  technically  perfect.  I 
tried  to  frame  it  in  the  best  language 
possible.  But  its  intent  is  to  make  the 
deduction  applicable  only  to  earned  in¬ 
come,  so  that  if  there  were  no  earned 
income,  no  deduction  would  be  available. 
If  there  were  earned  income,  the  deduc¬ 
tion  would  obtain  only  to  the  extent  of 
the  earned  income. 

We  all  understand  that  if  the  amend¬ 
ment  is  agreed  to  and  it  should  prevail 
in  conference,  the  conferees  will  work  it 
out  in  accordance  with  that  intent.  Per¬ 
haps  the  language  is  inartistic,  though 
I  tried  to  write  the  best  language  I  could 
on  the  spur  of  the  moment. 

The  intention  is  that  it  should  be  only 
a  deduction  applicable  to  earnings  of 
students,  and  only  to  the  extent  of  such 
earnings. 

Mr.  LONG  of  Louisiana.  Let  us  as¬ 
sume  a  boy  is  working  for  his  father. 
Daddy  gives  him  a  job.  He  has  little 
work  to  do  but  gets  good  pay.  Would 
that  qualify  as  earned  income? 

Mr.  JAVITS.  I  will  not  say  “Yes”  or 
“No.”  I  would  be  perfectly  happy,  once 
the  intent  of  the  Senate  was  manifested, 
to  leave  those  refinements  within  the 
fundamental  proposal  to  the  conferees. 


All  I  am  trying  to  establish  is  the  basic 
intent  of  the  Senate. 

Mr.  LONG  of  Louisiana.  If  the  Sen¬ 
ator  wants  to  offer  an  amendment,  he 
should  have  more  than  a  vague  notion 
as  to  what  he  wants  to  do.  If  he  wants 
to  amend  the  proposal  to  limit  it  to 
earned  income,  it  is  fair  to  ask  whether 
the  intention  also  is  to  cover  income 
received  from  a  father,  when  a  rich  man 
puts  his  son  on  the  payroll  and  the  son 
does  little  or  nothing  for  his  pay.  That 
is  the  type  of  loophole  that  I  am  sure  the 
Senator  would  not  want  to  provide. 

Mr.  JAVITS.  For  myself,  let  me  say 
that  if  such  a  person  paid  a  salary  as 
earned  income  when  it  was  not  earned, 
it  would  come  under  the  Internal  Rev¬ 
enue  Code,  and  he  could  go  to  jail 
for  it - 

Mr.  LONG  of  Louisiana.  No.  We  are 
talking  about  a  situation  in  which  a  son 
does  some  work,  but  it  is  very  clear  on 
the  face  of  the  situation  that  he  does 
not  do  the  amount  of  work  that  he  would 
have  to  do  if  he  were  working  for  some¬ 
one  else. 

Mr.  JAVITS.  Then  I  think  the  au¬ 
thorities  would  know  that  it  was  un¬ 
earned  income. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  the  law  already  provides  that 
the  Treasury  Department  can  disallow 
payments  made  by  parents  to  children 
which  cannot  be  justified  on  the  basis  of 
comparable  earnings  paid  other  em¬ 
ployees.  A  parent  cannot,  under  the  law, 
split  his  income  with  his  children  and 
get  away  with  it,  either  with  or  without 
the  amendment  of  the  Senator  from 
New  York. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  if  the  Senator  will  yield,  I  shall  not 
object  to  the  unanimous-consent  request. 
I  wanted  to  demonstrate  the  difficulty  of 
legislating  on  the  floor  and  also  the  prob¬ 
lem  involved  when  a  Senator  asks  for  the 
yeas  and  nays  before  Senators  know  what 
the  amendment  is.  If  it  is  desired  to 
modify  the  amendment,  it  requires 
unanimous  consent  after  the  yeas  and 
nays  have  been  ordered. 

Mr.  JAVITS.  I  thank  the  Senator. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  Prouty  amendment  may  be 
modified  accordingly,  with  the  consent  of 
the  Senator  from  Vermont. 

The  PRESIDING  OFFICER  (Mr. 
Inouye  in  the  chair) .  Without  objec¬ 
tion,  the  modification  is  agreed  to. 

Mr.  JAVITS.  Mr.  President,  it  is  nec¬ 
essary  for  me  to  explain  why  I  voted 
against  the  Ribicoff  amendment,  in  or¬ 
der  to  demonstrate  my  interest  in  this 
amendment. 

I  believe  the  basic  purpose  of  the  tax 
bill,  its  fundamental  thrust — whether  we 
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achieve  it  or  not — is  to  retain  the  econ¬ 
omy  at  a  high  enough  level  to  do  some¬ 
thing  about  the  problem  of  endemic  em¬ 
ployment  and  about  the  dangers  of  a 
recession  if  the  economy  is  not  sustained 
in  a  vigorous  way. 

Therefore,  when  we  talked  about  add¬ 
ing  to  a  $11.5  billion  tax  reduction  an 
additional  reduction  which  would  involve 
immediately  three-quarters  of  a  billion 
dollars  and  more  later,  it  seemed  we  were 
starting  a  process  to  destroy  the  basic 
purpose  of  the  tax  bill.  For  that  reason 
alone  I  felt,  in  good  conscience,  that  I  had 
to  vote  against  the  Ribicoff  amendment. 
With  that  amendment  we  would  have 
both  the  tax  cut  bill,  and  the  same  people 
who  were  getting  the  cuts  in  that  bill 
would  have  received  in  addition  the  cred¬ 
its  against  tax  the  Senator  from  Con¬ 
necticut  [Mr.  Ribicoff]  contended  they 
should  receive.  That  would  have  de¬ 
feated  the  purpose  of  trying  to  keep  the 
bill  within  reasonable  limits  and  at  the 
same  time  do  a  broad-scale  job  of  eco¬ 
nomic  stimulation. 

But  that  argument  does  not  apply  to 
peripheral  matters  that  will  not  mate¬ 
rially  change  the  thrust  of  the  bill  be¬ 
cause  they  do  not  involve  great  sums  of 
money. 

That  is  evident  from  the  bill  itself. 
What  has  the  size  of  the  medicine  and 
drug  expense  deduction  to  do  with  the 
major  economic  thrust  of  a  tax  reduction 
bill  designed  more  importantly  to  sustain 
the  economy?  Yet  $10  million  is  the 
revenue  loss  because  of  a  provision  of 
that  character  in  the  bill. 

What  does  the  part  of  the  bill  having 
to  do  with  a  change  in  the  exclusion  from 
income  of  gain  on  the  sale  of  a  residence 
of  a  taxpayer  over  65  have  to  do  with  the 
basic  economic  power  of  the  bill  in  con¬ 
nection  with  unemployment,  and  so 
forth?  The  answer  is  “Nothing.”  Yet 
it  involves  a  revenue  loss  of  $10  million. 

When  we  dig  into  the  corporate  phase 
of  the  bill,  what  has  amending  the  exist¬ 
ing  investment  credit  to  do  directly  with 
economic  stimulation  as  a  result  of  a  tax 
cut?  We  are  anxious  to  arrive  at  the 
maximum  point  of  efficiency  of  American 
business,  so  we  include  it  in  the  bill,  and 
it  involves  a  revenue  loss  of  $170  million. 

In  short,  we  are  not  purists.  We  can¬ 
not  be,  considering  the  terms  of  the  bill. 
But  we  are  considering  the  bill  in  the 
best  way  we  can,  and  I  think  we  have 
done  a  good  job  of  giving  to  the  bill  the 
most  thrust  on  the  economic  side. 

I  think  the  members  of  the  Finance 
Committee  themselves  would  not  want 
to  plead  omniscience,  with  respect  to 
putting  everything  in  the  bill  that  could 
conveniently  and  appropriately  go  into 
the  bill.  Perhaps  they  will  consider  that 


the  Senator  from  Vermont  [Mr.  Prouty] 
has  thought  of  one  thing  which  is  a 
small  effort  to  help  in  a  critical  area, 
that  of  encouraging  young  people  to 
work  for  a  living  and  thereby  earn  their 
way  through  college. 

Therefore,  not  departing  from  basic 
devotion  to  the  fundamental  purpose  of 
the  bill,  I  showed  my  good  faith  by  cast¬ 
ing  a  difficult  vote  of  “nay,”  which  was 
also  difficult  for  many  other  Senators, 
on  the  Ribicoff  amendment.  With  the 
present  amendment  I  do  not  think  we 
distort  the  fundamental  purpose  of  the 
bill,  because  we  have  already  accepted 
other  provisions  in  the  bill,  which  are 
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not  particularly  necessary  for  the  eco¬ 
nomic  thrust  of  stimulating  the  econ¬ 
omy,  but  which  relate  to  tax  injustices 
or  some  other  matter  which  can  be  dealt 
with  conveniently  in  the  bill. 

So  I  feel  that  as  the  revenue  loss  in 
the  Prouty  amendment  now  must  be  less 
than  $50  million — his  own  figure — under 
this  version  of  the  amendment,  I  do  not 
think  it  represents  a  material  distortion 
of  the  purpose  of  the  bill. 

Second,  I  am  delighted  by  the  an¬ 
nouncement  of  the  Senator  from  Oregon, 
with  whom  I  think  I  have  loyally  coop¬ 
erated  in  the  fundamental  need  of  de¬ 
veloping  the  proper  kind  of  aid  for 
higher  and  all  levels  of  education,  that 
there  will  be  hearings  on  that  subject, 
which  is  precisely  the  right  thing  to  do. 
I  do  not  think  the  Ribicoff  amendment 
would  have  had  the  desired  effect,  which 
is  the  encouragement  to  people  of  modest 
means  to  earn  their  own  way  through 
college,  which  is  a  delightful  American 
custom,  a  custom  which  I  am  proud  to 
say  I  practiced  in  all  the  years  I  went  to 
law  school;  and  it  was  a  good  one. 

Finally,  one  of  the  great  arguments 
with  respect  to  the  Ribicoff  amendment 
was  its  ambit.  What  would  be  reached? 
It  appears  that  in  1960  total  income  tax 
receipts  from  individuals  amounted  to 
$39.5  billion.  Although  this  figure  is 
for  a  previous  year,  it  gives  us  an  order 
of  magnitude.  That  amount  was  paid 
by  48  million  taxpayers  who  filed  tax¬ 
able  returns.  In  other  words,  an  aver¬ 
age  of  $800  was  received  from  the  in¬ 
dividual  taxpayer  who  filed  a  taxable 
return.  Another  13  million  people  owed 
no  taxes  at  all,  although  they  filed  re¬ 
turns.  But  48  million  taxpayers  each 
paid  an  average  of  $800  in  tax. 

Under  the  Ribicoff  amendment,  that 
was  a  pretty  big  piece  of  additional  rev¬ 
enue  loss  to  add  to  a  tax  bill  under 
which  there  will  be  a  substantial  reduc¬ 
tion  in  revenues. 

I  do  not  believe  the  same  argument 
can  be  directed  against  the  Prouty 
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amendment.  Tne  point  is  that  it  goes 
to  encourage  something  that  is  really 
socially  useful.  I  do  not  see  that  what¬ 
ever  is  done  in  connection  with  Federal 
aid  to  higher  education,  to  which  I  am 
thoroughly  devoted,  would  in  any  way 
conflict  with  this  kind  of  encpuragement. 
It  comes  within  the  same  order  of  mag¬ 
nitude  as  some  of  the  other  things  which 
are  done  in  the  bill,  both  in  money  and 
intent,  as  we  are  satisfied  with  the  urg¬ 
ency  of  the  need.  I  am  inclined  to  feel 
that  it  represents  a  fair  proposal,  fair 
even  in  the  opinion  of  those  like  myself 
who  do  not  in  any  way  wish  to  compli¬ 
cate,  jeopardize,  reduce,  or  distort  the 
fundamental  thrust  of  the  bill.  There¬ 
fore,  I  shall  support  the  amendment. 

Mr.  President,  there  is  one  other  thing 
that  is  very  important  to  me,  consider¬ 
ing  my  own  position  in  connection  with 
this  whole  subject.  While  I  go  along 
with  the  administration,  even  casting  the 
hard  votes  on  capital  gains — and  we 
must  remember  that  I  come  from  New 
York,  where  capital  gainers,  so-called, 
are  very  important,  in  terms  of  the  stock 
exchange  and  the  security  business — in 
order  to  sustain  the  position  that  the  tax 
cut  will  do  the  things  the  administration 

thinks  it  can  do  for  the  economy,  I  have 
no  illusions  about  it.  I  believe  the  tax 
cut  would  help,  but  I  do  not  believe  it 
would  cure.  I  would  be  fooling  myself 
and  the  people  of  the  State  of  New  York 
if  I  thought  otherwise.  The  tax  cut  will 
be  helpful.  It  should  be  voted.  Its  es¬ 
sential  thrust  will  not  be  jeopardized  by 
the  amendment  of  the  Senator  from  Ver¬ 
mont. 

Mr.  President,  the  tax  cut  will  not  cure 
endemic  unemployment.  It  will  not  win 
the  war  on  poverty.  It  will  not  insure 
us  against  a  recession  or  a  depression. 
It  will  help. 

I  deprecate  the  fact  that  the  adminis¬ 
tration,  every  time  we  ask,  “What  are 
you  going  to  do  about  unemployment? 
What  are  you  going  to  do  about  poverty? 
What  are  you  going  to  do  about  trying 
to  lengthen  out  the  present  35-month-old 
economic  expansion?”  says,  “We  are  pro¬ 
posing  a  tax  cut.” 

This  seems  to  be  the  only  thinking  in 
the  administration  upon  the  American 
economy. 

I  know  that  the  tax  cut  alone  is  in¬ 
adequate.  I  know  I  must  vote  for  it.  It 
will  help.  It  is  the  only  thing,  appar¬ 
ently,  upon  which  the  administration  is 
willing  to  give  us  support.  So,  let  us  do 
it.  It  will  not  cure  the  defects  in  the 
economy  with  which  we  contend. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  JAVITS.  I  yield. 

Mr.  MORSE.  I  could  not  sit  here  in 


silence,  since  these  votes  have  started, 
and  see  the  Senator  from  New  York  cast 
courageous  vote  after  courageous  vote 
as  he  did,  on  the  capital  gains  issue  and 
on  the  Ribicoff  amendment,  without 
congratulating  him.  I  wish  to  associate 
myself  with  the  observation  he  made  on 
the  effect  the  tax  bill  will  have  on  the 
economy  of  the  country  as  a  whole  and  on 
the  economic  problems  which  are  im¬ 
pinging  upon  the  welfare  of  the  American 
people. 

I  agree  that  it  will  help.  It  will  not 
be  of  major  help  in  solving  these  prob¬ 
lems.  I  shall  be,  standing  shoulder  to 
shoulder  with  the  Senator  in  urging  di¬ 
rect  attacks  on  the  unemployment  prob¬ 
lem,  direct  attacks  on  the  problem  of 
poverty,  direct  attacks  on  the  great  prob¬ 
lem  that  confronts  us  with  respect  to  the 
water  problems  in  this  country.  I  do  not 
believe  the  American  people  realize  what 
is  happening  to  the  water  of  this  coun¬ 
try.  If  they  do  not  get  busy  and  do 
something  about  it,  our  civilization  will 
decline  with  our  water  table  and  with 
our  polluted  water  supplies,  as  well  as 
with  the  problem  of  the  health  of  this 
Nation.  All  these  problems  will  call  for 
a  direct,  frontal  attack,  issue  by  issue. 
The  tax  bill  will  not  solve  them  or  help 
very  much  in  solving  the  problem. 

I  wish  to  associate  myself  with  the 
Senator  from  New  York.  Again  I  com¬ 
pliment  him  on  the  courage  of  his  con¬ 
victions. 

I  only  regret  I  cannot  join  him  on  the 
Prouty  amendment.  I  believe  he  is 
greatly  mistaken.  As  a  member  of  our 
subcommittee,  I  feel  somewhat  like  a 
father  who  has  a  couple  of  wayward 
boys.  Nevertheless,  I  am  still  hoping, 
before  the  final  vote  is  had,  that  he  will 

i 

agree  to  give  us  time  to  hold  hearings  on 
this  whole  problem.  If,  after  the  hear¬ 
ings,  we  find  that  we  should  come  back 
to  the  Prouty  amendment,  there  will  be 
ample  time  for  us  to  do  so.  I  believe  he 
will  find  that  this  proposed  procedure  is 
not  the  best  way  in  which  to  handle  the 
problem.  We  can  advance  the  cause  of 
education  much  better  in  the  way  I  have 
suggested. 

Mr.  JAVITS.  I  am  grateful  to  my 
chairman  of  the  subcommittee.  I  do 
not  believe  that  this  will  bring  about 
a  parting  of  the  ways  between  the  father 
and  his  two  children. 

Mr.  PROUTY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  JAVITS.  I  yield. 

Mr.  PROUTY.  I  also  wish  to  con¬ 
gratulate  the  Senator  from  New  York 
and  to  express  to  him  my  deep  apprecia¬ 
tion  for  the  amendment  which  he  has 
proposed  to  my  amendment.  It  seems 
to  me  that  it  has  eliminated  most  of  the 
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objections  which  were  registered  earlier 
today.  I  am  very  grateful  to  him. 

I  ask  unanimous  consent  that  the 
senior  Senator  from  West  Virginia  [Mr. 
Randolph]  be  listed  as  a  cosponsor  of 
my  amendment,  at  the  next  printing. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  JAVITS.  I  wish  to  finish  my  re¬ 
marks  upon  the  bill  and  bear  upon  the 
colloquy  with  the  distinguished  Senator 
from  Oregon  [Mr.  Morse]  on  the  sub¬ 
ject  of  what  the  tax  cut  will  or  will  not 
accomplish.  I  never  like  to  leave  a 
thought  unfinished,  if  I  can  avoid  doing 
so. 

Some  of  the  things  that  are  needed  in 
respect  to  the  fundamental  problems  of 
our  economy,  quite  apart  from  and  in 
addition  to  a  tax  cut— I  cannot  hope  to 
name  all  of  them,  but  I  can  cite  some — 
are:  First,  we  are  losing  an  estimated 
40,000-plus  jobs  a  week  because  of  auto¬ 
mation.  That  is,  the  jobs  need  to  be 
changed,  and  people  need  to  be  retrained 
and  moved  or  removed  to  other  sections 
of  the  country.  It  may  be  necessary  to 
await  a  point  of  training  in  the  use  of 
new  machines  and  the  servicing  of  them. 
The  fact  that  workers  will  go  into  serv¬ 
ice  businesses  more  than  they  do  in  pro¬ 
duction  lines,  as  automation  takes  over, 
may  have  an  effect.  This  may  require 
a  period  of  transition  of  1,  2,  3,  or  per¬ 
haps  as  much  as  5  years.  The  transition 
may  have  to  be  helped  with  financing 
by  the  Government.  That  would  be  a 
very  direct  and  immediate  way  in  which 
to  deal  with  a  large  volume  of  unem¬ 
ployment. 

The  maximum  number  of  personnel 
scheduled  for  retraining  under  the 
manpower  retraining  programs  will  be 
135,000  in  fiscal  year  1964.  That  com¬ 
pares  with  estimates  of  up  to  1  million 
persons  a  year  who  will  need  retraining. 
That  is  one  thing  that  should  be  done. 

Another  thing  that  needs  to  be  done  is 
to  stimulate  exports.  It  is  true  that  we 
now  have  an  export  surplus  of  about  $5 
billion;  yet  we  are  running  a  very  serious 
imbalance  in  our  international  pay¬ 
ments.  Notwithstanding  some  shakeout 
of  foreign  financing  in  this  country  by 
the  threatened  interest  equalization  tax 
bill  that  is  now  pending  in  the  other 
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body,  there  is  still  an  imbalance  in  the 
area  of  about  $3  billion  a  year.  Exports 
can  deal  with  that.  In  addition,  exports 
could  do  much  more  for  the  American 
economic  system  and  employment. 
Other  countries  encourage  exports  of 
their  products  by  providing  special  tax 
treatment  for  additional  exports.  We 
ought  to  do  the  same  thing. 


The  investment  of  American  capital 
abroad  by  American  firms  is  also  in¬ 
hibited  by  the  antitrust  laws.  Mr.  Presi¬ 
dent,  I  seem  to  be  about  the  only  one 
here  who  appears  to  be  very  much  con¬ 
cerned  about  this;  but  I  think  it  is  a 
material  inhibition  of  the  operation  of 
the  private  enterprise  system,  both  in 
this  country  and  abroad.  As  we  en¬ 
counter  competition  from  the  European 
Common  Market — which  has  a  very  dif¬ 
ferent  concept  from  that  of  our  anti¬ 
trust  laws — we  shall  find  that  that  com¬ 
petition  will  hurt  us  very  materially. 

Mr.  President,  the  fourth  thing  that 
must  be  done  is  the  elementary  step  of 
introducing  the  private  enterprise  sys¬ 
tem  into  the  foreign  aid  program.  In 
view  of  our  economic  resources,  we  have 
not  begun  to  do  what  should  be  done  in 
connection  with  the  development  of  the 
underdeveloped  countries  of  the  world. 
The  reason  for  that  situation  is  that  we 
are  trying  to  do  that  job  solely — almost 
solely — through  Government.  There  are 
vast  opportunities  in  this  area. 

If  I  were  summing  up,  Mr.  President, 
I  would  now  mention  many  other  meas¬ 
ures  which  I  think  need  to  be  taken — 
including  measures  to  give  the  workers 
profit  sharing  and  stockownership  in 
the  United  States  businesses — a  develop¬ 
ment  which  I  believe  will  be  the  wave  of 
the  future,  insofar  as  American  work¬ 
men  are  concerned.  Yet  in  practical 
terms,  we  have  scarcely  begun  to  do  that. 

Mr.  President,  the  American  people 
still  —  strangely,  interestingly,  and 
charmingly — lack  a  consciousness  of  the 
power  of  their  production.  The  power  of 
production,  valued  at  $600  billion  a  year, 
is  really  beyond  belief,  especially  when 
it  is  unleashed  for  purposes  of  develop¬ 
ment  and  construction  both  in  the 
United  States  and  in  all  other  countries 
which  wish  to  be  free  or  to  remain  free. 

We  have  not  begun  to  learn  how  to 
use  that  power,  in  terms  of  credit,  in 
terms  of  production  and  distribution, 
and  in  terms  of  making  use  of  both  men 
and  machines  now  unused.  Until  we 
learn  how  to  do  that — and  Congress 
should  act  to  enable  the  United  States 
to  teach,  to  guide,  and  to  facilitate  it — 
we  shall  have  a  very  rough  time  in  at¬ 
tempting  to  deal  with  endemic  unem¬ 
ployment,  endemic  poverty,  and  the 
other  problems  which  give  us  great  pause 
and  concern  when  we  wonder  whether, 
with  the  pending  tax  cut  bill,  we  shall 
be  able  to  do  that  job. 

I  favor  the  proposed  tax  cut,  Mr. 
President;  but  I  do  so  without  having 
any  illusions  about  its  value  and  also 
without  having  any  illusions  that  we 
fehall  be  able  to  keep  it  absolutely  clear 
of  any  other  tax  change,  because  provi¬ 
sions  of  that  sort  are  already  included 
in  it. 
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I  hope  very  much  that  the  Prouty 
amendment  will  be  agreed  to. 

Mr.  MILLER.  Mr.  President,  will  the 
Serfator  yield? 

Mr.  JAVITS.  I  yield. 

Mr.  MILLER.  I  should  like  to  ask  a 
question  of  either  the  Senator  from  New 
York  or  the  Senator  from  Vermont. 
What  concerns  me  about  the  amendment 
is  that  it  does  not  seem  to  be  harmonized 
with  section  151(e)  of  the  code.  Sena¬ 
tors  will  recall  that  a  few  years  ago  Con¬ 
gress  provided  for  a  special  exemption  in 
the  case  of  a  student  who  was  earning 
enough  money  so  that  he  ordinarily 
would  have  lost  his  dependents  on  a 
parent.  If  he  is  a  student  working  his 
way,  partly,  or  wholly,  through  college, 
for  the  purpose  of  supporting  himself,  or 
at  least  furnishing  more  than  half  of  his 
own  support,  his  father  still  gets  a  $600 
exemption. 

If  the  Senator’s  amendment  should 
prevail,  we  would  create  an  inequitable 
situation  if  we  left  the  present  code  sec¬ 
tion  to  which  I  have  referred  on  the 
books.  We  would  create  an  inequity  be¬ 
tween  a  student  who  has  a  parent  and 
a  student  who  does  not  have  a  parent, 
or  at  least  a  parent  who  is  not  making 
enough  in  income  to  get  the  benefit  of 
the  $600  exemption. 

I  am  wondering  if  it  would  not  be 
practical  and  fair  and  equitable  for  the 
amendment  of  the  Senator  from  Ver¬ 
mont  to  be  modified  by  providing  for  the 
repeal  of  that  portion  of  section  151(e) 
of  the  code  which  sets  up  this  extra  ex¬ 
emption  for  the  parent. 

Mr.  JAVITS.  I  yield  to  the  Senator 
from  Vermont. 

Mr.  PROUTY.  I  should  like  to  point 
out  that  we  did  not  make  any  change 
in  section  151(e)  because  the  parent,  in 
most  cases,  still  will  have  to  provide 
for  the  student’s  food  and  lodging.  My 
amendment  does  not  allow  a  student  to 
deduct  such  sums. 

Mr.  MILLER.  The  Senator’s  amend¬ 
ment  provides  for  a  deduction  of  $1,200, 
in  the  case  of  an  undergraduate,  and 
the  $1,200  is  equivalent  to  two  $600 
exemptions.  Without  the  Senator’s 
amendment  there  is  now  a  $1,200  exemp¬ 
tion,  total,  for  this  situation.  There  is 
a  $600  exemption  for  the  parent  and 
there  is  a  $600  exemption  for  the  student 
also. 

Now  the  Senator’s  amendment  comes 
along.  It  will  add  another  $600  exemp¬ 
tion  to  that  total.  So  I  shall  cite  an 
example.  Let  us  assume  that  the  Sena¬ 
tor  from  Vermont  has  a  son  who  is  work¬ 
ing,  and  that  the  son  earns  $1,800  during 
a  year.  The  Senator  from  Vermont  could 
claim  a  $600  exemption  for  the  boy,  even 
though  the  boy  might  have  supported 
himself  all  the  way  through  the  year. 


Certainly  if  he  provided  more  than  half 
of  the  board,  he  could  claim  a  $600  ex¬ 
emption  for  the  boy  on  his  income  tax 
return.  The  boy  himself  as  a  taxpayer 
would  have  a  $600  exemption.  Under  the 
Senator’s  amendment,  he  would  have  a 
$1,200  deduction.  That  would  make  a 
total  of  $2,400  in  exemptions  or  deduc¬ 
tions,  however  the  Senator  might  wish 
to  apply  them. 

I  suggest  to  the  Senator  from  Vermont 
that  that  would  do  inequity  to  another 
lad  who  did  not  have  a  parent  or  whoFe 
parent  did  not  have  enough  income  to 

receive  any  benefit  from  the  $600  exemp¬ 
tion. 

So  to  put  the  two  situations  on  an  equal 
basis,  it  seems  to  me  that  what  ought  to 
be  done  is  to  couple  with  the  amend¬ 
ment  of  the  Senator  from  Vermont  the 
repeal  of  section  151(e)  of  the  code. 

Mr.  PROUTY.  The  present  $600  is  an 
exemption.  What  the  amendment  seeks 
to  do  is  to  provide  a  deduction.  That 
is  the  difference  between  the  two  items. 

Mr.  MILLER.  From  a  practical  stand¬ 
point,  it  does  not  make  any  difference 
whether  it  is  called  a  $600  exemption  or 
a  $600  deduction;  the  amount  still  would 
come  off  the  income  before  determining 
the  amount  of  taxable  income.  In  the 
example  I  cited,  the  Senator’s  family  en¬ 
tity  would  have  a  $2,400  reduction  from 
taxable  income — $600  for  the  parent  and 
$1,800  for  the  son,  under  the  Senator’s 
amendment. 

Mr.  PROUTY.  The  $600  exemption 
taken  by  the  parent  is  for  the  child’s 
support  as  a  dependent,  regardless  of 
whether  he  is  a  student. 

Mr.  MILLER.  Whether  is  was  called 
an  exemption  or  not,  it  would  still  come 
off  the  income  to  arrive  at  the  taxable 
income. 

Consider  the  example  of  another  boy; 
one  who  does  not  have  a  parent,  but  who 
earns  $1,800.  In  that  instance,  there 
would  be  only  an  $1,800  reduction  in  in¬ 
come;  there  would  not  be  the  other  $600. 
That  situation  would  remain  on  the 
books  unless  it  were  repealed  by  a  modi¬ 
fication  of  the  Senator’s  amendment. 

Mr.  PROUTY.  Is  the  Senator  from 
Iowa  under  the  impression  that  the  par¬ 
ent  could  take  the  proposed  deduction? 

Mr.  MILLER.  Under  section  151(e), 
it  is  specifically  provided  that  the  tax¬ 
payer  may  claim  a  $600  exemption  for 
a  child  who  is  a  student. 

Mr.  PROUTY.  Provided  the  parent 
pays  more  than  50  percent  of  the  ex¬ 
penses. 

Mr.  MILLER.  No;  regardless  of  that. 

Mr.  PROUTY.  I  had  not  been  told  of 
a  provision  so  holding;  I  am  not  familiar 
with  any  such  proposition. 

Mr.  MILLER.  I  am  glad  the  Senator 
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has  raised  that  question,  because  I  wish 
to  make  the  point  very  clear.  Congress 
changed  the  law.  Prior  to  the  time 
when  section  151(e)  was  placed  in  the 
code,  if  a  student  furnished  more  than 
half  his  own  support  by  working,  the 
parent  lost  the  exemption  altogether. 
In  order  to  encourage  students  to  work, 
Congress  said,  in  effect,  “It  is  all  right 
even  if  the  student  furnishes  all  his  sup¬ 
port  or  more  than  half  of  it.  It  will 
make  no  difference.  The  parent  may 
claim  the  $600  exemption  anyway.” 

I  think  Congress  made  that  change 
in  the  code  having  the  same  motivation 
that  the  Senator  from  Vermont  has  with 
respect  to  his  amendment;  that  is,  to 
encourage  students  to  help  themselves 
in  obtaining  their  education. 

But  I  suggest  that  if  we  did  not  repeal 
section  151(e)  concurrently  with  the 
adoption  of  the  Senator’s  amendment, 
an  inequitable  situation  would  arise.  An 
inequitable  situation  would  exist  as  be¬ 
tween  students  who  were  working  and 
trying  to  earn  their  way  through  college, 
and  whose  parents  were  living  and  had 
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income  against  which  the  $600  exemp¬ 
tion  under  section  151(e)  would  be  help¬ 
ful,  and  students  who  did  not  have  par¬ 
ents  living. 

Mr.  PROUTY.  Does  the  Senator  be¬ 
lieve  that  this  deduction  could  be  taken 
by  a  parent? 

Mr.  MILLER.  Which  deduction? 

Mr.  PROUTY.  The  $1,200  deduction. 

Mr.  MILLER.  Not  under  the  Senator’s 
amendment. 

Mr.  PROUTY.  It  could  be  taken  only 
by  the  student  who  flies  a  tax  return? 

Mr.  MILLER.  That  is  correct;  there 
is  no  argument  about  that. 

Mr.  PROUTY.  The  parent  might  well 
have  to  spend  quite  a  substantial  sum  to 
send  a  child  through  college;  most  par¬ 
ents  provide  for  the  cost  of  room,  board, 
and  items  of  that  nature. 

Mr.  MILLER.  He  might;  but  suppose 
one  student  did  not  have  a  parent,  while 
another  one  did. 

Mr.  PROUTY.  I  do  not  think  we  can 
draft  legislation  which  will  be  equitable 
to  everyone  under  all  circumstances. 
My  amendment  is  an  approach  which 
will  benefit  the  working  students  who  are 
trying  to  obtain  an  education,  and  that  is 
what  I  am  interested  in. 

The  Senator  from  Iowa  is  a  tax  lawyer, 
and  a  very  able  one.  I  cannot  argue 
the  intricacies  of  the  code  with  him. 
But  I  believe  the  purpose  of  the  amend¬ 
ment  is  plain.  So  far  as  I  am  concerned, 
it  will  help  a  great  many  thousands  of 
boys  and  girls  who  are  trying  to  obtain  a 


college  education.  That  is  my  chief 
interest . 

Mr.  MILLER.  The  Senator  from  Iowa 
is  trying  to  be  helpful  to  the  Senator 
from  Vermont,  because  the  Senator  from 
Iowa  can  support  the  amendment  if  it  is 
modified  so  as  to  eliminate  section 
151(a).  I  recognize  that  tax  legislation 
that  will  be  equitable  all  the  way  along 
the  line  cannot  be  drafted;  but  we  are  in 
a  position  now  to  make  the  amendment 
of  the  Senator  from  Vermont  equitable 
by  coupling  it  with  the  repeal  of  section 
151(e).  I  do  not  disagree  with  the  mo¬ 
tive  of  the  Senator  from  Vermont  at  all. 
I  am  intrigued  by  his  proposal.  But  I 
do  not  believe  it  harmonizes  with  the  In¬ 
ternal  Revenue  Code  as  it  now  exists.  All 
that  would  be  required  to  harmonize  it 
would  be  to  repeal  section  151(a).  I  do 
not  think  anybody  would  be  hurt  by  do¬ 
ing  so.  I  think  it  would  prevent  an 
inequitable  situation  from  arising  as  be¬ 
tween  children  whose  parents  will  re¬ 
ceive  a  $600  exemption  if  the  section  is 
not  repealed  and  children  who  do  not 
have  parents.  After  all,  the  student  is 
the  one  we  are  thinking  of. 

Mr.  PROUTY.  If  my  amendment  is 
approved,  a  detail  of  that  nature  might 
be  adjusted  in  conference,  where  experts 
are  available  to  assist  the  conferees.  I 
cannot  at  this  time  discuss  this  proposal 
in  detail  with  the  Senator  because  I  am 
not  sufficiently  familar  with  the  lan¬ 
guage  of  the  code.  I  am  not  a  tax  lawyer. 
I  do  not  find  it  possible  to  accept  the 
Senator’s  proposal  to  modify  the  amend¬ 
ment. 

I  am  ready  to  vote  at  any  time.  I 
think  that  everything  that  needs  to  be 
said  has  already  been  said. 

Mr.  MILLER.  The  Senator  from  Iowa 
is  merely  trying  to  be  helpful.  I  do  not 
wish  to  make  this  a  technical,  com¬ 
plicated  matter,  although  I  do  not  believe 
it  is  technical.  The  law  was  passed  by 
the  Congress  of  which  the  Senator  from 
Vermont  was  a  Member,  and  of  which 
the  Senator  from  New  York  [Mr.  Javits] 
also  was  a  Member. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
vote  be  taken  on  the  Prouty  amendment, 
as  modified,  be  taken  at  1:30  p.m.,  and 
that  the  time  betwen  1:20  and  1:30  p.m. 
be  equally  divided  between  the  sponsor 
of  the  amendment,  the  Senator  from 
Vermont  [Mr.  Prouty]  and  the  Senator 
in  charge  of  the  bill. 

Mr.  JAVITS.  Let  me  ask  whether  the 
Senator  from  Vermont  agreed  to  that. 

Mr.  LONG  of  Louisiana.  As  a  practi¬ 
cal  matter,  I  believe  that  all  Senators 
who  wish  to  speak  on  the  amendment 
have  done  so. 

The  PRESIDING  OFFICER.  Is  there 
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objection  to  the  proposed  unanimous- 
consent  agreement? 

Mr.  JAVITS.  Mr.  President,  reserving 
the  right  to  object - 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  withdraw  the  request. 

SUBSTANTIAL  IMPROVEMENTS  IN  PENDING  TAX 
BILL  ARE  NEEDED 

Mr.  GRUENING.  Mr.  President,  at 
last  we  are  debating  an  epochal  law,  the 
Revenue  Act  of  1964.  Tliis  legislation, 
which  will  affect  the  course  of  our  his¬ 
tory  in  ways  yet  to  be  revealed,  is  a 
measure  for  which  our  late,  great  Presi¬ 
dent  Kennedy  and,  now,  his  able  and 
dynamic  successor,  President  Johnson, 
have  expressed  great  hopes  of  its  efficacy 
in  relieving  the  all  too  serious  distress 
which  we  find  in  certain  aspects  of  our 
domestic  economy  today.  At  a  time 
when  our  unemployment  rate  remains 
stubbornly  high — at  more  than  5  percent 
of  our  work  force,  and  more  than  4  mil¬ 
lion  of  our  employable  citizens  cannot 
find  work — it  is  clearly  desirable  that 
we  act  to  bring  relief  to  such  economic 
malaise  as  besets  us.  Is  this  the  proper 
approach? 

I  confess,  at  the  outset,  my  own  serious 
doubts  that  the  pending  legislation  for 
i the  reduction  of  taxes,  especially  a  re¬ 
duction  weighted  on  the  side  of  de¬ 
creases  at  the  top  levels  of  income,  will 
prove  as  beneficial  to  our  economy  as  its 
sponsors  assert.  It  is  my  analysis,  sup¬ 
ported  by  the  opinion  of  highly  respected 
economists,  that  a  better  way  of  stimu¬ 
lating  our  economy  and  insuring  jobs 
for  those  who  need  them  is  by  direct 
participation  of  the  Federal  Government 
in  providing  jobs.  I  am  fully  aware  of 
the  theory  that  the  release  of  funds 
otherwise  taxed  for  the  use  of  corpora¬ 
tions  and  of  individuals  in  the  high 
income  brackets  will  result  in  increased 
expansion  of  productivity  and  thus,  in¬ 
creased  employment.  I  doubt,  however, 
whether  we  can  expect  private  enter¬ 
prise,  which  naturally  is  concerned  with 
operating  profitably  for  its  private 
ownership  to  undertake  a  purely  altru¬ 
istic  course  of  action  directed  solely  to 
improvement  of  the  Nations’  economy. 
While  it  is  undoubtedly  true  that  this 
tax  reduction  will  increase  profits  of 
private  enterprise  and  in  that  respect, 
improve  the  economy,  there  is  no  provi¬ 
sion  in  this  bill  or  any  other  law  that 
requires  and  will  insure  that  benefits 
flowing  to  private  business  will  be  trans¬ 
lated  into  general  public  benefit.  In¬ 
deed,  no  one  would  suggest  that  the 
private  sector  of  the  economy  be  coerced 
into  expenditure  of  its  profits  for  pur¬ 
poses  other  than  those  it  chooses. 

As  President  Johnson  has  so  clearly 
recognized  in  his  statements  on  the 


necessity  of  Government  action  to  ob¬ 
literate  the  existence  of  poverty  in  the 
United  States,  it  is  only  the  Federal 
Government,  moving  with  all  its  re¬ 
source  of  funds,  of  mannower,  and  of  ac¬ 
tion  directed  specifically  in  the  public 
interest  that  can  bring  about  significant 
improvements  in  the  economy.  Thus, 
it  is  with  great  interest  we  await  further 
revelation  of  the  administration’s  plans 
for  the  commendable  war  on  poverty 
newly  launched. 

It  is  my  hone  that  the  President’s  pro¬ 
gram  will  include  greatly  increased  sums 
for  the  accelerated  public  works  pro¬ 
gram,  and  that  there  will  be  no  stinting 
on  imaginative  and  constructive  projects 
for  the  development  of  our  natural  re¬ 
sources.  These,  indeed,  are  sound  in¬ 
vestments.  Many  of  these  programs 
only  the  Federal  Government  can  fi¬ 
nance,  and,  I  believe,  are  of  overwhelm¬ 
ing  importance  in  providing  the  steady 
employment  which  is  of  first  importance 
in  eradicating  poverty. 

Nearly  a  year  ago,  on  March  19,  1963, 
I  introduced  a  bill,  S.  1121,  to  increase 
the  amounts  authorized  for  the  ac¬ 
celerated  public  works  program.  It  was 
found  then,  and  remains  the  case,  that 
there  is  no  dearth  of  projects  in  towns 
and  cities  and  counties  across  the  Nation 
that  are  needed  and  which  would  pro¬ 
vide  jobs  for  people  who  need  them. 
Many  of  these  projects  have  been  ap¬ 
proved  and  await  only  the  appropriation 
of  funds.  The  original  authorization  of 
$900  million  provided  for  this  program 
was  entirely  inadequate  and  must  be  in¬ 
creased.  I  regret  this  has  not  been  ac¬ 
complished  long  before  this  time,  and 
I  shall  continue  to  work  for  an  increase 
in  funds  for  this  important  purpose. 

It  is  my  fervent  hope  the  choice  of  tax 
reduction  as  the  means  to  improve  our 
economy  will  prove  to  be  a  remedy  that 
will  work — though  I  doubt  it.  As  it  has 
come  to  be  the  judgment  of  those  who 
have  studied  the  matter  over  slow  and 
painful  weeks  and  months  of  delibera¬ 
tion  that  the  reduction  of  taxes  is  the 
way  to  prosperity  for  our  people,  and 
as  those  promoting  this  approach  will 
prevail,  then  we  must  enact  the  best  tax 
reduction  bill  we  possibly  can. 

In  commenting  on  the  bill  now  before 
us,  I  wish,  first,  to  congratulate  the  Fi¬ 
nance  Committee  for  the  herculean  job 
it  has  done  in  studying,  and  bringing  to 
the  floor  of  the  Senate  a  measure  that 
has  been  heralded  as  of  enormous  im¬ 
portance  to  ah.  The  hundreds  of  hours 
of  consideration,  of  hearings,  and  of 
careful  deliberation  have  engaged  mem¬ 
bers  of  the  committee  in  a  difficult  and 
complicated  task  requiring  diligent  and 
patient  effort. 
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I  believe  the  bill  that  has  emerged 
from  the  Senate  committee  maybe 
slightly  better  than  it  was  at  it  came  to 
us  from  the  other  body,  although  there 
is  room  for  doubt  even  so  to  that.  How¬ 
ever,  I  am  compelled  to  state  that  I  wish 
it  were  a  far  better  bill  than  it  is,  and 
that  the  opportunity  might  have  been 
taken  to  recast  our  income  tax  structure 
to  distribute  more  equitably  the  burden 
of  taxation  than  will  be  accomplished 
by  H.R.  8363. 

Mr.  LONG  of  Louisiana.  I  say  to  the 
Senator  from  Alaska  that  I  believe  if  he 
will  study  the  measure  on  the  basis  of 
the  areas  where  some  of  these  loopholes 
exist,  he  will  find  that  there  is  no  loop¬ 
hole  in  the  bill.  The  administration 
made  recommendations  in  all  fields 
where  the  Treasury  Department  felt 
structural  reform  was  necessary.  In 
other  words  in  areas  where  the  Treasury 
Department  felt  someone  was  escaping 
his  fair  share  of  taxes,  a  great  portion 
of  those  recommendations  are  contained 
in  the  bill. 

For  example,  if  someone  wished  to  es¬ 
cape  liability  for  taxes  due,  his  tax 
lawyer  might  advise  him  to  organize  a 
personal  holding  company,  thereby  re¬ 
ducing  income  by  having  it  go  through 
the  holding  company  and  saving  much 
of  the  taxes  he  might  owe.  The  bill 
would  tighten  up  on  that  loophole,  al¬ 
though  not  as  much  as  I  should  like  to 
see  it.  Also  under  the  bill  we  put  a 
6-percent  penalty  on  the  use  of  multiple 
surtax  exemptions. 

Senators  have  heard  some  criticism 
of  charitable  contributions.  Charitable 
contributions  are  second  only  to  capital 
gains  in  accounting  for  the  chart  which 
the  Senator  from  Tennessee  [Mr.  Gore] 
placed  at  the  back  of  the  Chamber,  indi¬ 
cating  that  persons  with  high  amounts 
of  income  pay  relatively  low  rates  on 
the  average  against  realized  income. 
The  deduction  allowed  for  charitable 
contributions  and  the  fact  that  only  half 
of  capital  gains  are  taxed  account  in  the 
main  for  that  situation. 

Senators  will  find  that  we  have  tight¬ 
ened  the  law  on  charitable  contributions 
in  substantial  degree.  Group  term  life 
insurance  is  another  factor.  The  com¬ 
mittee  has  moved  to  prevent  its  abuse 
in  the  future.  So  I  believe  the  Senator 
will  find,  if  he  will  look  at  the  changes 
which  are  being  made  in  the  law,  that 
there  is  a  great  amount  of  tightening  up 
on  various  and  sundry  groups  of  tax¬ 
payers  in  the  bill  to  make  them  pay  more 
taxes  where  it  can  be  properly  contended 
that  more  taxes  are  owed. 

Some  people  wish  to  tax  the  voil  indus¬ 
try  more.  This  bill  taxes  the  oil  indus¬ 


try  more  by  about  $40  million  as  re¬ 
ported  by  the  House  and  Senate  commit¬ 
tees. 

I  should  like  to  debate  the  advisability 
of  pressing  more  taxes  upon  the  oil  in¬ 
dustry,  to  show  how  much  that  industry 
is  paying  now — which  some  people  do 
not  realize.  There  is  a  great  deal  of  tax 
reform  in  the  bill.  At  the  same  time,  it 
proposes  to  give  tax  reductions  to  those 
whose  merit  appears  to  be  greatest. 

Mr.  GRUENING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GRUENING.  The  Senator  from 
Louisiana  has  always  been  conspicuous, 
throughout  his  long  and  distinguished 
public  service,  as  a  devotee  of  the  public 
interest.  I  am  confident  that  his  efforts 
in  the  long  hearings  of  the  Finance 
Committee  on  the  pending  tax  bill  have 
been  directed  to  that  purpose. 

I  am  happy  to  have  his  view  that  there 
has  been  a  substantial  closing  of  loop¬ 
holes.  My  criticisms,  however,  were  di¬ 
rected  to  the  fact  that  more  might  have 
been  done,  but  I  realize  that  we  cannot 
all  have  our  own  way,  that  the  Senate 
represents  a  body  of  100  individualists, 
and  that  in  the  House  of  Representatives 
there  are  435  more  individualists.  We 
must  arrive  at  a  consensus  of  opinion. 

I  am  hopeful  that  by  the  time  the  bill 
emerges  from  the  Senate  with  some  of 
the  amendments  which  have  been  al¬ 
ready  adopted,  and  some  which  may  be, 
the  bill  will  be  further  improved. 

Mr.  LONG  of  Louisiana.  The  area  in 
which  I  believe  action  should  be  taken 
to  tighten  up  the  so-called  loopholes, 
involves  making  those  who  are  not  pay¬ 
ing  their  proportionate,  fair  share  of 
taxes,  pay  more.  Insofar  as  that  prob¬ 
lem  exists,  the  bill  taxes  those  people 
about  $800  million  extra,  by  reason  of 
structural  reform.  Of  course,  in  some 
respects  that  same  group  will  enjoy 
some  benefit  from  the  general  tax  re¬ 
duction;  but  in  line  with  what  the  Sen¬ 
ator  has  said  on  the  subject,  if  he  will 
look  at  the  table  in  the  back  of  the  com¬ 
mittee  report,  he  will  notice  that  certain 
people  who  have  been  paying  a  very  low 
rate  of  income  tax,  although  they  have 
been  making  a  large  amount  of  money, 
will  be  paying  more  taxes — after  the 
tax-cut  bill  passes — than  they  did  be¬ 
fore.  The  bill  is  so  tailored  that  those 
who  have  so  far  succeeded  in  avoiding 
taxes,  as  a  class,  will  actually  be  paying 
more  taxes;  while  those  who  have  been 
paying  a  fair  share  of  their  income  with¬ 
out  enjoying  the  benefits  of  various  tax 
avoidance  schemes  will  wind  up  with  a 
fair  and  well  justified  tax  return. 

Mr.  GRUENING.  I  hope  that  the  tax 
bill  will  improve  the  economy  as  is  pre- 
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dieted  by  the  bill’s  sponsors.  I  hope 
that  it  will  result  in  increasing  employ¬ 
ment.  That  is  one  of  the  questions 
which  only  the  future  can  answer.  I 
have  serious  doubts  on  the  subject,  be¬ 
cause,  for  one  thing,  I  feel  that  as  a  re¬ 
sult  of  this  substantial  reduction  in  reve¬ 
nue  we  shall  be  asked  to  curtail  the 
adoption  of  other  measures,  such  as  ac¬ 
celerated  public  works,  which  I  deem  es¬ 
sential  to  increasing  employment.  I 
hope  that  will  not  be  the  case.  I  hope 
that  the  $11  billion  reduction  in  in¬ 
come  to  the  Treasury  as  a  result  of  this 
legislation  will  not  result  in  the  elimina¬ 
tion  of  other  measures  which  we  can 
count  on  specifically  to  increase  employ¬ 
ment.  That  is  a  matter  which  we  shall 
have  to  take  up  after  the  bill  has  been 
enacted. 

I  thank  the  Senator  from  Louisiana 
for  his  helpful  contribution. 

Mr.  President,  as  I  suggested  in  re¬ 
marks  to  the  Senate  on  December  18  of 
last  year,  it  was  and  remains  my  view 
the  tax  law  should  be  revised  to  allow 
greater  relief  to  those  in  the  middle  in¬ 
come  levels — wage  earners  in  the  $5,000 
to  the  $20,000  a  year  brackets,  at  the  ex¬ 
pense  of  the  very  large  reductions  H.R. 
8363  would  provide  in  the  higher  income 
brackets.  I  believe  it  is  not  fair  that 
individuals  earning  $500,000  and  more  in 
income  will  find  their  taxes  reduced  by 
more  than  23  percent  of  present  levels, 
while  the  individual  earning  $10,000 
will  have  a  reduction  of  little  over  15 
percent. 

I  had  hoped  the  Finance  Committee 
would  accept  the  proposal  of  the  distin¬ 
guished  Senator  from  Tennessee  [Mr. 
Gore]  and  more  in  the  direction  of  great¬ 
er  tax  relief  for  middle  and  low  income 
earners  by  an  increase  in  personal  ex¬ 
emptions.  It  is  my  hope  this  body  will 
give  greater  consideration  to  this  pro¬ 
posal  which,  admittedly,  represents  a 
sharply  different  approach  to  tax  reduc¬ 
tion  than  that  adopted  by  the  committee. 
The  proposal  for  a  greater  proportionate 
tax  cut  for  low-  and  middle-income 
groups  was  strongly  endorsed  by  the  dis¬ 
tinguished  economist,  Mr.  Leon  Keyser- 
ling,  in  his  testimony  before  the  Finance 
Committee,  and  I  would  urge  Members 
of  the  Senate  to  review  Mr.  Keyserling’s 
testimony,  as  printed  in  the  hearings 
on  H.R.  8363,  with  a  view  to  consider¬ 
ing,  even  at  this  late  date,  a  change  in 
direction  of  tax  reduction. 

In  reviewing  the  voluminous  hearings 
and  commentary  on  the  tax  reduction 
legislation  now  before  us,  it  is  with  re¬ 
gret  that  we  find  an  opportunity  has  been 
lost  for  a  truly  imaginative  revision  of 
our  basic  revenue  and  tax  philosophy, 
which  the  legislation  reflects. 


About  to  be  published  is  a  significant 
book  on  the  subject  of  tax  policy  in  the 
United  States  entitled,  “The  Great 
Treasury  Raid,”  written  by  Philip  M. 
Stern,  who  is  also  the  author  of  the 
Harper’s  magazine  article  entitled,  “The 
Slow,  Quiet  Murder  of  Tax  Reform,” 
which  I  inserted  in  the  Congressional 
Record  on  November  27,  1963.  I  com¬ 
mended  Mr.  Stern's  vigorous  efforts  at 
reformation  of  the  tax  structure  and 
urge  Members  of  this  body  to  give  his 
publications  serious  attention.  Other 
important  commentary  in  recent  months 
has  appeared  in  such  disparate  publi¬ 
cations  as  the  New  Republic  and  the 
Saturday  Evening  Post,  calling  our  at¬ 
tention  to  indefensible  shams  and  in¬ 
equities  in  the  existing  Federal  tax  struc¬ 
ture.  When  the  average  taxpayer  sees 
that  many  who  earn  income  amounting 
to  hundreds  of  thousands  and  millions 
of  dollars  a  year  escape  without  paying  a 
tax,  while  the  ordinary  wage  earner 
must,  and  considers  it  his  duty,  to  pay 
taxes  as  levied,  it  would  not  be  surprising 
if  one  day  the  mass  of  our  taxpaying  pub¬ 
lic,  87%  percent  of  whom  earn  less  than 
$10,000  a  year,  began  to  question  the 
validity  of  the  whole  system  and,  by 
force  of  political  persuasion,  manage  to 
bring  about  the  tax  reforms  many  of  us 
believe  are  needed  now. 

It  is  not  too  much  to  expect  that  a 
continuation  of  the  present  situation  in 
which  many  millionaires  pay,  propor¬ 
tionately,  less  tax  than  the  head  of  a 
family  earning  $8,000  a  year  may  some 
day  lead  to  forcible  change  of  the  laws — 
perhaps  under  conditions  of  duress  and 

[P.  1770 ] 

In  a  less  peaceful  state  of  public  opinion 
than  we  have  now. 

The  spectacle  of  a  revenue  system  de¬ 
liberately  constructed  to  afford  special 
advantages  and  unjustifiable  benefits  for 
the  very  few  taxpayers  who  are  most 
blessed  with  financial  rewards  raises,  I 
believe,  not  only  economic  and  political 
questions  as  to  its  wisdom,  but  leads  to 
consideration  of  its  basic  morality.  Per¬ 
haps  wre  should  look  closely  to  see 
whether  our  system  of  taxation,  which 
there  is  still  time  to  change,'  may  not  be 
a  mirror  giving  an  ugly  reflection  of  a 
society  dedicated  to  getting  away  with 
it  and  based  on  a  philosophy  of  taking 
something  for  nothing.  It  is  uncomfort¬ 
able  to  dwell,  further,  on  the  concept 
that  perhaps  we  are  letting  the  heaviest 
burden  of  supporting  the  Government 
rest  on  those  least  able  to  afford  it. 

The  bill  now  before  us  makes  import¬ 
ant  changes  in  our  revenue  system.  It 
does  not,  however,  result  in  the  basic 
changes  in  philosophy  and  economics 
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I  believe  should  have  been  made.  We 
are  preserving  a  statutory  rate  structure 
that  will  change  to  lower  percentages  of 
income  tax  than  now  are  in  the  law  but 
will  be  as  deceptive  as  the  one  it  replaces 
as  a  realistic  measure  of  the  true  magni¬ 
tude  of  taxes  levied. 

It  has  long  been  clear  that  the  statu¬ 
tory  tax  rate  is  meaningless,  because  the 
internal  revenue  code  is  so  honeycombed 
with  special  rates,  deductions,  credits, 
allowances  and  other  loopholes  almost 
exclusively  applicable  to  very  high  in¬ 
come  earnings  that  the  presumed  rate  of 
taxation  reflects  nothing  but  a  starting 
point  for  determining  the  actual  amount 
of  tax  an  individual  in  the  high  income 
brackets  will  pay. 

Lacking  a  bill  with  the  basic  reforms 
that  should  be  made  in  our  system  of 
taxation,  I  believe  it  is  our  duty  to  make 
the  one  before  us  as  equitable  as  possible. 
It  can  be  improved,  I  am  convinced,  in  a 
number  of  ways  I  wish  to  discuss. 

First,  an  improvement,  which  has,  in¬ 
deed,  been  made  by  the  Finance  Com¬ 
mittee,  but  which  we  must  hold  when  the 
bill  goes  to  conference  is  the  rejection  of 
the  House  passed  reductions  in  capital 
gains  tax  rates.  The  principle  of  a  pref¬ 
erential  tax  rate  on  income  earned  from 
the  sale  of  property  has  been  extended 
so  far  now  to  so  many  transactions  hav¬ 
ing  very  little  relationship  to  the  origi¬ 
nal  theory  that  here,  alone,  is  an  aspect 
of  the  tax  law  deserving  careful  reform. 
If  we  are  not,  at  this  time,  to  reform  the 
basic  system,  then,  at  least,  let  us  not 
compound  the  inequities  here  by  de¬ 
creasing  the  rate  at  which  capital  gains 
are  taxed.  I  join  with  my  other  col¬ 
leagues  in  urging  that  the  Senate 
amendment  be  retained  in  H.R.  8363 
throughout  its  legislative  course. 

The  investment  credit  provision  of  the 
Revenue  Act  of  1962  was  enacted  for  the 
purpose  of  stimulating  business  invest¬ 
ment  in  new  plant  and  equipment;  hence 
stimulating  the  growth  and  prosperity 
of  the  economy.  There  were  then  and 
remain  now,  in  view  of  our  difficulty  in 
reducing  unemployment  rates,  serious 
doubts  as  to  the  efficacy  of  this  provision 
in  any  way  other  than  as  yet  another 
tax  benefit  which  is  proportionately 
more  beneficial  to  large  and  prosperous 
enterprises  than  to  small  and  less  profit¬ 
able  endeavors.  Now,  whatever  the  mer¬ 
its  of  the  investment  credit  provisions  as 
they  now  stand  we  must  not  allow  this 
provision  of  the  law  to  be  enlarged  into 
an  even  more  inequitable  tax  break  for 
wealthy  corporations  than  it  is  now. 

I  refer,  of  course,  to  the  repeal  by  H.R. 
8363,  as  it  now  stands,  of  the  amendment 
to  the  1962  act  sponsored  by  the  distin¬ 
guished  Senator  from  Louisiana  [Mr. 


Long],  who  is  the  Senator  in  charge  of 
the  bill.  The  Senator’s  amendment  pre¬ 
cluded  corporations  taking  advantage  of 
the  investment  credit  provision  from  also 
including  as  a  basis  of  property  for  pur¬ 
poses  of  depreciation  or  for  gain  or  loss 
on  sale  the  same  portion  of  the  property 
for  which  investment  credit  is  allowed. 
This  amendment  to  the  1962  legislation 
was  eminently  proper  and  in  accord  with 
logic  and  equity.  I  see  no  reason  for 
now  allowing  the  investment  credit  pro¬ 
vision  to  be  used  to  benefit  the  investor 
doubly.  No  doubt  two  windfalls  are  bet¬ 
ter  than  one  to  the  taxpayer,  but  for 
those  who  have  none  there  is  no  apparent 
justice  in  allowing  the  double  advantage 
to  another. 

Further,  I  am  wholly  in  agreement  with 
my  colleagues  who  have  expressed  their 
dismay  at  the  unconscionable  proposal 
now  in  the  bill  that  would  prohibit  the 
regulatory  agencies  from  passing  on  to 
consumers  the  benefits  of  the  investment 
credits  taken  by  industries  subject  to 
their  jurisdiction.  It  is  shocking  to  me 
that  such  a  proposal  could  have  gotten 
this  far.  I  can  think  of  no  justification 
whatever  for  refusing  to  allow  the  con¬ 
sumer  to  gain  the  benefit  that  might  ac¬ 
crue  from  lower  rates  attributable  to  in¬ 
vestment  credits  to  the  public  utilities, 
common  carriers  and  other  industries 
regulated  in  the  consumer  interest. 

The  distinguished  senior  Senator  from 
Illinois  [Mr.  Douglas],  who  is  an  emi¬ 
nent  economist,  has  thoroughly  docu¬ 
mented  the  meaning  of  section  203(e) 
to  the  consumers  of  America.  This  in¬ 
iquitous  provision  could,  during  this  year, 
cost  individuals  of  the  United  States 
more  than  $600  million.  By  1972  the 
cumulative  effects  of  the  provision  would 
result  in  a  windfall  to  the  beneficiaries, 
and  a  loss  to  the  consumers  of  more  than 
a  billion  dollars. 

While  the  loss  to  the  consuming  pub¬ 
lic  and  the  unfair  gain  to  the  purveyors 
of  services  on  which  we  are  dependent  is 
enough  reason  to  reject  section  203(e) 
the  inclusion  in  a  tax  bill  of  provisions 
affecting  regulatory  policy  is  indefensi¬ 
ble.  I  have,  in  the  past,  made  many 
suggestions  as  to  changes  in  legislation 
and  policy  affecting  the  actions  of  regu¬ 
latory  agencies  and  I  shall  have  more  to 
say  on  the  subject  in  the  future.  How¬ 
ever,  I  believe  whatever  changes  we  think 
should  be  made  in  regulatory  actions  of 
the  agencies  having  jurisdiction  over 
telephones,  electric  power  facilities,  rail¬ 
roads,  radio  communications,  airlines, 
shipping  companies  and  other  public 
services  should  be  dealt  with  in  legisla¬ 
tion  germane  to  the  issue  of  regulation, 
and  with  reference  to  the  particular  facts 
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of  individual  regulatory  cases — certainly 
not  disposed  of  broadside  in  the  tax  bill. 

While  the  House  and  the  Senate  Fi¬ 
nance  Committee  haVe  been  more  gener¬ 
ous  than  need  be  in  their  treatment  of 
industries  benefited  by  the  investment 
credit  provisions  of  the  present  law, 
there  has  been  a  curious  discrimination 
against  another  part  of  our  industrial 
community  which  is  as  deserving,  I  be¬ 
lieve,  as  any  other  of  Federal  aid. 

It  is- the  mining  industry  of  the  coun¬ 
try  of  which  I  speak.  As  chairman  of 
the  Minerals,  Materials  and  Fuels  Sub¬ 
committee  of  the  Senate  Committee  on 
Interior  and  Insular  Affairs  and  as  a 
Senator  from  a  State  in  which  gold  min¬ 
ing  was  once  a  very  important  industry 
as  indeed  it  was  in  a  number  of  other 
States,  employing  many  people  now  out 
of  work,  I  am  in  a  favorable  position  to 
observe  and  become  dismayed  by  the 
lack  of  concern  for  the  welfare  of  the 
miners  by  the  executive  agencies  of  the 
Government,  particularly  the  Treasury 
and  Interior  Departments.  The  mining 
industry  is  an  orphan  of  our  commercial 
society.  There  seems  to  be  no  interest 
in  placing  this  important  industry  in  a 
more  favorable  position  in  the  Federal 
offices  having  a  role  to  play  in  promoting 
its  welfare.  Indeed,  the  opposite  is  the 
case. 

Repeatedly,  in  the  case  of  the  gold 
miners,  legislation  has  been  Intro¬ 
duced  over  the  past  years  to  revive 
the  now  moribund  gold  mining  industry 
by  aid  from  the  Federal  Government. 
Just  as  repeatedly  it  has  been  impos¬ 
sible  to  enact  any  legislation  at  all  be¬ 
cause  it  has  been  strenuously  opposed  by 
the  Treasury  Department  on  the  mystic 
theory  that  any  aid  to  gold  miners  will, 
somehow,  create  an  international  fi¬ 
nancial  crisis.  The  result  has  been  that 
the  gold  mining  industry  has  practically 
disappeared  from  the  United  States  while 
elsewhere,  in  other  countries,  where  there 
is  gold,  it  is  cherished.  Limited  to  a 
price  of  $35  per  ounce  set  by  Government 
fiat  30  years  ago  and  virtually  destroyed 
by  an  order  of  the  War  Production  Board 
during  the  Second  World  War,  our  gold 
miners  are  unable  to  reopen  mines  closed 
during  the  war  and  cannot  produce  at  a 
profit  at  those  remaining  open. 

Frustration  in  attempts  at  aid  to  the 
mining  industry  by  actions  of  the  Treas¬ 
ury  Department  are  not  limited  to  meas¬ 
ures  designed  to  help  gold  miners.  The 
Treasury  Department  seems  to  place  no 
value  on  the  importance  of  the  entire 
mining  industry  and  its  clear  needs. 

This  was  demonstrated  again  in  the 
course  of  deliberations  on  H.R.  8363. 
After  the  Revenue  Act  of  1964  had  been 
passed  by  the  House,  I  introduced  an 


amendment  to  it — No.  204 — designed  to 
eliminate  a  peculiarly  discriminatory 
provision  now  in  the  internal  revenue  law 
that  operates  to  the  disadvantage  of  the 
mining  industry.  There  is,  now,  in  the 
law,  a  limitation  of  $400,000  on  the  total 
amount  that  can  be  deducted  by  a  min¬ 
ing  enterprise  for  exploration  expendi¬ 
tures,  and  further  a  limit  on  such  deduc¬ 
tions  to  a  maximum  amount  of  $100,000 
annually.  It  is  the  position  of  the  min¬ 
ing  industry,  with  which  I  agree,  that  ex- 
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ploration  activities  of  miners  are  the 
same  as  research  expenditures  of  other 
industries,  which  expenditures  are  fully 
deductible.  There  seems  to  me  and  to 
many  others  to  be  no  justification  what¬ 
ever  for  limiting  deductions  on  explora¬ 
tion  of  mining  industries  while  similar 
expenditures  of  other  business  undertak¬ 
ings  are  fully  deductible. 

Unfortunately,  my  amendment  No.  204 
met  the  same  fate  as  so  many  previous 
efforts  to  improve  conditions  for  the 
miners  by  Federal  legislation.  My 
amendment  to  remove  discriminatory 
tax  treatment  operating  to  the  disad¬ 
vantage  of  the  mining  industry  was 
strenuously  opposed  by  the  same  Treas¬ 
ury  Department  that  is  enthusiastically 
championing  other  provisions  of  this 
legislation  designed  to  aid  other  indus¬ 
tries.  This  opposition  of  the  executive 
branch  of  the  Government  effectively 
killed  the  amendment;  it  was  not  ap¬ 
proved  by  the  Finance  Committee  and 
there  is  now  no  opportunity  for  the  Sen¬ 
ate  to  vote  on  it  with  the  backing  of  com¬ 
mittee  approval. 

It  is  my  intention  to  introduce  a  re¬ 
vised  version  of  amendment  No.  204  in 
the  near  future  in  a  form  which  will,  I 
hope — being  an  optimist — be,  at  long 
last,  acceptable  to  the  Treasury  Depart¬ 
ment  and  in  consequence  to  the  Finance 
Committee.  It  is  my  hope  that  the  chair¬ 
man  of  the  Finance  Committee,  whose 
courteous  cooperation  I  deeply  appreci¬ 
ate,  will,  at  an  appropriate  time,  give  a 
prompt  hearing  to  the  new  amendment 
which  I  shall  introduce  to  provide  the 
mining  industry  with  a  measure  of  tax 
equity. 

The  minimum  standard  deduction  pro¬ 
vision  of  the  present  bill  is  one  I  be¬ 
lieve  to  be  a  move  in  the  right  direction 
of  tax  relief  for  those  at  the  very  lowest 
income  levels.  Certainly,  the  policy  that 
those  at  the  very  lowest  level  of  suste¬ 
nance  in  our  affluent  society  should  not 
have  to  bear  burdens  of  taxation  is  right, 
and  I  believe  should  be  followed.  As  I 
have  stated,  it  is  my  own  view  that  the 
most  effective  reform  of  the  revenue  laws 
would  be  an  increase  in  personal  ex- 
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eruptions;  thus  spreading  the  benefits  of 
tax  reduction  to  midincome  brackets  to 
a  greater  degree  than  does  H.R.  8363. 
However,  as  an  alternative,  I  believe  the 
minimum  standard  deduction  should  be 
increased,  possibly  by  $400  for  a  tax¬ 
payer  and  by  an  additional  $200  for  each 
dependent.  I  am  also  in  agreement  with 
his  proposal  that  any  reduction  in  rev¬ 
enue  caused  by  an  increase  in  the  mini¬ 
mum  standard  deduction  may  well  be 
made  up  by  a  decrease  in  the  unneces¬ 
sarily  generous  cuts  in  corporate  tax 
rates  allowed  by  H.R.  8363.  Again  al¬ 
luding  to  the  testimony  before  the  Fi¬ 
nance  Committee  of  the  able  economist, 
Mr.  Leon  Keyserling,  there  would  appear 
to  be  ample  justification  for  the  proposi¬ 
tion  that  additional  cuts  in  corporate 
taxes  will  not  necessarily  lead  to  in¬ 
creased  economic  growth,  but  that  a  de¬ 
crease  of  tax  liability  of  the  average 
taxpayer  will  provide  a  certain  stimulus 
to  the  economy  through  increased  and 
exercised  purchasing  power. 

These  are  the  major  provisions  of  H.R. 
8363  to  which  I  believe  we  must  give  our 
most  careful  attention  and  vote  in  a 
manner  that  will  give  us  as  good  a  tax 
law  as  we  can  get  at  this  time. 

In  a  measure  as  complex  and  as  far 
reaching  as  the  Revenue  Act  of  1964, 
every  provision  demands  careful  study 
to  determine  where  lie  the  best  interests 
of  the  people  of  the  United  States.  In 
addition  to  the  aspects  of  the  bill  I  have 
discussed,  I  believe  the  bill  as  passed 
should  include  other  reforms,  including 
a  provision  for  taxation  of  capital  gains 
on  property  transferred  at  death  at  a 
rate  reflecting  the  basis  of  the  property 
to  the  decedent;  the  inclusion  in  tax¬ 
able  income  of  the  value  of  group  life  in¬ 
surance  premiums  purchased  by  em¬ 
ployers — certainly,  and  at  a  minimum, 
acceptance  of  the  provision  of  the  House 
that  would  make  taxable  premiums  in 
excess  of  those  on  the  insurance  in  ex¬ 
cess  of  $30,000  instead  of  the  $70,000 
limitation  so  generously  allowed  by  the 
Finance  Committee;  the  repeal  or,  at 
least,  the  reform  of  stock  option  provi¬ 
sions  to  establish  more  equitable  stand¬ 
ards  of  taxation;  and,  finally,  the  repeal 
of  excise  taxes  on  certain  low  cost  and 
necessary  commodities  such  as  toilet 
articles,  pocketbooks,  inexpensive  jewel¬ 
ry,  and  cosmetics. 

These  are  but  a  few  of  the  specifier' 
provisions  of  the  Revenue  Act  that  should 
be  changed,  lacking  a  full  fledged  re¬ 
versal  of  tax  policy,  which,  as  I  have  said, 
is  thoroughly  justified. 

The  bill  reported  by  the  Finance  Com¬ 
mittee  has  already  been  improved  by 
amendments  adopted  on  the  floor.  I 
believe  we  can  make  it  a  great  deal  bet¬ 


ter  by  further  action  on  the  floor  of  the 
Senate,  and  I  urge  that  the  Members  of 
this  body  make  every  effort  to  achieve 
this  goal. 

The  PRESIDING  OFFICER.  By 
unanimous  consent  the  following  10  min¬ 
utes  will  be  divided  equally  between  the 
Senator  from  Vermont  and  the  Senator 
from  Louisiana. 

Mr.  GRUENING.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  have  1 
additional  minute  in  order  to  make  an 
insertion  in  the  Record. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
Senator  from  Alaska  may  proceed  for 
1  minute,  the  time  being  charged 
equally  to  both  sides. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  GRUENING.  Mr.  President,  a 
pertinent  editorial  from  the  February 
issue  of  the  Progressive  gives  its  view 
that  the  pending  tax  bill,  as  proposed 
originally,  “represented  a  reasonably  bal¬ 
anced,  if  modest,  effort  to  combine  a 
reduction  in  taxes  with  tax  reforms  de¬ 
signed  to  remove  some  of  the  more  glar¬ 
ing  inequities  in  the  present  tax  struc¬ 
ture,”  but  that  it  has  been  “so  mauled 
and  mutilated”  that  it  has  now  become 
“a  monstrosity.”  I  commend  this  edi¬ 
torial,  entitled,  “Unfair  Tax  Bill,”  to  the 
attention  of  my  colleagues.  It  sounds  a 
challenge  and  a  warning  which  will  have 
its  echoes  and  repercussions  in  the 
months  and  years  ahead.  I  ask  unani¬ 
mous  consent  that  it  be  printed  at  the 
conclusion  of  my  remarks. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Unfair  Tax  Bill 

President  Johnson  has  sought  to  hasten 
passage  of  the  tax  bill  by  urging  prompt 
Senate  acceptance  of  the  House-approved 
measure,  but  we  are  not  convinced  that 
haste  is  nearly  so  important  as  a  more  care¬ 
ful  look  at  what  a  monstrosity  the  tax  meas¬ 
ure  has  become. 

When  the  Kennedy  administration  first 
presented  its  tax  proposal  a  year  ago,  the 
measure  represented  a  reasonably  balanced, 
if  modest,  effort  to  combine  a  reduction  in" 
taxes  with  tax  reforms  designed  to  remove 
some  of  the  more  glaring  inequities  in  the 
present  tax  structure.  Even  in  its  original 
form,  it  provided  more  relief  for  corporations 
and  for  upper-income  individuals  than  for 
those  of  lower  incomes,  but  it  compensated 
for  this  weakness,  in  some  degree,  by  in¬ 
cluding  provisions  designed  to  close,  at  least 
partially,  some  of  the  gaping  loopholes  now 
open  to  higher  income  taxpayers.  The  pro¬ 
posal  was  aptly  described  by  Senator  Paul 
Douglas  as  “in  some  respects  ambitious, 
and  in  other  respects  timid.  But  it  was  an 
effort  at  tax  reform.” 

Seven  months  later  the  House  had  so 
mauled  and  mutilated  the  measure  that 
Leon  Keyserling,  who  was  President  Tru- 
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man’s  chief  economic  adviser,  told  the  Sen¬ 
ate  Finance  Committee  that  if  he  had  been 
assigned  to  write  the  worst  possible  tax  bill, 
he  would  not  have  surpassed  the  efforts  of 
the  House.  Practically  every  reform  fea¬ 
ture  had  been  knocked  out  and  many  in¬ 
equities  made  worse.  The  only  reform  of 
consequence  that  survived  the  slaughter  in 
the  House  was  the  repeal  of  the  4  percent 
dividend  tax  credit.  So  glaring  are  the  tax 
loopholes  that  in  a  recent  year  a  score  of 
millionaires  were  able  to  make  such  effec¬ 
tive  use  of  them  that  they  paid  no  income 
tax  at  all. 

With  little  reform  left  at  which  to  back 
away,  the  Senate  Finance  Committee,  under 
the  chairmanship  of  Virginia  Democrat, 
Harry  Byrd,  proceeded  to  riddle  the  tax 
measure  further  by  carving  out  even  more 
loopholes  for  the  benefit  of  those  citizens 
with  substantial  incomes. 

What  is  left  of  the  bill  for  consideration 
on  the  floor  of  the  Senate  is  tax  reduction 
and  little  else.  But  it  is  a  tax  cut  that  is 
grossly  unfair.  The  bill  would  provide  a 
$2.5  billion  plum  for  business,  which  has 
already  enjoyed  tax  relief  amounting  to  $5 
billion  annually  since  1954.  The  cut  is  need¬ 
ed,  it  is  argued,  to  encourage  business  and 
to  enable  industry  to  expand  production. 
But  Senator  Albert  Gore,  Tennessee,  Demo¬ 
crat,  has  ridiculed  this  argument  by  remind¬ 
ing  the  Senate  that  last  year  produced  all- 
time  records  for  corporate  profits,  dividends, 
cash  on  hand,  savings,  and  investment  cap¬ 
ital.  Furthermore,  said  the  Senator,  there  is 
a  surplus  of  productive  capacity  in  exist¬ 
ing  industrial  plants. 

As  for  tax  reductions  for  individuals,  Sen¬ 
ator  Ernest  Gruening,  Alaska  Democrat, 
pointed  out  that  the  cut  in  the  $2,000  to 
$4,000  income  bracket  is  13.6  percent,  but 
at  the  $200,000  income  mark,  the  tax  saving 
soars  to  23  percent.  The  12.5  percent  of 
taxpayers  with  incomes  of  $10,000  or  more 
would  harvest  45  percent  of  the  fatal  tax 
cut.  “It  seems  to  me,”  said  Senator  Gruen¬ 
ing,  “this  is  a  mistaken  way  of  improv¬ 
ing  our  sick  economy.” 

Leon  Keyserling  has  estimated  that  so 
much  of  the  tax  cut  will  go  to  high-in¬ 
come  individuals  that  perhaps  $8  billion  of 
the  $11  billion  reduction  will  go  into  sav¬ 
ings  and  investment  rather  than  into  im¬ 
mediate  consumption,  thus  measurably  frus¬ 
trating  the  basic  purpose  of  the  bill  to  stimu¬ 
late  the  economy  and  reduce  unemploy¬ 
ment. 

Senators  Gore,  Gruening,  Douglas,  and 
others  who  are  gravely  disturbed  by  the  im- 
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plications  Of  the  mutilated  tax  bill  have  one 
last  chance  In  the  Senate  to  fight  to  cor¬ 
rect  some  of  the  worst  features  of  the  meas¬ 
ure,  and  to  restore  some  of  its  original  re¬ 
forms.  And  the  Nation  has  one  last  chance 
to  listen  to  their  debate  and  become  better 
informed  before  hastily  approving  a  law 
the  country  may  come  to  regret  bitterly. 

The  PRESIDING  OFFICER.  By 
unanimous  consent,  the  following  8  min¬ 
utes  are  equally  divided  between  the 
Senator  from  Vermont  [Mr.  Protjty] 
and  the  Senator  from  Louisiana  [Mr. 
Long]. 


Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  at  this  moment  the  junior  Senator 
from  Louisiana  has  nothing  further  to 
say  about  the  amendment. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  for  a  ques¬ 
tion? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MILLER.  The  Senator  from 
Iowa  and  the  Senator  from  Vermont 
have  had  a  colloquy  during  the  absence 
of  the  Senator  from  Louisiana.  The 
Senator  from  Iowa  suggested  that  the 
amendment  of  the  Senator  from  Ver¬ 
mont  be  modified  to  provide  for  the 
elimination  of  section  151(e)  of  the  In¬ 
ternal  Revenue  Code  insofar  as  the  spe¬ 
cial  provision  respecting  an  exemption 
for  a  student  is  concerned.  The  Senator 
from  Vermont  would  prefer  not  to  mod¬ 
ify  his  amendment,  but  he  recognizes 
that  the  Senator  from  Iowa  may  have  a 
point.  The  question  I  should  like  to  ask 
the  Senator  from  Louisiana  is  as  follows: 

If  the  amendment  offered  by  the  Sen¬ 
ator  from  Vermont  should  be  agreed  to, 
would  the  conference  committee  have 
the  discretion  to  consider  a  modification 
along  the  lines  the  Senator  from  Iowa 
suggested  with  respect  to  section  151(e) 
of  the  Internal  Revenue  Code,  so  that 
the  two  provisions  would  be  harmonized? 

Mr.  LONG  of  Louisiana.  The  Parlia¬ 
mentarian  is  not  present  to  advise  me  on 
the  question.  The  answer  would  de¬ 
pend  in  some  respects  on  the  House  rules 
and  what  the  House  would  regard  as  be¬ 
ing  in  conference  between  the  Senate 
and  the  House.  My  impression  is  that 
it  would  be  within  the  power  of  the  con¬ 
ference  to  reduce  the  effect  of  the 
amendment  but  not  to  expand  upon  it. 
I  do  not  believe  that  anything  that  is  not 
a  part  of  the  amendment  or  the  section 
of  the  code  that  might  be  affected  one 
way  or  the  other  that  is  not  in  the 
amendment  could  be  considered. 

The  Senator  from  Delaware  [Mr. 
Williams]  is  present,  and  perhaps  he 
could  answer  the  question  better  than  I 
am  able  to. 

Mr.  WILLIAMS  of  Delaware.  Since 
the  amendment  would  not  be  contained 
in  the  House  bill,  it  would  be  in  the  con¬ 
ference  by  action  of  the  Senate.  The 
conferees  could  modify  the  amendment 
but  could  not  expand  it  beyond  the  scope 
of  the  language  contained  in  the  amend¬ 
ment  as  adopted  by  the  Senate. 

Mr.  MILLER.  So  it  is  the  opinion  of 
the  Senator  from  Delaware  that  if  the 
conference  recognized  the  lack  of  har¬ 
mony  between  the  amendment  proposed 
by  the  Senator  from  Vermont  and  the 
Internal  Revenue  Code  in  its  present 
state,  the  conferees  would  be  powerless 
to  harmonize  the  two,  and  they  would 


3018 


either  have  to  reconcile  themselves  to 
going  along  with  the  lack  of  harmony  or 
reject  the  amendjnent  offered  by  the 
Senator  from  Vermont. 

Mr.  WILLIAMS  of  Delaware.  It 
would  depend  on  the  question  of 
whether,  in  harmonizing  the  two,  the 
scope  of  the  amendment  would  be  ex¬ 
panded.  If  it  would,  we  could  not  take 
such  action.  In  conference,  we  can 
negotiate  only  within  the  framework  of 
the  outside  limits  of  the  versions  of  the 
bill  passed  by  the  two  bodies.  In  the 
present  instance  the  House  has  passed  no 
provision  relating  to  the  subject.  If  the 
Senate  adopts  the  Prouty  amendment 
the  conferees  would  have  to  work  within 
the  outside  range  of  the  action  of  each 
body.  Without  knowing  the  substance 
or  the  nature  of  what  the  Senator  has 
in  mind,  I  could  not  answer  the  question 
further  at  the  present  moment. 

Mr.  LONG  of  Louisiana.  I  believe  the 
Senator  contends  that  the  amendment 
as  drafted  would  conflict  with  a  section 
of  the  Internal  Revenue  Code. 

Mr.  MILLER.  I  would  rather  not  say 
“conflict.”  T  would  rather  say  that  they 
are  not  in  harmony,  because  the  pro¬ 
vision  of  section  151(e)  relating  to  stu¬ 
dents  was  placed  in  the  act  by  Congress 
for  the  same  purpose  that  lies  behind  the 
amendment  of  the  Senator  from  Ver¬ 
mont.  The  Senator  from  Iowa  contends 
that  there  would  be  a  doubling  up  of 
exemptions  if  the  amendment  offered  by 
the  Senator  from  Vermont  were  agreed 
to.  I  believe  the  Senator  from  Louisiana 
expressed  the  same  opinion,  unless  sec¬ 
tion  151(e)  is  taken  out  concurrently 
with  the  amendment  offered  by  the 
Senator  from  Vermont.  The  Senator 
from  Vermont  would  rather  not  modify 
his  amendment,  but  he  is  most  amenable 
to  having  the  conference  consider  the 
problem  of  trying  to  harmonize  the  code 
so  that  if  there  is  a  lack  of  harmony,  and 
the  conferees  should  recognize  it  and  still 
want  to  retain  the  amendment  of  the 
Senator  from  Vermont,  they  could  do 
something  about  it. 

The  PRESIDING  OFFICER.  The  4 
minutes  allotted  to  the  Senator  from 
Vermont  have  expired. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  as  a  practical  question,  this  is  one 
of  the  subjects  that  should  be  considered 
in  the  consideration  of  the  amendment. 
If  the  Senate  wishes  that  position  to  pre¬ 
vail,  it  ought  to  vote  that  position.  I 
doubt  very  much  that  the  Senate  con¬ 
ferees  could  agree  to  such  a  position  in 
view  of  the  fact  that  the  section  of  the 
code  which  provide  a  $600  deduction 
is  already  a  part  of  the  law.  I  doubt 
very  much  that  a  section  which  would 
provide  an  additional  deduction  could 


be  repealed  in  conference  if  that  section 
were  not  in  conference  with  the  amend¬ 
ment.  I  believe  the  amendment  would 
have  to  be  modified  in  order  to  take  the 
problem  to  conference. 

Mr.  MILLER.  I  should  like  to  ask  one 
further  question,  since  the  ranking  mem¬ 
ber  of  the  committee  and  the  acting 
chairman  of  the  committee  are  present 
on  the  floor  of  the  Senate. 

Suppose  the  Prouty  amendment  were 
not  amended  as  I  would  like  to  have  it 
amended,  and  the  Prouty  amendment 
were  agreed  to.  It  would  then  go  to 
conference.  Suppose  it  were  then  ac¬ 
cepted  by  the  conference.  The  Senator 
recognizes  that  there  is  a  lack  of  har¬ 
mony.  I  wonder  if  Senators  would  look 
with  favor  upon  an  amendment  to  an¬ 
other  House-passed  tax  bill  later  in  the 
session  which  would  harmonize  the  sec¬ 
tions. 

Mr.  WILLIAMS  of  Delaware.  I  do 
not  quite  understand  what  the  Senator 
is  attempting  to  do.  Does  the  existing 
code  provide  an  exemption  of  $600? 

Mr.  MILLER.  Section  151(e)  of  the 
existing  code  provides,  in  effect,  that 
a  parent  will  not  lose  the  $600  exemption 
available  to  him  should  his  son  or 
daughter  be  a  full-time  student. 

Mr.  WILLIAMS  of  Delaware.  The 
Prouty  amendment  would  allow  an  ex¬ 
emption  up  to  $1,500. 

Mr.  PROUTY.  Fifteen  hundred  dol¬ 
lars  for  a  graduate  student;  $1,200  for 
an  undergraduate  student. 

Mr.  WILLIAMS  of  Delaware.  Then 
the  conferees  could  reduce  the  $1,200 
provided  in  the  Prouty  amendment  to  a 
basis  at  which  it  would  not  exceed  the 
total  $1,500  exemption.  If  they  had  to 
leave  the  two  sections  in  the  act,  I  am 
not  at  all  sure  that  they  could  not  recon¬ 
cile  them.  It  has  been  the  position  of 
the  conference  that  if  an  amendment 
went  to  conference  and  it  was  utterly 
impossible  to  reconcile  the  sections  af¬ 
fected,  the  amendment  would  have  to  be 
dropped  no  matter  what  the  conferees 
thought  of  it. 

Mr.  LONG  of  Louisiana.  The  junior 
Senator  from  Louisiana  is  of  the  opinion 
that  the  conferees  could  find  a  way  to 
reach  the  result  that  the  Senator  seeks, 
if  that  is  what  they  wanted  to  do. 

Mr.  PROUTY.  I  believe  that  is  what 
the  Senator  from  Iowa  desires. 

Mr.  MILLER.  I  thank  the  Senator 
from  Louisiana  and  the  Senator  from 
Delaware. 

Mr.  LONG  of  Louisiana.  The  whole 
question  should  be  studied  further  and 
brought  before  the  Senate  as  a  separate 
measure.  I  believe  the  question  could 
be  resolved  by  the  conference  in  line 
with  the  result  which  the  Senator  from 
Iowa  would  like  to  see. 
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Mr.  PROUTY.  Mr.  President,  I  yield 
back  the  remainder  of  my  time. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  suggest  that  both  sides  yield  back 
their  remaining  time.  I  suggest  the  ab¬ 
sence  of  a  quorum.  _ 

The  PRESIDING  OFFICER.  All  time 
has  expired.  The  absence  of  a  quorum 
has  been  suggested.  The  clerk  will  call 
the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  fur¬ 
ther  proceedings  under  the  quorum  call 
be  terminated. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  hour  of  1:30  p.m.  has  arrived.  By 
unanimous  consent,  the  vote  will  be 
taken.  The  question  is  on  agreeing  to 
the  amendment  offered  by  the  Senator 
from  Vermont  [Mr.  Prouty]  as  modified. 
The  yeas  and  nays  have  been  ordered, 
and  the  clerk  will  call  the  roll. 

[P.  1773} 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Arkansas  [Mr.  Mc¬ 
Clellan],  the  Senator  from  Arizona 
[Mr.  Hayden],  the  Senator  from  Nevada 
[Mr.  Cannon],  and  the  Senator  from 
Oregon  [Mrs.  Neuberger]  are  absent  on 
official  business. 

I  also  announce  that  the  Senator  from 
California  [Mr.  Engle]  is  absent  because 
of  illness. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  California 
[Mr.  Engle]  and  the  Senator  from  Ore¬ 
gon  [Mrs.  Neuberger]  would  each  vote 
“nay.” 

On  this  vote,  the  Senator  from  Arizona 
[Mr.  Hayden]  is  paired  with  the  Senator 
from  Nevada  [Mr.  Cannon].  If  present 
and  voting,  the  Senator  from  Arizona 
would  vote  “nay,”  and  the  Senator  from 
Nevada  would  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  is 
necessarily  absent  and,  if  present  and 
voting,  would  vote  “yea.” 

The  result  was  announced — yeas  47, 
nays  47,  as  follows: 

[No.  16  Leg.] 


YEAS — 47 


Aiken 

Dodd 

Kuchel 

Allott 

Dominick 

Lausche 

Beall 

Fong 

Magnuson 

Bennett 

Goldwater 

Mechem 

Boggs 

Hickenlooper 

Miller 

Brewster 

Hruska 

Morton 

Carlson 

Jackson 

Moss 

Case 

Javlts 

Mundt 

Cooper 

Jordan, Idaho 

1  Muskie 

Cotton 

Keating 

Nelson 

Curtis 

Kennedy 

Pastore 

Pearson 

Ribicoff 

Smith 

Pell 

Russell 

Tower 

Prouty 

Saltonstall 

Williams.  Del. 

Proxmire 

Scott 

Young,  N.  Dak. 

Randolph 

Simpson 

NAYS — 47 

Anderson 

Gruening 

McNamara 

Bartlett 

Hart 

Metcalf 

Bayh 

Hartke 

Monroney 

Bible 

Hill 

Morse 

Burdick 

Holland 

Robertson 

Byrd,  Va. 

Humphrey 

Smathers 

Byrd,  W.  Va. 

Inouye 

Sparkman 

Church 

Johnston 

Stennis 

Clark 

Jordan,  N.C. 

Symington 

Douglas 

Long,  Mo. 

Talmadge 

Eastland 

Long,  La. 

Thurmond 

Edmondson 

Mansfield 

Walters 

Ellender 

McCarthy 

Williams,  N.J. 

Ervin 

McGee 

Yarborough 

Fulbright 

McGovern 

Young,  Ohio 

Gore 

McIntyre 

NOT  VOTING- 
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Cannon 

Engle 

McClellan 

Dirksen 

Hayden 

Neuberger 

So  Mr.  Prouty’s  amendment,  as  modi¬ 
fied,  was  rejected. 

Mr.  JAVTTS.  Mr.  President - 

The  PRESIDING  OFFICER.  The 
Senator  from  New  York  is  recognized. 

Mr.  KUCHEL.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  rejected  be  reconsidered. 

Mr.  MANSFIELD.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  MANSFIELD.  Who  was  recog¬ 
nized  first  by  the  Chair? 

The  PRESIDING  OFFICER.  The 
Senator  from  New  York. 

Mr.  KUCHEL.  Mr.  President,  will  the 
Senator  yield? 

Mr.  JAVITS.  I  yield. 

Mr.  KUCHEL.  Mr.  President,  I  move 
that  the  Senate  reconsider  the  vote  by 
which  the  last  amendment  was  defeated. 
I  ask  for  the  yeas  and  nays  on  the  mo¬ 
tion. 

Mr.  MANSFIELD.  I  ask  for  the  regu¬ 
lar  order. 

Mr.  HOLLAND.  Mr.  President - 

Mr.  MANSFIELD.  I  ask  for  the  regu¬ 
lar  order. 

Mr.  HOLLAND.  A  point  of  order. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  his  point  of  order. 

Mr.  HOLLAND.  Is  the  Senator  from 
California  in  position  to  make  his  mo¬ 
tion? 

Mr.  LONG  of  Louisiana.  How  did  the 
Senator  from  California  vote? 

Mr.  KUCHEL.  I  make  my  motion. 
I  voted  in  the  affirmative. 

Mr.  LONG  of  Louisiana.  The  Sena¬ 
tor  is  not  in  a  position  to  make  his  mo¬ 
tion. 

Mr.  KUCHEL.  I  renew  my  motion. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent — 
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The  PRESIDING  OFFICER.  The 
Senator  from  California  voted  in  the 
affirmative.  The  Parliamentarian  in¬ 
forms  the  Chair  that  the  Senator  from 
California,  therefore,  is  not  in  a  position 
to  make  his  motion. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  for  the  regular  order. 

The  PRESIDING  OFFICER.  The 
Senator  from  New  York  has  the  floor. 


[P.  1774} 

REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  •In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

The  PRESIDING  OFFICER  (Mr.  In- 
ouye  in  the  chair) .  The  bill  is  open  to 
further  amendment. 

If  there  be  no  further  amendment  to 
be  proposed,  the  question  is  on  the  en¬ 
grossment  of  the  amendments  and  the 
third  reading  of  the  bill. 

Mr.  KUCHEL.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum ;  I  shall 
help  my  Democratic  brethren. 

The  PRESIDING  OFFICER.  The  ab¬ 
sence  of  a  quorum  has  been  suggested; 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
order  for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  that  the  vote  by  which  the 
Prouty  amendment,  as  modified,  was'  re¬ 
jected  be  reconsidered. 

Mr.  SMATHERS.  Mr.  President,  I 
move  that  the  motion  to  reconsider  be 
laid  on  the  table. 

Mr.  JAVITS.  Mr.  President,  I  suggest 
the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  KUCHEL.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr.  Nel¬ 
son  in  the  chair).  Is  there  objection? 
Without  objection,  it  is  so  ordered. 

Mr.  KUCHEL.  Mr.  President,  on  the 
question  of  agreeing  to  the  motion  of 
the  Senator  from  Louisiana,  I  ask  for 
the  yeas  and  nays. 

Mr.  SMATHERS.  Mr.  President,  my 
motion  to  lay  that  motion  on  the  table 
is  the  pending  question. 


Mr.  KUCHEL.  Mr.  President,  I  renew 
my  request. 

Mr.  MANSFIELD.  Mr.  President,  on 
this  question,  I  ask  for  the  yeas  and  nays. 

Mr.  SMATHERS.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Florida  will  state  it. 

Mr.  SMATHERS.  Is  it  not  true  that 
the  pending  question  is  on  agreeing  to  my 
motion  to  lay  on  the  table  the  motion 
of  the  Senator  from  Louisiana  that  the 
vote  by  which  the  Prouty  amendment,  as 
modified,  was  rejected  be  reconsidered? 

Mr.  MANSFIELD.  Mr.  President  on 
this  question,  I  ask  for  the  yeas  and  nays. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

Mr.  KUCHEL.  Yes,  Mr.  President, 
there  is. 

Mr.  LONG  of  Louisiana.  For  what? 

The  PRESIDING  OFFICER.  There 
is  not  a  sufficient  second. 

Mr.  KUCHEL.  Mr.  President,  I  re¬ 
new  my  request;  but,  first,  I  rise  to  pro¬ 
pound  a  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  California  will  state  it. 

Mr.  KUCHEL.  What  is  the  pending 
question? 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  to 
reconsider  the  vote  by  which  the  Prouty 
amendment,  as  modified,  was  rejected. 
On  this  question,  the  yeas  and  nays  were 
requested ;  but  there  was  not  a  sufficient 
second. 

Mr.  SMATHERS.  No,  Mr.  President; 
after  the  motion  to  reconsider  was  made,- 
I  moved  that  the  motion  to  reconsider 
be  laid  on  the  table. 

Mr.  ANDERSON.  No,  Mr.  President; 
that  did  not  happen. 

Mr.  SMATHERS.  Yes,  Mr.  President; 
I  did  make  that  motion.  Let  Senators 
examine  the  Record,  and  they  will  be 
able  to  ascertain  for  themselves  that  I 
did  make  that  motion. 

Mr.  KUCHEL.  Mr.  President,  I  re¬ 
new  my  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion 
of  the  Senator  from  Louisiana  to  recon¬ 
sider  the  vote  by  which  the  Prouty 
amendment,  as  modified,  was  rejected. 

On  this  question,  the  yeas  and  nays 
have  been  requested.  Is  there  a  suf¬ 
ficient  second? 

Mr.  KUCHEL.  Mr.  President,  I  join 
in  the  request  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  SMATHERS.  Mr.  President,  I 
move  that  the  motion  to  reconsider  be 
laid  on  the  table. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  of 
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the  Senator  from  Florida  that  the  mo¬ 
tion  to  reconsider  the  vote  by  which 
the  Prouty  amendment,  as  modified,  was 
rejected  be  laid  on  the  table. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  on  this  question,  I  ask  for  the  yeas 
and  nays. 

Mr.  PASTORE.  Mr.  President,  I  join 
in  asking  for  the  yeas  and  nays  on  this 
question. 

The  yeas  and  nays  were  ordered. 

Mr.  KUCHEL.  Mr.  President,  I  rise 
to  propound  a  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  California  will  state  it. 

Mr.  KUCHEL.  Am  I  correct  in  my 
assumption  that  the  roll  will  now  be 
called  for  the  yeas  and  nays  on  the  ques¬ 
tion  of  agreeing  to  the  motion  of  the 
Senator  from  Florida  [Mr.  Smathers] 
to  lay  on  the  table  the  motion  of  the 
Senator  from  Louisiana  [Mr.  Long]  that 
the  vote  by  which  the  Prouty  amend¬ 
ment,  as  modified,  was  rejected  be  recon¬ 
sidered? 

The  PRESIDING  OFFICER.  That  is 
correct. 

Mr.  MANSFIELD.  Mr.  President,  let 
us  vote. 

[P.  7775] 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion 
to  lay  on  the  table  the  motion  to  recon¬ 
sider.  On  this  question,  the  yeas  and 
nays  have  been  ordered;  and  the  clerk 
will  call  the  roll. 

The  Chief  Clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Arizona  [Mr.  Hayden], 
the  Senator  from  Arkansas  [Mr.  Mc¬ 
Clellan]  ,  the  Senator  from  Oregon  [Mrs. 
Neuberger],  the  Senator  from  North 
Carolina  [Mr.  Jordan],  the  Senator  from 
Wyoming  [Mr.  McGee],  and  the  Sena¬ 
tor  from  New  Jersey  [Mr.  Williams]  are 
absent  on  official  business. 

I  also  announce  that  the  Senator  from 
California  [Mr.  Engle]  is  absent  be¬ 
cause  of  illness. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Arizona 
[Mr.  Hayden],  the  Senator  from  Cali¬ 
fornia  [Mr.  Engle],  the  Senator  from 
New  Jersey  [Mr.  Williams],  and  the 
Senator  from  Oregon  [Mrs.  Neuberger] 
would  each  vote  “yea.” 

On  this  vote,  the  Senator  from  Nevada 
[Mr.  Cannon]  is  paired  with  the  Senator 
from  Wyoming  [Mr.  McGee].  If  pres¬ 
ent  and  voting,  the  Senator  from  Nevada 
would  vote  “nay,”  and  the  Senator  from 
Wyoming  would  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  is 
necessarily  absent  and,  if  present  and 
voting,  would  vote  “nay.” 


The  result  was  announced — yeas  46, 
nays  45,  as  follows; 

[No.  17  Leg.] 


YEAS — 46 


Anderson 

Gruening 

Metcalf 

Bartlett 

Hart 

Monroney 

Bayh 

Hartke 

Morse 

Bible 

Hill 

Pastore 

Burdick 

Holland 

Robertson 

Byrd,  Va. 

Humphrey 

Smathers 

Byrd,  W.  Va. 

Inouye 

Sparkman 

Church 

Johnston 

Stennis 

Clark 

Long,  Mo. 

Symington 

Douglas 

Long,  La. 

Talmadge 

Eastland 

Magnuson 

Thurmond 

Edmondson 

Mansfield 

Walters 

Ellender 

McCarthy 

Yarborough 

Ervin 

McGovern 

Young,  Ohio 

Fulbright 

McIntyre 

Gore 

McNamara 

NAYS— 45 

Aiken 

Hickenlooper 

Nelson 

Allott 

Hruska 

Pearson 

Beall 

Jackson 

Pell 

Bennett 

Javits 

Prouty 

Boggs 

Jordan, Idaho 

Proxmire 

Brewster 

Keating 

Randolph 

Carlson 

Kennedy 

Ribicoff 

Case 

Kuchel 

Russell 

Cooper 

Lausche 

Saltonstall 

Cotton 

Mechem 

Scott 

Curtis 

Miller 

Simpson 

Dodd 

Morton 

Smith 

Dominick 

Moss 

Tower 

Fong 

Mundt 

Williams,  Del. 

Goldwater 

Muskie 

Young,  N.  Dak. 

NOT  VOTING- 
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Cannon 

Hayden 

McGee 

Dirksen 

Jordan,  N.C. 

Neuberger 

Engle 

McClellan 

Williams,  N.J. 

So  the  Senate  agreed  to  the  motion  to 

lay  on  the  table  the  motion  to  reconsider 

the  vote  by 

which  the  Prouty  amend- 

ment,  as  modified,  was  rejected. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 

Mr.  GORE.  Mr.  President,  I  offer  an 
amendment  which  I  send  to  the  desk 
and  ask  to  have  stated. 

-The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Tennes¬ 
see  will  be  stated. 

The  Chief  Clerk  read  as  follows; 

On  page  2,  beginning  with  line  14,  strike 
out  all  down  to  line  1  on  page  8  and  insert 
the  following: 

“Title  I — Increase  in  Personal  Exemptions; 

Adjustment  op  Corporate  Income  Tax 

Rates;  and  Related  Amendments 

“PART  I — INDIVIDUALS 

“Sec.  111.  Increase  in  Amount  of  Personal 
Exemptions. 

“(a)  In  General. — Section  151  (relating  to 
allowance  of  deductions  for  personal  exemp¬ 
tions)  is  amended  by  striking  out  ‘$600’  each 
place  it  appears  therein  and  Inserting  in  lieu 
thereof  ‘$1,000’. 

“(b)  Technical  Amendments. — Section 
6012(a)(1)  (relating  to  persons  required  to 
make  returns  of  tax)  and  section  6013(b)(3) 
(A)  (relating  to  assessment  and  collection  in 
the  case  of  certain  returns  of  husband  and 
wife)  are  each  amended — 
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“(1)  by  striking  out  ‘$600’  each  place  it 
appears  therein  and  inserting  in  lieu  thereof 
‘$1,000’;  and 

“(2)  by  strikng  out  ‘$1,200’  each  place  it 
appears  therein  and  inserting  in  lieu  thereof 
‘$2,000’.” 

On  page  11,  begininng  with  line  11,  strike 
out  all  through  line  12  on  page  12. 

On  page  12,  line  13,  strike  out  ”114”  and 
insert  “113”. 

On  page  12,  strike  out  line  15  and  insert 

‘‘Sec.  121.  Adjustment  of  Corporate  Normal 
Tax  and  Surtax  Rates.” 

On  page  13,  line  13,  after  ”1964,”  insert 
“and”. 

On  page  13,  strike  out  lines  1  through  13 
and  Insert  the  following: 

"(2)  30  percent  in  the  case  of  a  taxable 
year  beginning  after  December  31,  1963. 

On  page  24,  beginning  with  line  8,  strike 
out  all  down  to  line  4  on  page  25. 

On  page  25,  line  4,  strike  out  “(c)”  and 
insert  “(b)”. 

On  page  26,  line  24,  strike  out  “and”. 

On  page  27,  line  3,  strike  out  the  period 
and  insert  a  comma. 

On  page  27,  strike  out  lines  4  through  8, 
and  insert  the  following: 

“(C)  the  change  in  the  tax  imposed  under 
section  3  shall  be  treated  as  a  change  in  a 
rate  of  tax,  and 

“(D)  the  change  in  the  amount  of  the 
deduction  for  exemptions  under  section  151 
shall  be  treated  as  a  change  in  a  rate  of  tax.” 

On  page  352,  beginning  with  line  11,  strike 
out  all  through  page  362  and  insert  the 
following: 

"In  lieu  of  the  tax  imposed  by  section  1, 
there  is  hereby  imposed  for  each  taxable 
year  beginning  after  December  31,  1963,  on 
the  taxable  Income  of  every  individual  whose 
adjusted  gross  income  for  such  year  is  less 
than  $5,000  and  who  has  elected  for  such 
year  to  pay  the  tax  imposed  by  this  section, 
a  tax  as  follows: 

(Insert  tables  corresponding  to  the  tables 
on  pages  279,  280,  281,  282,  and  283,  but  re¬ 
flecting  the  amendment  to  section  111  of  the 
bill  increasing  the  amount  of  each  exemption 
to  $1,000  and  eliminating  the  changes  in  the 
rates  of  tax  on  individuals.) 

On  page  362,  beginning  with  line  12,  strike 
out  all  through  line  16  on  page  290  and 
insert  the  following: 

“(2)  Except  as  otherwise  provided  in  this 
subsection,  in  the  case  of  a  husband  or  wife 
filing  a  separate  return,  the  tax  imposed  by 
section  3  shall  be  the  lesser  of  the  tax  shown 
in  table  IV  or  table  V  of  such  section. 

“(3)  Table  V  of  section  3  shall  not  apply 
in  the  case  of  a  husband  or  wife  filing  a 
separate  return  if  the  tax  of  the  other  spouse 
is  determined  with  regard  to  the  10-percent 
standard  deduction;  except  that  an  indi¬ 
vidual  described  in  section  141(d)(2)  may 
elect  (under  regulations  prescribed  by  the 
Secretary  or  his  delegate)  to  pay  the  tax 
shown  in  table  V  of  such  section  in  lieu  of 
the  tax  shown  In  table  IV  of  such  section. 
For  purposes  of  this  title,  an  election  under 
the  preceding  sentence  shall  be  treated  as 
an  election  made  under  section  141(d)(2).” 


On  page  364,  lines  22  and  23,  strike  out 
“neither  table  V  in  section  3(a)  nor  table  V 
in  section  3(b)  shall  apply”  and  Insert  “table 
V  of  section  3  shall  not  apply”. 

On  page  365,  in  the  matter  following  line  7, 
strike  out  “in  section  3(a)  and  table  V  in  sec¬ 
tion  3(b)”  and  insert  “of  section  3”. 

On  page  366,  beginning  with  line  7,  strike 
out  all  through  line  6  on  page  379  and  insert 
the  following: 

“(a)  Percentage  Method  of  Withhold¬ 
ing. — Paragraph  (1)  of  section  3402(b)  (re¬ 
lating  to  percentage  method  of  withholding 
income  tax  at  source)  is  amended  by  strik¬ 
ing  out  the  table  therein  and  inserting  in 
lieu  thereof  the  following: 

“Percentage  method  withholding  table — 

Payroll  period  and  amount  of  one  with¬ 
holding  exemption 

Weekly _  $22.00 

Biweekly _  43.  00 

Semimonthly -  47.  00 

Monthly _  93.  00 

Quarterly _  278.  00 

Semiannual _  555.  00 

Annual - 1,110.00 

Daily  or  miscellaneous  (per  day 

such  period) _  3.00”. 

(b)  Wage  Bracket  Withholding. — Para¬ 
graph  (1)  of  section  3402(c)  (relating  to  wage 
bracket  withholding)  is  amended  by  striking 
out  the  tables  therein  and  inserting  in  lieu 
thereof  the  following: 

(Insert  tables  corresponding  to  the  tables 
on  pages  293,  294,  295,  296,  and  297,  but  re¬ 
flecting  the  amendment  to  302(a)  of  the  bill 
Increasing  the  amount  of  each  withholding 
exemption  and  eliminating  the  reduction  of 
the  rate  of  the  withholding  tax.) 

(c)  Effective  Date. — The  amendments 
made  by  subsections  (a)  and  (b)  of  this  sec¬ 
tion  shall  apply  with  respect  to  wages  paid 
after  December  31,  1963. 

Mr.  GORE.  Mr.  President,  the  amend¬ 
ment  which  I  have  offered  would  raise 
the  personal  exemption  for  each  taxpayer 
and  each  of  his  dependents  from  the 
present  rate  of  $600  to  $1,000,  as  a  sub¬ 
stitute  for  the  rate  reductions  contained 
in  the  bill — H.R.  8363 — for  individuals 
and  corporations.  It  is  not  a  substitute 
for  the  entire  bill.  Upon  adoption  of  the 
amendment  there  would  remain  in  the 
bill  the  changes  made  in  normal  and  sur¬ 
tax  rates  for  small  business;  second, 
the  minimum  standard  deductions  for 
taxpayers  contained  in  the  bill;  and, 
third,  the  structural  changes  made  in 
the  Internal  Revenue  Code. 

I  know  that  Senators  will  immediately 
have  in  mind  the  revenue  effect  of  the 
amendment.  I  ask  unanimous  consent 
that  an  estimate  by  the  Treasury  De¬ 
partment  contained  in  a  letter  from  As¬ 
sistant  Secretary  Surrey  be  printed  at 
this  point  in  the  Record. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows; 
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Treasury  Department, 

Assistant  Secretary, 
Washington,  D.C.,  December  6,  1963. 
Hon.  Harry  F.  Byrd, 

Chairman,  Committee  on  Finance, 
Washington,  D.C. 

Dear  Mr.  Chairman:  This  is  in  response  to 
a  request  for  a  report  from  this  Department 

[P.  1776 ] 

on  amendment  No.  208  to  H.R.  8363.  Amend¬ 
ment  No.  208  would  substitute  for  the  indi¬ 
vidual  and  corporate  tax  rate  reductions  pro¬ 
vided  in  H.R.  9363  an  increase  in  the  deduc¬ 
tion  for  each  personal  exemption  from  $600 
to  $1,000. 

The  individual  income  tax  is  the  most  im¬ 
portant  single  source  of  Federal  revenue. 
The  revenue  productivity  of  the  tax  depends 
to  a  large  extent  on  the  level  of  personal 
exemptions.  The  income  tax  is  now  paid 
by  most  income  recipients  in  the  United 
States  who  now  claim  about  187  million 
personal  exemptions.  An  increase  in  the 
amount  of  personal  exemption  is  extremely 
costly:  it  would  reduce  substantially  the  in¬ 
dividual  income  tax  base  and  the  revenues 
therefrom.  The  $400  increase  in  amount  of 
the  personal  exemption  provided  in  amend¬ 
ment  No.  208  would  result  in  annual  revenue 
losses  of  $11.7  billion  at  current  rates.  (In 
fact,  a  $100  increase  would  cost  $3  billion 
annually.) 

The  $11.7  billion  revenue  loss  that  would 
be  occasioned  by  this  feature  of  amendment 
No.  208  is  comparable  to  the  $11.66  billion 
revenue  loss  that  would  arise  from  the  indi¬ 
vidual  and  corporate  rate  reductions  provided 
in  H.R.  8363.  Amendment  No.  208  would  not 
change  the  present  ,52 -percent  corporate  tax 
rate  on  income  over  $25,000,  but  like  H.R. 
8363,  would  reduce  the  rate  on  the  first 
$25,000  from  30  percent  to  22  percent.  This 
would  add  $440  million  to  the  $11.7  billion 
revenue  cost  of  amendment  No.  208,  for  a 
total  of  $12.14  billion.  The  result  would  be 
a  tax  reduction  almost  half  a  billion  dollars 
greater  than  that  provided  for  by  H.R.  8363. 

H.R.  8363  embodies  a  balanced  tax  reduc¬ 
tion  program  for  both  individuals  and  cor¬ 
porations  that  would  not  only  increase  pur¬ 
chasing  power  but  would  also  stimulate 
incentives  to  work  and  invest.  It  would  pro¬ 
vide  tax  reduction  at  all  income  levels  with 
the  largest  proportionate  reduction  going  to 
low-income  groups.  The  bill  not  only  in¬ 
cludes  substantial  rate  reduction  for  lower 
income  groups  but  also  a  minimum  standard 
deduction  of  $300  for  each  taxpayer,  plus 
$100  for  the  spouse  and  for  each  additional 
exemption.  The  minimum  standard  deduc¬ 
tion  would  cost  $320  million  annually  and 
would  concentrate  the  tax  savings  among  the 
lower  income  taxpayers.  Amendment  No.  208 
would  retain  the  minimum  standard  deduc¬ 
tions  along  with  the  proposed  increase  in 
personal  exemptions  to  $1,000.  This  would 
increase  very  substantially  the  amount  of 
income  that  could  be  received  by  individuals 
without  tax.  For  example,  a  married  couple 
with  two  children  would  not  be  subject  to 
income  tax  until  income  exceeded  $4,600  as 
compared  with  the  present  $2,666. 

Amendment  No.  208  would  not  reduce  in¬ 
dividual  tax  rates,  which  are  currently  at  a 
level  almost  universally  agreed  to  be  too 


high.  Existence  of  individual  rates  ranging 
up  to  91  percent  adversely  affects  the  margi¬ 
nal  incentive  for  earning  and  investing  and 
leads  to  repeated  pleas  for  special  relief  tail¬ 
ored  to  particular  circumstances.  Moreover, 
amendment  No.  208  would  provide  inade¬ 
quate  tax  reduction  for  medium  and  large 
corporations.  The  reduction  of  the  52- 
percent  corporate  rate  provided  in  H.R.  8363 
is  essential  if  the  bill  is  to  achieve  its  objec¬ 
tive  of  stimulating  the  economy,  reducing 
unemployment,  and  increasing  economic 
growth. 

In  summary,  amendment  No.  208  would 
reduce  revenues  by  an  additional  half  billion 
dollars  but  is  unbalanced  and  inadequate 
since  it  does  not  provide  for  overall  corporate 
tax  reduction  or  for  reduction  in  individual 
rates. 

In  view  of  these  considerations,  the  Treas¬ 
ury  Department  opposes  adoption  of  amend¬ 
ment  No.  208. 

The  Bureau  of  the  Budget  has  advised  the 
Treasury  Department  that  there  is  no  objec¬ 
tion  from  the  standpoint  of  the  administra¬ 
tion’s  program  to  the  presentation  of  this 
report. 

Sincerely  yours, 

Stanley  S.  Surrey, 

Assistant  Secretary. 

Mr.  GORE.  The  pending  bill  embodies 
a  loss  of  revenue  to  the  Treasury  of 
$11,700  million.  If  the  amendment 
which  I  have  proposed  were  adopted,  the 
revenue  loss  of  the  bill  as  amended 
would,  in  accordance  with  the  estimate 
of  the  Treasury,  be  $12,200  million. 

To  put  it  another  way,  if  the  personal 
exemption  for  each  taxpayer  and  each 
dependent  were  raised  from  the  present 
legal  exemption  of  $600  to  $1,000  as  a 
substitute  for  the  rate  reductions  con¬ 
tained  in  the  bill  for  both  individuals  and 
corporations,  the  loss  in  revenue  would 
be  $500  million  greater. 

I  am  not  one  of  those  who  believe 
that  we  ought  to  reduce  governmental 
revenue  by  such  enormous  proportions. 
However,  I  suggest  that  if  such  a  reduc¬ 
tion  in  governmental  revenue  is  to  be 
enacted,  the  choice  is  easy  for  me  to 
make  as  between  the  very  large,  and,  I 
believe,  inequitable  reductions  in  the 
higher  brackets  of  personal  income,  and 
also  the  reductions  for  the  large  corpora¬ 
tions  which  are  now  enjoying  the  highest 
profits  in  the  history  of  the  country  on 
the  one  hand,  and  an  increase  in  the  per¬ 
sonal  exemption  on  the  other. 

Those  who  would  resist  the  amend¬ 
ment  on  the  grounds  that  it  would  result 
in  loss  of  revenue  to  the  Treasury  should 
bear  in  mind  that  the  advocates  of  the 
pending  bill  list  that  as  its  greatest  virtue. 
The  bill  would  lose  revenue  to  the  Treas¬ 
ury  in  the  amount  of  $11.7  billion.  It  is 
said  that  the  result  would  be  that  the 
budget  would  be  balanced  in  the  near, 
but  as  yet  indefinite,  future. 

I  suggest  that,  if  this  theory  be  true, 
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it  Is  of  questionable  advisability  to  lose 
only  $11.7  billion.  Why  stop  there? 
Why  not  make  it  $22  billion,  and  balance 
the  budget  more  quickly?  Indeed,  we 
might  make  a  substantial  payment  on 
the  public  debt. 

Obviously,  I  do  not  endorse  this  theory, 
because  it  has  been  tried  unsuccessfully. 
Some  of  the  proponents  of  the  bill  speak 
of  the  theory  as  if  it  were  new.  It  is  not 
new  at  all.  It  is  as  old  as  Andrew 
Mellon.  Almost  everything  the  present 
Secretary  of  the  Treasury,  Mr.  Dillon, 
says  in  support  of  this  bill  can  be  found 
in  Mr.  Mellon’s  book  in  the  1920’s.  It 
was  tried  with  drastic  adverse  results. 
Surely,  it  stimulated  the  stock  market. 
The  balloon  grew  bigger  and  bigger.  But 
it  burst  in  the  crash  of  1929. 

It  has  also  been  tried  within  the  past 
decade.  In  1954,  for  the  same  reasons 
now  advocated  for  the  passage  of  this 
bill,  some  persons  endorsed  passage  of 
the  1954  tax  cut  bill.  The  1954  bill 
brought  about  a  tax  reduction  of  approx¬ 
imately  the  same  percentage  of  gross  na¬ 
tional  product  as  would  be  accomplished 
by  the  pending  bill  under  present  cir¬ 
cumstances. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  Let  me  finish  this  point. 
Then  I  shall  yield. 

But  since  then  we  have  enacted  addi¬ 
tional  tax  reductions,  for  example,  in¬ 
vestment  credit  and  accelerated  depre¬ 
ciation.  These  two  taken  together 
amount  to  a  tax  reduction  of  $5  billion, 
annually,  principally  for  the  investing 
segment  of  our  economy. 

I  yield  to  the  distinguished  senior  Sen¬ 
ator  from  Ohio  [Mr.  Lausche] .  Then  I 
shall  undertake  to  examine  the  economic 
results  of  those  reductions. 

Mr.  LAUSCHE.  Mr.  President,  at- 
•  tempting  to  fortify  the-  argument  made 
by  the  Senator  from  Tennessee,  that  tax 
reductions  do  not  necessarily  produce 
stimulated  business,  I  wish  to  read  a  tab¬ 
ulation  relating  to  times  when  tax  cuts 
were  made  in  past,  beginning  in  1919, 
through  1954,  showing  the  results.  I 
read  from  U.S.  News  &  World  Report,  the 
issue  of  July  30, 1962: 

February  1919.  Substantial  cut — for  indi¬ 
viduals  and  business.  By  April,  business  be¬ 
gan  to  climb  out  of  recession. 

November  1921.  Major  cut— affecting  in¬ 
dividuals  and  business.  Business  upturn  had 
begun  in  August  1921,  went  on  2  years. 

June  1924.  Big  cut  for  individuals.  Re¬ 
covery  from  mild  recession  began  in  follow¬ 
ing  August. 

We  now  come  to  February  1926: 

Major  cut  for  individuals.  Minor  reces¬ 
sion  started  in  November  1926. 


In  other  words,  6  months  later,  the  re¬ 
cession  began. 

May  1928— 

And  that  year  ought  to  cause  every¬ 
body  to  tremble  a  little — 

Minor  relief — personal  and  business  income. 
Business,  rising,  continued  to  rise. 

But  in  December  1929: 

Major  relief  for  individuals.  Recession 
deepened  into  great  depression  of  1929-83. 

November  1945.  Major  postwar  cut — per¬ 
sonal  and  business  incomes.  Same  month 
marked  start  of  pickup  that  followed,  short 
postwar  recession. 

April  1948.  Sizable  relief  for  individuals. 
Moderate  recession  started  in  December  1948. 

There  was  a  major  tax  cut  In  1954, 
sponsored  by  President  Eisenhower.  But 
in  1958  it  was  claimed  we  ran  Into  a  ter¬ 
rific  depression. 

The  point  I  make  with  these  figures 
is  that  it  does  not  necessarily  follow  that 
when  taxes  are  cut  it  is  assurance  that 
business  will  be  stimulated. 

The  major  cut  of  1929  produced  the 
worst  depression  we  ever  had.  It  prob¬ 
ably  did  not  produce  it,  but  the  depres¬ 
sion  followed,  and  was  of  a  violence  un¬ 
equaled  in  the  history  of  our  country. 

I  thank  the  Senator  for  allowing  me  to 
place  these  figures  in  the  Record. 

I  ask  unanimous  consent  that  the  tab¬ 
ulation  from  which  I  have  been  reading 
be  printed  in  the  Record. 

There  being  no  objection,  the  tabula¬ 
tion  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

[U.S.  News  &  World  Report,  July  30,  1962] 
Ten  Tax  Cuts  or  the  Past — and  Then 
What  Happened 

February  1919:  Substantial  cut — for  indi¬ 
viduals  and  business.  By  April,  business  be¬ 
gan  to  climb  out  of  recession. 
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November  1921:  Major  cut — affecting  in¬ 
dividuals  and  business.  Business  upturn 
had  begun  in  August  1921,  went  on  2  years. 

June  1924:  Big  cut  for  individuals.  Re¬ 
covery  from  mild  recession  began  in  follow¬ 
ing  August. 

February  1926:  Major  cut  for  individuals. 
Minor  recession  started  in  November  1926. 

May  1928 :  Minor  relief — personal  and  busi¬ 
ness  income.  Business,  rising,  continued  to 
rise 

December  1929:  Major  relief  for  indivi¬ 
duals.  Recession  deepened  into  great  depres¬ 
sion  of  1929-33. 

November  1945:  Major  postwar  cut — per¬ 
sonal  and  business  incomes.  Same  month 
marked  start  of  pickup  that  followed  short 
postwar  recession. 

April  1948:  Sizable  relief  for  individuals. 
Moderate  recession  started  in  December 
1948. 
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March  1954.1 

August  1954:  1  Substantial  relief — per¬ 
sonal  and  business  taxes,  also  excises.  Re¬ 
covery  from  recession  started  in  September 
1954. 

Mr.  GORE.  I  appreciate  the  contri¬ 
bution  of  the  able  senior  Senator  from 
Ohio. 

Mr.  President,  this  bill  had  its  genesis 
a  year  and  a  half  or  so  ago,  with  a  pre¬ 
diction  by  Dr.  Heller  and  others  that 
there  would  be  a  recession  in  1964. 
Senators  will  recall  that  this  bill  was 
called,  in  so  many  words,  insurance 
against  recession  in  1964. 

All  of  us  have  made  miscalculations. 
I  certainly  cannot  claim  any  record  of 
infallibility  in  that  regard.  But  this 
bill  was  based  upon  a  miscalculation. 
We  are  now  in  the  second  month  of  1964, 
and  all  the  economic  indices  with  which 
I  am  familiar  show  that  activity  is  at  a 
record  high,  except  that  there  is  much 
unemployment.  Employment  is  at  an 
alltime  high.  Profits  are  at  an  alltime 
high.  Production  is  at  an  alltime  high. 
Distribution  of  dividends  is  at  an  alltime 
high.  Retained  earnings  in  corpora¬ 
tions  are  at  an  alltime  high.  Cash  re¬ 
serves  in  corporations,  banks,  and  insur¬ 
ance  companies  are  at  an  alltime  high. 
So  are  personal  income  and  personal 
savings. 

We  are  at  the  peak  of  any  prosperity 
this  Nation  has  ever  known,  and  yet, 
paradoxically,  we  are  today  considering 
a  bill  to  insure  against  a  recession  in 
1964. 

Is  there  no  way  that  we  can  stop,  look, 
and  listen,  and  read  the  clear  signs? 
Has  our  democratic  process  become  so 
ponderous,  so  inflexible,  that  we  are  un¬ 
able  to  stop  when  we  see  that  we  have  a 
bill  that  is  based  upon  a  miscalculation. 

Surely,  the  U.S.  Senate  is  not  inca¬ 
pable  of  examining  the  economic  facts  as 
they  are  in  1964,  instead  of  passing  a  bill 
based  upon  a  miscalculation  of  a  year  or 
more  ago  as  to  what  the  conditions 
would  be  in  1964. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  GORE.  I  yield. 

Mr.  LAUSCHE.  Is  it  not  a  fact  that 
the  original  proposal  for  the  tax  cut  was 
predicated  upon  the  assumption  that  the 
tax  cut  would  stimulate  business  to  the 
point  that  unused  productive  capacity 
would  become  useful  and  that  people 
would  be  put  to  work;  and  that  subse¬ 
quently  a  change  in  thought  occurred, 
and  a  new  reason  was  assigned?  The 
new  reason  was  that  we  must  stop  a 
recession.  Therefore,  there  were  two 


1  Also,  Korean  war  rates  on  personal  Income 
and  the  wartime  excess-profits  tax  expired 
automatically  Jan.  1,  1954. 


reasons  assigned.  At  this  time  I  do  not 
know  which  of  the  reasons  is  the  one 
that  the  present  proposal  is  predicated 
upon.  If  it  was  intended  to  stop  a  reces¬ 
sion  that  was  on  top  of  us  in  December  of 
1963,  how  is  it  that  that  recession  has 
not  come,  while  the  accurate  recitation 
which  the  Senator  from  Tennessee  has 
made  about  business  conditions  is  being 
reached  today? 

Mr.  GORE.  I  believe  the  answer  to 
that  question  can  perhaps  be  supplied 
by  a  return  to  one  of  the  facts  to  which 
the  distinguished  Senator  himself  has 
referred.  In  1954  we  passed  a  very  large 
tax  reduction  bill,  largely  for  corpora¬ 
tions  and  for  those  who  own  large 
amounts  of  corporate  stock.  There  was 
a  temporary  pickup  in  1955  and  1956. 
A  pickup  of  what?  A  pickup  in  plant 
improvement,  a  pickup  in  productive 
capacity,  a  pickup  in  investment.  But  in 
1957  and  1958  there  was  a  recession,  and 
a  rather  serious  one.  Why?  Because 
there  was  not  sufficient  demand  to  meet 
the  increased  productivity  of  plant  and 
facility. 

We  ought  to  examine  the  whole  fabric 
of  our  economy  to  see  where  stimula¬ 
tion  is  needed,  if  any  is  needed. 

Is  this  bill  the  way  to  insure  us  against 
a  recession  in  1964,  or  to  stimulate  the 
economy?  I  have  undertaken  to  answer 
the  first  part  of  the  question.  Obviously 
we  do  not  need  to  pass  a  bill  now  to  stop 
a  recession  when  we  are  at  the  peak  of 
prosperity.  If  we  must  pass  a  bill  to 
provide  a  stimulation  to  our  economy, 
then  the -question  ariess,  Where  is  the 
stimulation  needed  and  in  what  part  of 
our  economy?  Is  it  general  or  is  it  spe¬ 
cific?  Is  there  need  for  more  productive 
capacity,  or  is  it  for  consumer  demand? 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield?' 

Mr.  GORE.  I  yield. 

Mr.  LAUSCHE.  The  Senator  from 
Tennessee  has  raised  a  very  interesting 
point  dealing  with  the  1954  tax  cut  of 
more  than  $7*4  billion.  There  was  a 
slight  rise  in  1955  and  1956,  but  in  1958 
there  was  a  great  recession. 

Mr.  GORE.  It  began  in  1957. 

Mr.  LAUSCHE.  Yes.  Now  I  should 
like  to  read  the  testimony  of  Secretary 
Dillon.  He  contends  that  It  will  take  4 
years  for  the  tax  cut  to  have  a  stimulat¬ 
ing  impact.  If  he  was  correct  In  that 
judgment,  then  in  1958  and  1957,  instead 
of  having  a  recession,  we  should  have 
had  the  full  impact  of  the  benefits  to  be 
produced  by  the  tax  cut  of  1954. 

Mr.  GORE.  In  other  words,  if  that  is 
a  valid  fiscal  theory,  then  by  now  we 
should  have  had  a  balanced  budget. 

Mr.  LAUSCHE.  As  a  result  of  the 
1954  cut;  yes.  This  is  what  Secretary 
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Dillon  said  in  answer  to  the  question  oi: 
the  Senator  from  Virginia  [Mr.  Byrd]. 
Secretary  Dillon  had  said  that  there 
would  be  a  $9  billion  deficit  in  1965. 
Then  he  tried  to  make  the  statement 
that  we  would  pass  out  of  that  deficit  in 
1966.  The  Senator  from  Virginia  asked 
him  this  question: 

If  you  have  a  deficit  of  $9  billion  in  1965, 
you  certainly  will  have  a  deficit  in  1966,  will 
you  not? 

Secretary  Dillon  answered : 

I  would  expect  so.  We  have  said  that  with 
stringent  expenditure  control,  and  allowing 
for  the  growth  of  the  economy,  the  earliest 
possible  date  we  foresaw  for  a  balanced 
budget  for  this  tax  bill  was  1967,  and  that  it 
might  be  1968. 

Secretary  Dillon  said  it  will  take  4 
years  to  produce  prosperity  and  balance 
the  budget. 

In  1954,  at  the  end  of  4  years,  after  a 
$7  billion  tax  cut,  we  did  not  have  pros¬ 
perity  and  a  balanced  budget  in  1958. 
We  had  a  $12  y2  billion  deficit.  So,  at 
the  end  of  4  years,  let  us  say  in  1968, 
if  we  are  still  in  a  deficit,  are  we  going 
to  make  another  tax  cut?  Where  do  we 
head  then? 

Mr-  GORE.  I  am  not  one  of  those 
who,  like  the  distinguished  and  able 
senior  Senator  from  Virginia,  the  chair¬ 
man  of  the  Senate  Finance  Committee, 
believe  that  we  must  have  a  balanced 
budget  every  year.  The  distinguished 
and  able  Senator  from  Virginia  has 
urged  a  balanced  budget  every  year. 
There  have  been  times  and  conditions 
under  which  I  though  it  was  inadvisable 
to  have  a  balanced  budget.  But  I  am 
certainly  not  one  of  those  who  think  that 
there  can  never  be  a  time  or  any  circum¬ 
stances  under  which  it  would  be  ad¬ 
visable  to  have  a  balanced  budget. 

We  are  asked  deliberately  to  adopt  a 
fiscal  policy  for  a  planned  deficit  for  a 
period  of  years.  It  is  proposed  that  at 
a  time  of  prosperity  we  borrow  money 
to  provide  tax  cuts.  I  say  that  is  not 
sound  fiscal  policy. 

However,  that  is  by  no  means  the  only 
reason  why  I  oppose  the  bill. 

I  wish  to  return  now  to  the  question 
which  the  distinguished  Senator  from 
Ohio  raised.  He  spoke  of  the  tax  cut  in 
1954,  the  temporary  stimulation,  and  the 
recession  that  followed.  What  has  hap¬ 
pened  in  the  last  decade?  We  have  ex¬ 
perienced  improvement  of  plant  and 
facility.  Some  questions  have  been 
raised  as  to  the  validity  of  the  argument 
that  that  is  the  way  to  increase  jobs. 
Automation  is  a  controversial  term. 
Some  people  believe  it  to  be  an  abomina¬ 
tion  to  mankind.  Other  people  think  it 
is  a  mark  of  progress.  So  far  as  I  am 
concerned,  I  would  not  stop  automation. 


However,  I  resist  the  argument  that  this 
is  the  way  to  increase  employment.  In 
part  because  of  the  investment  credit, 
rapid  depreciation,  and  the  tax  cut  off 
1954  there  has  been  a  very  rapid  im¬ 
provement  in  plant  facility  and  a  very 
rapid  increase  in  productivity  per  man. 
What  is  the  result?  Our  factories  are 
producing  vastly  greater  amounts  of 
goods  and  products,  including  many  new 
products.  But  how  many  people  are  em¬ 
ployed  in  our  factories?  Almost  1  million 
more  people  were  employed  in  our  fac¬ 
tories  7  years  ago  than  are  employed 
today.  Yet  where  are  the  shortages? 
All  one  needs  is  the  money  or  the  credit, 
and  he  can  buy  everything  from  a  button 
to  a  bulldozer. 

Are  there  any  shortages?  I  have  asked 
repeatedly  in  the  hearings  before  the 
Committee  on  Finance  for  the  citation 
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of  one  product  that  is  in  short  supply. 
None  has  been  supplied. 

I  apologize  to  the  distinguished  Sena¬ 
tor  from  Nebraska.  I  fear  that  I  was 
carried  away  by  my  answer  to  the  senior 
Senator  from  Ohio  and  neglected  to 
yield  to  the  Senator  from  Nebraska. 

Mr.  CURTIS.  I  thank  the  distin¬ 
guished  Senator  from  Tennessee.  I  as¬ 
sure  him  that  I  was  interested  in  his  dis¬ 
cussion. 

I  share  the  concern  of  the  distinguished 
Senator  from  Tennessee  about  the  ad¬ 
visability  of  reducing  taxes  by  borrow¬ 
ing  money.  It  is  my  expectation  to  op¬ 
pose  the  passage  of  the  bill,  as  I  opposed 
its  favorable  reporting  by  the  Committee 
on  Finance. 

I  also  share  the  view  of  the  Senator 
from  Tennessee  that  people  in  the  low¬ 
er  income  brackets  are  in  need  of  tax 
relief.  With  today’s  purchasing  power, 
people  living  on  modest  amounts  do  not 
have  much  to  spend. 

There  is  one  thing  about  the  amend¬ 
ment  offered  by  the  distinguished  Sen¬ 
ator  from  Tennessee  that  troubles  me. 
It  is  the  proposal  to  raise  the  personal 
exemption  to  $1,000.  True,  that  would 
reduce  taxes  for  everyone,  but  it  would 
remove  from  the  tax  rolls  about  8  million 
returns.  I  represent,  in  part,  a  State  of 
very  fine  and  humble  people.  Many  of 
them,  I  daresay,  if  the  Government  could 
reduce  spending,  would  like  to  have  their 
taxes  reduced.  Individuals  in  the  lower 
income  brackets  should  have  a  more 
favorable  reduction  than  anybody  else. 
But  I  have  not  had  taxpayers  come  to 
me  and  say,  “Take  me  off  the  tax  rolls.” 

I  think  a  more  generous  reduction 
should  be  made  in  the  lower  income 
brackets;  but  if  that  is  to  be  done  ex¬ 
clusively  by  a  sizable  raise  in  the  per- 
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sonal  exemption,  some  persons  would  be 
entirely  removed  from  the  tax  rolls. 

My  point  is  this:  In  this  time  of  great 
stress,  in  this  time  when  we  are  facing 
a  Communist  threat  around  the  world, 
and  a  financial  burden  to  defend  the 
Republic,  to  care  for  our  veterans,  and 
to  pay  taxes  for  the  national  defense, 
there  is  more  equity  in  saying  to  most 
people,  “You  should  pay  something,  even 
though  you  are  entitled  to  a  generous 
reduction,”  than  to  say  to  8  million,  “You 
need  pay  no  more  taxes.”  Especially  in 
times  like  these,  citizens  want  to  pay 
something.  That  is  what  disturbs  me 
about  the  Senator’s  amendment. 

Mr.  GORE.  I  thank  the  distinguished 
Senator  from  Nebraska.  In  response  to 
his  point  of  view,  any  answer  to  almost 
any  question  raised  about  a  300-page- 
plus  bill  must  be  complicated.  I  should 
like  to  begin  by  acknowledging  to  the 
Senate,  quite  frankly,  that  even  if  my 
amendment  were  adopted,  I  would  still 
vote  against  passage  of  the  bill.  Let  me 
explain  that  statement.  ' 

I  have  said  earlier  that  I  thought  there 
were  times  when  economic  conditions 
under  which  it  was  inadvisable  to  have 
a  balanced  budget.  *  I  am  not  one  of 
those  who  thinks  that  the  sole  and  only 
purpose  of  taxation  is  to  meet  govern¬ 
mental  expenditures.  I  believe  a  fiscal 
policy  can  be  used,  and  should  be  used, 
for  the  implementation  of  economic  and 
social  policies.  When  we  are  experienc¬ 
ing  recessionary  conditions,  one  of  our 
most  effective  weapons  is  fiscal  policy. 
If  it  is  desired  to  describe  it  by  an  ugly 
word,  call  it  deficit  financing;  call  it 
spending. 

But  I  do  not  think  we  are  now  in  the 
kind  of  circumstances  when  a  general, 
massive  deficit  financing  program  is  jus¬ 
tified.  There  are  problems  in  our  so¬ 
ciety,  such  as  structural  unemployment, 
which  need  specific  treatment.  There 
is  the  problem  of  vocational  training  of 
teenagers  who  are  coming  into  the  labor 
market  without  skills.  But  the  bill  does 
not  provide  for  them.  This  is  scattergun 
treatment,  and  such  treatment  is  not 
called  for. 

The  bill  is  tailored  for  economic  re¬ 
cessionary  conditions  which  do  not  pre¬ 
vail.  The  rationale  on  which  the  bill  was 
based  has  vanished  into  thin  air.  That 
is  why  I  say  that  even  though  my  amend¬ 
ment  were  adopted,  I  would  not  then  vote 
for  passage  of  the  bill,  a  bill  which  would 
make  such  a  gigantic  reduction  in  gov¬ 
ernmental  revenue  at  this  time. 

Suppose,  as  a  result  of  the  hoped  for 
stimulation,  there  were  a  repeat  perform¬ 
ance  of  the  1954-57  period.  Suppose  we 
used  this  great  weapon  of  fiscal  policy, 
and  then  find,  18  months  from  now,  that 


consumer  demand  is  not  sufficient  to 
utilize  plant  and  facilities  which  are  al¬ 
ready  in  existence,  and  which  would  be 
augmented  by  the  bill.  What  weapon 
would  then  be  used?  Would  we  cut  taxes 
again,  in  order  to  balance  the  budget  at 
some  other  time  in  the  even  more  indefi¬ 
nite  future? 

I  say  that  this  is  unsound  fiscal  pol¬ 
icy.  A  tax  cut  is  a  powerful  weapon,  but 
it  is  being  used  at  the  wrong  time  and 
in  the  wrong  way. 

The  distinguished  Senator  from  Ne¬ 
braska  I  Mr.  Curtis]  cites  the  need  for 
tax  relief  for  persons  in  low-income 
brackets;  but  he  says  they  are  not  ask¬ 
ing  to  be  removed  from  the  tax  rolls.  I 
ask  every  Senator  to  examine  his  mail 
and  see  if  he  can  determine  any  demand 
for  the  passage  of  the  bill.  Where  does 
the  demand  come  from?  It  comes  from 
those  who  would  be  the  principal  bene¬ 
ficiaries  or  the  inequitable  reductions  in 
taxes  that  would  be  made  by  the  bill. 

Mr.  ERVIN.  Mr.  President,  will  the 
Senator  from  Tennessee  yield  for  a  ques¬ 
tion? 

Mr.  GORE.  I  yield. 

Mr.  ERVEN.  Did  not  Lord  Keynes,  the 
English  economist,  teach  that  govern¬ 
ment  can  justify  spending  more  than  it 
receives  in  income  in  time  of  depression 
in  order  to  relieve  the  economic  con¬ 
ditions,  but  that  in  times  of  prosperity 
the  government  should  collect  in  rev¬ 
enues  more  than  it  expends?  Was  not 
that  the  theory  he  advanced? 

Mr.  GORE.  I  believe  it  can  fairly  be 
said  that  that  is  basic  Keynesian  theory. 

Mr.  ERVIN.  Is  the  Senator  from 
Tennessee  aware  of  the  fact  that  many 
theoretical  economists  have  now 
amended  that  theory,  to  this  effect:  that 
in  times  of  depression  the  Government 
should  spend  more  than  its  revenues,  in 
order  to  relieve  economic  conditions; 
and  that  in  times  of  prosperity  the 
Government  should  also  spend  more 
than  it  receives,  in  order  to  forestall  any 
future  possibility  of  a  depression? 

Mr.  GORE.  I  prefer  to  have  econo¬ 
mists  who  take  that  position  spell  it  out 
themselves. 

I  think  the  Senator  from  North  Caro¬ 
lina  has  reasonably  stated  their  con¬ 
tention;  but  I  point  out  that  yesterday 
I  placed  in  the  Record  an  article — from 
the  New  York  Times — in  which  it  was 
stated  that  many  of  the  leading  econo¬ 
mists  are  now  having  sober  second 
thoughts  about  what  they  had  recom¬ 
mended  and  about  what  they  had  stated 
in  regard  to  the  effects  of  this  bill.  Now 
they  are  wondering  whether  it  is  advis¬ 
able  for  Congress  to  proceed  to  enact 
this  bill,  because  it  is  feared  that  one  of 
the  effects  of  this  massive  deficit  financ- 
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ing  at  a  time  when  we  are  at  the  peak 
of  prosperity  might  be  overstimulation 
which  would  be  followed  by  a  recession¬ 
ary  condition  which  might  be  severe. 

Mr.  ERVIN.  Mr.  President,  will  the 
Senator  from  Tennessee  yield  further  to 
me? 

Mr.  GORE.  I  yield. 

Mr.  ERVIN.  A  moment  ago  the  Sen¬ 
ator  from  Tennessee  referred  to  the  fact 
that  about  1953  Congress  enacted  a  tax 
cut  bill.  As  I  recall,  it  took  effect  on 
January  1,  1954.  Did  not  the  same  siren 
voices  that  we  now  hear  sing  the  same 
siren  song  to  Congress  at  that  time — 
namely,  that  if  Congress  would  make 
that  tax  reduction,  it  would  stimulate 
the  economy,  so  that  there  could  be  a 
period  of  prosperity  and  a  balancing  of 
the  budget? 

Mr.  GORE.  That  is  correct.  In  that 
connection,  I  might  point  out  that  four 
steps  were  taken  in  cutting  taxes  in  1954. 
First,  the  bill,  H.R.  8300,  cut  $1,500  mil¬ 
lion  from  the  taxes  of  individuals  and 
corporations.  Second,  the  excess  profits 
tax  was  repealed — and  that  action 
amounted  to  a  further  cut  of  $1,600  mil¬ 
lion.  Third,  there  was  a  10-percent 
across-the-board  reduction  in  individ¬ 
ual  taxes,  which  amounted  to  $3  billion. 
Fourth,  the  excise  taxes  were  reduced 
by  $1  billion.  Total  tax  reduction  in  1954 
was  more  than  $7  billion.  As  I  have 
already  said,  that  reduction  amounted 
to  approximately  the  same  percentage  of 
the  then  gross  national  product  as  does 
the  pending  $11,700  million  bill. 

The  Senator  from  Ohio  has  cited  the 
results:  stimulation  of  certains  portions 
of  the  economy  in  1955  and  1956.  But 
let  us  -consider  what  followed. 

Durihg  the  course  of  what  followed,  it 
was  my  lot  to  lead  the  fight  on  this  floor 
in  endeavoring  to  obtain  an  acceleration 
of  the  highway  program  and  in  endeav¬ 
oring  to  obtain  a  public  works  program. 
I  did  that  because  I  found  that  in  my 
State  and  in  other  States,  thousands  of 
persons  were  in  breadlines  because  they 
were  unemployed.  A  serious  recession 
existed.  Not  only  did  I  lead  the  fight  for 
public  works  bills  at  that  time,  but  Presi¬ 
dent  Eisenhower  signed  those  bills  into 
law. 

I  do  not  predict  that  a  recession  would 
soon  follow  the  enactment  of  the  pending 
bill;  but  I  say  that  those  who  predicted 
a  recession  in  1964  certainly  made  a  mls- 
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calculation;  and  I  question  the  wisdom  of 
having  Congress  proceed  to  enact  the 
pending  bill  as  insurance  against  a  re¬ 
cession  in  1964,  when,  instead  of  a  re¬ 
cession,  we  have  the  very  opposite. 

I  also  question  the  assertion  that 


enactment  of  the  pending  bill  would  re¬ 
sult  in  a  general  stimulation  of  the  econ¬ 
omy,  inasmuch  as  the  problems  con¬ 
fronted  by  our  society  are  not  general, 
but  are  specific.  In  a  moment,  I  shall 
discuss  that  point  further;  but  at  this 
time  I  am  glad  to  yield  further  to  the  dis¬ 
tinguished  Senator  from  North  Carolina, 
if  he  so  desires. 

Mr.  ERVIN.  Yes,  Mr.  President.  I  wish 
to  ask  the  Senator  from  Tennessee 
whether  it  was  predicted — as  a  basis  for 
the  cutting  of  taxes  in  1954 — that  that 
action  would  be  a  prelude  to  congres¬ 
sional  action  in  balancing  the  budget. 

Mr.  GORE.  Yes. 

Mr.  ERVIN.  However,  instead  of  ac¬ 
tion  by  Congress  in  the  intervening  years 
to  balance  the  budget,  will  not  the  Fed¬ 
eral  Government  by  the  end  of  the  next 
fiscal  year  have  operated  in  the  red  to 
the  extent  of  $46.4  billion  additional, 
since  the  time  when  that  tax  cut  was 
made? 

Mr.  GORE.  That  is  correct.  The  dis¬ 
tinguished  senior  Senator  from  Virginia 
[Mr.  Byrd]  referred  to  this  point  in  the 
course  of  the  first  speech  made  during 
the  debate  on  the  pending  bill.  Instead 
of  having  the  predicted  effect,  that  tax 
cut  has  had  the  very  opposite  effect. 

Mr.  ERVIN.  And  has  not  the  Secre¬ 
tary  of  the  Treasury  joined  the  ranks  of 
the  financial  prophets,  and  predicted 
that  even  with  the  enactment  of  the 
pending  bill,  we  could  not  look  for  any 
possibility  of  a  balanced  budget  before 
the  fiscal  year  1967? 

Mr.  GORE.  That  is  correct. 

Mr.  ERVIN.  Mr.  President,  will  the 
Senator  from  Tennessee  yield  further? 

Mr.  GORE.  I  yield. 

Mr.  ERVIN.  Will  the  Senator  from 
Tennessee  engage  in  a  surmise  on  the 
following  point:  If  the  Federal  Govern¬ 
ment  is  not  willing  to  limit  its  expendi¬ 
tures  to  its  income,  at  a  time  when  Fed¬ 
eral  officials  brag  that  the  Nation  has 
the  highest  gross  national  product  in 
history,  can  the  Senator  from  Tennes¬ 
see  predict  when  the  Federal  Govern¬ 
ment  will  place  such  a  limitation  on  its 
conduct? 

Mr.  GORE.  I  shall  answer  that 
question  by  asking  a  question  which  has 
previously  been  asked  on  the  floor  of  the 
Senate — as  follows:  Unless  the  United 
States  can  have  a  balanced  budget  when 
its  prosperity  is  at  an  alltime  high,  when 
can  it  have  a  balanced  budget?  Does 
that  question  answer  the  question  the 
Senator  from  North  Carolina  has  asked? 

Mr.  ERVIN.  Yes;  and  I  thank  the 
Senator  from  Tennessee  for  yielding  and 
for  his  very  informative  and  illuminat¬ 
ing  answers  to  my  questions. 

Mr.  GORE.  I  thank  the  Senator  from 
North  Carolina. 
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Mr.  PROXMIRE.  Mr.  President,  at 
this  point  will  the  Senator  from  Ten¬ 
nessee  yield  briefly  to  me? 

Mr.  GORE.  I  yield. 

Mr.  PROXMIRE.  I  wish  to  state  that 
the  Senator  from  Tennessee  is  absolutely 
correct  when  he  says  that  if  we  cannot 
have  a  balanced  budget  in  a  period  of  un¬ 
paralleled  prosperity,  we  can  never  have 
a  balanced  budget. 

I  also  point  out  that  we  are  now  en¬ 
joying  a  period  of  unparalleled  pros¬ 
perity  in  peacetime.  Certainly  in  time 
of  war,  all  the  Nation’s  resources  must 
be  working  full  time  on  the  war  effort, 
and  at  such  a  time  we  cannot  expect  to 
have  a  balanced  budget,  but  at  that  time 
must  make  the  very  heaviest  expendi¬ 
tures  of  all. 

Therefore,  if  we  are  ever  to  have  a 
chance  to  come  close  to  balancing  the 
budget,  we  should  do  it  in  the  coming 
year.  Does  the  Senator  from  Tennessee 
believe  that  is  true? 

Mr.  GORE.  Yes,  I  do. 

Mr.  LAUSCHE.  Mr.  President,  at  this 
point  will  the  Senator  from  Tennessee 
yield  to  me? 

Mr.  GORE.  I  yield. 

Mr.  LAUSCHE.  I  wish  briefly  to  sup¬ 
plement  the  statement  the  Senator  from 
Wisconsin  has  made.  Our  debt  will  rise 
to  $330  billion  before  this  year  is  over. 
We  are  in  the  height  of  prosperity,  even 
though  we  recognize  that  a  considerable 
number  of  persons  are  out  of  work. 
Three  million  of  the  people  of  the  United 
States  are  holding  two  jobs;  and  in  11 
million  families,  both  the  husband  and 
the  wife  are  at  work.  Deposits  almost 
unparalleled  in  size  have  been  placed  in 
the  savings  banks  and  the  building  and 
loan  companies  and  in  investments  in 
bonds,  and  almost  unparalleled  purchas¬ 
ing  power  is  prevalent  throughout  the 
country. 

If,  during  a  period  of  prosperity,  we  do 
not  put  ourselves  in  shape  economically 
to  develop  a  reserve  on  which  to  draw  in 
the  event  of  war,  where  will  we  be? 
What  will  we  have  to  draw  upon  if  our 
debt  is  $330  billion  and  inordinate  de¬ 
mands  are  made  upon  us?  There  will 
be  no  reserve.  There  will  be  no  fat.  It 
will  be  a  tragic  day  when  we  begin  to 
sell  savings  bonds  to  face  the  problem 
that  will  then  confront  the  country. 

I  should  like  to  ask  the  Senator  from 
Tennessee  a  question:  What  is  the  Sen¬ 
ator’s  recollection  of  the  words  that  were 
spoken  by  Dr.  Heller  and  Secretary  Dil¬ 
lon  as  to'  the  absolute  need  of  immedi¬ 
ate  passage  of  the  bill  in  1963  so  as  to 
avoid  a  financial  debacle? 

I  know  what  the  answer  is.  I  have 
read  the  testimony.  Every  word  cries 
out,  “Pass  it  quickly.  We  cannot  wait.” 


Mr.  GORE.  I  do  not  recall  any  in¬ 
stance  in  history  when  a  President  of 
the  United  States  or  the  chief  executive 
of  any  State  had  great  difficulty  per¬ 
suading  its  legislative  branch  to  reduce 
taxes.  Indeed,  most  Governors  and  most 
Presidents  have  great  difficulty  persuad¬ 
ing  their  legislative  branches  to  raise 
enough  revenue  to  make  ends  meet. 

We  have  a  paradoxical  situation  in 
which  the  Chief  Executive  of  the  United 
States — both  President  Johnson  and  the 
late  and  beloved  President  Kennedy — 
has  been  going  over  the  heads  of  Con¬ 
gress  for  months,  telling  the  American 
people  that  what  they  really  need  is  for 
that  pesky  Congress  to  reduce  taxes. 

Obviously,  those  of  us  who  serve  in 
the  legislative  branch,  and  who  must 
seek  the  approval  of  our  constituents, 
could  not  enjoy  a  greater  political  lux¬ 
ury  than  voting  to  cut  taxes. 

Why  has  Congress  been  reluctant? 
Why  has  the  Senate  Finance  Committee 
been  reluctant?  It  is  because,  in  my 
humble  judgment,  very  few  Senators 
have  been  sincerely  convinced  that  this 
is  a  sound  thing  to  do. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

The  PRESIDING  OFFICER  (Mr. 
Walters  in  the  chair) .  Does  the  Sena¬ 
tor  from  Tennessee  yield  to  the  Senator 
from  Ohio? 

Mr.  GORE.  I  am  glad  to  yield. 

Mr.  LAUSCHE.  I  have  not  heard  this 
point  raised  before,  but  it  is  a  paradoxi¬ 
cal  situation  that  with  the  normal  trend 
of  legislators  to  reduce  taxes,  there  has 
been  difficulty  on  the  part  of  those  in 
charge,  and  those  recommending  reduc¬ 
tion,  to  convince  Congress  that  it  is 
sound.  The  ordinary  political  impulse 
would  be,  “Let  us  cut  taxes,  and  then 
go  back  home  and  tell  the  people  we 
have  made  the  cuts,  and  thus  emerge 
triumphant  from  the  next  election.” 

But,  the  Congress  does  not  want  to  do 
that.  And  why  not?  Because  there  are 
many  who  believe  that  if  these  expecta¬ 
tions  go  wrong,  and  the  product  is  not 
such  as  has  been  promised,  there  may  be 
calamitous  repercussions  throughout  the 
country. 

Mr.  GORE.  Lest  the  extent  of  my 
remarks  upon  the  fiscal  policy  involved 
tend  to  obscure  my  views  as  to  the  in¬ 
advisability  of  the  bill,  let  me  say,  before 
yielding  further,  that  even  if  such  tax 
reduction  as  is  now  proposed  is  deemed 
advisable,  we  have  the  wrong  kind  of 
bill.  It  does  not  provide  stimulation  to 
the  economy  where  stimulation  is  needed. 
It  gives  most  relief  to  those  who  need 
it  least  and  provides  no  solution  what¬ 
soever  ftff  the  most  pressing  problems 
of  our  people. 

What  are  some  of  those  problems? 
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Do  we  face  the  problem  of  higher  cor¬ 
porate  profits?  I  do  not  believe  so.  I 
believe  the  greatest  and  most  pressing 
needs  of  our  people  can  be  found  in 
the  inadequacy  of  education,  in  the  need 
to  complete  our  highway  program,  in 
the  need  for  more  hospitals,  for  housing 
for  people  of  low  income,  for  the  elim¬ 
ination  of  unemployment,  for  public 
facilities,  for  purification  of  our  streams, 
for  vocational  education  for  youngsters 
who  are  coming  into  the  labor  market 
by  the  millions  without  any  skills. 

All  these  things  cost  money.  So,  in¬ 
stead  of  providing  a  solution  for  the 
pressing  problems  of  our  people,  the  bill 
would  seriously  impair  the  capacity  of 
the  Government  to  provide  a  solution  by 
reducing  the  percentage  of  gross  na¬ 
tional  product  that  would  go  into  gov¬ 
ernmental  revenue. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  GORE.  The  Senator  from  New 
Mexico  [Mr.  Ant>erson  1  has  been  on  his 
feet  for  some  time,  and  I  should  like  to 
yield  to  him  first,  if  I  may. 

Mr.  SMATHERS.  Most  certainly. 

Mr.  ANDERSON.  I  thank  the  Sena¬ 
tor  from  Tennessee.  The  Senator  from 
Tennessee  has  mentioned  the  question  of 

[P.  1780 ] 

reluctance  on  the  part  of  Congress  as 
expressed  in  committee,  to  pass  the  bill. 
The  Senator  knows  .that  the  vote  in  the 
Finance  Committee  was  12  to  5  to  report 
the  bill.  The  Senator  would  not  regard 
that  as  reluctance,  would  he? 

Mr.  GORE.  I  would  not  regard  the 
vote  as  an  expression  of  reluctance,  but 
I  would  so  regard  the  expressions  of 
many  of  my  colleagues  in  the  executive 
sessions  as  questioning  the  wisdom  and 
advisability  of  the  policy. 

Mr.  ANDERSON.  The  Senator  has  an 
amendment  pending.  Would  that  in¬ 
crease  the  tax  deficit,  or  would  it  de¬ 
crease  it? 

Mr.  GORE.  It  would  increase  the 
deficit. 

Mr.  LAUSCflE.  Mr.  President,  will 
the  Senator  from  Tennessee  yield  at 
that  point? 

Mr.  SMATHERS.  If  the  Senator  from 
Tennessee  will  yield  to  me,  I  should  like 
to  state  that  the  Senator  has  been  most 
cooperative  and  helpful.  I  wonder  if 
we  might  enter  into  some  agreement  as 
to  when  the  Senate  could  vote  on  this 
particular  amendment,  inasmuch  as  the 
Senator  has  another  amendment  to  offer 
later. 

Mr.  GORE.  I  am  in  flight  right  now, 
and  I  do  not  wish  to  come  down  to  earth 
quite  so  quickly. 

Mr.  SMATHERS.  I  understand. 


Mr.  LAUSCHE.  Mr.  President,  will  the 
Senator  yield  to  me  at  this  point? 

Mr.  GORE.  I  yield. 

Mr.  LAUSCHE.  Earlier  in  the  discus¬ 
sion,  the  Senator  from  Tennessee  made 
the  statement  that  if  a  cut  of  $11.7  bil¬ 
lion  would  help  to  put  everyone  to  work, 
stop  the  outflow  of  gold,  insure  the  usa¬ 
bility  of  the  maximum  capacity  of  manu¬ 
facturing  concerns,  and  balance  the 
budget,  we  probably  could  achieve  all 
these  things  still  more  quickly  by  increas¬ 
ing  the  deficit.  I  concur  in  that  view. 

If  the  more  we  spend  and  the  less  we 
tax  the  better  off  we  are,  we  might  as 
well  accept  that  principle  now  and  place 
no  limitation  upon  how  far  we  will  go 
in  reducing  the  taxes. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  am  glad  to  yield. 

Mr.  PROXMIRE.  The  Senator  from 
Tennessee  yields  at  an  appropriate  and 
propitious  time.  The  Senator  from  Ohio 
and  the  Senator  from  Tennessee  are 
taking  part  in  wrhat  I  believe  to  be  an 
important  colloquy  on  the  bill,  because 
the  impact  of  the  bill  is  not  confined  to 
what  will  happen  next  year  and  the 
year  after;  the  impact  of  the  bill  may 
primarily  flow  from  the  abandonment 
of  principle  which  is  involved.  For  the 
very  first  time  in  a  period  of  prosperity, 
Congress  is  deliberately  reducing  reve¬ 
nues  so  that  we  shall  not  have  a  balanced 
budget,  on  the  economic  theory  that  the 
Government  has  a  responsibility  and  a 
duty  to  the  economy  to  run  a  deficit  as 
long  as  we  have  4  percent  or  more  unem¬ 
ployment. 

Once  that  theory  is  accepted,  it  seems 
to  me  that  we  have  a  principle  well  es¬ 
tablished,  namely,  that  Congress  should 
consistently  plan  not  to  raise  sufficient 
revenue  to  balance  the  budget  in  the 
future — in  9  years  out  of  10  or  more. 

I  call  to  the  attention  of  the  Senator 
from  Tennessee  the  fact  that  we  have 
had  unemployment  exceeding  4  percent 
almost  every  year  during  the  last  50 
years  of  peacetime,  with  the  exception 
of  3  or  4  years.  In  wartime  we  have  had 
less  than  4  percent  unemployment  but 
of  course  the  huge  Federal  spending  in 
those  years  immensely  increased  our 
deficits  and  unbalanced  the  budget. 
That  means  that  we  are  in  this  tax  cut 
bill  adopting  the  deliberate,  calculated 
policy  and  principle  that  we  should 
have  an  unbalanced  budget  pretty  much 
indefinitely.  I  submit  that  the  Senator 
from  Tennessee  is  correct  in  his  state¬ 
ment  that  if  the  bill  would  solve  our 
problem  of  unemployment,  the  argument 
for  it  would  be  very  strong,  indeed.  But 
as  the  Senator  from  Tennessee  has 
shown  so  well,  the  bill  does  not  go  to 
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the  root  cause  of  unemployment  at  the 
present  time.  The  proposal  is  not  the 
best  or  most  efficient  way  to  solve  the 
kind  of  unemployment  which  now  exists. 
The  bill  would  not  put  any  unskilled 
person  to  work  if  he  did  not  have  the 
skills  which  are  needed. 

The  proposal  would  not  put  any  un¬ 
employed  person  who  is  out  work  because 
he  belongs  to  a  minority  to  work.  The 
bill  would  not  help  others  who  cannot 
qualify  for  employment.  Certainly  of 
all  the  groups  in  America  that  are  sure 
to  be  left  out  of  the  tax  cut — at  least  the 
direct  consequences  of  it — the  unem¬ 
ployed  are  No.  1.  They  do  not  have  a 
paycheck. 

Mr.  GORE.  Mr.  President,  I  concur 
in  the  statement  of  the  distinguished 
Senator  from  Wisconsin.  The  bill  is  pro¬ 
posed  as  a  solution  for  problems  which 
we  do  not  have,  but  it  is  no  solution  for 
the  problems  which  we  do  have.  Our 
people  have  many  pressing  problems. 
The  problem  is  not  profits,  bigger  divi¬ 
dends  or  a  higher  stock  market,  which  is 
full  of  air  now  in  anticipation  of  greater 
dividends  as  a  result  of  the  proposed  tax 
cut.  Do  we  need  to  stimulate  the  stock 
market  more? 

I  shall  now  leave  at  rest,  if  I  may,  the 
advisability  of  passing  an  $11  billion  tax 
cut  as  insurance  against  recession  in 
1964.  I  shall  proceed  now  to  discuss  the 
second  theory  on  which  it  has  been  ad¬ 
vocated,  which  was  referred  to  earlier  by 
the  senior  Senator  from  Ohio,  and  that  is 
that  we  need  to  pass  the  bill  to  provide 
stimulation  for  our  economy. 

I  ask,  Where  do  we  need  stimulation? 
Do  we  need  to  stimulate  the  production 
of  automobiles?  We  do  if  there  is  a 
demand  for  more  automobiles.  But  is 
anyone  suggesting  that  there  is  a  short¬ 
age  of  capacity  to  produce  automobiles? 
Do  we  need  to  stimulate  greater  produc¬ 
tive  capacity  in  the  manufacturing  in¬ 
dustry?  I  would  say  yes,  if  we  can  stim¬ 
ulate  the  demand  for  the  product  of  our 
industry. 

The  fact  is  that  about  15  percent  of  our 
plant  capacity  is  now  idle.  Our  problem 
is  not  lack  of  productive  capacity;  it  is 
lack  of  demand  to  utilize  the  productive 
capacity  that  we  have.  Therefore  I  ask 
again,  What  kind  of  stimulation  do  we 
need?  Do  we  need  the  kind  of  stimula¬ 
tion  that  will  bring  more  overtime  work 
for  the  highly  skilled  workers  who  are 
already  in  great  demand? 

The  President  of  the  United  States  has 
suggested  to  the  Congress  that  we  pass 
a  bill  which  would  grant  to  the  executive 
branch  of  the  Government  the  power  to 
impose  double  time  for  overtime.  Do  we 
need  a  stimulation  of  demand  for  that 


scarce  commodity,  which  is  the  techni¬ 
cally  skilled  labor  force? 

I  believe  that  we  need  to  stimulate 
demand  if  we  need  to  stimulate  any¬ 
thing.  But  there  again  the  problem  is 
specific.  I  am  not  sure  that  Mr.  Henry 
Ford  needs  the  stimulation  of  consumer 
demand.  I  am  not  sure  that  the  vast 
benefits  that  would  be  given  under  the 
bill  to  people  in  the  high  brackets  is  the 
kind  of  consumer  stimulation  which 
would  provide  either  social  justice  or 
economic  well-being.  If  we  need  stimu¬ 
lation  of  our  economy  in  a  general  way — 
which  I  question — the  kind  of  general 
stimulation  that  we  need  is  in  consumer 
demand. 

How  do  we  stimulate  consumer  de¬ 
mand?  By  giving  employment  to  those 
who  are  unemployed.  If  we  attempt  to 
do  so  by  the  tax  route,  we  should  provide 
tax  reduction  to  the  people  who  spend 
everything  they  can  get  for  food,  cloth¬ 
ing,  shelter,  transportation,  and  educa¬ 
tion  for  their  children. 

I  come  now  to  the  pending  amend¬ 
ment. 

Mr.  PROXMIRE.  Mr.  President,  be¬ 
fore  the  Senator  does  so,  will  he  yield? 

Mr.  GORE.  I  yield. 

Mr.  PROXMIRE.  What  the  Senator 
has  said  is  true.  His  argument,  as  I  un¬ 
derstand  it,  is  that  we  have  plenty  of 
capacity  to  produce  what  is  needed  by 
the  American  people.  I  should  like  to 
call  to  the  Senator’s  attention  some 
statistics  with  which  he  is  probably  fa¬ 
miliar.  The  internal  sources  of  funds  for 
American  corporations  have  become  so 
great  that  it  is  no  longer  necessary — 
and  has  not  been  for  the  last  3  or  4 
years — for  American  corporations  to 
borrow  money  in  the  open  market  or  to 
sell  securities  in  order  to  finance  vir¬ 
tually  all  their  needs. 

I  point  out  to  the  Senator  that  as  a 
result,  in  part,  of  the  accelerated  depre¬ 
ciation  regulation  which  the  Treasury 
decided  upon  a  year  ago  and  the  1962- 
passed  investment  credit,  which  added 
another  $1  billion  tax  cut  for  corpora¬ 
tions,  and  because  our  depreciation  pol¬ 
icy  has  been  adequate,  we  had  a  situation 
in  1963,  according  to  the  just  released 
annual  Economic  Report  of  the  President 
in  which  the  total  investment  in  plant 
and  equipment  was  $33.5  billion. 

Mr.  LAUSCHE.  Mr.  President,  I 
should  like  to  ask  the  Senator  what  he 
is  reading  from. 

'Mr.  PROXMIRE.  I  am  referring  to 
page  285  of  the  President’s  Economic  Re¬ 
port.  The  internal  sources  of  funds 
were  $37.6  billion.  In  other  words,  cor¬ 
porations  had  far  more  than  enough — 
$4  billion  mdre  from  their  own  internal 
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sources — to  provide  all  they  needed  to 
construct  all  of  the  plant  and  equipment 
which  they  needed  in  1963  without  bor¬ 
rowing  a  single  dollar  and  without  sell¬ 
ing  a  single  share  of  stock  in  the  market. 
[P.  1781 ] 

Mr.  GORE.  Or  without  a  single  tax 
cut. 

Mr.  PROXMIRE.  That  is  correct. 
The  Senator’s  point  is  that  the  argument 
that  we  need  a  corporate  tax  cut  in  or¬ 
der  that  corporations  may  have  more 
money  to  build  plants  flies  in  the  face  of 


the  statistics  from  the  Council  of  Eco¬ 
nomic  Advisers,  which  has  provided  this 
information. 

With  the  Senator’s  permission — and  I 
will  do  it  only  with  his  permission — I 
should  like  to  place  in  the  Record  at  this 
points  a  table  from  page  285  of  the  Pres¬ 
ident’s  Economic  Report. 

Mr.  GORE.  Mr.  President,  I  ask  unan¬ 
imous  consent  that  it  be  included  at  this 
point  in  the  Record.  / 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows: 


Table  C-66. — Sources  and  uses  of  corporate  funds,  1952-63  1 


[Billions  of  dollars] 


Source  or  use  of  funds 

1952 

1953 

1954 

1955 

1956 

1967 

1958 

1959 

1960 

1961 

1962 

1963  3 

Total  uses . . . . 

27.3 

28.2 

24.0 

45.1 

39.5 

37.9 

31.5 

46.8 

39.3 

42.3 

48. 1 , 

51.1 

Plant  and  equipment  outlays _ 

22.4 

23.9 

22.4 

24.2 

29.9 

32.7 

26.4 

27.  7 

30.8 

29.  6 

32.  0 

33.6 

Inventories  (book  value) _ 

1.3 

1.8 

-1.6 

6.7 

7.6 

2.1 

-2.4 

6.  6 

2.  5 

1. 8 

3  8 

4  0 

Customer  net  receivables  3 . . 

Cash  and  U.S.  Government  secu- 

3.1 

.7 

2.4 

6.4 

3.3 

2.1 

2.9 

' 5.6 

4.2 

3.5 

5.8 

6.2 

rities . - . 

.1 

1.8 

(*) 

5.0 

-4.3 

-.3 

2.7 

2.9 

-1.7 

2.5 

1.2 

1.8 

Other  assets . . . - 

.4 

(<) 

.8 

2.8 

3.0 

1.3 

1.9 

4.1 

3.5 

4.9 

5.3 

6.6 

Total  sources . - . 

28.1 

30.0 

22.4 

44.8 

42.4 

40.1 

35.7 

51.9 

41.7 

43.6 

52.3 

54.4 

Internal  sources . - . . 

17.8 

19.7 

19.8 

26.6 

27.8 

28.0 

26.0 

31.1 

29.1 

29.6 

34.9 

37.6 

Retained  profits  and  depletion 

allowances _ 

Depreciation  and  amortization 

7.4 

7.9 

6.3 

10.9 

10.5 

8.9 

5.7 

9.5 

6.2 

5.6 

7.0 

8.2 

allowances... _ _ 

10.4 

11.8 

13.5 

15.7 

17.3 

19.1 

20.3 

21.6 

22.9 

24.0 

27.8 

29.4 

External  sources . . 

10.3 

10.3 

2.6 

18.2 

14.6 

12.1 

9.7 

20.8 

12.6 

13.9 

17.4 

16.8 

Federal  Income  tax  liability.... 

-3.1 

.6 

-3.1 

3.8 

-1.7 

-2.2 

-2.5 

2.1 

-1.  6 

.6 

.9 

1.5 

Other  liabilities... . . 

2.4 

2.2 

.4 

2.1 

3.0 

2.1 

1.7 

3.7 

3.2 

1.8 

a  2 

2.6 

Bank  loans  and  mortgage  loans. 

3.1 

.4 

-.6 

5.4 

5.4 

1.7 

1.0 

7.1 

3.0 

2.0 

6.1 

6.4 

Net  new  issues _ 

7.9 

7.1 

6.9 

6.9 

7.9 

10.5 

9.5 

7.8 

8.0 

9.6 

7.1 

6.3 

Discrepancy  (uses  less 

sources) . . 

-.8 

-1.8 

1.6 

.3 

-2.9 

-2.2 

-4.2 

-5.0 

-2.4 

-1.3 

-4.1 

-3.3 

1  Excludes  banks  and  insurance  companies. 

3  Preliminary  estimates. 

*  Receivables  are  net  of  payables,  which  arc  therefore  not  shown  separately. 

4  Less  than  $60  million. 

Source:  Department  of  Commerce  based  on  Securities  and  Exchange  Commission  and  other  financial  data. 


Mr.  GORE.  What  the  Senator  has 
illustrated  is  that  there  is  one  other  thing 
that  is  not  in  short  supply,  and  that  is 
investment  capital.  Indeed,  the  Secre¬ 
tary  of  the  Treasury,  in  a  speech  to  a 
bankers  association  a  few  months  ago, 
said  that  our  times  are  characterized  by 
excess  savings.  Those  were  his  exact 
words. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  In  a  moment. 

There  is  no  shortage  of  investment 
capital.  To  use  a  colloquial  phrase,  it  is 
running  out  of  our  ears.  Cash  reserves 
are  the  highest  in  history — not  only 
those  of  manufacturing  corporations  but 
of  financial  institutions.  Personal  sav¬ 
ings  are  at  an  alltime  high,  as  the  Sena¬ 
tor  stated  and  illustrated  from  the  Presi¬ 
dent’s  Economic  Report. 

So,  once  again,. we  have  a  bill  that  is 


proposed  as  a  solution  for  problems  that 
do  not  exist,  and  it  is  the  wrong  kind  of 
solution  for  the  problems  that  do  press 
upon  our  people. 

Now  I  yield  to  the  Senator  from  New 
Mexico. 

Mr.  ANDERSON.  I  was  not  con¬ 
cerned  with  what  the  Senator  from  Ten¬ 
nessee  was  saying  as  I  was  with  what  the 
Senator  from  Wisconsin  was  saying.  It 
seems  to  me  the  Senator  from  Wisconsin 
was  suggesting  that  there  is  no  need  for 
special  financing  on  the  part  of  corpora¬ 
tions.  I  wish  he  would  check  Into  the 
corporations  that  have  been  in  the  mar¬ 
ket,  and  are  now  in  the  market,  to  bor¬ 
row  money.  Perhaps  they  do  not  know 
what  they  need,  but  there  they  are  just 
the  same. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  GORE.  I  yield. 
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Mr.  PROXMIRE.  First,  I  call  atten¬ 
tion  to  the  fact  that  the  Senator  from 
New  Mexico  has  in  Lis  hand  a  copy  of 
the  Wall  Street  Journal. 

Mr.  ANDERSON.  Yes. 

Mr.  PROXMIRE.  If  he  will  look  at 
the  Dow-Jones  index,  with  which  I  am 
sure  he  is  familiar,  he  will  find  that  stock 
prices  are  at  very  nearly  an  all-time 
high;  that  the  corporations  of  America 
have  never  been  in  a  better  position  to 
raise  money  on  the  market  than  they 
are  today.  There  has  never  been  a  bet¬ 
ter  time  to  raise  money  on  the  equity 
market.  The  market  is  valuing  common 
stock  at  twice  the  level  of  1929. 

Mr.  ANDERSON.  If  the  Senator  is  fol¬ 
lowing  the  Dow-Jones  average,  he  will 
recall  that  some  of  us  made  that  mis¬ 
take  as  far  back  as  1929.  I  hope  we  are 
not  going  to  make  it  again.  It  is  not 
necessarily  an  index  of  how  well  off  we 
are. 

Mr.  PROXMIRE.  The  Dow-Jones  av¬ 
erage  is  overweighted  in  favor  of  the 
blue  chips.  Nevertheless,  it  is  a  rough, 
but  general,  indication  of  the  availability 
of  investment  funds. 

Mr.  GORE.  Mr.  President,  I  should 
like  to  cite  to  the  distinguished  Senator 
from  New  Mexico  the  record  of  the  past 
12-month  period,  1963.  For  an  expan¬ 
sion  of  plant  and  facility  of  approxi¬ 
mately  $35  billion,  corporations  went  on 
the  open  market  to  sell  only  about  $1 
billion  in  common  stock.  Surely,  the 
tendency  toward  internal  financing  has 
been  galloping.  The  corporations  col¬ 
lecting  funds  from  two  sources,  from 
profits  and  from  tax  reduction.  They 
are  not  only  financing  their  expansion 
internally,  but  are  succeeding  in  distrib¬ 
uting  dividends  at  an  alltime  high. 

Several  years  ago,  the  rule  of  thumb, 
for  want  of  a  better  term,  has  been  that 
corporations  would  distribute  in  divi¬ 
dends  50  percent  of  their  after-tax  in¬ 
come.  They  are  now  distributing  66  per¬ 
cent  of  after-tax  income  in  dividends — 
much  of  which  has  come  from  the  tax 
reductions  of  the  last  10  years — which 
are  annually  now  at  a  rate  of  $5  billion 
a  year. 

So  I  believe  the  point  made  by  the 
Senator  from  Wisconsin  is  not  only  valid, 
but  is  amply  proved  by  the  facts. 

I  raised  the  question  a  few  moments 
ago  as  to  what  kind  of  stimulation  our 
economy  needs.  Mr.  Henry  Ford  came 
before  the  Senate  Finance  Committee 
and  testified.  He  was  chairman  of  a 
committee  organized  for  the  purpose  of 
lobbying  for  a  tax  reduction  bill.  He 
came  before  our  committee  and  urged  us 
to  pass  a  bill,  and  pass  it  quickly,  in 
order  to  give  the  mass  of  our  people  an 
increase  in  take-home  pay. 


I  was  delighted  when  he  used  that  term, 
because  I  had  been  trying  to  bring  the 
Treasury  up  to  that  trough  for  quite  a 
while,  but  they  did  not  want  to  drink 
at  that  trough.  The  Secretary  of  the 
Treasury  and  his  assistants  ran  from 
measuring  this  bill  in  terms  of  take-home 
pay  as  if  it  had  been  a  dog  with  hydro¬ 
phobia.  But  Mr.  Henry  Ford  came  right 
up  and  drank  at  that  trough.  He  urged 
the  committee  to  pass  the  tax  bill  to  give 
the  American  people  an  increase  in  take- 
home  pay. 

I  thanked  him,  and  I  asked  him — and 
I  am  paraphrasing  the  colloquy;  it  will 
be  found  in  exact  terms  in  the  hearings — 
if  he  knew  about  what  percentage  in¬ 
crease  in  take-home  pay  would  be  pro¬ 
vided  for  the  average  industrial  worker. 
He  said,  no,  he  had  not  figured  that  out. 
I  remarked  that,  as  a  Senator  under¬ 
taking  to  represent  all  the  people,  I  had 
figured  it  out. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield  so  I  may  inquire  with 
whom  the  Senator  was  discussing  this 
matter? 

Mr.  GORE.  Mr.  Henry  Ford,  who,  a 
few  weeks  ago,  opened  another  plant  in 
Portugal,  where  several  hundreds  of  peo¬ 
ple  will  be  employed,  and  whose  com¬ 
pany,  before  it  opened  that  plant,  al¬ 
ready  employed  abroad  many  thousands. 
Yet  he  came  and  asked  us  to  pass  the 
bill  to  increase  the  take-home  pay  of  the 
people  who  still  have  jobs. 

I  related  to  him  that  the  increase  for 
the  average  worker  in  our  country  would 
be  5  or  6  percent,  or  about  $3  a  week.  He 
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did  not  comment  upon  that  statement 
particularly.  Then  I  asked  if  he  knew 
what  the  increase  in  take-home  pay,  the 
after-tax  income,  would  be  for  a  cor¬ 
poration  executive  with  a  salary  and  bo¬ 
nus  of  $200,000  to  $300,000  a  year.  I  did 
not  say  that  that  was  about  his  land¬ 
mark,  but  I  knew  I  was  looking  at  him. 
He  said,  no,  he  had  not  figured  that  out. 
I  told  him  I  had.  The  increase  in  take- 
home  pay  for  a  corporation  executive  in 
this  bracket  of  taxable  income  would  be 
about  $1,000  a  week. 

I  asked  him  if  he  thought  that  was 
fair.  I  asked  him  if  a  Senator  who  rep¬ 
resented  all  the  people  would  be  acting 
fairly,  in  undertaking  to  stimulate  the 
economy  where  it  needed  stimulation,  if 
he  voted  for  a  bill  to  increase  the  take- 
home  pay  of  the  president  of  a  corpora¬ 
tion  by  $1,000  a  week  or  more,  and  that 
of  the  average  worker  in  a  plant  by  $3 
a  week  or  less.  He  said,  yes,  he  thought 
that  was  fair,  if  one  had  worked  up  in  his 
company.*- 

I  did  not  say  anything,  but  I  leaned 
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back  in  my  chair  and  wondered  how  long 
it  had  taken  him  to  work  up. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  GORE.  Not  just  now.  I  will  yield 
later.  In  case  Senators  wish  to  examine 
this  question  from  the  standpoint  of  so¬ 
cial  justice,  from  the  standpoint  of  the 
increase  in  take-home  pay — and  I  may 
say  that  I  am  complimented  that  so 
many  of  my  colleagues  do  me  the  honor 
of  their  attention — I  ask  them  to  turn 
to  page  190  of  the  committee  report. 
There  they  will  see  a  table,  prepared  at 
my  request,  with  the  approval  of  the 
Committee  on  Finance,  by  the  technical 
staff  of  the  Joint  Committee  on  Internal 
Revenue  Taxation,  headed  by  a  very  able 
and  distinguished  gentleman,  Mr.  Colin 

i  F.  Stam. 

If  Senators  will  look  at  column  8  they 
will  see  the  percentages  of  increase  in 
take-home  pay.  Column  1  is  taxable  in¬ 
come.  “Taxable  income,”  let  me  explain, 
is  income  subject  to  taxation  after  per¬ 
sonal  exemptions  and  deductions  have 
been  taken  off.  This  is  a  term  that  is 
recognized  by  tax  lawyers  and  officials  of 
thev  Treasury.  I  am  talking  about  tax¬ 
able  income.  That  is  the  kind  of  income 
on  which  the  ordinary  citizen  pays  his 
taxes  at  the  stated  rates.  In  the  high 
brackets,  more  is  said  about  capital  gains 
and  alternative  rates.  I  am  talking  now 
about  the  kind  of  income  on  which  peo¬ 
ple  calculate  their  taxes  and  to  which 
they  apply  the  ordinary  income  rates  in 
the  law. 

Mind  you,  Mr.  President,  the  people 
who  get  it  in  the  neck,  so  to  speak,  by 
our  tax  law  are  the  people  on  salaries 
and  wages  and  fees,  or  who  receive  other 
normal  income.  I  am  talking  now  about 
taxable  income  against  which  ordinary 
rates  are  applied.  I  wish  to  nail  that 
down. 

In  column  1  is  taxable  income.  Let  us 
look  at  the  taxable  income  of  $4,000. 
That  is  not  very  far  from  the  average. 
It  may  be  a  little  above  the  average. 
This  is  after  the  exemptions  and  author¬ 
ized  deductions. 

A  man  with  a  taxable  income  of  $4,000 
a  year,  as  is  shown  in  column  8,  receives 
an  increase  in  his  take-home  pay  of  5.6 
percent.  Now  let  us  look  at  the  taxpayer 
who  has  a  taxable  income  of  $8,000.  He 
receives  less  than  a  5-percent  increase  in 
his  take-home  pay,  or  4.7  percent.  We 
are  approaching  now  the  man  in  rather 
comfortable  circumstances,  one  who  has 
a  $12,000  taxable  income.  He  receives 
an  increase  in  his  take-home  pay  of  5 
percent.  Let  us  come  to  $20,000.  That 
is  6.1  percent.  Let  us  come  to  $40,000. 
That  is  9.3  percent. 


I  will  not  tax  the  patience  of  Senators 
too  much.  Let  us  consider  the  man  with 
a  taxable  income  of  $100,000  a  year.  We 
fiind  that  he  has  an  increase  in  his  take- 
home  pay  of  18.2  percent.  Then  let  us 
go  to  the  $200,000-a-year  man.  Now  we 
are  getting  up  where  we  really  need  to 
stimulate  consumer  demand.  These 
people  need  that  third  or  fourth  auto¬ 
mobile.  We  need  to  stimulate  these  peo¬ 
ple  by  this  bill.  That  is  why  they  want 
relief  so  badly.  That  is  why  Mr.  Ford 
organized  his  committee.  That  is  why 
the  Secretary  of  the  Treasury  asked  him 
to  organize  a  political  pressure  commit¬ 
tee.  Of  course  they  want  it.  They  can 
already  taste  it. 

However,  does  the  Senate  want  to  vote 
it?  That  is  what  I  am  asking  Senators. 

A  person  with  a  taxable  income  of 
$200,000  a  year  gets  an  increase  In  his 
after-tax  income  of  36.2  percent. 

Let  us  come  now  to  a  person  with  a 
$600,000  income  a  year.  This  will  really 
stimulate  the  economy.  This  man  can 
build  another  yacht  in  Europe.  That  is 
what  he  may  be  doing.  His  increase  in 
take-home  pay  will  be  100  percent. 
That  is  exactly  double. 

Do  Senators  wish  to  go  home  and  say 
to  the  average  worker  who  toils,  and  who 
has  a  tax  bite  on  his  salary  check  every 
week,  that  his  take-home  pay  has  been 
increased  by  5  percent  and  that  the  cor¬ 
poration  executive’s  take-home  pay  has 
been  increased  by  100  percent? 

As  I  said  yesterday,  what  we  have  is 
an  increase  in  the  take-home  pay  of 
small  percentages  on  small  amounts, 
and  an  Increase  in  take-home  pay  of 
large  percentages  on  large  amounts. 
This  is  the  direct  reverse  of  social  justice. 
This  is  in  Inverse  ratio  to  the  needs  of 
our  people  and  the  traditions  of  the 
Democratic  Party. 

How  did  we  come  to  this  point?  I  will 
not  go  further  with  this  table,  but  there 
is  a  higher  increase  than  100  percent  in 
after  tax  income.  What  kind  of  bill  do 
we  have  ? 

To  answer  the  table  which  was  pre¬ 
pared  by  the  technical  staff  of  the  Joint 
Committee  on  Internal  Revenue  Taxa¬ 
tion,  the  Treasury  Department  prepared 
another  table.  It  undertook  to  show 
that  there  was  no  one  who  had  a  100- 
percent  increase  in  take-home  pay.  Sec¬ 
retary  Dillon  said  the  highest  actual  in¬ 
crease  he  had  come  upon  was  an  84-per¬ 
cent  increase  in  take-home  pay.  I  would 
not  argue  with  him  as  to  the  social  jus¬ 
tice  measured  by  an  84-percent  or  a  100- 
percent  increase  in  take-home  pay.  I 
thought  both  were  out  of  all  proportion 
to  what  we  were  doing  for  the  average 
American.  When  the  Treasury  got 
around  to  explaining  that  not  many  peo¬ 
ple  would  have  this  kind  of  increase  in 
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take-home  pay,  what  was  the  explana¬ 
tion? 

It  was  said  that  people  in  the  higher 
income  brackets  do  not  pay  a  very  high 
rate  of  taxes.  I  ask  the  Senator  from 
Illinois  if  that  is  not  a  fair  interpreta¬ 
tion  of  the  answer. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  GORE;  Let  the  Record  show  that 
the  Senator  from  Illinois  nodded  affirma¬ 
tively  and  said,  “That  is  correct.” 

I  have  just  cited  the  statistics  pre¬ 
pared  by  the  staff  of  the  joint  commit¬ 
tee,  my  staff,  and  me.  Now  I  wish  to 
cite  the  Treasury’s  table.  I  ask  Sena¬ 
tors  to  turn  to  page  181  of  the  commit¬ 
tee  report.  On  this  page  are  two  tables. 
If  Senators  will  do  me  the  honor  of  fol¬ 
lowing  my  statement,  the  first  table  was 
prepared  by  the  Treasury  Department; 
the  second  table  was  prepared  merely 
by  using  the  statistics  of  table  1. 

Senators  will  notice  that  the  basis 
used  here  is  not  “taxable  income”  but 
“adjusted  gross  income.”  What  does 
“adjusted  gross  income”  include?  Per¬ 
haps  I  should  answer  the  question  by 
saying,  first,  what  income  is  excluded 
from  “adjusted  gross  income.”  Tax 
exempt  interest  income  is  not  included; 
that  is,  income  from  municipal  bonds; 
taxpayers  do  not  even  have  to  include 
that  income.  Depletion  allowances  are 
not  included  in  “adjusted  gross  income.” 
Intangible  drilling  costs  are  not  included. 
Business  expenses  are  not  included. 
One-half  of  capital  gains  and  one-half  of 
profits,  which  by  law  are  treated  as  capi¬ 
tal  gains,  are  not  included.  I  believe 
that  is  not  all  of  the  income  that  is  not 
included  in  “adjusted  gross  income,”  but 
these  are  the  principal  items  that  are 
excluded  from  “adjusted  gross  income.” 

But  after  excluding  all  of  these,  and 
then  having  an  adjusted  gross  income  of 
$1  million  a  year,  the  tax  payment,  under 
the  bill  as  it  has  come  to  the  Senate, 
would  be,  for  the  typical  taxpayer,  less 
than  16  percent.  That  is  what  we  have 
been  asked  to  vote  for. 

The  present  law  is  almost  that  bad. 
Under  the  present  law,  instead  of  15.9 
percent,  the  effective  rate  would  be  17.4 
percent.  I  am  trying  to  make  two 
points;  First,  the  present  tax  law  is 
grossly  unfair.  It  is  a  sieve  of  loopholes, 
of  which  only  people  having  vast  finan¬ 
cial  resources  can  take  full  advantage. 
They  take  full  advantage  of  it.  They 
take  advantage  of  it  so  fully  that  the 
Treasury  tells  us  of  a  taxpayer  having 
an  income  of  $28  million  in  1  year  on 
which  he  did  not  pay  1  single  cent  in 
taxes.  Why?  Because  the  law  did  not 
require  him  to  pay. 

Secopd,  instead  of  improving  that 
situation,  which  is  highly  inequitable 
and  unfair,  the  pending  bill  would  make 


it  worse.  The  political  immorality  of 
the  bill,  according  to  my  view,  is  that 
instead  of  proceeding  to  enact  tax  re¬ 
form  that  would  require  all  taxpayers  to 
pay  in  accordance  with  their  ability  to 
pay,  and  that  would  promote  social  jus¬ 
tice  and  economic  fairness,  we  proceed, 
or  I  fear  we  are  proceeding,  to  pass  a 
bill  that  will  make  our  tax  laws  more  in¬ 
equitable  and  give  greater  benefits  to 
those  who  are  already  getting  by  with 
the  payment  of  only  a  small  percentage 
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of  their  income,  even  though  that  income 
is  very  great.  That  is  what  the  Senate 
is  asked  to  vote  for. 

I  took  the  table  on  page  181  and  the 
second  table,  which  is  a  calculation  from 
statistics  contained  in  table  1,  and  asked 
the  Library  of  Congress  to  make  a  chart 
of  effective  tax  rates.  What  are  effec¬ 
tive  tax  rates?  Effective  tax  rates  are 
the  rates  that  taxpayers  pay  on  their 
realized  income. 

I  have  used  another  term  which  I  had 
not  used  before  in  this  discourse — “real¬ 
ized  income.”  What  is  included  in  “re¬ 
alized  income”?  This  is  income  after 
tax  exemptions,  after  depletion  allow¬ 
ances,  after  intangible  drilling  costs, 
after  business  expenses.  Really,  the 
essential  difference  between  adjusted 
gross  income  and  realized  income  is  that 
adjusted  gross  income  includes  only  one- 
half  of  the  profits  made  from  capital 
transactions.  Realized  income  includes 
capital  gains  as  well  as  other  income. 

With  that  explanation,  let  us  look  at 
the  chart  and  see  how  steeply  graduated 
the  effective  tax  rates  are  in  the  lower 
brackets.  I  should  say  for  the  benefit 
of  Senators  who  may  not  be  able  to  read 
the  figures  at  the  distance  from  the  chart 
at  which  they  sit  that  the  amounts  in¬ 
crease  on  the  horizontal  line.  Effective 
tax  rates  are  shown  on  the  perpendicular 
columns  at  both  the  left  and  right  of  the 
chart. 

The  effective  rate  of  taxation  rises  al¬ 
most  perpendicularly  in  the  lower  brack¬ 
ets,  and  is  graduated  steeply  to  the  high 
point  of  $100,000  a  year  of  realized  in¬ 
come. 

What  is  the  effective  rate  of  the  “typ¬ 
ical”  taxpayer  in  that  bracket?  Mr. 
President,  before  I  answer  that  question, 
I  wish  to  state  that  the  word  “typical” 
was  chosen  by  the  Treasury  Department, 
which  undertook  to  show — as  I  have  al¬ 
ready  stated — that  not  many  persons 
would  have  a  large  increase  in  take-home 
pay  because  the  “typical”  taxpayer  in 
the  high  brackets  simply  did  not  pay 
normal  tax  rates  on  the  Income  he  real¬ 
ized.  So  the  word  “typical”  was  selected 
by  the  Treasury  Department. 
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Later,  in  executive  session,  in  consider¬ 
ing  the  question  of  what  the  word  “typ¬ 
ical”  means,  I  believe  it  was  stated  that 
it  related  to  the  average  taxpayer — I  be¬ 
lieve  that  was  the  statement — within  a 
given  income  bracket. 

Mr.  President,  the  American  people 
have  entertained  the  view  that  we  have 
a  steeply  graduated,  progressive  income 
tax  system.  We  do  have,  according  to 
the  law  as  it  was  first  written;  but  since 
that  time,  the  law  has  been  so  riddled 
with  loopholes  as  to  make  a  mockery  of 
the  progressive  income  tax  system. 

Yet  when  the  pending  bill — for  which 
the  Senate  is  asked  to  vote — was  re¬ 
ferred  to  the  committee,  it  was  found 
that  under  the  provisions  of  the  bill  as 
it  then  stood,  the  highest  payment  by 
the  “typical”  taxpayer — one  in  the  $100,- 
000  realized  income  bracket — would  be, 
following  enactment  of  the  bill,  not  70 
percent,  the  highest  rate  stated  in  the 
bill,  not  50  percent,  not  even  30  percent, 
but  only  26.2  percent. 

The  amazing  thing  is  that  from  there 
on,  as  the  income  rises,  the  effective  tax 
rates  go  dpwn,  until — as  Senators  will 
find  when  they  examine  the  second  table 
on  page  181 — a  realized  income  of  $1,500,- 
000  would  be  subject  to  a  tax  of  less 
than  16  percent — actually,  it  would  be 
15.9  percent — on  that  income. 

I  appreciate  the  attention  of  the  sen¬ 
ior  Senator  from  South  Carolina  [Mr. 
Johnston]  .  I  dare  say  that  most  of  the 
people  of  his  State — as  I  believe  would 
be  the  case  with  the  people  of  the  State 
I  have  the  honor  in  part  to  represent — 
would  think  that  a  person  with  an  in¬ 
come  of  $1,500,000  a  year  would  be  pay¬ 
ing  these  confiscatory  taxes.  But  accord¬ 
ing  to  the  Treasury  Department,  the 
“typical”  taxpayer  in  that  income  brack¬ 
et  pays  only  15.9  percent. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Tennessee 
yield? 

Mr.  GORE.  I  yield. 

Mr.  LONG  of  Louisiana.  If  that  tax¬ 
payer  gave  all  of  his  annual  income  to 
charity,  he  would  not  owe  any  tax,  would 
he?  The  chart  is  based  on  the  assump¬ 
tion  that  the  typical  taxpayer  would  be 
paying  approximately  17  percent.  How¬ 
ever,  if  he  gave  all  his  income  to  charity, 
he  would  not  have  to  pay  an  income  tax. 

Mr.  GORE.  Or  if  he  gave  all  of  it  to 
a  family  foundation,  which  might  or 
might  not  be  a  charity,  he  would  not  pay 
any  income  tax,  either;  and  that  is  but 
one  of  the  loopholes  in  the  law. 

Mr.  LONG  of  Louisiana.  But  let  us 
assume  that  he  gave  all  of  it  to  a  church. 

Mr.  GORE.  But  we  are  not  now  dis¬ 
cussing  only  income.  He  would  not 
have  to  give  any  of  his  income  to  char¬ 


ity;  he  could  give  a  painting — at  an  ap¬ 
preciated  value — or  an  estate  with  an  old 
house  that  no  one  wanted  to  heat  any 
more,  but  with  a  high  estimated  market 
value.  The  Treasury  Department  offi¬ 
cials  told  us,  in  executive  session,  that 
such  items  with  an  appreciated  value  re¬ 
ceive,  when  given  to  so-called  charities, 
an  average  tax  valuation  45  times  great¬ 
er  than  their  cost.  Yet,  even  though  the 
painting  cost  $1,000,  on  the  average  the 
taxpayer  would  receive  credit  for  a  char¬ 
itable  donation  valued  at  $45,000. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Tennessee 
yield  further? 

Mr.  GORE.  Yes,  but  first  I  wish  to 
complete  my  statement. 

So,  Mr.  President,  when  I  am  asked 
whether  the  taxpayer  would  have  to  give 
all  of  his  income,  in  order  to  avoid  an 
income  tax  that  year,  the  answer  is  that 
he  would  not  have  to  give  his  income;  he 
merely  would  have  to  give  to  charity  an 
article  which  had  an  estimated  market 
value  equal  to  his  income,  and  then  he 
would  be  scot  free  of  taxes. 

Mr.  President,  I  yield  now  to  the  Sen¬ 
ator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  from  Tennessee. 

Mr.  President,  I  believe  the  Senator 
from  Tennessee  knows  that  inosfar  as 
he  is  able  to  cite  cases  in  which  the 
charitable  contribution  deduction  is  be¬ 
ing  abused,  he  can  expect  some  support 
from  me. 

Mr.  GORE.  I  know  that,  and  I  ap¬ 
preciate  that  fact ;  and  I  compliment  and 
honor  the  Senator  from  Louisiana  be¬ 
cause  of  it. 

Mr.  LONG  of  Louisiana.  On  the  other 
hand,  it  seems  to  me  that  we  should  be 
fair  to  what  I  believe  to  be  the  majority 
of  those  who  make  such  gifts  to  charity. 
Perhaps  the  overwhelming  majority  of 
them  are  not  trying  to  use  their  chari¬ 
table  contributions  as  schemes  by  which 
to  defraud  the  Government  of  taxes.  I 
think  I  know  of  some  persons  who  fall 
in  the  one  category,  and  of  some  who  fall 
in  the  other. 

My  impression  is  that  the  great  ma¬ 
jority  of  those  who  make  charitable  con¬ 
tributions  are  really  sincere,  at  least  in 
their  own  hearts,  in  believing  that  they 
are  trying  to  benefit  society  and  their  fel¬ 
low  men  by  making  those  contributions 
to  charity.  I  was  given  examples  of  a 
number  of  contributions  or  gifts  to  char¬ 
ity-cases  in  which  the  present  value  of 
the  gift  would  be  as  much  as  1,000  times 
the  amount  paid  for  the  article  when  it 
was  originally  acquired.  For  the  most 
part,  in  those  cases  the  present  value  of 
the  gift  was  1,000  times  what  it  had  been 
at  the  time  of  acquisition.  Perhaps 
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stocks  and  bonds  were  involved  in  some 
of  those  cases;  at  any  rate,  the  item  had 
been  held  by  the  family  for  a  long  period 
of  time. 

From  a  consideration  of  the  effective 
tax  rate  in  effect,  one  can  gain  the  im¬ 
pression  that  such  a  person  did  not  pay 
a  substantial  income  tax.  However, 
the  reason  why,  he  did  not  pay  a  tax 
was  that  he  gave  away  an  article  valued 
at  an  amount  equal  to  a  huge  percentage 
of  his  income  in  a  single  year. 

I  ask  the  Senator  from  Tennessee  if 
he  is  outraged  over  the  type  of  situation 
in  which  a  taxpayer  does  not  make  an 
improper  assessment  of  value — where 
the  donated  item  is  assessed  correctly 
but  has  greatly  increased  in  value,  as  in 
a  case  in  which  stocks  were  given  which 
had  greatly  appreciated  in  value  over 
30  or  40  years. 

Mr.  GORE.  If  a  taxpayer  receives  a 
tax  deduction  on  a  capital  asset,  I  be¬ 
lieve  he  should  pay  taxes  on  the  appre¬ 
ciation  of  that  asset;  else  we  will  leave 
the  door  wide  open  to  the  abuses  to 
which  the  able  Senator  has  pointed. 

It  is  true  that  some  people  may  be 
properly  motivated  in  so  doing,  but  we 
do  not  enact  laws  to  curb  the  good  but 
to  curb  or  regulate  the  bad.  There  are 
widespread  abuses,  and  this  chart  illus¬ 
trates  the  abuses.  The  point  I  make  is 
that  the  bill  would  not  corrct  them.  It 
would  make  them  worse.  I  am  offering 
a  substitute. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Tennessee 
yield  further? 

The  PRESIDING  OFFICER  (Mr.  Rib- 
icoff  in  the  chair).  Does  the  Senator 
from  Tennessee  yield  to  the  Senator 
from  Louisiana? 

Mr.  GORE.  I  yield. 

Mr.  LONG  of  Louisiana.  Will  the 
Senator  from  Tennessee  inform  me  as  to 
where  the  bill  makes  it  worse? 

Mr.  GORE.  I  have  just  pointed  out 
that  under  the  bill  as  passed  by  the 
House,  the  Secretary  of  the  Treasury 
states  that  the  “typical”  taxpayer  with 
an  income  of  $1,500,000  a  year  would  pay 
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15.9  percent  in  taxes.  Under  present 
law,  the  same  table,  shows  on  page  191, 
.that  it  is  17.4  percent. 

The  situation  is  made  worse  by  reduc¬ 
ing  the  effective  tax  rate  of  a  person 
affluent  or  fortunate  enough  to  have  an 
income  of  $1,500,000,  from  an  effective 
rate  of  17.4  percent  to  15.9  percent.  I 
say  that  is  considerably  worse. 

Mr.  LONG  of  Louisiana.  Was  not  the 
table  to  which  the  Senator  referred  pre¬ 
pared  prior  to  the  time  the  Senate  com¬ 
mittee  acted  to  strike  out  the  capital 
gains  treatment  provided  by  the  House? 


Mr.  GORE.  It  was,  and  I  was  about 
to  point  that  out  next.  I  appreciate  the 
Senator’s  calling  it  to  my  attention. 
That  would  make  the  bill  a  little  less  bad. 

1  applauded  the  action  of  the  committee 
in  that  regard.  I  was  one  Senator  who 
insisted  that  there  be  a  separate  roll  call 
vote  on  that  amendment.  I  supported 
it,  as  did  the  Senate  by  more  than  a 

2  to  1  majority.  I  am  proud  of  that 
action,  but  that  is  by  no  means  the  only 
provision  in  the  bill  by  which  the  in¬ 
equitable  situation  is  made  worse.  If  it 
finally  stands  up  in  conference,  this 
would  bring  the  effective  rate,  according 
to  the  technical  advice  I  have  received, 
somewhere  between  16  and  17  percent — 
still  worse  than  the  present  law. 

Mind  you,  there  are  many  individuals 
involved,  from  the  high  point  of  26  per¬ 
cent  to  the  lower  point  of  15.9  percent. 
But  the  overall  situation  for  the  “typical” 
taxpayers  is  that  as  income  goes  up  be¬ 
yond  $100,000,  the  effective  rate  goes 
down,  under  present  law.  It  is  made 
worse  by  the  pending  bill. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent — 

Mr.  GORE.  If  I  may  continue  for  a 
moment,  what  I  am  trying  to  do  is  offer 
the  Senate  a  choice  between  a  bill  which 
makes  this  highly  inequitable  situation 
worse,  which  gives  the  most  tax  relief  to 
those  who  need  it  least,  which  provides 
stimulation  where  it  is  not  needed,  on  the 
one  hand,  and  an  increase  in  personal 
exemption  on  the  other.  I  would  give 
the  most  tax  relief  to  those  who,  in  my 
opinion,  need  it  the  most;  namely,  the 
parents  of  the  largest  numbers  of  chil¬ 
dren. 

Now  I  am  glad  to  yield  to  the  Senator 
from  Louisiana. 

Mr.  LONG  of  Louisiana.  May  I  sug¬ 
gest  to  the  Senator  from  Tennessee  that 
at  least  in  one  respect,  according  to  my 
judgment,  the  Senator's  chart  is  sub¬ 
stantially  in  error.  The  way  the  chart 
works  out  it  treats  the  charitable  contri¬ 
butions  that  individuals  have  made  as 
though  they  were  income  which  they  had 
enjoyed,  and  which  should  be  taxed.  I 
have  some  doubt  that  the  Senator  from 
Tennessee  really  wishes  to  tax  that  at  all. 

In  the  second  instance,  if  the  Senator 
will  look  at  the  table  which  I  had  printed 
in  the  Record  a  few  days  ago  on  page 
1675,  he  will  see  that  I  placed  it  in  the 
Record  in  support  of  my  argument  that 
the  capital  gains  provision  of  the  House 
should  be  stricken.  The  Senator  from 
Tennessee  supported  that  view.  The 
table  shows  that  individuals  having  an 
Income  of  $2  million  against  an  adjusted 
gross  income  could  be  divided  into  two 
categories:  those  who  had  a  high  per¬ 
centage  of  capital  gains,  and  those  who 
had  a  low  percentage  of  capital  gains. 


3038 


Those  who  had  a  low  percentage  of 
capital  gains  were  found  to  be  paying 
about  46  percent  of  their  income  in  taxes. 

Mr.  GORE.  Is  that  the  adjusted  gross 
or  realized  income? 

Mr.  LONG  of  Louisiana.  The  table 
will  speak  for  itself,  but  I  believe  it  Is 
realized  gross.  Those  who  had  a  high 
percentage  of  their  income  in  capital 
gains  were  paying  an  effective  rate  of 
about  21  percent.  Those  who  had  a  low 
percentage  of  their  income  in  capital 
gains  were  paying  about  46  percent  of 
their  income  in  taxes. 

The  House  bill  would  have  treated 
both  groups  similarly,  so  that  their  tax 
reduction  as  a  percent  of  present  law  tax 
would  be  relatively  close.  But  that  is 
not  how  the  Senate  bill  does  it.  The 
Senate  bill  would  give  those  people  pay¬ 
ing  about  46  percent  of  income  in  taxes 
approximately  the  same  tax  reduction 
they  would  have  had  in  the  House  bill, 
but  the  Senate  bill  would  actually  in¬ 
crease  the  taxes  on  those  people  paying 
a  lower  rate  of  approximately  21  per¬ 
cent  of  their  income  in  taxes.  That 
being  the  case,  it  would  seem  to  me  that 
if  we  look  at  the  people  really  getting 
away  with  the  kind  of  thing  the  Senator 
from  Tennessee  is  against,  those  people 
would  pay  more  taxes  after  enactment 
of  the  bill.  They  will  not  enjoy  the 
benefit  of  this  tax  reduction. 

It  will  be  those  people  paying  a  high 
percentage  of  their  income  in  taxes,  or 
those  in  the  lower-income  brackets,  who 
will  enjoy  the  substantial  tax  benefits 
that  are  provided  for  in  the  bilL 

It  seems  fair  to  me.  One  of  the  things 
we  tried  to  do  was  to  tighten  up  on  the 
tax  advantages  that  we  felt  favored  the 
privileged  few,  and  to  provide  tax  relief 
in  those  areas  where  it  was  most  justi¬ 
fied. 

I  hope  the  Senator  studied  the  table 
I  had  printed  in  the  Record,  because  it 
illustrates  that  point. 

Mr.  GORE.  I  did. 

The  table  to  which  I  referred,  and 
from  which  the  chart  was  made,  was 
supplied  by  the  Treasury  Department. 
The  Treasury  Department  supplied  the 
tables  to  which  the  Senator  referred.  It 
supplied  them  to  him.  The  distinguished 
junior  Senator  from  Florida  [Mr. 
Smathers]  received  certain  tables.  They 
were  based  on  somewhat  different  hy¬ 
potheses.  Likewise,  the  senior  Senator 
from  Illinois  had  supplied  to  him  other 
tables.  They  all  pretty  well  prove  the 
same  thing. 

The  distinguished  majority  leader,  the 
Senator  from  Montana  [Mr.  Mansfield], 
is  on  his  feet.  I  see  his  handsome  pres¬ 
ence.  He  is  looking,  not  hungrily,  but 
rather  longingly,  at  the  senior  Senator 


from  Tennessee.  I  can  tell  from  the 
twinkle  in  his  eye  that  he  is  hoping  that 
I  am  in  good  humor  and  that  a  vote  may 
be  reached  pretty  soon.  I  yield  to  him. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  distinguished  Senator  from  Tennes¬ 
see,  who  I  must  admit  is  a  mindreader, 
consider  the  possibility  of  a  time  limita¬ 
tion  on  the  pending  amendment  or  on 
other  amendments  which  he  may  offer? 

Mr.  GORE.  To  be  perfectly  candid 
with  the  Senator,  I  realize  that  I  do  not 
have  sufficient  support  to  have  adopted 
my  amendment,  which  would  raise  the 
personal  exemption  to  $1,000. 

I  shall  ask  for  a  voice  vote  on  that 
amendment.  Then,  if  it  is  defeated,  and 
if  It  is  agreeable,  I  shall  offer  an  amend¬ 
ment  which  would  provide  an  increase 
in' the  exemption  to  $800.  I  would  then 
ask  for  a  yea-and-nay  vote  on  the 
amendment  and,  so  far  as  I  am  con¬ 
cerned,  I  would  then  agree  to  a  vote  after 
I  had  10  minutes  to  speak  following  a 
quorum  call. 

Mr.  MANSFIELD.  Would  one-half 
hour,  15  minutes  to  a  side,  on  the  next 
amendment  be  sufficient? 

Mr.  GORE.  That  would  me  satisfac¬ 
tory  to  me. 

Mr.  CURTIS.  Mr. 'President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  CURTIS.  Will  there  be  a  yea- 
and-nay  vote  on  each  amendment? 

Mr.  GORE.  There  would  be  a  choice 
vote  on  the  amendment  now  before  the 
Senate  and  a  yea-and-nay  vote  on  the 
amendment  I  shall  offer  next. 

Mr.  CURTIS.  I  have  no  objection. 

The  PRESIDING  OFFICER.  The 
question  Is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee 
[Mr.  Gore]. 

The  amendment  was  rejected. 

Mr.  GORE.  Mr.  President,  I  offer  an 
amendment  and  ask  that  it  be  stated. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Ten¬ 
nessee  will  be  stated. 

The  Legislative  Clerk.  On  page 
2,  beginning  with  line  14,  it  is  proposed 
to  strike  out  all  down  to  line  1  on  page 
8  and  insert  the  following: 

TITLE  I - INCREASE  IN  PERSONAL  EXEMPTIONS; 

ADJUSTMENT  OF  CORPORATE  INCOME  TAX 

RATES;  AND  RELATED  AMENDMENTS 

Part  I — Individuals 

Sec.  111.  Increase  in  Amount  of  Personal 
Exemptions 

(a)  In  General. — Section  151  (relating  to 
allowance  of  deductions  for  personal  exemp¬ 
tions)  is  amended  by  striking  out  “$600” 
each  place  it  appears  therein  and  inserting 
in  lieu  thereof  "$800”. 

(b)  Technical  Amendments. — Section 
6012(a)(1)  (relating  to  persons  required  to 
make  returns  of  tax)  and  section  6013(b) 
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(3)  (A)  (relating  to  assessment  and  collec¬ 
tion  in  the  case  of  certain  returns  of  hus¬ 
band  and  wife)  are  each  amended — 

(1)  by  striking  out  “$600”  each  place  it 
appears  therein  and  inserting  in  lieu  thereof 
“$800”;  and 

(2)  by  striking  out  “$1,200”  each  place  it 
appears  therein  and  inserting  in  lieu  thereof 
“$1,600”. 

On  page  11,  beginning  with  line  11, 
strike  out  all  through  line  12  on  page 
12. 

On  page  12,  line  13,  strike  out  “114” 
and  insert  “113”. 

On  page  12,  strike  out  line  15  and 
insert 

Sec.  121.  Adjustment  op  Corporate  Normal 
Tax  and  Surtax  Rates 

On  page  13,  line  13,  after  “1964,” 
“and”. 

On  page  13,  strike  out  lines  1  through 
18  and  insert  the  following: 

(2)  30  percent  in  the  case  of  a  taxable 
year  beginning  after  December  31,  1963. 

On  page  24,  beginnnig  with  line  8, 
strike  out  all  down  to  line  4  on  page  25. 

On  page  25,  line  4,  strike  out  “(c)” 
and  insert  “(b)  ”. 

On  page  26,  line  24,  strike  out  “and”. 
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On  page  27,  line  3,  strike  out  the  period 
and  insert  a  comma. 

On  page  27,  strike  out  lines  4  through 
8,  and  insert  the  following: 

(C)  the  change  in  the  tax  imposed  under 
section  3  shall  be  treated  as  a  change  in  a 
rate  of  tax,  and 

(D)  the  change  in  the  amount  of  the 
deduction  for  exemptions  under  section  151 
shall  be  treated  as  a  change  in  a  rate  of 
tax. 

On  page  352,  beginning  with  line  11, 
strike  out  all  through  page  362  and  in¬ 
sert  the  following: 

In  lieu  of  the  tax  imposed  by  section  1, 
there  is  hereby  imposed  for  each  taxable  year 
beginning  after  December  31,  1963,  on  the 
taxable  income  of  every  individual  whose 
adjusted  gross  income  for  such  year  is  less 
than  $5,000  and  who  has  elected  for  such 
year  to  pay  the  tax  imposed  by  this  section, 
a  tax  as  follows: 

(Insert  tables  corresponding  to  the  tables 
on  pages  279,  280,  281,  282,  and  283,  but 
reflecting  the  amendment  to  section  111  of 
the  bill  increasing  the  amount  of  each  ex¬ 
emption  to  $1,000  and  eliminating  the 
changes  in  the  rates  of  tax  on  individuals.) 

On  page  362,  beginning  with  line  12, 
strike  out  all  through  line  14  on  page 
364  and  insert  the  following: 

(2)  Except  as  otherwise  provided  in  this 
subsection,  in  the  case  of  a  husband  or  wife 
filing  a  separate  return,  the  tax  imposed  by 
section  3  shall  be  the  lesser  of  the  tax  shown 
in  table  IV  or  table  V  of  such  section. 

(3)  Table  V  of  section  3  shall  not  apply  in 


the  case  of  a  husband  or  wife  filing  a 
separate  return  if  the  tax  of  the  other  spouse 
is  determined  with  regard  to  the  10-percent 
standard  deduction;  except  that  an  individ¬ 
ual  described  in  section  141(d)  (2)  may  elect 
(under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate)  to  pay  the  tax  shown  in 
table  V  of  such  section  in  lieu  of  the  tax 
shown  in  table  IV  of  such  section;  For  pur¬ 
poses  of  this  title,  an  election  under  the 
preceding  sentence  shall  be  treated  as  an 
election  made  under  section  141(d)  (2). 

On  page  364,  lines  22  and  23,  strike 
out  “neither  table  V  in  section  3(a)  nor 
table  V  in  section  3(b)  shall  apply”  and 
insert  “table  V  of  section  3  shall  not 
apply”. 

On  page  365,  in  the  matter  following 
line  7,  strike  out  “in  section  3(a)  and 
table  V  in  section  3(b)”  and  insert  “of 
section  3”. 

On  page  366,  beginning  with  line  7, 
strike  out  all  through  line  6  on  page  379 
and  insert  the  following: 

(a)  Percentage  Method  of  Withhold¬ 
ing. — Paragraph  (1)  of  section  3402(b) 
(relating  to  percentage  method  of  withhold¬ 
ing  income  tax  at  source)  is  amended  by 
striking  out  the  table  therein  and  insert¬ 
ing  in  lieu  thereof  the  following: 


Percentage  method  withholding  table 


Payroll  period 

Amount  of 
one  with¬ 
holding 
exemption 

Weekly  _ 

$22.00 

43.00 

Biweekly.. . . 

Semimonthly _ _ _ _ _ 

47  00 

Monthly _ 

93.00 

Quarterly  _ 

278  00 

Semiannual _ _ _ 

555.00 

Annual . . . . . 

1, 110.00 

Daily  or  miscellaneous  (per  day  of  such 
period) _ 

3.00 

(b)  Wage  Bracket  Withholding. — Para¬ 
graph  (1)  of  section  3402(c)  (relating  to 
wage  bracket  withholding)  is  amended  by 
striking  out  the  tables  therein  and  inserting 
in  lieu  thereof  the  following: 

(Insert  tables  corresponding  to  the  tables 
on  pages  293,  294,  295,  296,  and  297,  but  re¬ 
flecting  the  amendment  to  302(a)  of  the 
bill  increasing  the  amount  of  each  withhold¬ 
ing  exemption  and  eliminating  the  reduction 
of  the  rate  of  the  withholding  tax.) 

(c)  Effective  Date. — The  amendments 
made  by  subsections  (a)  and  (b)  of  this  sec¬ 
tion  shall  apply  with  respect  to  wages  paid 
after  December  31,  1963. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield  without  losing  his  right 
to  the  floor? 

Mr.  GORE.  I  shall  yield,  but  first  I 
should  like  to  ask  for  the  yeas  and  nays 
on  my  amendment. 

Mr.  President,  I  ask  for  the  yeas  and 
nays. 

The  yeas  and  nays  were  ordered. 
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Mr.  CURTIS.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  CURTIS.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  30  minutes 
be  allocated  to  the  pending  amendment, 
15  minutes  to  be  under  the  control  of 
the  Senator  from  Tennessee  and  15  min¬ 
utes  to  be  under  the  control  cf  the  Sen¬ 
ator  from  Louisiana  [Mr.  Long]. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  KUCHEL.  Mr.  President,  reserv¬ 
ing  the  right  to  object — and  I  shall  not 
object — I  wonder,  for  the  information 
of  the  Senate,  if  some  time  later  consid¬ 
eration  might  be  given  to  a  unanimous- 
consent  agreement  with  respect  to  any 
amendments  other  Senators  might  wish 
to  offer  to  the  bill. 

Mr.  GORE.  That  arrangement  would 
be  agreeable  to  me. 

Mr.  KUCHEL.  I  thank  my  able 
friend.  I  thank  the  majority  leader. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  GORE.  Mr.  President - 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Tennessee  yield  for  a  ques¬ 
tion?  As  he  knows,  I  have  been  trying 
to  obtain  the  floor. 

Mr.  GORE.  I  yield.  I  apologize  to 
the  Senator.  I  have  been  speaking  and 
yielding.  I  should  have  yielded  to  him 
before  now. 

Mr.  MILLER.  That  is  quite  all  right. 
The  Senator  from  Tennessee  has  made 
a  very  fine  presentation  of  some  of  the 
defects  in  the  revenue  impact  and  the 
tax  impact  of  the  pending  bill.  The 
Senator  from  Iowa  is  inclined,  strongly 
to  agree  with  much  of  what  has  been 
said  by  the  Senator  from  Tennessee. 

However,  that  does  not  necessarily 
lead  us  to  the  solution  which  the  Sena¬ 
tor  from  Tennessee  has  stated.  I  am 
sure  that  all  of  us  would  like  to  have  an 
increase  in  our  personal  exemption. 

I  note  that  under  the  pending  bill  a 
taxpayer  in  the  $150,000  to  $200,000  tax¬ 
able  income  bracket  would  have  $200 
skimmed  off  the  top  for  tax  purposes  as 
a  result  of  the  increase  of  his  personal 
exemption  from  $600  to  $800.  He  would 
be  in  the  90 -percent  bracket,  and  that 
would  give  him  a  tax  savings  of  $180. 

Then  we  drop  down  to  the  $50,000  to 
$60,000  bracket.  Those  in  that  bracket 
would  have  a  tax  saving  of  $150,  because 


the  top  amount  that  would  be  skimmed 
off  by  the  amendment  of  the  Senator 
would  be  in  the  75-percent  bracket. 

In  the  $25,000  bracket  56  percent 
would  be  the  tax  rate,  and  applying  that 
to  the  top  $200  skimmed  off,  the  savings 
would  be  $112. 

In  the  $10,000  bracket  the  top  amount, 
the  $200  skimmed  off,  would  be  subject 
to  a  38-percent  rate,  resulting  in  a  tax 
saving  of  $76. 

We  get  to  the  bottom  bracket,  about 
which  the  Senator  from  Tennessee  has 
been  expressing  such  great  concern,  and 
we  find  that  the  tax  bracket  is  only  20 
percent,  and  the  tax  saving  would  be 
only  $40. 

So  it  seems  to  me  that  under  the 
pending  amendment  there  would  be  for 
those  in  the  low  income  bracket  area  a 
small  percentage  of  saving  on  the  in¬ 
crease  of  $200  per  exemption,  and  in  the 
high  brackets  there  would  be  a  big  sav¬ 
ing  on  the  same  amount  of  money.  So 
it  seems  to  me  the  Senator  is  advocating 
a  regressive  amendment. 

If  the  Senator  from  Iowa  misinter¬ 
prets  the  impact  of  this  amendment,  he 
would  like  to  be  so  advised.  It  seems  to 
me  the  Senator  from  Tennessee  has  criti¬ 
cized  this  bill  legitimately  for  its  tax 
impact,  but  he  has  offered  an  amend¬ 
ment  which  proposes  to  do  about  the 
same  thing,  perhaps  not  in  the  same  de¬ 
gree.  It  would  give  the  top  bracket  tax¬ 
payer  the  greatest  saving,  because  the 
tax  that  would  be  saved  under  the 
amendment  would  be  off  the  top  amount, 
say,  90  percent  or  70  percent  or  60  per¬ 
cent,  and  the  people  in  the  low  bracket 
would  get  the  amount  skimmed  off  only 
at  the  20-percent  level. 

Mr.  GORE.  I  get  the  Senator’s  point. 
He  has  made  a  valid  point.  However, 
I  think  he  has  overstated  it. 

Let  us  suppose  a  taxpayer  is  in  the 
50- percent  bracket  and  he  receives  a  $200 
increase  in  his  personal  exemption. 
This  would  mean  he  would  have  a  $100 
tax  reduction.  If  a  person  were  in  the 
20-percent  bracket,  it  would  mean  he 
would  have  a  $40  tax  saving. 

I  suggest  to  the  Senator  that  in  this 
case  we  are  talking  about  the  difference 
between  $40  and  $100,  whereas  the  bill 
deals  with  the  difference  between  $3  and 
$1,000  a  week  or  more. 

I  know  it  is  very  difficult  to  achieve  an 
exact  formula  for  social  justice  in  taxa¬ 
tion.  Perhaps  the  only  perfect  way  to 
do  it  would  be  to  reduce  everybody’s 
taxes  by  the  same  amount  of  dollars,  but 
that  would  be  of  little  benefit  to  some 
persons  and  would  remove  vast  numbers 
entirely  from  the  tax  rolls  on  the  other 
hand,  and  I  do  not  think  it  would  be 
acceptable. 
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It  seems  to  me,  under  the  principles 
of  the  tax  law  which  we  have,  about  the 
most  democratic  way  to  provide  tax  re¬ 
lief  is  to  increase  the  exemption  for  a 
taxpayer  and  his  dependents. 

It  is  very  true,- as  the  Senator  has  said, 
and  as  I  have  just  acknowledged,  that 
the  taxpayer  in  a  higher  bracket  will  get 
a  larger  benefit;  but  we  are  talking  here 
in  terms  of  relatively  small  amounts  of 
dollars  per  taxpayer. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  GORE.  I  yield. 

Mr.  MILLER.  The  Senator  is  ab¬ 
solutely  correct,  that  the  degree  of  dis¬ 
parity  and  equity  under  his  amendment 
is  much  less  than  that  which  exists  under 
the  bill;  but  the  Senator  has  put  his 
finger  on  the  very  point  I  think  his 
amendment  should  cover — and  I  am 
sorry  he  passed  it  over — when  he  said 
that  perhaps  the  best  way  of  doing  equity 
would  be  to  give  everyone  the  same  kind 
of  tax  cut.  There  is  only  one  way  to  do 
it,  and  that  is  to  have  a  tax  credit,  rather 
than  have  a  $600  or  $800  exemption  sub¬ 
ject  to  fluctuating  rates. 

If  the  Senator  wants  to  have  equity 
across  the  board,  and  say  that  everybody 
shall  have  the  same  kind  of  deduction,  he 
might  offer  this  amendment  by  changing 
it  to  a  credit  approach,  and  I  think  it 
would  be  much  more  equitable. 

Mr.  GORE.  The  suggestion  of  the 
distinguished  Senator  has  much  merit. 
I  hope  he  will  later  offer  it. 

It  is  true  that  an  increase  in  the  per¬ 
sonal  exemption  would  be  of  more  dollar 
benefit  to  taxpayers  in  the  high  brackets 
than  to  those  in  the  lower  brackets.  I 
would  not,  however,  violate  reason,  logic, 
and  equity  on  that  account. 

We  have  set  up  a  tax  system  which 
is  so  riddled  with  loopholes  of  favoritism 
and  special  gimmicks  to  take  care  of 
certain  interests  that  we  have  lost  sight 
of  the  logic  of  the  personal  income  tax. 

Although  I  have  never  regarded  the 
income  tax  as  a  “soak  the  rich”  system 
of  taxation,  I  have  always  regarded  it — 
and  I  think  it  was  always  so  intended — 
as  a  system  of  taxation  which  should 
be  applied  against  income  above  the  de¬ 
cent  subsistence  level. 

The  income  tax  should  not  become 
a  weapon  against  the  poor,  as  in  the  case 
with  the  excise  and  sales  taxes. 

The  income  tax  system  has  a  certain 
logic  to  it — if  we  can  bore  beneath  the 
debris  of  gimmicks. 

We  start  with  gross  income,  from 
which  we  deduct  legitimate  business  ex¬ 
penses;  that  is,  the  expense  the  taxpayer 
underwent  to  earn  his  income.  This 
gives  us  adjusted  gross  income. 


At  this  point  we  decide  what  is  a  de¬ 
cent  subsistence  level  of  income  so  that 
we  do  not  tax  poverty.  So,  we  set  up 
a  personal  exemption  which  will  keep 
the  taxpayer  and  his  family  free  from 
income  tax  on  their  daily  bread. 

Beyond  that  point  we  allow  certain 
deductions  which,  hopefully,  will  en¬ 
courage  or  permit  certain  socially 
worthwhile  activities  to  be  carried  on 
by  individual  taxpayers.  We  allow  a 
deduction  for  reasonable  contributions 
to  charity,  for  personal  interest,  for 
State  and  local  taxes,  and  so  on.  In  my 
view,  we  have  gone  overboard  on  deduc¬ 
tions,  and  these  deductions,  coupled 
with  capital  gains  gimmicks,  and  such 
items  as  depletion  and  intangible  drill¬ 
ing  costs  which  cause  income  to  dis¬ 
appear  from  the  books  even  before  it  is 
entered  as  adjusted  gross  income,  ac¬ 
count  for  most  of  the  erosion  in  our  tax 
base. 

Even  so,  and  with  all  its  imperfections, 
there  is  still  this  basic  logic  to  our  indi¬ 
vidual  income  tax  system. 

Having  arrived  at  taxable  income,  then, 
we  must  decide  on  a  fair  rate  scale  to 
be  applied  against  this  taxable  income 
to  produce  the  amount  of  revenues  we 
need  from  this  source. 

In  a  sense,  then,  the  personal  exemp¬ 
tion  and  the  rate  scale  are  two  independ¬ 
ent,  separate,  and  distinct  items. 

We  should  then  consider,  if  we  cannot 
afford  to  make  changes  in  both  at  this 
time,  which  one  has  priority. 

Is  it  more  important,  particularly  in 
view  of  the  recently  launched  war  on 
poverty,  to  raise  the  personal  exemption 
to  a  point  where  we  do  not  impose  a  tax 
on  poverty,  or  should  first  priority  go 
to  the  reduction  of  rates  which  will  en¬ 
able  the  rich — who  have  already  reduced 
their  taxable  income  to  a  low  level  by 
virtue  of  the  gimmicks  available  to 
them — further  to  escape  meaningful  and 
necessary  taxation? 

The  question  is  just  that  simple. 

We  are  told  that  it  is  necessary  for 
the  country  to  deny  itself  some  $11  bil¬ 
lion  or  $12  billion  of  revenues — a  view  I 
still  stubbornly  resist.  '  But  let  us  say 
we  will  deny  the  Government  this  needed 
revenue.  Shall  we  do  this  by  raising  the 
personal  exemption  so  as  to  avoid  taxing 
poverty,  or  shall  we  do  it  by  lowering  the 
rates  against  taxable — one  could  almost 
say  excess,  that  is,  excess  above  subsist¬ 
ence  level — income? 

The  rich  already  pay  a  low  effective 
cax  rate.  The  poor,  exen  in  their  pov¬ 
erty,  pay  a  high  tax  rate  in  other  forms — 
sales  and  excises,  particularly. 

Mr.  President,  will  the  Chair  advise 
me  as  to  the  time  situation? 
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The  PRESIDING  OFFICER.  The  Sen¬ 
ator  has  used  7  minutes  of  his  time. 

Mr.  GORE.  I  yield  myself  3  minutes. 

The  amendment  which  I  have  now 
proposed,  and  on  which  the  roll  will  be 
called,  would  raise  the  personal  exemp¬ 
tion  from  the  present  legal  figure  of 
$600  for  each  taxpayer  and  each  of  his 
dependents  to  $800. 

I  should  like  to  have  the  attention  of 
the  distinguished  chairman  of  the  com¬ 
mittee,  who  has  just  entered  the 
Chamber. 

The  PRESIDING  OFFICER.  The  at¬ 
tention  of  the  Senator  from  Virginia 
[Mr.  Byrd]  has  been  requested  by  the 
Senator  from  Tennessee. 

Mr.  GORE.  The  pending  amendment 
would  raise  the  personal  exemption  from 
$600  to  $800  as  a  substitute  for  the 
changes  in  tax  rates  for  corporations  and 
individuals,  but  would  leave  the  struc¬ 
tural  changes  in  the  bill  intact,  would 
leave  the  minimum  standard  deduction 
in  the  bill  intact,  and  would  leave  in¬ 
tact  the  surtax  and  normal  tax  change 
for  the  benefit  of  small  businesses. 

As  to  the  revenue  effect,  if  the  amend¬ 
ment  is  adopted  there  will  be  a  reve¬ 
nue  loss  by  adoption  of  the  bill  of  about 
$7  billion.  This  means  that  the  revenue 
loss  would  be  some  $5  billion  less  by  the 
adoption  of  my  amendment  than  the  bill 
as  presently  written  would  entail. 

Is  $600  an  adequate  amount  for  a 
personal  exemption?  What  is  the  theory 
of  a  personal  exemption?  It  is  that  a 
taxpayer  or  a  family  unit  will  have  a  sub¬ 
sistence  level  of  income  before  the  Fed¬ 
eral  Government  starts  levying  a  tax  on 
that  income.  The  present  law  allows  a 
$600  exemption  for  a  child.  I  ask  any 
father  in  this  Chamber  if  that  is  ade¬ 
quate. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  GORE.  I  yield  myself  1  additional 
minute. 

Moreover,  it  is  not  only  inadequate 
now.  Measured  by  what  it  was  pre¬ 
viously,  it  is  revealed  to  be  even  less 
adequate. 

In  1940  a  man  and  his  wife  had  a  per¬ 
sonal  exemption  of  $2,000.  Now  the  cost 
of  living  is  more  than  twice  as  much  as 
it  was  in  1940,  and  the  exemption  is  down 
to  $1,200. 

My  amendment  would  not  restore  it 
to  $2,000,  but  would  raise  it  to  $1,600. 

By  this  amendment  we  could  have 
a  revenue  reduction  of  only  approxi¬ 
mately  $7  billion  a  year,  and  balance  the 
budget  next  year. 

Mr.  HARTKE.  Mr.  President,  will  the 
Senator  yield? 

The  PRESIDING  OFFICER.  Who 
yields  time  to  the  Senator  from  Indiana? 


Mr.  GORE.  I  yield  1  minute  to  the 
Senator  from  Indiana. 

Mr.  HARTKE.  Mr.  President,  al¬ 
though  I  am  an  ardent  supporter  of  the 
present  tax  bill,  I  think,  in  fairness,  I 
should  say  I  am  in  sympathy  with  the 
approach  advocated  by  the  Senator  from 
Tennessee.  I  introduced  such  a  meas¬ 
ure  in  1961,  proposing  practically  the 
same  thing  the  Senator  from  Tennessee 
now  proposes,  the  original  amount  going 
to  $1,000. 

I  want  the  Senator  to  know  that  I  am 
wholeheartedly  with  him  in  his  view¬ 
point,  although  I  have  agreed  to  take  the 
other  route.  I  am  not  too  sure  at  the 
moment  how  I  shall  vote. 

Mr.  GORE.  Mr.  President,  I  hope  the 
Senator  will  soon  reach  his  conclusion. 

Mr.  GRUENING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield  a  minute  to  the 
Senator  from  Alaska. 

Mr.  GRUENING.  I  wholeheartedly 
support  the  amendment  of  the  Senator 
from  Tennessee.  I  was  in  favor  of  the 
Hartke  amendment  when  it  was  offered. 
I  believe  this  is  a  sound  method  of  giving 
a  tax  reduction  to  the  people  who  need  it 
instead  of  giving  a  tax  reduction  to  the 
people  at  the  top.  The  figures  of  the 
Senator  from  Tennessee  graphically 
show  that  the  pending  bill  is  a  bill  to 
make  the  rich  richer,  and  not  a  bill  to 
help  the  economy  in  the  sector  where 
help  is  needed.  The  amendment  the 
Senator  from  Tennessee  proposes  would 
go  far  to  rectify  that  situation. 

Mr.  LONG  of  Louisiana.  I  yield  5  min¬ 
utes  to  the  Senator  from  Florida. 

[P.  1787 ] 

Mr.  SMATHERS.  I  wish  to  take  up 
where  the  Senator  from  Alaska  ended. 
He  says  it  is  a  bill  to  make  the  rich  richer 
and  does  not  help  the  consumer.  I  would 
like  to  point  out  that  the  bill  actually 
calls  for  a  tax  reduction  of  $11.6  billion. 
Of  that  amount,  approximately  $9  billion 
will  go  to  individuals. 

The  amendment  offered  by  the  Sen¬ 
ator  from  Tennessee  would  cost  about  $7 
billion. 

Contrary  to  what  the  Senator  from 
Alaska  has  said,  the  amendment  would 
not  help  the  people  in  the  low  income 
groups — 77.4  percent  of  the  benefit  would 
go  to  people  with  incomes  of  over  $5,000. 
Those  are  the  Treasury  figures  and  those 
are  the  staff  figures.  Contrary  to  what 
the  Senator  from  Alaska  says,  the  Gore 
amendment  would  not  help  those  it  seeks 
to  help  or  those  it  is  said  it  would  help. 
It  would  drop  4  million  taxpayers  from 
the  tax  rolls. 

If  we  are  to  proceed  in  this  particular 
area  of  trying  to  assist  the  low-income 
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group,  we  should  do  it  by  using  the  so- 
called  minimum  standard  of  deduction, 
which  gives  a  $200  deduction  plus  a  $100 
additional  deduction  for  each  dependent. 
However,  there  is  a  $1,000  limit  at  the 
top.  That  provision  will  cost  $320  mil¬ 
lion,  but  84  percent  of  that  benefit  will 
go  to  persons  who  earn  $5,000  or  less. 

The  Senator  from  Tennessee  still  con¬ 
tinues  that  provision  in  the  present  pro¬ 
posal,  but  I  repeat  that  77.4  percent  of 
the  benefit  of  his  amendment  would  go 
to  relieve  taxpayers  who  have  an  income 
of  $5,000  or  more.  1 

The  proposal  of  the  able  Senator  from 
Tennessee  does  not  represent  what  in  our 
opinion  is  a  balanced  approach  to  tax 
reduction.  We  have  had  chronic  defi¬ 
cits.  We  have  had  deficits  for  24  years 
of  the  last  36.  We  have  more  than  5.5 
percent  of  our  labor  force  unemployed. 
It  seems  that  no  matter  what  we  try  to 
do,  and  no  matter  how  high  profits  get, 
or  no  matter  how  large  the  amount  of 
savings  in  the  banks — and  one  reason  for 
the  large  savings  is  that  there  is  not 
much  incentive  to  take  that  money  out 
of  the  bank  and  invest  it — we  still  con¬ 
tinue  to  have  deficits. 

We  believe  our  approach  is  the  better 
approach  to  provide  an  incentive  by  de¬ 
creasing  taxes  on  individuals  as  well  as 
decreasing  taxes  on  a  certain  part  of  the 
business  community. 

We  believe  ours  is  a  much  sounder 
approach.  Whereas  the  Gore  amend¬ 
ment  leaves  the  heavy  tax  rates  as  they 
are  in  the  present  law,  from  20  percent 
up  to  91  percent,  we  would  reduce  them 
in  our  proposal  from  a  14-percent  low 
to  a  70-percent  high. 

Our  is  a  better  approach  to  the  whole 
program  of  trying  to  bring  about  tax 
relief  and  at  the  same  time  stimulating 
the  economy.  Although  the  Senator’s 
proposal  is  presented  in  a  very  attractive 
fashion,  in  truth  and  in  fact  it  does  not 
help  those  it  is  supposed  to  help  as  much 
as  is  purported — 77.4  percent  of  the 
benefit  goes  to  those  with  incomes  of 
$5,000  or  more. 

We  are  looking  for  a  balanced  bill. 
It  has  been  said  that  a  tax  reduction 
bill  does  not  stimulate  the  economy.  The 
fact  is  that  it  does.  After  we  reduced 
taxes  in  19-54,  we  found  that  within  2 
years  we  had  a  balanced  budget.  That 
was  one  of  only  2  years  in  which  we 
had  one  in  the  previous  administration. 
The  reason  we  think  this  bill  is  even 
better  is  that  it  reaches  into  every  seg¬ 
ment  of  the  economy.  Not  only  does  it 
reach  the  low  income  man,  who  has  a 
percentage  reduction  of  some  38  per¬ 
cent,  but  it  also  reaches  up  to  help  the 
man  who  is  paying  high  taxes. 

I  cannot  dispute  the  able  Senator’s 


presentation  of  the  effective  tax  rate  in 
the  very  top  brackets.  There  are  some 
loopholes.  However,  some  of  them  have 
been  closed.  The  Senator  from  Ten¬ 
nessee  started  his  presentation  with  a 
$50,000  income.  The  great  bulk  of  the 
taxes  are  paid  by  people  with  less  in¬ 
come. 

I  conclude  by  saying  that  what  we 
need  is  a  balanced  bill.  The  bill  has 
been  approved  by  the  AFL-CIO,  at  one 
end  of  the  spectrum.  It  has  been  ap¬ 
proved  by  the  chamber  of  commerce, 
on  the  other  end  of  the  spectrum.  While 
it  is  not  what  everyone  wants,  it  seems 
to  be  the  most  efficacious  bill  that  we 
can  get.  I  sincerely  hope  that  the  Sen¬ 
ate  will  reject  the  Gore  amendment. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  how  much  time  have  I  remaining? 

The  PRESIDING  OFFICER.  The 
Senator  has  9  minutes  remaining. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  Senator  from  Tennessee  pro¬ 
ceeds  on  the  assumption  that  the  pend¬ 
ing  bill  is  unfair  to  the  workingman. 
The  arguments  that  he  has  made  about 
the  take-home  pay  and  that  sort  of  thing 
are  the  traditional  arguments  of  the 
AFL-CIO.  I  am  happy  to  say  that  the 
AFL-CIO  is  satisfied  with  the  provisions 
of  the  bill — and  I  have  particularly  in 
mind  the  minimum  standard  deduction. 
These  rate  reductions  will  help  the  work¬ 
ingman.  The  AFL-CIO,  looking  at  the 
bill  in  terms  of  what  it  means  in  in¬ 
creased  take-home  pay,  says  it  is  a  good 
bill. 

The  bill  is  supported  by  those  who 
speak  for  labor,  by  those  who  speak  for 
banks,  and  those  who  speak  for  com¬ 
merce.  Persons  in  the  lower  bracket 
would  receive  a  tax  reduction  of  about  38 
percent. 

There  is  something  to  the  argument 
that  if  we  make  it  profitable  for  a  busi¬ 
nessman  to  build  a  plant  and  invest  his 
capital,  it  will  actually  result  in  someone 
getting  a  job  and  making  some  money. 

As  the  Senator  from  Michigan  has 
pointed  out,  the  bill  has  the  support  of 
those  who  represent  people  in  the  low 
income  brackets.  It  has  the  support  of 
those  who  represent  middle  income  peo¬ 
ple.  It  has  the  support  of  those  who 
represent  small  business.  It  has  the 
support  of  those  who  represent  large 
business.  It  has  the  support  of  those 
who  speak  for  investors  and  bankers. 

It  seems  to  me  that  when  we  are  able 
to  produce  a  bill  that  satisfies  all  these 
groups,  there  is  no  reason  to  accept  an 
amendment  which  would  strike  out  the 
incentive  provisions  that  will  create  new 
jobs  and  help  commerce,  and  benefit  the 
businessman  and  the  workingman. 

If  it  is  desired  to  pass  a  bill  merely  to 
benefit  those  in  the  lower  income 
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brackets,  amendments  can  be  offered 
that  will  accomplish  that  purpose  better 
than  the  pending  amendment.  Amend¬ 
ments  could  be  offered — I  could  draft 
some  myself — to  provide  that  a  person 
would  not  get  any  new  benefit  if  he  made 
more  than  $10,000.  But  if  such  an 
amendment  were  adopted,  a  large  num¬ 
ber  "of  taxpayers  who  are  paying  taxes 
at  high  rates  today,  because  they  have 
large  incomes,  would  then  be  unfairly 
and  unjustly  treated. 

The  bill  is  the  product  of  10  years  of 
study  by  the  Treasury  and  by  other 
experts  on  this  subject.  It  is  the  result 
of  consultation  with  labor  and  manage¬ 
ment  and  others  representing  every 
segment  of  economic  life  in  this  great 
Nation. 

I  urge  the  Senate  to  maintain  the 
balance  in  the  bill,  rather  than  to  say 
that  we  will  try  to  benefit  a  certain  class, 
leave  out  corporations,  leave  out  this 
group,  or  that  group,  and  end  with  a 
substantial  segment  of  the  American 
economy  feeling,  quite  justly  so,  that 
they  have  been  unfairly  treated,  and 
with  large  numbers  asking  to  have  the 
bill  recommitted. 

I  reserve  the  remainder  of  my  time. 

Mr.  GORE.  Mr.  President,  I  hope  I 
may  be  pardoned  for  being  a  bit  amused 
at  the  arguments  we  have  just  heard. 
On  the  one  hand,  my  amendment,  it  is 
alleged,  would  do  too  much  for  those  in 
the  low-income  brackets;  yet,  on  the 
other  hand,  it  is  said  that  it  would  not 
do  much.  That  is  a  strange  sort  of 
paradoxical  argument.  I  suggest  to 
Senators  that  they  ask  any  mother  or 
father  if  $600  is  an  adequate  amount,  if 
it  is  commensurate  with  the  cost  of  rear¬ 
ing  and  educating  a  child.  I  do  not  be¬ 
lieve  that  even  $800  is,  and  I  have  some 
reason  to  know — I  have  children. 

What  I  have  offered  as  a  substitute 
for  the  grossly  unfair  rate  reductions  in 
the  bill  is  an  increase  in  the  personal 
exemption  from  $600  to  only  $800.  That 
would  result  in  a  loss  of  revenue  $5  bil¬ 
lion  less  than  the  proposal  for  which  I 
offered  it  as  a  substitute. 

Do  we  want  to  add  more  to  the  public 
debt  by  passing  a  bill  to  make  a  bad  tax 
law  worse?  Or  do  we  want  to  add  less 
to  the  public  debt  and  do  more  justice  to 
the  people  who  need  tax  reduction  the 
most — the  parents  of  the  largest  numbers 
of  children? 

Senators  may  be  able,  by  obfuscation, 
to  confuse  the  issue;  but  no  parent  will 
be  confused  by  this  issue,  because  the 
amendment  would  lift  an  utterly  inade¬ 
quate  personal  exemption  of  $600  to  a 
more  nearly  adequate,  though  still  inade¬ 
quate,  amount  of  $800. 

The  PRESIDING  OFFICER.  The 


time  of  the  Senator  from  Tennessee  has 
expired.  The  Senator  from  Louisiana 
has  4  minutes  remaining. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  3  minutes  to  the  distin¬ 
guished  Senator  from  New  Mexico. 

Mr.  ANDERSON.  Mr.  President,  many 
of  us  believe  the  amendment  is  an  ex¬ 
tremely  bad  one.  If  the  exemption  were 
made  $800,  it  would  cost  $7  billion.  I 
do  not  know  of  any  easy  way  that  that 
amount  could  be  restored  to  the  bill. 
Certainly  we  do  not  want  to  reduce  the 

[/>.  1788 ] 

bill  $7  billion  more  than  it  has  already 
been  reduced.  Where  would  we  find  $7 
billion  if  it  were  removed  by  this  amend¬ 
ment? 

The  amendment  would  remove  4  mil¬ 
lion  persons  from  the  tax  rolls  by  exemp¬ 
tions.  I  do  not  think  that  is  a  good 
idea.  According  to  information  which  I 
have  obtained,  77.4  percent  of  the  re¬ 
duction  would  be  received  by  those  hav¬ 
ing  incomes  or  more  than  $5,000. 

It  has  been  said  that  the  minimum 
standard  deduction  is  focused  on  per¬ 
sons  having  incomes  below  $5,000,  and 
that  90  percent  goes  to  those  having  in¬ 
comes  below  $5,000.  Under  the  amend¬ 
ment,  77  percent  would  go  to  persons 
having  incomes  above  $5,000.  So  the 
difference  between  the  two  proposals  can 
easily  be  seen. 

I  am  very  happy  that  the  Senator  from 
Louisiana  has  said  that  the  proposal  of 
the  Senator  from  Tennessee  presents 
some  difficult  problems.  It  would  not  be 
at  all  easy  to  restore  the  bill  to  its  orig¬ 
inal  condition  if  the  amendment  were 
adopted.  I  am  hopeful  that  the  amend¬ 
ment  will  be  defeated. 

I  merely  move  that  the  amendment  of 
the  Senator  from  Tennessee  be  tabled. 
I  yield  back  the  remainder  of  my  time. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  of 
the  Senator  from  New  Mexico  to  table 
the  amendment  of  the  Senator  from 
Tennessee. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  on  this  question,  I  ask  for  the  yeas 
and  nays. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  On  this 
motion,  the  yeas  and  nays  have  been 
ordered,  and  the  clerk  will  call  the  roll. 

Mr.  KUCHEL.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  California  will  state  it. 

Mr.  KUCHEL.  Is  the  vote  that  is 
about  to  be  taken  a  vote  on  the  motion  to 
table  the  amendment  of  the  Senator 
from  Tennessee? 
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NOT  VOTING — 6 


The  PRESIDING  OFFICER.  That  Is 
correct. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER  (Mr.  Ribi- 
coff  in  the  chair) .  The  Senator  from 
Montana  will  state  it. 

Mr.  MANSFIELD.  Is  it  in  order  at 
this  time  for  the  Senate  to  vacate  the 
motion  to  lay  on  the  table  the  last 
amendment  of  the  Senator  from  Tennes¬ 
see,  so  that  the  Senate  may  have  an  op¬ 
portunity  to  face  squarely  the  question  of 
agreeing  to  his  amendment? 

The  PRESIDING  OFFICER.  No;  be¬ 
cause  the  yea-and-nay  vote  on  the  ques¬ 
tion  of  agreeing  to  the  motion  to  lay  on 
the  table  is  in  progress;  and,  under  the 
rule,  nothing  is  allowed  to  interrupt  a 
yea-and-nay  vote  once  it  has  been  be¬ 
gun;  it  must  be  completed. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Arizona  [Mr.  Hayden], 
the  Senator  from  Arkansas  [Mr.  Mc¬ 
Clellan],  and  the  Senator  from  Oregon 
[Mrs.  Neuberger]  are  absent  on  official 
business. 

I  also  announce  that  the  Senator  from 
California  [Mr.  Engle]  is  absent  because 
of  illness. 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  is 
necessarily  absent  and,  if  present  and 
voting,  would  vote  “yea.” 

The  result  was  announced — yeas  61, 
nays  33,  as  follows: 

[No.  18  Leg.] 


YEAS— 61 


Allott 

Hickenlooper 

Monroney 

Anderson 

Hill 

Morton 

Bartlett 

Holland 

Mundt 

Bayh 

Hruska 

Pastore 

Bennett 

Humphrey 

Pearson 

Bible 

Inouye 

Pell 

Boggs 

Jackson 

Robertson 

Brewster 

Javits 

Saltonstall 

Byrd,  Va. 

Johnston 

Scott 

Carlson 

Jordan,  N.C. 

Simpson 

Case 

Jordan,  Idaho 

Smathera 

Clark 

Keating 

Sparkman 

Cooper 

Kennedy 

Stennls 

Curtis 

Kuchel 

Symington 

Dodd 

Long,  Mo. 

Thurmond 

Dominick 

Long,  La. 

Tower 

Eastland 

Magnuson 

Walters 

Ellender 

McCarthy 

Williams,  N.J. 

Ervin 

McIntyre 

Williams,  Del. 

Fong 

Mechem 

Fulbright 

Miller 

NAYS— 33 

Aiken 

Hart 

Nelson 

Beall 

Hartke 

Prouty 

Burdick 

Lausche 

Proxmire 

Byrd,  W.  Va. 

Mansfield 

Randolph 

Church 

McGee 

Riblcoff 

Cotton 

McGovern 

Russell 

Douglas 

McNamara 

Smith 

Edmondson 

Metcalf 

Talmadge 

Goldwater 

Morse 

Yarborough 

Gore 

Moss 

Young,  N.  Dak. 

Gruening 

Muskie 

Young,  Ohio 

Cannon  Engle  McClellan 

Dirksen  Hayden  Neuberger 

So  the  motion  to  lay  Mr.  Gore’s 
amendment  on  the  table  was  agreed  to. 

Mr.  MANSFIELD.  Mr.  President,  I 
am  about  to  make  an  unusual  request 
because  of  unusual  circumstances.  The 
Senator  from  Tennessee  [Mr.  Gore] 
agreed  to  have  a  vote  on  his  amendment 
in  10  minutes.  After  debate  got  under¬ 
way,  we  finally  settled,  at  my  suggestion, 
on  a  30-minute  limitation,  with  15  min¬ 
utes  to  each  side. 

In  order  to  clear  the  air  and  to  keep 
any  faith  which  may  have  been  inad¬ 
vertently  broken,  I  ask  unanimous  con¬ 
sent — and  I  hope  the  Senate  will  bear 
with  me  at  this  time — to  vacate  the  vote 
which  was  taken  on  the  question  of 
tabling,  and  to  have  a  yea-and-nay  vote, 
on  the  question  directly. 

Mr.  KUCHEL.  Mr.  President,  will  the 
Senator  from  Montana  yield? 

Mr.  PASTORE.  Mr.  President,  re¬ 
serving  the  right  to  object - 

The  PRESIDING  OFFICER.  The 
Senator  from  Rhode  Island  is  recognized. 

Mr.  PASTORE.  No  Member  of  this 
body  has  more  respect  and  affection  for 
the  Senator  from  Tennessee  than  I.  If 
I  could  find  it  in  my  heart  and  con¬ 
science  to  go  along  with  this  request,  I 
certainly  would  do  so.  I  believe  that  the 
motion  to  table  is  in  perfect  parliamen¬ 
tary  procedure,  and  if  the  Senator  from 
Montana  had  not  done  so,  I  would  have 
made  the  motion  myself. 

I  believe  this  amendment  is  untimely. 
I  do  not  believe  it  belongs  in  the  bill.  The 
Senator  from  Tennessee  has  stated  that 
even  if  the  amendment  did  carry,  he 
would  vote  against  the  bilL 

Under  those  circumstances,  I  do  not 
believe  any  Senator  will  feel  that  he 
should  be  called  upon  ut  this  time  to 
vote  on  the  merits,  but  would  vote  to 
table.  I  believe  that  this  is  an  unreason¬ 
able  request  at  this  time,  and  I  object. 

The  PRESIDING  OFFICER.  Objec¬ 
tion  is  heard. 

Mr.  DOUGLAS.  Mr.  President - 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  is  recognized. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield  briefly  to  the 
Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  Senate  usually  saves  time  by 
trying  to  accommodate  itself  to  the 
wishes  of  100  Senators.  Unanimous-con¬ 
sent  requests  are  often  difficult  to  ob¬ 
tain,  and  a  single  Senator,  feeling  that 
he  has  not  been  treated  properly  in  the 
Senate,  has  a  perfect  right  to  object  to 
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a  unanimous-consent  request  and  often 
impedes  the  progress  of  the  Senate. 

The  problem  involved  is  something 
that  happened  in  my  presence.  The 
Senator  from  Tennessee  said  that  he 
would  like  to  have  a  vote  on  his  amend¬ 
ment,  and  there  was  agreement  that 
the  Senate  would  vote  on  the  amendment 
at  a  certain  time. 

I  would  doubt  that  any  majority  lead¬ 
er  of  the  Senate  would  be  wise  in  agree¬ 
ing  to  a  vote  on  tin  amendment  and  fore¬ 
closing  himself  the  right  to  make  a  mo¬ 
tion  to  table  after  all  debate  had  been 
heard.  It  seems  to  me  this  is  a  very 
useful  motion  that  any  majority  leader 
would  wish  to  reserve  to  himself. 

Perhaps  there  was  a  misunderstanding 
on-  this  question.  However,  the  Senator 
from  Tennessee  can  certainly  offer  an 
amendment  in  a  slightly  different  fashion 
if  he  wishes  to  do  so,  and  have  a  yea-and- 
nay  vote  on  it  in  any  case.  It  1s  for 
that  reason  that  I  hoped  there  could  be 
a  unanimous-consent  agreement  to  have 
a  direct  vote  on  the  amendment.  Of 
course,  the  Senator  from  Tennessee  can 
have  a  vote  on  his  amendment  by  offer¬ 
ing  it  with  a  change  of  a  single  comma 
or  a  semicolon,  any  time  he  wishes  to  do 
so  hereafter. 

Mr.  ANDERSON.  Does  the  Senator 
from  Louisiana  wish  to  change  some  of 
the  rules?  I  have  in  mind  some  rules 
that  I  would  like  to  change.  Does  the 
Senator  wish  to  change  the  cloture  rule 
in  the  same  way?  ' 

Mr.  LONG  of  Louisiana.  The  only 
point  I  had  in  mind  was  the  suggestion 
that  we  might  agree  by  unanimous  con¬ 
sent  to  have  a  vote  directly  on  the  amend¬ 
ment. 

Mr.  ANDERSON.  But  we  did  not. 

Mr.  LONG  of  Louisiana.  As  they  say 
in  Kentucky,  that  is  what  makes  a  horse 
race,  a  difference  of  opinion.  Some  Sen¬ 
iors  thought  that,  and  others  did  not. 

Mr.  MORTON.  Mr.  President,  the 
Senator  from  Kentucky  wishes  to  speak 
on  another  subject. 

Mr.  LONG  of  Louisiana.  I  have  no  ob¬ 
jection  to  a  direct  vote  on  the  amend¬ 
ment,  but  I  believe  the  majority*  leader 
probably  should  have  the  right  to  make 
a  motion  to  table  after  all  debate  had 
been  concluded,  if  he  felt  that  is  what 
he  should  do. 

[P.  1790] 


REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (HR.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 


respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  KUCHEL.  Mr.  President,  will  the 
Senator  yield  1  minute  and  a  half  to  me? 

Mr.  DOUGLAS.  I  yield  a  minute  and 
a  quarter  to  the  Senator  from  California. 

Mr.  KUCHEL.  Mr.  President,  while 
Senators  are  present  in  the  Chamber,  I 
should  like  to  make  an  .observation  to 
the  distinguished  majority  leader.  It  is 
my  understanding  that  the  distinguished 
senior  Senator  from  Illinois  desires  to 
discuss  a  proposed  amendment  to  the  tax 
bill,  at  not  too  great  length,  and  that  he 
contemplates  asking  no  vote  on  the 
amendment  until  tomorrow.  It  is  fur¬ 
ther  my  understanding  that  the  distin¬ 
guished  junior  Senator  from  Kentucky 
desires  to  offer  an  amendment  which 
would  provide  a  4 -percent  dividend  ex¬ 
clusion,  an  amendment  which  the 
minority  leader  had  offered  in  committee, 
and  he  would  ask  that  a  time  limitation 
tonight  be  placed  on  the  amendment  so 
that  the  Senate,  in  a  little  over  an  hour, 
could  have  a  yea-and-nay  vote  on  the 
amendment. 

I  should  like  to  inquire  of  the  majority 
leader  whether,  if  what  I  have  said  tran¬ 
spires,  he  contemplates  any  additional 
labor  this  evening? 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield  me  1  minute? 

Mr.  DOUGLAS.  Certainly. 

Mr.  MANSFIELD.  That  sounds  very 
good  to  me,  too.  In  addition  to  this 
amendment,  I  hope  there  will  be  others, 
and  that  the  Senate  will  be  in  business 
until  10  o’clock  tonight  to  get  the  tax 
bill  on.  its  way  toward  bringing  its  con¬ 
sideration  to  conclusion,  one  way  or  the 
other.  So  the  more  amendments,  the 
better. 

[P.  1791 ] 

Several  Senators  addressed  the  Chair. 

Mr.  DOUGLAS.  Mr.  President,  I  do 
not  want  to  yield  any  more,  because  I 
have  been,  I  think,  quite  generous  with 
my  time,  and  I  would  like  to  discuss  the 
tax  bill,  rather  briefly.  Then  Senators 
can  discuss  this  fascinating  subject  later. 

INCREASE  OF  $100  IN  MINIMUM  STANDARD 
DEDUCTION 

Mr.  President,  I  am  about  to  offer  an 
amendment  which  would  accomplish 
some  of  the  things  the  Senator  from 
Tennessee  was  trying  to  accomplish,  but 
would  remove  some  of  the  objections  to 
his  amendment. 

Very  briefly,  my  amendment  provides 
for  an  increase  of  $100  in  the  minimum 
standard  deduction  for  each  taxpayer 
and  dependent,  as  compared  to  the  pres¬ 
ent  bill. 
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REDUCE  CORPORATE  CUT 

Second,  nine-tenths  of  the  cost  of  the 
amendment  would  be  paid  for  by  reduc¬ 
ing  the  cut  in  the  corporation  tax. 

At  present,  the  corporation  tax  is 
scheduled  to  go  from  52  percent  to  50 
percent,  and  then  to  48  percent  next 
year.  My  amendment  would  reduce  it 
to  51  percent  this  year,  and  50  percent 
next  year.  So,  roughly,  the  amendment 
is  neutral  so  far  as  revenue  is  concerned. 
There  would  be  a  loss  of  about  $90  mil¬ 
lion. 

BENEFIT  TO  LOW-INCOME  GROUPS 

The  amendment  would  increase  the 
tax  reduction  for  individuals  and  par¬ 
ticularly  for  those  in  the  lower  income 
groups.  At  present,  the  minimum  stand¬ 
ard  deduction  is  $300  for  a  taxpayer  arid 
$100  for  each  dependent.  This  means 
there  is  a  minimum  standard  deduction 
of  $600  for  a  family  of  four.  This,  added 
to  the  $600  per  capita  exemption,  means, 
roughly,  that  a  family  of  four  has  the 
first  $3,000  of  income  exempted  from 
taxation. 

Under  my  amendment,  the  minimum 
standard  deduction  would  be  increased 
to  $400  for  the  taxpayer  and  $200  for 
each  dependent,  so  that  a  family  of  four 
would  have  a  minimum  standard  deduc¬ 
tion  of  $1,000,  which,  when  added  to  the 
exemption  of  $2,400,  would  provide  that 
the  first  $3,400  would  be  exempt  from 
taxation  for  a  family  of  this  size. 

Instead  of  costing  $6,700  million,  as 
the  amendment  of  the  Senator  from 
Tennessee  would  cost — and  for  which, 
incidentally,  I  voted — it  would  cost  $960 
million. 

But  one  of  the  great  advantages  of  the 
arrangement  is  that  it  would  increase 
the  amount  given  to  the  lower  income 
groups. 

BENEFITS  TO  THOSE  WITH  $10,000  OR  LESS 

All  but  $35  million  of  the  $960  million, 
or  a  total  of  $925  million,  would  go  to 
taxpayers  with  incomes  below  $10,000  a 
year;  $385  million  would  go  to  those 
with  incomes  below  $5,000  a  year;  $540 
million  would  go  to  those  earning  be¬ 
tween  $5,000  and  $10,000  a  year. 

This  amendment  would  favor  relatively 
low  income  taxpayers  and  families. 

Under  my  amendment  the  minimum 
standard  deduction  is  continued  up  to 
and  including  the  sixth  child,  so  that  a 
family  with  six  children  would  get  a  min¬ 
imum  standard  deduction  of  $1,800,  in¬ 
stead  of  the  present  $1,000  in  the  bilL 

I  ask  unanimous  consent  that  a  table 
giving  the  distribution  effect  of  my 
amendment  be  printed  at  this  point  in 
the  Record. 

The  PRESIDING  OFFICER.  Without 
objection  the  table  will  be  printed  at  this 
point  in  the  Record. 


The  table  is  as  follows: 


Adjusted  gross 
income  class 

Revenue  loss  (millions) 

Under 
minimum 
standard 
deduction 
in  II. R. 

8363 

Under 

proposal 

Increased 
loss  due  to 
proposal 

0  to  $3,000 . 

$170 

$320 

$150 

$3,000  to  $5,000.... 

100 

335 

235 

$5,000  to  $10,000... 

50 

590 

540 

$10,000  to  $20,000.. 

0 

30 

30 

*20,000  to  $50,000.. 

0 

5 

5 

$50,000  and  over. . 

0 

(') 

(') 

Total . 

320 

1,280 

900 

i  Less  than  $2,500,000. 


Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  AIKEN.  How  would  the  Senator’s 
proposal  compare  with  a  flat  deduction 
of  $700? 

Mr.  DOUGLAS.  Does  the  Senator 
mean  an  increase  in  the  exemption? 

Mr.  AIKEN.  Yes. 

Mr.  DOUGLAS.  Each  $100  increase  in 
the  exemption  costs  roughly  $3  Ys  billion. 
So  this  proposal  would  cost  about  30 
percent  of  that. 

Mr.  AIKEN.  What  is  wrong  with  a 
$100  exemption  increase? 

Mr.  DOUGLAS.  I  would  vote  for  it. 
I  voted  for  the  $200  exemption  increase, 
of  from  $600  tp  $800,  but  a  motion  was 
made  by  the  Senator  from  New  Mexico 
to  table,  and  it  carried.  I  am  now  pro¬ 
posing  this  amendment  to  increase  the 
minimum  standard  deduction  rather 
than  to  raise  the  amount  of  the  exemp¬ 
tion.  If  another  amendment  is  offered 
to  increase  the  minimum  from  $600  to 
$700,  I  shall  vote  for  it.  At  present,  I 
am  offering  my  amendment,  which  would 
cut  taxes  approximately  $1  billion  for  the 
low  income  groups,  but  would  offset  that 
loss  of  revenue  by  diminishing  the  cut 
in  the  corporate  taxes. 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  HUMPHREY.  Would  there  be 
any  loss  of  revenue  under  the  aggregate 
provisions  of  the  amendment? 

Mr.  DOUGLAS.  Ninety  million  dol¬ 
lars.  We  would  lose  $960  million  through 
the  increase  in  the  minimum  standard 
deduction.  We  would  gain  $870  million 
through  the  diminished  cut  in  the  cor¬ 
poration  tax.  So  there  would  be  a  loss 
of  $90  million,  but  that  is  a  relatively 
minor  amount  in  a  tax  bill  that  would 
reduce  revenues  by  more  than  $11  billion. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 
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Mr.  PROXMIRE.  Is  it  not  true  that 
the  Senator  will  offer  another  amend¬ 
ment,  the  oil  depletion  amendment  which 
would  recoup  $400  million? 

Mr.  DOUGLAS.  Yes. 

Mr.  PROXMIRE.  Also.  I  Intend  to 
offer  another  amendment  which  would 
increase  revenues  between  $245  million 
and  $725  million  a  year,  which  I  under¬ 
stand  the  Senator  will  support. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  AIKEN.  Is  it  not  true  that  the 
$600  exemption,  when  it  was  adopted 
some  years  ago,  would  buy  far  more  than 
a  $700  exemption  would  today? 

Mr.  DOUGLAS.  Yes. 

Mr.  AIKEN.  How  would  the  purchas  • 
ing  power  of  the  $600  exemption  when  it 
went  into  effect  some  15  years  ago  com¬ 
pare  with  the  purchasing  power  today? 
What  would  be  its  equivalent  in  purchas¬ 
ing  power  today? 

Mr.  DOUGLAS.  I  think  there  has 
been  an  increase  of  about  25  percent  in 
the  cost  of  living  during  the  past  15 
years. 

There  was  an  increase  from  92  to  107 
in  the  consumer  price  index  in  the  last 
12  years,  which  is  an  increase  of  ap¬ 
proximately  17  percent;  but  there  was 
an  increase  in  the  period  prior  to  1952. 

Mr.  AIKEN.  But  the  tax  bill  as  it  is 
now  written  would  put  a  further  squeeze 
on  the  lower  income  people,  would  it  not? 

Mr.  DOUGLAS.  I  would  not  say  it 
would  put  on  a  further  squeeze. 

Mr.  AIKEN.  As  far  as  exemptions  are 
concerned. 

Mr.  DOUGLAS.  As  far  as  the  past  is 
concerned,  every  increase  in  the  cost  of 
living  diminishes  the  real  value  of  the 
$600  exemption. 

One  of  the  great  advantages  of  an  in¬ 
crease  in  the  minimum  standard  deduc¬ 
tion  which  I  am  proposing,  as  compared 
with  an  increase  in  the  exemption,  is 
that  a  larger  proportion  goes  to  the  low¬ 
er  income  groups. 

Mr.  AIKEN.  Yes. 

Mr.  DOUGLAS.  There  is  already  a 
10-percent  standard  deduction,  but  with 
an  upper  limit  of  $1,000. 

Mr.  AIKEN.  Does  the  Senator  from 
Illinois  believe  that  it  is  possible  to  dump 
$11  billion  into  the  purchasing  power  of 
the  country  without  increasing  prices  at 
all? 

Mr.  DOUGLAS.  I  am  not  discussing 
the  general  theory  of  the  bill.  I  am 
discussing  the  question  of  the  transfer  of 
some  of  the  cuts  from  the  upper  income 
groups  to  the  lower  income  groups. 
Those  with  incomes  of  over  $50,000  a 


year  own  approximately  a  third  of  the 
stock  of  the  country,  and  get  about  a 
third  of  the  distributed  profits.  Those 
with  incomes  of  over  $25,000  get  over 
half  the  dividends.  Under  my  amend¬ 
ment  we  are  cutting  down  on  the 
amounts  that  would  go  to  the  higher 
groups,  and  giving  that  to  the  groups 
that  have  less  than  $10,000  and  less  than 
$5,000. 

Mr.  AIKEN.  Would  not  the  increase  in 
the  cost  of  living,  due  to  the  $11  billion 
being  dumped  into  the  purchasing  power 
of  the  Nation,  be  greater  than  the  tax 
benefits  which  are  given  to  a  family,  say, 
earning  less  than  $3,000  a  year? 

Mr.  DOUGLAS.  I  am  not  discussing 
the  merits  of  the  bill  as  a  whole.  My 
amendment  would  not  affect  that  situa¬ 
tion  one  way  or  the  other. 

[P.  1792 ] 

Mr.  AIKEN.  That  is  important. 

Mr.  DOUGLAS.  I  think  it  1s,  and  I 
welcome  a  discussion  of  the  bill  later. 
In  the  meantime  I  will  discuss  my  par¬ 
ticular  amendment.  My  amendment 
does  not  change  the  overall  effect  of  the 
tax  bill.  What  it  does  do  is  to  take  ap¬ 
proximately  $900  million  from  those  in 
the  income  groups  above  $10,000  and 
$25,000  and  $50,000. 

Mr.  AIKEN.  Who  would  they  be? 

Mr.  DOUGLAS.  Only  1  family  out 
of  10  has  an  income  of  over  $10,000, 
roughly.  About  2  percent  of  the  families 
have  income  over  $20,000.  Two-tenths 
of  1  percent  or  1  in  500  have  incomes  of 
over  $50,000.  What  my  amendment 
would  do  would  be  to  diminish  the  tax 
benefits  given  under  the  bill  to  the  upper 
income  groups  and  increase  the  tax  tax 
benefits  given  to  the  lower  income 
groups. 

Mr.  AIKEN.  What  percentage  goes  to 
those  of  $50,000? 

Mr.  DOUGLAS.  Of  the  corporate 
protfls,  they  get  about  50  percent  of  the 
corporate  profits. 

Mr.  AIKEN.  I  thank  the  Senator  from 
Illinois.  The  whole  thing  is  very  clear 
now. 

Mr.  DOUGLAS.  I  thank  the  Senator. 

Mr.  President,  I  think  that  this  is  the 
best  possible  way,  now  that  the  Gore 
amendment  has  been  defeated,  of  insur¬ 
ing  a  larger  proportion  of  the  tax  cut 
going  to  the  ordinary  people  of  the  coun¬ 
try. 

There  are  numerous  arguments  for  the 
amendment.  Time  and  again  Members 
of  the  Senate  have  expressed  the  view 
that  a  larger  proportion  of  the  tax  cut 
should  go  to  relatively  low  income  indi¬ 
viduals  or  to  those  of  modest  incomes. 
The  amendment  would  give  a  larger 
share  of  the  cut  to  those  below  $10,000. 
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In  fact,  95  percent  of  the  cuts  in  my 
amendment  would  go  to  those  with  in¬ 
comes  below  $10,000  a  year. 

MORE  OF  CUT  WOULD  BE  SPENT  „ 

It  would  also  have  the  effect  of  giving 
a  greater  stimulus  to  the  economy  than 
in  the  present  bill,  because  those  with 
relatively  low  incomes  and  those  with 
large  families  tend  to  spend  a  much  high¬ 
er  proportion  of  their  income  than  those 
with  high  incomes.  Therefore,  we  can 
expect  that  a  greater  proportion  of  the 
tax  cut  will  be  spent  for  the  necessities  of 
life  and,  hence,  have  a  greater  stimula¬ 
tive  effect  on  the  economy  than  the  cuts 
in  the  present  bill. 

-  CORPORATIONS  HAVE  HAD  LARGE  CUTS 

A  third  argument  for  the  nature  of 
this  cut  is  that  corporations  and  their 
stockholders  since  1954  have  already  had 
tax  cuts  equivalent  in  amounts  to  $5  bil¬ 
lion  a  year.  In  1954  the  provisions  for 
rapid  depreciation  and  fast  tax  write¬ 
offs  went  into  the  code.  In  that  same 
year  the  dividend  credit  was  passed. 
Together,  these  amounted  to  about  $2  y2 
billion  on  an  annual  basis  which  went  to 
corporations  or  to  the  holders  of  cor¬ 
porate  stocks. 

In  1962  we  passed  the  investment  tax 
credit.  This  was  worth  slightly  more 
than  $1  billion  a  year  to  corporations. 
To  be  more  precise,  it  was  $1,200  million. 
In  addition,  in  1962  the  Treasury  re¬ 
vised  Bulletin  F,  which  meant  an  addi¬ 
tional  $1.3  billion  per  year  to  the  corpo¬ 
rations.  Thus,  corporations  and  their 
stockholders  have  had  a  tax  cut  of  al¬ 
most  $5  billion  a  year  since  1954,  while 
the  ordinary  taxpayers  have  had  no  Fed¬ 
eral  income  tax  cut  whatsoever. 

Thus,  there  is  great  merit  in  increasing 
the  amount  to  go  to  low  income  indi¬ 
viduals  in  the  bill  and  decreasing  the 
amount  which  goes  to  corporations.  This 
is  precisely  what  my  amendment  would 
do. 

STATE  AND  LOCAL  TAX  INCREASES  REGRESSIVE 

There  is  a  further  argument  in  favor 
of  the  amendment;  namely,  that  the 
amount  of  State  and  local  taxes  have 
risen  by  very  large  amounts  over  recent 
years.  These  taxes  are  regressive  and 
fall  much  more  heavily  proportionately 
on  low  income  groups  than  on  high  in¬ 
come  groups. 

For  example,  from  1954  to  1962,  State 
and  local  property  taxes  rose  from  $9.9 
to  $19  billion  a  year.  State  and  local 
sales  taxes  and  gross  receipts  taxes  rose 
from  $7.3  billion  to  $13  Vk  billion.  Be¬ 
tween  1954  and  1962  the  total  amount  of 
State  and  local  revenues  doubled  from 
$29  billion  to  $58  billion.  All  of  this 
occurred  in  a  period  when  individuals 
have  had  no  tax  relief  from  the  Federal 


income  taxes,  and  while  corporations 
have  had  the  equivalent  of  a  $5  billion 
decrease  in  corporation  taxes. 

BIG  CUTS  TO  HIGH  INCOME  GROUPS 

Let  us  see  who  have  benefited  from  the 
$5  billion  of  Federal  corporate  tax  cuts 
since  1954. 

An  indication  of  who  received  the  bulk 
of  the  Federal  tax -cut  since  1954  is  shown 
by  the  distribution  of  dividend  income. 
Those  with  incomes  of  over  $20,000  a 
year — which  are  less  than  2  percent  of 
all  taxpayers — received  54  percent  of  all 
dividends.  Those  with  incomes  over 
$50,000  a  year — who  number  only  two- 
tenths  of  1  percent  of  all  taxpayers — 
nonetheless  received  31  percent  of  all 
dividends. 

CORPORATE  FUNDS  NOT  INVESTED 

I  may  say,  also,  that  insofar  as  the 
corporations  have  retained  their  earn¬ 
ings  and  not  distributed  them  in  divi¬ 
dends,  which  is  about  40  percent  of  the 
profits  after  taxes,  they  have  not  re¬ 
invested  this  full  amount.  In  fact,  the 
investments  of  corporations  are  appre¬ 
ciably  less  than  the  retained  earnings, 
plus  depreciation,  plus  money  raised  ex¬ 
ternally. 

In  the  period  of  4  or  5  years  approxi¬ 
mately  $25  billion  in  liquid  funds  have 
been  accumulated  and  not  invested  in 
plant.  There  is  no  shortage  of  money  on 
the  part  of  the  corporations  of  the  coun¬ 
try.  They  have  funds  running  out  of 
their  ears.  They  do  not  invest  these 
funds  because,  due  to  the  prices  charged, 
there  is  insufficient  demand. 

The  bill  before  the  Senate  would  do 
something  in  this  direction,  but  it  would 
not  do  as  much  as  it  Would  under  my 
amendment. 

Mr.  President,  I  send  the  amendment 
to  the  desk  and  ask  that  it  be  printed, 
and  also  printed  in  the  Record.  And  I 
ask  unanimous  consent  that  it  may  be 
the  first  order  of  business  tomorrow 
morning. 

The  PRESIDING  OFFICER.  Without 
objection  the  amendment  will  be  re¬ 
ceived  and  printed  and  will  lie  on  the 
table;  and,  without  objection,  the 
amendment  will  be  printed, in  the  Rec¬ 
ord,  and  will  be  the  first  order  of  busi¬ 
ness  tomorrow  morning. 

The  amendment  (No.  411)  is  as  fol¬ 
lows: 

On  page  8,  line  8,  Insert  “10-percent”  im¬ 
mediately  after  “The”. 

On  page  8,  line  10,  insert  "10-percent”  im¬ 
mediately  before  “standard”. 

On  page  8,  line  11,  insert  after  the  period 
the  following  new  sentence:  “The  minimum 
standard  deduction  shall  not  exceed  $1,800, 
except  that  in  the  case  of  a  separate  re¬ 
turn  by  a  married  individual  the  minimum 
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standard  deduction  shall  not  exceed  $900.” 

On  page  9,  line  3,  strike  out  ”$100”  and 
insert  ”$200”. 

On  page  13,  line  14,  strike  out  “28  per¬ 
cent”  and  insert  ”29  percent”. 

On  page  13,  line  17,  strike  out  ”26  per¬ 
cent”  and  insert  “28  percent”. 

On  pages  353  through  362,  revise  the 
tables  contained  therein  so  as  to  reflect  the 
changes  made  by  this  amendment  with  re¬ 
spect  to  the  minimum  standard  deduction. 

AMENDMENT  NO.  412 

Mr.  PROXMIRE.  Mr.  President,  I 
send  to  the  desk  an  amendment  to  lift  the 
single  greatest  excise  discouragement  to 
employment — the. so-called  cabaret  tax. 

When  this  tax  was  reduced  from  20 
percent  to  10  percent  in  1960,  employ¬ 
ment  rose  by  35  percent,  and  incomes 
rose  by  33  percent  for  musicians  alone. 

This  tax  is  also  one  of  the  most  dis¬ 
criminatory  excises.  Public  clubs  pay  the 
tax  but  private  clubs  do  not.  Places 
which  have  musicians  pay  the  tax  but 
places  with  jukeboxes  do  not.  If  cus¬ 
tomers  pay  their  checks  before  entertain¬ 
ment  begins,  there  is  no  tax  but  payment 
during  the  entertainment  means  a  tax. 

The  tax  is  extremely  difficult  for  the 
courts,  the  Internal  Revenue  Service, 
and  taxpayers  to  interpret.  Substantial 
administrative  costs  will  be  eliminated 
by  my  amendment. 

On  the  solid  basis  of  the  experience 
when  these  taxes  were  reduced  from  20 
percent  to  10  percent,  no  revenue  loss 
will  occur  from  this  amendment.  The 
encouragement  that  will  be  provided  to 
customers,  to  employees  and  to  smaller 
establishments  generally  will  more  than 
offset  any  direct  tax  loss. 

Estimates  by  the  Treasury  that  this 
amendment  would  reduce  revenues  com¬ 
pletely  ignore  the  proven  stimulus  this 
particular  tax  elimination  can  give.. 

This  is  one  of  the  taxes  that  were  in¬ 
troduced  in  the  wartime  period  to  dis¬ 
courage  consumption  and  to  discourage 
this  kind  of  activity.  We  all  know  that 
the  war  is  over.  We  all  want  to  encour¬ 
age  consumption  and  encourage  employ¬ 
ment.  Therefore,  it  seems  to  me  it  is 
long  past  due  for  this  amendment  to  be 
considered. 

Mr.  President,  I  submit  the  amend¬ 
ment  and  ask  that  it  lie  on  the  table. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  received  and  print¬ 
ed,  and  will  lie  on  the  table. _ 

Mr.  MORTON.  Mr.  President,  on  be¬ 
half  of  the  junior  Senator  from  Illinois 
[Mr.  Dirksen],  the  minority  leader,  I 
send  to  the  desk  an  amendment  and  ask 

for  its  immediate  consideration.  I  ask 
[P.  1793] 

unanimous  consent  that  the  reading  of 


the  amendment  be  dispensed  with;  it  can 
be  easily  explained. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  the  reading  of  the  amend¬ 
ment  will  be  dispensed  with;  and  with¬ 
out  objection,  the  amendment  will  be 
printed  in  the  Record. 

The  amendment  is  as  follows; 

On  page  28,  beginning  with  line  2,  strike 
out  all  through  line  2  on  page  32  and  in  lieu 
thereof  insert  the  following: 

“Sec.  201.  Dividends  Received  by  Individuals. 

“(a)  Limitation  op  Credit  to  $300. — Sec¬ 
tion  34(b)  (relating  to  limitation  on  amount 
of  credit  for  dividends  received  by  individ¬ 
uals)  is  amended — 

“(1)  by  striking  out  ‘the  lesser’  and  in¬ 
serting  in  lieu  thereof  ‘the  lowest’; 

“(2)  by  striking  out  ‘or’  at  the  end  of 
paragraph  (1); 

“(3)  by  striking  out  the  period  at  the  end 
of  paragraph  (2)  and  inserting  in  lieu 
thereof  *;  or’;  and 

“(4)  by  adding  after  paragraph  (2)  the  fol¬ 
lowing  new  paragraph: 

”  ‘(3)  $300  ($150,  in  the  case  of  a  married 
individual  filing  a  separate  return) .’ 

“(b)  Doubling  op  Amount  op  Partial  Ex¬ 
clusion  from  Gross  Income  op  Dividends 
Received  by  Individuals — Section  116(a) 
(relating  to  partial  exclusion  from  gross  in¬ 
come  of  dividends  received  by  individuals) 
is  amended  by  striking  out  ‘$50’  each  place 
it  appears  and  inserting  in  lieu  thereof 
‘$100’. 

"(c)  Effective  Date. — The  amendments 
made  by  subsections  (a)  and  (b)  shall  apply 
With  respect  to  taxable  years  beginning  after 
December  31,  1963.” 

Mr.  MORTON.  Mr.  President,  how 
many  Senators  are  required  to  second  a 
request  for  the  yeas  and  nays? 

The  PRESIDING  OFFICER.  Nine¬ 
teen. 

Mr.  MORTON.  Mr.  President,  before 
proceeding  further,  I  ask  for  the  yeas 
and  nays  on  the  amendment  I  have  of¬ 
fered. 

The  yeas  and  nays  were  ordered. 

Mr.  MORTON.  Mr.  President,  with 
the  understanding  that  I  will  not  lose 
my  right  to  the  floor,  I  yield  to  the  junior 
Senator  from  Florida. 


REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  on  the  pend¬ 
ing  amendment  there  be  a  limitation  of 
debate  of  1  hour,  the  time  to  be  equally 
divided,  30  minutes  to  be  controlled  by 
the  distinguished  Senator  from  Ken¬ 
tucky  [Mr.  Morton]  and  30  minutes  to 
be  controlled  by  the  distinguished  Sen- 
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a  tor  from  Minnesota  LMr.  McCarthy]. 

The  PRESIDING  OFFICER.  Does  the 
proposal  include  all  amendments 
thereto? 

Mr.  MANSFIELD.  Yes. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  MORTON.  Mr.  President,  one  of 
the  more  vexing  problems  confronting 
the  Senate  is  the  treatment  of  tax  divi¬ 
dends  received  by  investors.  I  should 
like  to  develop  this  point,  but  before 
doing  so  I  yield  to  the  distinguished  Sen¬ 
ator  from  California. 

THE  FORGOTTEN  ONES 

Mr.  KUCHEL.  Mr.  President,  the 
Senate  is  now  debating  the  Internal 
Revenue  Act  of  1964,  a  landmark  piece 
of  legislation  generally  described  as  pro¬ 
viding  an  across-the-board  tax  cut  for 

[P.  1794} 

all  American  taxpayers.  Today  I  would 
like  to  talk  about  a  sizable  group  of  tax¬ 
payers  who  will  not  receive  a  significant 
tax  cut  under  this  bill. 

These  people  who  have  been  left  out 
of  the  tax  cut  are  retired  persons  and 
widows  with  dependent  children  living 
principally  on  dividend  income  of  less 
than  $6,000  a  year.  Since  dividends 
from  private  business  corporations  often 
are  these  taxpayers’  main  source  of  in¬ 
come,  they  are  the  group  that  is  hit 
hardest  by  the  elimination  of  the  4-per- 
cent  tax  credit  on  corporate  dividends. 
For  most  of  them,  the  tax  saving  which 
they  will  receive  as  a  result  of  the  re¬ 
duced  tax  rates  in  the  tax  cut  bill  will 
largely  be  taken  away  by  the  accom¬ 
panying  repeal  of  the  4 -percent  dividend 
credit. 

Some  actual  examples  will  illustrate 
this.  Take  for  instance  a  widow  who  is 
61  years  old  and  living  on  $5,000  in  divi¬ 
dend  income  from  common  stocks  in¬ 
herited  from  her  husband.  Under  the 
present  law,  which  includes  the  divi¬ 
dend  credit,  her  income  tax  bill  is  $659. 
Under  the  tax  cut  that  will  go  into  effect 
in  1965,  however,  her  tax  bill  will  be 
$658,  a  saving  of  only  $1.  This  occurs 
despite  the  fact  that  the  new  tax  bill  in¬ 
creases  the  dividend  exclusion  from  $50 
to  $100  and  lowers  the  overall  tax  rate. 

This  case  comes  into  clearer  perspec¬ 
tive  when  we  realize  that  a  wage  earner 
paid  $5,000,  the  same  amount  as  the 
widow  received  in  dividends,  will  get  a 
tax  cut  amounting  to  $147  under  the  new 
law.  Clearly  there  is  something  wrong 
when  a  tax  cut  bill  provides  a  $147  cut 
for  a  healthy  young  workingman  but 
provides  no  cut  at  all  for  an  elderly 
widow  living  on  exactly  the  same  amount 
of  dividend  income. 


There  are  many  other  examples  of 
unfairness  to  elderly  people  living  ex¬ 
clusively  on  small  amounts  of  dividend 
income.  The  tax  for  a  retired  couple — 
both  over  65  and  living  on  dividend  in¬ 
come  of  $6,000  a  year — will  be  reduced 
only  $48  under  the  new  bill.  A  working 
couple  living  on  $6,000  in  wages,  how¬ 
ever,  will  receive  a  whopping  cut  of  over 
$150.  To  look  at  it  another  way,  the 
elderly  couple  living  on  dividend  income 
will  receive  a  cut  of  only  10  percent 
whereas  the  wage  earning  couple  will 
receive  a  cut  of  25  percent — almost  2l/2 
times  as  great. 

There  will  be  a  double  hardship  under 
the  so-called  tax  cut  bill  for  elderly  per¬ 
sons  who  receive  a  retirement  income 
credit  as  well  as  the  dividend  income 
credit.  Under  the  proposed  law,  these 
people  will  not  only  lose  their  4-percent 
dividend  credit  but  will  also  have  their 
retirement  income  credit  reduced  from 
20  percent  this  year  to  only  15  percent  in 
1965.  Take  the  case  of  a  single  taxpayer 
aged  65  whose  gross  income  is  $3,500 — 
all  from  dividends — and  who  is  entitled 
to  the  maximum  retirement  income  tax 
credit.  His  tax  liability  this  year,  with 
the  dividend  credit  and  the  full  retire¬ 
ment  credit,  is  $5.  His  tax  liability  in 
1965,  however,  would  be  $51 — an  increase 
of  $46. 

After  studying  cases  similar  to  this, 
it  is  my  opinion  that  every  American 
taxpayer  living  principally  on  dividend 
income  of  less  than  $6,000  a  year  should 
study  the  tax  cut  bill  very  carefully. 
They  may  find  that,  for  them  at  least, 
unless  at  a  minimum  the  4-percent  divi¬ 
dend  credit  is  maintained  this  is  really  a 
tax  stabilization  bill  or  even  a  tax  in¬ 
crease  bill.  It  seems  strange  that  at  a 
time  when  many  Members  of  Congress 
profess  to  be  very  concerned  about  the  fi¬ 
nancial  problems  of  the  elderly,  the  Sen¬ 
ate  Committee  on  Finance  has  reported 
out  a  tax  cut  bill  which  is  so  grossly  un¬ 
fair  to  elderly  persons  living  on  small 
amounts  of  dividend  income. _ 

I  support  the  amendment  offered  by 
the  distinguished  Senator  from  Ken¬ 
tucky.  I  do  so  because  I  believe  it  is  in 
the  public  interest.  I  oppose  the  theory 
of  double  taxation  of  the  same  dollar  of 
profit.  I  have  opposed  the  repeal  of  the 
4-percent  dividend  credit  each  time  that 
this  has  been  attempted  in  the  Senate. 
It  would  seem  to  me,  Mr.  President,  that 
this  is  a  minimum  amount  of  relief 
from  double  taxation.  The  credit  should 
be  continued.  _ 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  as  a 
part  of  my  remarks  the  mathematical 
computations  on  which  the  examples  I 
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have  cited,  and  several  other  examples, 
are  based. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the 
Record,  as  follows: 


Widowed  taxpayer,  age  61i  1 


Present 

law 

1965 

Oross  Income  (all  from  dividends). 

$5,000 

$5,000 

Less  dividend  exclusion  from  gross 

Income . 

50 

100 

Adjusted  gross  income. . 

4,950 

4,900 

Less  personal  exemption . 

600 

. 

600 

Total . . . 

4,350 

4,300 

Less  deductions  (minimum  stand- 

ard  deduction  applies  in  1965)... 

495 

490 

Taxable  income . . 

3,855 

3,810 

Tentative  tax _ _ _ 

813 

658 

Loss  dividend  credit  (4  percent  of 
taxable  income) . 

154 

0 

Total . . . 

659 

658 

Difference  (net  tax  reduc- 

tion) . . 

-1 

Percentage  reduction . . 

Difference  between  1963  tax  and 
1965  tax  for  equivalent  wage 

earner . . 

Percentage  reduction  for  wage 
earner-. . . 


0 

-$147 

18 


1  This  table  illustrates  what  would  happen  to  a  widow, 
ago  61.  living  on  $5,000  in  dividend  income  from  common 
stocks  inherited  from  her  husband.  Her  net  tax  reduc¬ 
tion  would  be  only  $1,  whereas  a  wage  earner  in  the 
same  bracket  would  receive  a  reduction  of  $147,  or  18 
percent. 


Single  taxpayer ,  age  65  1 


Present 

law 

1965 

Gross  income  (all  from  dividends). 

$3,500 

$3.  500 

Less  dividend  exclusion  from  gross 

income.. . 

50 

100 

Adjusted  gross  income. . 

3, 450 

3,  400 

Less  personal  exemption. . 

1,200 

1,200 

Total . . . . 

2,250 

2,  200 

Less  deductions  (minimum  stand- 

ard  deduction  applies  in  1965)... 

345 

400 

Taxable  income . . 

1,905 

1.800 

Tentative  tax . . . . . 

386 

280 

Less  dividend  credit  (4  percent  of 

taxable  income).. . . . 

—76 

0 

Total . . . . 

310 

280 

Less  retirement  income  credit _ 

305 

229 

Tax  liability . 

5 

51 

Difference  (net  tax  increase). 

+46 

i  This  table  illustrates  what  would  happen  to  a  single 
taxpayer,  age  65,  living  on  dividend  income  of  $3,500,  who 
is  entitled  to  the  maximum  retirement  income  tax 
credit  (which  Is  reduced  under  II. R.  8363  along  with  the 
elimination  of  the  4-pcrcent  dividends  reccivtxl  credit). 
Instead  of  being  reduced  under  the  so-called  tax  cut  bill, 
this  man’s  taxes  would  be  increased  by  $46. 


Married  couple,  both  over  65  1 


Present 

law 

1965 

Gross  income  (all  from  dividends). 
I/ess  dividend  exclusion  from  gross 
income _ _ 

$6,000 

-100 

$6,  000 

200 

Adjusted  gross  income _ 

5,900 

2,400 

5,  800 

Less  personal  exemption _ 

2,400 

Total. . . 

3,500 

690 

3,400 

Less  deductions  (minlmumstand- 
ard  deduction  applies  in  1965)... 

600 

Taxable  income . 

2, 910 

2,800 

Tentative  tax _ _ _ 

682 

418 

Less  dividend  credit  (4  percent  of 
taxable  income) _ _ 

116 

0 

Total . . . . 

466 

418 

Difference  (net  tax  reduc¬ 
tion) . 

-48 

Percentage  reduction . . 

10.3 

Difference  between  1903  tax  and 
1965  tax  for  equivalent  wage 
earner..  _  .. 

-$150 

Percentage  reduction  for  wage 
earner... . . 

•25 

1  This  table  illustrates  what  would  happen  to  a  mar¬ 
ried  couple,  both  over  65,  living  on  dividend  income  of 
$6,000  a  year.  Their  net  tax  reduction  would  be  $48,  or 
10.3  percent,  whereas  a  wage-earning  couple  iu  the  same 
bracket  would  receive  a  reduction  of  $150,  or  25  percent 


Married  couple,  both  under  65  1 


Present  1905 

law  i 

i 

Gross  income  (all  from  dividends)  . 
Less  dividend  exclusion  from  gross 
income  _ _ _ _ _ 

$5,000 

100 

$>5, 000 

200 

Adjusted  gross  income . 

Less  personal  exemption . 

Total . . . 

4,900 

1,200 

4,800 

1,200 

3,700 

490 

3,600 

480 

Less  deductions  (minimum  stand¬ 
ard  deduction  applies  In  1966)... 

Taxable  income . — 

Tentative  tax .  . 

8, 210 

3, 110 

647 

474 
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Present 

law 

1965 

Less  dividend  credit  (4  percent  of 
taxable  income) _ _ 

-$128 

0 

Total _  _ 

519 

$474 

-45 

Difference  (net  tax  reduc¬ 
tion)  . . . 

Percentage  reduction _ 

8.  7' 

-$159 

24.1 

Difference  between  1963  tax  and 
1965  tax  for  equivalent  wage 
earner  _ _ _ _ 

Percentage  reduction  for  wage 
earner  . . 

1  This  table  illustrates  what  wouldhappen  to  a  married 
couple,  both  under  65,  retired  for  reasons  of  health  or 
disability  and  living  on  dividend  income  of  $5,000  a  year. 
Their  net  tax  reduction  would  be  $45,  or  8.7  percent, 
whereas  a  wage-earning  couple  in  the  same  bracket 
would  receive  a  reduction  of  $159,  or  24.1  percent. 
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Single  taxpayer,  age  63  1 


Present 

law 

1965 

Gross  income  (all  from  dividends). 

$3,000 

$3,000 

Less  dividend  exclusion  from  gross 

income.. . . . . 

50 

100 

Adjusted  gross  income. .  ... 

2,950 

2,  900 

Less  personal  exemption. . . . . 

600 

600 

Total _ _ _ _ - 

2,350 

2, 300 

Less  deductions  (minimum  stand- 

300 

ard  deduction  applies  in  1965)... 

295 

Taxable  income.  - 

2, 055 

2, 000 

Tax  from  tax  table. .  - 

415 

312 

Less  dividend  credit  (4  percent  of 

0 

taxable  income) _  _ 

82 

Total . . . . 

333 

312 

Difference  (net  tax  reduc- 

-21 

tion)  _ 

Percentage  reduction... . .  . 

(5.  3 

Difference  between  1963  tax  and 
1965  tax  for  equivalent  wage 

—  $94 

earner  _ 

Percentage  reduction  for  wage 

22 

earner  _  _ 

1  This  table  illustrates  what  would  happen  to  a  03- 
year-old  man,  retired  due  to  illness  or  disability,  living 
on  dividend  income  of  $3,000  a  year.  His  net  tax  reduc¬ 
tion  would  be  only  $21,  or  6.3  percent,  whereas  a  wage 
earner  in  the  same  bracket  would  receive  a  reduction  of 
$94,  or  22  percent. 

Mr.  KUCHEL.  Mr.  President,  I  thank 
my  able  friend,  the  Senator  from  Ken¬ 
tucky,  for  yielding  to  me. 

Mr.  MORTON.  Mr.  President,  the  in¬ 
vestments  which  have  been  made  by  the 
more  than  17  million  American  investors 
have  financed  the  creation  of  the  world’s 
mightiest  industrial  economy,  and  have 
permitted  the  United  States  to  lead  the 
world  in  both  output  and  efficiency. 

One  of  the  most  important  factors 
affecting  the  future  expansion  and  mod¬ 
ernization  of  our  industrial  machine  is 
the  manner  in  which  the  dividends  re¬ 
ceived  by  those  investors  are  taxed.  If 
we  are  to  maintain  our  supremacy 
abroad  and  create  more  jobs  at  home, 
we  must  provide  for  both  expansion  and 
modernization. 

The  late  President  Kennedy  com¬ 
menced  his  tax  message  of  January  24, 
1963,  by  stating: 

The  most  urgent  task  facing  our  Nation 
at  home  today  is  to  end  the  tragic  waste  of 
unemployment  and  unused  resources — to 
step  up  the  growth  and  vigor  of  our  national 
economy — to  increase  job  and  investment 
opportunities — to  improve  our  productivity — 
and  thereby  to  strengthen  our  Nation’s 
ability  to  meet  its  worldwide  commitments 
for  the  defense  and  growth  of  freedom.  The 
revision  of  our  Federal  tax  system  on  an 
equitable  basis  is  crucial  to  the  achievement 
of  these  goals. 

Mr.  President,  in  dealing  with  the  pro¬ 
vision  of  the  House  version  of  the  bill 
which  would  reduce  the  4 -percent  divi¬ 
dend  credit  received  by  individuals  to  a 


2-percent  credit  for  dividends  received 
in  the  calendar  year  1964,  I  wish  to  say 
that  the  amendment  I  have  submitted  on 
behalf  of  myself  and  the  Senator  from 
Illinois  [Mr.  Dirksen]  would  not  con¬ 
tinue  the  provision  of  present  law  as  it 
now  stands,  but  would  continue  the  pro¬ 
vision  of  present  law,  plus  a  limit  of  $300. 

Under  existing  law,  one  can  take  a  di¬ 
rect  tax  credit,  without  limitation,  of  4 
percent  of  the  dividends  he  has  received. 
Under  the  amendment  which  I  have  pro¬ 
posed  in  behalf  of  myself  and  the  Sen¬ 
ator  from  Illinois  [Mr.  Dirksen],  one 
can  take  a  tax  credit  of  4  percent  of  the 
dividends  he  has  received,  but  with  a 
$300  limitation.  Under  this  amend¬ 
ment,  one  who  received  dividends  in  the 
total  amount  of  $7,500  a  year  could  take 
a  total  dividend  tax  credit  of  only  $300; 
he  would  not  receive  a  tax  credit  on  his 
dividends  which  were  in  excess  of  $300. 

Mr.  President,  this  issue  has  been  de¬ 
bated  again  and  again;  and  at  this  late 
hour  I  see  no  use  in  laboring  the  point 
which  is  stressed  in  connection  with  this 
provision  of  existing  law ;  namely,  double 
taxation.  Both  the  Senate  and  the 
American  people  as  a  whole  understand 
this  problem.  Under  existing  law,  before 
a  U.S.  investor  receives  a  return  from  a 
corporation  in  which  he  has  invested, 
$52  of  each  $100  earned  by  the  corpora¬ 
tion  has,  in  most  instances,  been  paid 
in  taxes,  before  any  dividends  at  all  are 
paid.  A  part  of  the  remaining  $48  is 
paid  to  the  investors,  in  the  form  of 
dividends;  and  the  balance  can  be  used 
by  the  corporation  for  its  corporate  pur¬ 
poses.  Indeed,  Mr.  President,  in  addi¬ 
tion,  91  cents  may  be  taken  out  of  each 
dollar  of  dividends  paid. 

Mr.  President,  we  speak  of  regressive 
taxes.  Perhaps  the  dividend  credit  can¬ 
not  be  properly  classified  in  that  way, 
either  one  way  or  the  other ;  but  certainly 
it  can  be  said  that  if  we  are  to  move  for¬ 
ward  in  building  additional  job  opportu¬ 
nities  for  individuals,  who  thus  will  be 
employed  by  U.S.  corporations,  and  if  we 
are  to  enable  the  corporations  to  invest 
the  $200,000  or  $250,000  of  capital  which 
must  be  invested  in  order  to  give  one, 
two,  or  three  more  men  work,  this 
amendment  is  the  way  to  proceed. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  remarks  the  Senator  from 
Illinois  [Mr.  Dirksen]  had  prepared  for 
delivery  on  this  subject  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Dirksen 

One  of  the  more  vexing  problems  confront¬ 
ing  the  Senate  is  the  tax  treatment  of  divid¬ 
ends  received  by  investors.  The  investment 
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that  has  been  made  by  these  more  than  17 
million  investors  has  financed  the  creation 
of  the  world’s  mightiest  industrial  economy. 
It  has  permitted  us  to  lead  the  world  in 
output  and  efficiency.  One  of  the  most  im¬ 
portant  factors  affecting  the  future  expan¬ 
sion  and  modernization  of  this  industrial 
machine  is  the  manner  in  which  we  will  tax 
the  dividends  received  by  the  investors;  and 
we  must  have  both  expansion  and  moderni¬ 
zation  if  we  are  to  maintain  our  supremacy 
abroad  and  create  jobs  at  home. 

President  Kennedy  in  his  tax  message  on 
January  24,  1963,  began  by  saying: 

“The  most  urgent  task  facing  our  Nation 
at  home  today  is  to  end  the  tragic  waste 
of  unemployment  and  unused  resources — to 
step  up  the  growth  and  vigor  of  our  national 
economy — to  increase  job  and  investment 
opportunities — to  improve  our  productivity — 
and  thereby  to  strengthen  our  Nation’s  abil¬ 
ity  to  meet  its  worldwide  commitments  for 
the  defense  and  growth  of  freedom.  The 
revision  of  our  Federal  tax  system  on  an 
equitable  basis  is  crucial  to  the  achieve¬ 
ment  of  these  goals.” 

He  recognized  the  necessity  for  industrial 
expansion  and  modernization,  pointing  out 
in  his  message  that: 

“Investment  and  productivity  improve¬ 
ment  will  be  spurred  by  more  intensive  use 
of  our  present  productive  potential;  and  the 
added  incentives  to  risk  taking  will  speed  the 
modernization  of  American  industry.” 

Inherent  throughout,  the  message  was  the 
necessity  of  providing  greater  incentive  for 
investment.  For  without  investment  there 
will  be  no  expansion,  there  will  be  no  mod¬ 
ernization,  without  investment  we  would  not 
have  the  national  economy  we  have  today, 
and,  without  incentive  there  will  certainly 
be  no  investment. 

Before  an  investor  receives  a  return  from 
a  corporation  in  which  he  has  invested, 
$52  of  each  $100  earned  by  the  corporation 
has  been  paid  in  taxes  in  most  instances. 
A  part  of  the  remaining  $48  is  paid  to  the 
investor  in  the  form  of  dividends,  the  bal¬ 
ance  being  used  by  the  corporation  for  cor¬ 
porate  purposes.  Are  we  now,  by  changing 
the  tax  treatment  of  dividends,  to  force  the 
investor,  after  the  corporation  has  in  effect 
withheld  at  the  52-percent  rate,  to  be  sub¬ 
jected  to  double  taxation?  We  will  do  so 
by  requiring  a  full  inclusion  of  the  dividends 
he  receives  as  taxable  income  except  for  the 
small  amount  of  exclusion  permitted.  Will 
this  provide  the  incentive  to  invest  which 
is  so  essential  to  the  well-being,  not  to  men¬ 
tion  the  expansion,  of  our  national  economy? 

There  are  four  ways  in  which  to  approach 
the  problems.  They  were  outlined  by  Dan 
Throop  Smith,  professor  of  finance.  Har¬ 
vard  University,  before  the  Ways  and  Means 
Committee  in  1959.  They  are: 

1.  Elimination  of  the  corporate  tax; 

2.  Elimination  of  any  tax  on  dividends; 

3.  Some  adjustment  in  the  corporate  tax 
for  dividends  distributed,  in  recognition  of 
the  individual  tax  to  be  paid  on  them;  or 

4.  Some  adjustment  in  the  individual  tax 
for  dividends  received,  in  recognition  of  the 
corporate  tax  previously  paid. 

The  first  alternative  above  noted  has  never 
been  acceptable  because  among  other  things 
retained  earnings  would  never  be  taxed.  The 


second  alternative  has  also  been  unaccept¬ 
able  particularly  since  individual  rates  go 
above  corporate  rates.  If  dividends  were  de¬ 
ductible  by  the  corporation,  then  the  cor¬ 
porate  tax  would  become  a  tax  on  retained 
earnings,  and  retained  earnings  are  the  most 
important  source  of  equity  capital  for  indus¬ 
try  in  this  country.  This  type  of  relief  for 
dividends  paid  would  become  a  penalty  on 
retained  earnings. 

Our  approach  has  been  to  give  recogni¬ 
tion  to  the  fact  that  the  income  has  already 
been  taxed  to  the  corporation  and  to  pro¬ 
vide  some  partial  relief  for  individuals  on 
their  dividend  income. 

When  the  individual  income  tax  was 
adopted  in  1913,  dividends  were  exempted 
from  the  normal  1  percent  because  they 
had  already  been  taxed  by  the  corporation 
at  a  rate  of  1  percent.  But  this  changed 
in  World  War  I  when  the  corporate  rate 
moved  well  above  the  normal  individual  rate 
and  it  has  remained  so  since  then.  Avoid- 
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ance  of  full  double  taxation  was  maintained 
until  1936  by  exemption  of  dividends  from 
the  individual  normal  tax  but  then  this  re¬ 
lief  completely  disappeared  and  complete 
double  taxation  of  dividends  became  effective 
in  1936  in  principle  and  fact.  They  were 
taxed  at  the  full  corporate  rate  and  again  at 
the  individual  rate. 

In  1954  we  recognized  the  need  for  incen¬ 
tive  to  invest  and.  partial  relief  from  double 
taxation  was  provided  through  the  $50  ex¬ 
clusion  and  4-percent  dividend  credit. 

As  Dr.  Smith  pointed  out,  “Though  it 
apparently  is  not  self-evident,  a  credit  of 
a  given  number  of  percentage  points  against 
the  tax  is  exactly  the  same  thing  as  the 
exemption  of  dividends  from  that  same  num¬ 
ber  of  percentage  points  of  the  individual 
income  tax.”  And,  as  he  indicated,  in  or¬ 
der  to  emphasize  the  modest  amount  of 
relief  that  this  affords,  it  might  be  advisable 
to  provide  that  dividends  being  paid  from 
income  that  has  already  been  taxed  at  52 
percent  should  be  taxed  at  4  percentage 
points  less  than  other  income  in  the  hands 
of  individuals.  _ _ 

The  $50  exclusion  Was  designed  to  pro¬ 
vide  full  relief  for  those  with  small  amounts 
of  dividend  income  and  can  be  considered 
as  granting  exemption  to  the  low-income 
group  from  the  entire  20-percent  first  bracket 
tax,  recognizing  the  52 -percent  corporate  tax 
previously  imposed  on  corporate  income. 

bus  OS  dividend  income  above  $50,  in¬ 
creased  to  $100  in  the  bill,  the  relief  is  only 
4  percent  or  one-fifth  of  the  20-percent 
bracket.  The  proportionate  relief  becomes 
smaller  as  the  effective  tax  rate  increases. 
The  4-percent  credit  amounts  to  one -tenth 
of  the  tax  for  a  stockholder  in  the  40-percent 
bracket  and  less  than  4%  percent  of  the  tax 
for  a  stockholder  in  the  top  91 -percent 

bracket. _ _ _ _ 

Are  we  not  to  deny  this  amount  of  relief 
to  those  taxpayers  who  must  provide  the 
Investment  so  urgently  needed  to  create  jobs, 
to  expand  our  productive  capacity?  Are  we 
to  set  the  brake  on  the  very  forces  we  intend 
to  put  into  motion?  The  major  purpose 
of  thig  measure  is  to  create  Jobs,  expand 
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production,  expand  industry;  investment 
must  be  provided  in  order  to  achieve  this 
end.  A  proposal  to  eliminate  the  credit  on 
dividends  flies  in  the  face  of  this  very  pur¬ 
pose.  It  would,  if  adopted,  defeat  the  very 
objectives  we  strive  for. 

Many  regarded  the  full  double  taxation  of 
dividend  Income  in  1936  as  symptomatic  of 
a  primitive  attitude  toward  private  enter- 
prize.  The  repeal  of  the  4-percent  credit 
would  symbolize  to  many  a  revivial  of  this 
punitive  attitude  toward  the  sort  of  risk 
capital  and  equity  funds  for  business,  which 
is  of  such  vital  importance  for  continued 
economic  expansion. 

Mr.  President,  the  4-percent  credit  must 
be  preserved  if  we  are  to  attract  investment 
capital.  The  incentive  to  invest  must  be  en¬ 
couraged.  Perhaps  with  the  modest  reduc¬ 
tion  in  individual  and  corporate  rates  pro¬ 
vided  in  H.R.  8363,  together  with  a  retention 
of  the  4-percent  credit,  sufficient  incentive 
will  be  provided  if  the  objectives  we  have 
Set  for  our  economy  are  to  be  realized.  If 
it  is  not  provided  and  H.R.  8363  adopted, 
there  might  be  a  temporary  spurt  in  con¬ 
sumption,  but  expansion  and  modernization 
will  not  come  about  nor  will  Jobs  be  created. 
Approximately  $25,000  must  be  invested  in 
order  to  create  one  new  Job.  Simple  arith¬ 
metic  shows  that  $50  billion  of  new  capital 
will  be  required  to  create  two  million  new 
Jobs  a  year:  the  very  minimum  required  to 
provide  jobs  for  the  new  workers  entering 
the  labor  force  and  those  displaced  by  auto¬ 
mation.  Logic  tells  us  that  $50  billion  a 
year  will  not  be  invested  unless  sufficient 
incentive  is  provided..  Elimination  of  the 
4-percent  credit  will  remove  that  incentive. 

Mr.  President,  I  offer  an  amendment  to 
H.R.  8363  which  will  retain  the  4-percent 
credit  if  it  is  adopted,  but  with  one  modifica¬ 
tion  from  present  law.  My  amendment 
would  impose  a  limit  of  $300  on  the  amount 
of  credit  which  an  individual  would  realize 
by  use  of  the  4-percent  credit  on  divi¬ 
dends.  This  limit  would  be  met  at  $7,600  of 
dividend  income,  $100  exclusion  leaves  $7,500 
and  4  percent  of  $7,500  would  produce  a 
credit  of  $300,  the  maximum  allowable  under 
this  amendment.  I  submit  that  if  we  are  to 
realize  our  objectives  of  an  expanded  econ¬ 
omy  and  the  creation  of  more  jobs,  then  this 
provision  represents  the  minimum  of  in¬ 
centive  that  must  be  provided  to  stimulate 
the  investment  that  will  be  required  to  reach 
our  goals. 

Mr.  MORTON.  Mr.  President,  for  the 
moment,  I  reserve  the  remainder  of  the 
time  available  to  me. 

Mr.  MCCARTHY.  Mr.  President - 

The  PRESIDING  OFFICER  (Mr.  In- 
ouye  in  the  chair).  How  much  time 
does  the  Senator  from  Minnesota  yield 
himself? 

Mr.  MCCARTHY.  Five  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Minnesota  is  recognized 
for  5  minutes. 

Mr.  MCCARTHY.  Mr.  President,  the 
proposed  repeal  of  the  dividend  credit 
provision  of  existing  law  has  been  con¬ 
sidered  twice  since  1959  by  the  Senate. 


On  those  occasions,  the  Senate  acted  to 
repeal  the  dividend  credit. 

This  question  was  later  taken  up  as 
more  or  less  of  a  separate  issue;  that 
happened  in  1962,  I  believe.  At  that 
time  the  Senate  again  acted  to  repeal 
the  dividend  credit  provision  of  existing 
law. 

The  arguments  now  made  on  this  sub¬ 
ject  were,  I  believe,  considered  by  the 
House  Ways  and  Means  Committee  and 
by  the  House  itself,  and  certainly  by  the 
Senate  Finance  Committee,  in  connec¬ 
tion  with  its  consideration  of  this  mat¬ 
ter. 

Really  the  only  justification  for  allow¬ 
ance  of  the  dividend  credit  was  that  it 
was  a  device  to  reduce  the  amount  of 
taxes  paid  by  those  in  the  high  income 
brackets. 

I  submit  that  the  only  substantial 
argument  in  support  of  the  inclusion  of 
the  dividend  credit  provision  when  first 
it  was  adopted  was  that  some  investors 
were  perhaps  paying  90  percent  of  their 
incomes  in  taxes.  However,  the  pending 
bill  will  reduce  the  top  bracket  from  the 
90 -percent  rate  to  a  rate  of  70  percent, 
and  will  correspondingly  increase  the 
rates  to  be  applied  to  those  in  the  high¬ 
er  brackets  which  are  short  of  the  top 
bracket. 

It  also  was  argued  that  it  was  neces¬ 
sary  to  provide  an  incentive  for  taxpay¬ 
ers  to  make  investments;  but  since  1954, 
when  this  provision  was  first  included  in 
the  law,  we  have  taken  action  to  pro¬ 
vide  for  guideline  depreciation,  and  that 
action  resulted  in  reducing  business 
taxes  by  $1,500  million  annually;  and  we 
_  have  provided  for  the  investment  credit, 
which  resulted  in  a  reduction  of  $1,500 
million  in  business  taxes;  and  in  the 
pending  bill  we  shall  reduce  corporate 
taxes  by  $2,200  million,  and  at  the  same 
time  it  is  proposed  that  individual  in¬ 
come  taxes  be  reduced  by  approximately 
$9.5  billion. 

This  provision  of  the  pending  bill 
would  remove  a  very  special  provision  of 
law  which  has 'very  limited  application, 
and  which  benefits  very  few  taxpayers, 
insofar  as  any  substantial  benefits  are 
concerned. 

However,  it  is  argued  that  the  exist¬ 
ing  dividend  credit  constitutes  a  great 
incentive  for  investment  in  American 
business  enterprises.  But,  Mr.  President, 
when  we  set  the  $200  million  involved 
in  the  amendment  the  Senator  from 
Kentucky  [Mr.  Morton]  Is  proposing 
against  the  $2.2  billion  of  proposed  re¬ 
ductions  of  corporate  taxes,  plus  what¬ 
ever  percentage  of  the  $9.5  billion  re¬ 
duction  of  individual  income  taxes  could 
be  expected  to  flow  back,  in  addition, 
into  investments  In  American  busi- 
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nesses — in  other  words,  into  the  U.S. 
private  enterprise  system — I  suggest  that 
the  pending  amendment  should  not  be 
adopted.  It  is  true  that  it  involves  ap¬ 
proximately  $200  million;  but  it  would 
perpetuate  in  the  code  an  inequity  which 
should  never  have  been  put  into  it  in 
1954. 

As  the  pending  bill  now  stands,  it  will 
increase  from  $50  to  $100  the  dividend 
exemption.  That  will  mean  many  of  the 
17  million  investors  to  whom  reference 
has  been  made — I  refer  to  those  who  have 

only  small  investments  in  corporations _ 

would  be  in  a  better  position  under  the 
provisions  of  the  pending  bill  than  they 
would  be  under  the  provisions  of  the 
pending  amendment,  if  we  thereby  con¬ 
tinued  the  $50  deduction  allowed  by  ex¬ 
isting  law,  and  then,  under  the  amend¬ 
ment,  increased  the  dividend  credit  de¬ 
duction  to  a  maximum  of  $300. 

Mr.  President,  I  reserve  the  remainder 
of  the  time  under  my  control. 

Mr.  MORTON.  Mr.  President,  I  yield 
myself  2  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Kentucky  is  recognized 
for  2  minutes. 

Mr.  MORTON.  First  of  all,  Mr.  Pres¬ 
ident,  if  it  was  an  inequity  to  write  the 
dividend  credit  provision  into  existing 
law,  why  does  the  pending  bill  provide 
for  an  Increase  of  the  dividend  credit 
from  $50  to  $100,  as  an  exclusion  from 
the  income  on  which  the  Income  tax  is  to 
be  paid?  Therefore,  Mr.  President,  it  is 
clear  that  this  provision  of  existing  law 
is  not  an  inequity. 

The  amendment  I  have  offered  in  be¬ 
half  of  the  minority  leader  [Mr.  Dirk- 
sen]  and  myself  will  not  decrease  at  all 
the  $100  limit  provided  in  the  pending 
bill.  In  short,  Mr.  President,  if  it  is 
wrong  to  include  in  the  law  any  provision 
for  a  credit  for  dividends,  a  provision  to 
exclude  either  $50  or  $100  is  wrong. 

Mr.  McCarthy.  I  think  it  probably 
would  be  wrong  even  to  allow  the  $100 
exclusion  provided  by  the  bill  as  it  now 
stands. 

Mr.  MORTON.  Then  why  does  not 
the  Senator  from  Minnesota  submit  an 
amendment  to  eliminate  that  part  of  the 
pending  bill? 

Mr.  MCCARTHY.  However,  I  point 
out  that  this  provision  of  the  pending 
bill  is  not  as  wrong  as  the  amendment 
the  Senator  from  Kentucky  is  proposing 
would  be. 

Mr.  MORTON.  Mr.  President,  the 
amendment  I  have  submitted  on  behalf 
of  the  Senator  from  Illinois  applies  to 
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dividend  income  up  to  a  total  of  $7,500. 
I  believe  it  is  a  fact  that  those  who  re¬ 
ceive  as  dividends  part  of  the  $48  remain¬ 
ing  after  the  corporations  pay,  as  corpo¬ 
ration  taxes,  $52  on  each  $100  of  their 
earnings,  are  actually  subject  to  double 
taxation  when  they  are  required  to  pay  a 
tax  on  the  dividends  they  receive.  Cer¬ 
tainly  that  system  results  in  piling  one 
tax  on  top  of  another.. 

Therefore,  Mr.  President,  I  believe  the 
pending  amendment  is  equitable. 

The  PRESIDING  OFFICER.  What  is 
the  will  of  the  Senate? 

Mr.  McCarthy.  Mr.  President,  I 
have  no  further  request  for  time. 

Mr.  MORTON.  Mr.  President,  I  yield 
5  minutes  to  the  Senator  from  Kansas 
[Mr.  Carlson]. 

The  PRESIDING  OFFICER  (Mr. 
Mansfield  in  the  chair).  The  Senator 
from  Kansas  is  recognized  for  5  min¬ 
utes. 

Mr.  CARLSON.  Mr.  President,  we  dis¬ 
cussed  the  4-percent  dividend  exclusion. 
I  believe  it  is  important  to  remember  that 
we  need  to  encourage  and  not  discourage 
people  to  put  their  dollars  to  work  in 
equity  investments  in  our  domestic  enter¬ 
prise,  thereby  creating  more  jobs,  boost¬ 
ing  our  productivity,  and  greatly 
strengthening  the  competitive  power  of 
American  industry  in  world  markets. 

There  is  general  agreement  that  the 
demands  for  funds  for  new  capital  for¬ 
mation  will  be  very  great  over  the  next 
decade.  For  the  10-year  period  from 
1960  to  1970,  $500  billion  of  funds  must 
be  forthcoming  to  take  care  of  the  new 
construction  which  is  necessary. 

To  finance  this  huge  construction  pro¬ 
gram,  the  cash  needed  can  come  from 
only  three  sources : 

First.  Cash  generation  from  the  day- 
to-day  operations  of  business  through 
depreciation  reserves  and  retained  earn¬ 
ings. 

Second.  Debt  financing. 

Third.  Equity  financing. 

Debt  and  equity  securities — the  latter, 
preferred  and  common  stocks — must  be 
sold  in  the  free  market.  New  capital 
formation  must  be  developed,  in  order 
that  these  securities  can  be  marketed  at 
reasonable  rates.  Equity  financing  is  es¬ 
pecially  important  as  it  forms  the  base 
upon  which  the  credit  of  the  enterprise 
is  established  and  thus  is  necessary  so 
that  debt  securities  can  be  marketed  at 
reasonable  cost. 

The  record  of  equity  security  financ¬ 
ing  for  all  corporations  during  the  5- 
year  period  ended  in  1962  shows  an  aver¬ 
age  of  $2.4  billion  per  year.  It  is  evident 
that  a  construction  program  of  $500  bil¬ 
lion  will  require  a  large  increase  in  equity 
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security  sales  and  presents  industry  with 
a  great  task. 

The  need  to  provide  incentive  for  ven¬ 
ture-type  investments  was  clearly  recog¬ 
nized  at  the  time  the  1954  Tax  Act  was 
passed  by  Congress  as  the  key  to  mod¬ 
ernization  of  our  productive  capacity. 
At  that  time,  it  was  proposed  that  $50 
of  dividends  received  by  individuals 
would  be  excluded  in  1954  and  $100 
thereafter,  with  a  5-percent  tax  credit 
for  1954  and  then  10  percent  in  subse¬ 
quent  years.  Later  passage  of  the  bill 
lowered  these  amounts  to  the  present  $50 
exclusion  and  4-percent  tax  credit.  Yet, 
in  spite  of  the  claim  that  this  has  not 
met  the  objective  of  stimulating  invest¬ 
ment  in  equities,  the  record  shows  that 
even  with  the  slighily  beneficial  changes 
then  adopted  the  number  of  people  own¬ 
ing  stock  has  risen  162  percent  from  6.5 
million  in  1952  to  the  present  total  of 
over  17  million.  So,  given  encourage¬ 
ment  to  invest  in  job-creating  economic 
growth  equity  measures,  effective  results 
have  ensued  from  the  judicious  congres¬ 
sional  forethought  exercised  in  the  pas¬ 
sage  of  the  1954  legislation.  It  may  be, 
therefore,  reasonably  expected  that  the 
greater  this  form  of  tax  adjustment,  the 
greater  will  be  the  numbers  of  people 
willing  to  provide  capital  funds  for  the 
growth  of  the  economy. 

It  seems  to  me  that  the  Treasury  could 
well  afford  to  commit  $221.7  million  for 
additional  tax  relief,  especially  with 
much  of  this  directed  to  the  low-  and  me¬ 
dian-income  taxpayers  who  are  invest¬ 
ors,  of  the  total  of  $11.1  billion  reduction 
in  taxes  effective  under  H.R.  8363.  Tax 
exemption  of  dividends  is  a  powerful  in¬ 
ducement  to  individuals  for  investment 
in  equity  securities.  It  would  be  most 
constructive,  when  making  income-tax 
revisions,  to  give  some  added  advantage 
to  low-  and  median-income  taxpayers 
who  are  also  investors. 

What  results  were  obtained  by  the  div¬ 
idend  taxation  relief  granted  by  Congress 
in  the  1954  act? 

The  1960  records  of  the  U.S.  Treasury 
Department  show  a  reduction  resulting: 


From  the  $50  exclusion  of _  $01,  333,  000 

From  the  4-percent  tax  credit 

of -  301,672,000 


Total -  393,005,000 


Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  a 
table  confirming  these  figures. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 


How  do  the  income  groups  receiving  the 
benefits  of  these  two  relief  measures  com¬ 
pare?  Analysis  shows  the  following  picture: 


Amount  of  tax  loss  to  the  Treasury 
Department  by  reason  of— 


Adjusted  gross 
income  classes 

$50  dividend 
exclusifin 

4  percent  tax 
credit 

Amount 

Per¬ 

cent 

Amount 

Per¬ 

cent 

Below  $5,000 _ 

$12, 200, 000 

13.4 

$16, 664, 000 

5.5 

$5,000  to  $10,000.. 

25, 030, 000 

27.4 

38, 083, 000 

12.6 

$10,000  to  $20,000. 

28,  729, 000 

31,5 

61, 778, 000 

20.5 

$20,000  to  $50,000. 

19, 173,  000 

21,0 

81,393,000 

27.0 

Over  $50,000 _ 

6,  201,000 

6.7 

103,  754, 000 

34.4 

Total . 

91,333, 000 

100.0 

301,072,000 

100.0 

Mr.  CARLSON.  Mr.  President,  these 
figures  show,  by  income  groups,  the  relief 
that  the  recipients  of  the  two  tax  ben¬ 
efits  received.  Note  that  40.8  percent  of 
the  total  benefits  from  the  $50  dividend 
exclusion  were  realized  by  those  whose 
returns  showed  adjusted  gross  income  of 
less  than  $10,000,  compared  with  18.1 
percent  from  the  4-percent-tax  credit. 
But,  also  to  be  noted  is  that  these  lower 
income  groups  benefit  dollarwise  sub¬ 
stantially  more  from  the  4 -percent  credit 
than  from  the  $50  exclusion. 

This  suggests  that  while  an  increase  in 
the  dividend  exclusion  would  be  of  great 
help  to  the  taxpayers  in  the  lower  income 
brackets,  they  also  have  a  very  real  in¬ 
terest  in  the  retention  of  the  4 -percent 
credit. 

While  substantial  increases  have  taken 
place  in  the  number  of  taxpaying  stock¬ 
holders,  there  is  a  vast  number  of  people 
who  remain  as  potential  investors. 

Chart  I  shows  the  number  of  people 
who  do  not  report  dividends,  broken 
down  by  adjusted  gross  income  classes. 
There  were  78,847,301  people  who  filed 
taxable  income  returns  in  1960;  69  V2 
million  did  not  report  dividends.  Of 
this  group,  there  were  63,575,382  who 
had  taxable  incomes  of  less  than  $10,000. 
These  do  not  now  own  stock. 

Evidently,  the  big  field  for  potential 
investors  in  equities  is  the  over  63  million 
people  with  taxable  income  of  less  than 
$10,000  who  do  not  now  own  stock. 

If  a  better  tax  incentive  were  provided, 
a  substantial  number  of  these  noninvest¬ 
ors  would  be  stimulated  to  use  some  of 
their  savings  to  buy  equity  securities  in 
a  cross  section  of  industry.  There  is  no 
doubt  tax  exemption  of  dividends  is  a 
powerful  influence  for  equity  investment 
by  the  small  investor. 

I  sincerely  hope  that  the  amendment 
will  receive  the  approval  of  the  Senate. 
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Mr.  CURTIS.  Mr.  President,  will  the 
Senator  from  Kentucky  yield  me  3  min¬ 
utes  at  this  time? 

Mr.  MORTON.  Mr.  President,  I  yield 
myself  2  minutes  and  shall  then  be  glad 
to  yield  to  the  Senator  from  Nebraska. 

The  PRESIDING  OFFICER  (Mr. 
Inouye  in  the  chair) .  The  Senator  from 
Kentucky  is  recognized  for  2  minutes. 

Mr.  MORTON.  With  regard  to  the 
tax  reduction  bill,  for  those  who  have  a 
taxable  income  of  $3,500,  the  tax  relief 
amounts  to  3.86  percent.  For  those  who 
have  taxable  incomes  of  $4,000,  the  tax 
relief  amounts  to  3.75  per  cent.  At  $6,000 
it  is  3.84  percent.  It  reaches  4  percent 
at  $7,000. 

I  should  like  to  point  out  that  at  the 
lower  level,  a  person  having  a  taxable 
income  of  $500,  the  reduction  is  6  per¬ 
cent.  But  there  is  a  bracket  between 
$3,500  and  $6,500  of  taxable  income 
where  the  reduction  under  the  bill  is  less 
than  4  percent. 

I  point  out  that  there  will  be  thou¬ 
sands  of  retired  people,  widows,  and 
others,  now  living  on  dividends  who  will 
be  denied  the  4 -percent  credit  and  will 
receive  only  a  tax  reduction  of  less  than 
4  percent. 

Therefore,  under  the  bill,  unless  this 
amendment  is  passed,  these  people  will 
actually  be  paying  higher  taxes  than 
they  are  paying  today. 

The  purpose  of  the  amendment  is  to 
protect  not  the  rich  but  the  group  in  the 
area  from  $3,500  to  $6,500  of  taxable  in¬ 
come  who  today  are  getting  the  dividend 
tax  credit,  but  who  will  have  less  money 
after  taxes,  if  we  pass  this  bill,  than  they 
have  now. 

As  I  read  the  President’s  message,  and 
as  I  understand  the  purpose  of  the  bill, 
it  is  to  reduce  taxes — which  it  will  not 
do. 

[P.  1798 ] 

Now  I  am  glad  to  yield  to  the  Senator 
from  Nebraska  for  such  time  as  he  may 
desire. 

Mr.  CURTIS.  I  shall  support  the 
pending  amendment  but  I  do  so  because 
it  has  some  relationship  to  double  taxa¬ 
tion  and  dividends  which  to  my  mind 
means  taxing  the  same  income  twice  and 
is  not  conducive  to  a  health  economy 
and  the  creation  of  jobs. 

Mr.  McCarthy.  Mr.  President,  for 
the  sake  of  the  Record,  I  think  we  ought 
to  note  the  effect  of  the  provisions  of 
the  bill  which  the  Finance  Committee 
has  had  before  it  with  regard  to  taxes 
to  be  paid  by  people  with  dividend  in¬ 
come.  Those  effects  are  described  in 
the  report,  but  I  should  like  to  sum¬ 
marize  them  briefly. 

Repeal  of  the  dividend  credit  would 


have  the  following  effect  on  the  tax¬ 
payers  who  receive  dividend  income. 
Let  us  consider  the  case  of  the  small 
investor  whose  income  from  dividends 
does  not  exceed  $50  or  $100,  if  married. 
He  is  already  completely  excluded  from 
income  tax. 

Second,  consider  the  2  million  medium 
investors  who  would  have  their  taxes 
reduced  by  the  changes,  because  the  in¬ 
crease  in  the  dividend  exclusion  would 
more  than  offset  the  loss  of  dividend 
credit.  That  would  include  not  only  in¬ 
vestors  whose  dividends  would  be  com¬ 
pletely  excluded  under  the  bill,  but  many 
others  with  more  than  $100  or  $200  in 
dividends. 

I  ask  unanimous  consent  to  have 
printed  at  this  point  in  the  Record  tables 
marked  1  and  2,  which  state  examples 
of  the  manner  in  which  the  changes  in 
the  law  would  apply. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 


Table  1. — Taxpayers  deriving  more  tax  sav¬ 
ings  from  additional  dividend  exclusion 
than  their  loss  of  tax  savings  from  repeal 
of  the  dividend  credit — single  persons 
[Assumes  House  bill  rates] 


Taxable  Income *  1 


Under  $500 . . 

$500  to  $1,000. . . 

$1,000  to  $1,500 _ 

$1,500  to  $2,000 _ 

$2,000  to  $4,000 _ 

$4,000  to  $6,000 _ 

$6,000  to  $8,000 _ 

$8,000  to  $10,000.... 
$10,000  to  $12,000... 
$12,000  to  $14,000  ... 
$14,000  to  $16,000... 
$16,000  to  $18,000 ... 
$18,000  to  $20,000... 
$20,000  to  $22,000.. 
$22,000  to  $26,000.. 
$26,000  to  $32,000.. 
$32,000  to  $38,000.. 
$38,000  to  $44,000.. 
$44,000  to  $50,000.. 
$50,000  to  $60,000.. 
$60,000  to  $70,000.. 
$70,000  to  $80,000.. 
$80,000  to  $90,000.. 
$90,000  to  $100,000. 
$100,000  to  $150,000. 
$150,000  to  $200,000 
$200,000  and  over. 


Tax  savings  from  additional 
$50  dividend  exclusion 
will  exceed  the  loss  of  tax 
savings  from  repeal  of 
dividend  credit  if— 


Dividend 
Income  is 
less  than— 

Stockhold¬ 
ings  are 
valued  at 
less  than2 — 

$225.  00 

$7,031 

237.  50 

7,  422 

250. 00 

7, 812 

262.  50 

8,203 

287.50 

8,984 

325. 00 

10, 156 

362.  50 

11,328 

400.00 

12,500 

450.  00 

14,063 

500.  00 

15,  625 

537.  50 

16,  797 

575. 00 

17, 969 

612.50 

19, 141 

650.00 

20, 313 

675.  00 

21,094 

712.  50 

22, 266 

737.50 

23,047 

775.00 

24,  219 

800.00 

25,000 

825. 00 

25,  781 

850.00 

26,563 

875.00 

27, 344 

900.00 

28, 125 

912.50 

28.  516 

925.00 

28,906 

925.00 

28,906 

925.00 

28,906 

i  Taxable  Income  excludes  personal  exemptions  and 
deductions.  Subtract  exemptions  and  deductions  from 
adjusted  gross  Income  to  determine  taxable  Income. 

1  Assumes  a  3.2  percent  return  on  Investment. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office 
of  Tax  Analysis,  Jan.  30,  1964. 
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Table  2. — Taxpayers  deriving  more  tax  sav¬ 
ings  from  additional  dividend  exclusion 
than  their  loss  of  tax  savings  from  repeal 
of  the  dividend  credit — married  persons 

[Assumes  House  bill  rates] 


Tax  savings  from  additional 
$100  dividend  exclusion 
will  exceed  the  loss  of  tax 
savings  from  repeal  of 


Taxable  income  1 


dividend  credit  if— 


Dividend 
income  is  less 
than — 

Stockholdings 
are  valued  at 
less  than  2 — 

Under  $1,000 _ 

$450 

$14,063 

$1,000  to  $2,000  _ 

475 

14, 844 

$2'000  to  $3,000 _ 

500 

15,624 

$3^000  to  $4^000 . . 

525 

16, 406 

$4'000  to  $s'000  _ _ _ 

575 

17,968 

$8'000  to  $12,000  . . 

650 

20,312 

$12,000  to  $16,000  _ 

725 

22,656 

$16'000  to  $20 j 000 _ 

800 

25.000 

$20,000  to  $24,000 _ 

900 

28. 125 

$24^000  to  $28^000 _ 

1,000 

31,250 

$28^000  to  $32,000  _ _ 

1,075 

33,  594 

$32’000  to  $36'000 _ 

1.150 

35, 938 

$36'000  to  $40 ',000 _ 

1,225 

38, 281 

$40,000  to  $44', 000 _  _ 

1,300 

40,  625 

$44  000  to  $52*000  .  _ 

1,350 

1,425 

1,475 

42,188 

$52  000  to  $64,000 

44,  631 

$64  000  to  $76,000 _ 

46, 094 
48, 438 

$76,000  to  $88,000 _  - 

1,550 

$88,000  to  $100,000 _ 

1,600 

50,000 

$100,000  to  $120,000  _ 

1,650 

1,700 

51,563 

$120,000  to  $140^000  _ 

53, 125 

$140^000  to  $160^000  _ 

1.7.50 

54,  688 

$160,000  to  $180^000 _ 

1.800 

56,  250 

$180'000  to  $200^000 _ 

1,825 

57,031 

$200  000  to  $300,000 . . 

1,850 

1,850 

57, 813 

$300,000  to  $400’000. . 

57, 813 

$400,000  and  over... . - 

1,850 

57, 813 

1  Taxable  income  excludes  personal  exemptions  and 
deductions.  Subtract  exemptions  and  deductions  from 
adjusted  gross  income  to  determine  taxable  income. 

2  Assumes  a  3.2  percent  return  on  investment. 


Source:  Office  of  the  Secretary  of  the  Treasury, -Olliee 
of  Tax  Analysis,  Jan.  30,  1964. 


Mr.  MCCARTHY.  Third,  there  are 
the  large  investors,  numbering  2.5  mil¬ 
lion.  They  would  find  that  the  loss  of 
dividend  credit  is  not  fully  offset  by  the 
increase  in  the  dividend  exclusion. 
However,  the  disadvantage  to  those  large 
investors  occasioned  by  the  dividend  pro¬ 
vision  of  the  tax  bill  would  be  more  than 
offset  by  the  individual  rate  reductions. 
So  there  is  no  investor  who  really  would 
not  be  well  served  by  the  tax  reductions 
which  are  proposed  in  the  bill  which  the 
Finance  Committee  has  sent  to  the  floor 
of  the  Senate. 

Mr.  MORTON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MCCARTHY.  I  yield. 

Mr.  MORTON.  Let  us  consider  a 
widow  who  has  $3,950  of  taxable  income. 

Mr.  MCCARTHY.  The  Senator  has 
stated  one  example.  She  would  pay  50 
cents  more  than  she  is  paying  now. 
Moreover,  she  must  be  receiving  the  re¬ 
tirement  income  credit  and  the  only  in¬ 
come  she  may  have  in  excess  of  deduc¬ 
tions  and  exemptions  is  dividend  income. 
The  narrow  problem  which  exists  arises 


because  there  is  a  double  allowance  for 
retirement  income  and  dividend  income 
under  present  law. 

Mr.  MORTON.  The  bill  is  a  tax  re¬ 
duction  bill. 

Mr.  MCCARTHY.  The  Senator  is  cor¬ 
rect.  I  believe  that  we  can  take  care  of 
all  the  widows  that  would  be  affected 

in  that  manner  by  separate  proposed 
legislation.  The  Senator  has  presented 
one  unusual  example  involving  a  com¬ 
bination  of  tax  law  relating  to  dividend 
income  and  retirement  income.  This 
would,  at  the  worst  point,  result  in  an 
increase  of  only  50  cents  in  taxes.  But 
that  case  should  not  require  the  Senate 
to  move  to  back  up  and  lose  $200  mil¬ 
lion  in  revenue  and  in  special  tax  con¬ 
sideration  for  people  who  are  best  able 
to  pay  income  taxes  and  who  are  bene¬ 
fiting  in  terms  of  the  individual  bene¬ 
fits  more  than  anyone  else  as  a  result 
of  the  proposals  contained  in  the  tax 
bill. 

I  would  suggest  that  in  the  case  stated 
by  the  Senator,  if  we  consider  the  con¬ 
sequences  of  a  reduction  in  corporate 
rates  which  would  result  in  greater  divi¬ 
dends,  depending  on  the  particular  port¬ 
folio,  even  the  single  case  presented 
would  be  better  off  through  bigger  divi¬ 
dends  and  more  income  after  tax,  even 
through  required  to  pay  the  additional 
50  cents. 

Mr.  MORTON.  Mr.  President,  I  yield 
myself  3  minutes.  I  do  not  wish  to  take 
the  time  of  the  Senate.  I  thought  the 
purpose  of  the  bill  was  to  encourage  cor¬ 
porations  to  plow  back  more  money  into 
investment  and  give  more  people  work, 
and  not  necessarily  pay  out  the  savings 
and  dividends. 

Mr.  MCCARTHY.  We  did  not  specify 
that.  The  investment  credit  measure 
had  that  purpose  in  mind.  But  so  far  as 
the  reduction  in  corporate  rates  was  con¬ 
cerned,  the  judgment  of  the  Senator 
from  Minnesota  was  that  the  corporate 
directors  and  officers  should  be  left  free 
to  use  the  benefits  that  would  result  from 
that  provision  as  those  directors  and  offi¬ 
cers  thought  best.  If  that  would  involve 
the  payment  of  dividends,  dividend  pay¬ 
ment  would  be  in  order. 

Mr.  MORTON.  The  Senator  has  re¬ 
ferred  to  the  1.7  million  people  who  would 
be  affected  by  the  $100  credit  and  an¬ 
other  2  million  that  would  have  the 
benefit  of  the  same  reduction.  Another 
2  y2  million  would  be  at  some  disadvan¬ 
tage.  But  there  are  17  million  investors 
in  corporations.  It  is  clear  to  me  that 
for  all  those  who  fall  in  the  income  class 
of  between  $3,500  and  $6,000,  based  on 
what  groceries  cost  today,  that  is  not  a 
great  deal  of  money.  If  we  fail  to  adopt 
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the  amendment,  they  would  actually  pay 
more  taxes  than  they  are  now  required  to 
pay.  To  me  that  seems  unconscionable. 
If  the  bill  is  a  tax  reduction  bill,  I  believe 
that  group  should  also  have  their  share 
of  the  reduction. 

Mr.  MCCARTHY.  I  would  be  glad  to 
give  them  their  share.  But  I  do  not 
think  we  should  give  to  so  many  a  greater 
share  than  we  are  now  giving  in  order 
to  take  care  of  those  one  or  two  cases. 

Mr.  MORTON.  Seventeen  million  is 
not  one  or  two  cases. 

It  could  be.  I  do  not  know  how  many 
would  be  involved.  I  presume  most  in¬ 
vestors  fall  in  the  class  of  those  who  re¬ 
ceive  between  $5,000  and  $6,000  in  divi¬ 
dend  income. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  yield  at  that  point? 

Mr.  MORTON.  I  yield. 

[P.  1799 ] 

Mr.  CARLSON.  The  people  with  large 
and  substantial  resources  would  not 
benefit  greatly  from  that  particular  pro¬ 
posal.  They  are  people  who,  if  they  wish 
to  do  so,  could  put  their  funds  into  tax 
exempt  securities.  It  is  the  smaller  in¬ 
vestor  that  would  receive  some  benefit, 
not  the  financially  able  people.  It  seems 
to  me  that  the  group  of  older  citizens 
in  our  country  and  many  of  the  less  able 
could  and  would  benefit.  They  are  do¬ 
ing  so  at  the  present  time.  Some  with 
great  financial  resources  are  turning  to 
tax  exempt  securities,  and  I  regret  to  see 
it. 

Mr.  MORTON.  I  thank  the  Senator. 
It  should  be  pointed  out  also  that  we 
must  have  in  this  country  2  million  new 
jobs  each  year.  It  is  estimated  that  it 
will  cost  $25,000  per  job.  As  a  result,  $50 
billion  a  year  will  somehow  be  required 
from  the  private  sector  of  the  economy. 
We  would  look  to  those  who  can  invest 
and  take  the  risk  and  then,  unless  the 
amendment  is  agreed  to,  we  would  com¬ 
pel  them  to  be  subject  to  double  taxation 
all  the  way  through. 

The  amendment  is  not  a  rich  man’s  1 
amendment.  We  put  a  limit  of  $300  on  1 
it.  A  taxpayer  could  only  take  off  $300. 
The  taxpayer  who  has  an  income  of 
$100,000  from  dividends  would  only  get 
$300  off  his  tax.  But  the  person  who  is 
receiving  only  $5,000,  $6,000,  or  $7,000 
from,  dividends,  and  that  is  all  he  re¬ 
ceives — and  they  live  on  it — then  indeed 
I  think  he  is  entitled  to  that  $300,  be¬ 
cause  otherwise  that  person  would  pay 
more  tax  after  the  bill  becomes  law  than 
he  pays  today. 

The  President  of  the  United  States  has 
been  speaking  about  poverty.  He  has 
stated  that  those  in  the  $5,000  class  are 
near  poverty.  Under  the  bill  the  person 


in  the  $5,000  class  would  have  his  tax  in¬ 
creased  0.14  of  1  percent. 

Has  the  Senator  any  more  requests  for 
time? 

Mr.  McCARTHY.  I  have  no  more  re¬ 
quests  for  time.  The  Senator  is  using  a 
highly  unusual  table,  which  shows  a  per¬ 
son  who  has  a  particular  size  of  income, 
has  income  only  from  dividends  and  is 
receiving  the  retirement  income  credit. 
It  is  hard  to  find  people  in  that  situation. 

Mr.  MORTON.  Mr.  President,  I  yield 
2  minutes  to  the  Senator  from  Maryland 
[Mr.  Beall]. 

The  PRESIDING  OFFICER  (Mr.  Wal¬ 
ters  in  the  chair) .  The  Senator  from 
Maryland  is  recognized  for  2  minutes. 

Mr.  BEALL.  Mr.  President,  I  was  dis¬ 
appointed  that  the  Senate  Finance  Com¬ 
mittee  saw  fit,  in  reporting  the  new  tax 
bill  of  1964,  to  alter  the  existing  provi¬ 
sion  relating  to  dividend  credit.  This 
provision  was  enacted  to  encourage  in¬ 
vestment  and  to  give  relief  from  double 
taxation  on  income  from  shares  in  cor¬ 
porations. 

The  bill  as  reported  would  reduce  the 
4-percent  dividend  credit  to  2  percent  in 
1964  and  repeal  the  credit  in  toto  in  sub¬ 
sequent  years.  The  Finance  Committee 
report  justifies  its  action  by  virtue  of  the 
proposed  4  percent  reduction  in  corpo¬ 
rate  tax  rates  from  52  to  48  percent. 
The  fact  is  that  double  taxation  would 
continue  to  exist  and  would  not  be  elim¬ 
inated  by  any  part  of  the  revised  bill. 

The  committee  agrees  that  there  was  jus¬ 
tification  for  enacting  the  dividend  credit 
in  1954.  There  is  equal  justification  for 
it  today. 

In  addition  to  encouraging  investment, 
the  4-percent  dividend  credit  has  been 
beneficial  to  our  retired  citizens  who  rely 
on  dividend  income  for  their  support. 
These  are  people  whose  incomes  are  fixed 
and  have  not  kept  pace  with  the  rising 
costs  of  living.  The  existing  provision, 
which  I  would  like  to  see  retained,  is 
challenged  on  the  basis  that  it  helps  only 
the  rich.  It  has  been  shown  that  many 
thousands  of  stockholders  in  corpora¬ 
tions  are  people  of  moderate  means  and 
small  incomes,  dependent  upon  their 
dividend  checks  for  their  livelihood.  I 
am  deeply  concerned  with  the  great  num¬ 
ber  of  small  investors  who  would  be  hurt 
should  we  permit  the  committee  change 
in  this  respect  to  prevail. 

I  shall  vote  to  delete  this  committee 
amendment  because  of  the  injury  which 
the  committee  amendment  would  place 
on  our  elderly  citizens  who  are  small  in¬ 
vestors  and  because  of  the  unfairness  of 
double  taxation  on  corporate  earnings. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Maryland  has 
expired. 
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Mr.  MORTON.  I  yield  1  more  min¬ 
ute  to  the  Senator  from  Maryland. 

The  PRESIDING  OFFICER.  The 
Senator  from  Maryland  is  recognized  for 
1  additional  minute. 

Mr.  BEALL.  Mr.  President,  it  is  not 
only  the  small  investors  but  the  elderly 
citizens  about  whom  I  am  concerned.  It 
is  people  of  moderate  circumstances  who 
invest  in  corporations,  who  invest  in 
stocks,  who  try  to  do  it  on  their  own, 
without  any  help  from  the  Federal  Gov¬ 
ernment  or  from  anybody  else. 

We  hear  stories  about  big  investors 
and  big  corporations.  They  are  all  sup¬ 
posed  to  be  rich  capitalists.  Actually, 
in  the  Bell  Telephone  System  there  are 
over  2  million  shareholders.  There  are 
a  million  shareholders  in  General  Motors. 
There  are  over  1  million  shareholders  in 
Standard  Oil  of  New  Jersey.  Do  Sena¬ 
tors  think  for  1  minute  that  they  come 
from  the  rich?  No.  I  have  seen  the 
analysis.  I  am  sorry  I  do  not  have  it 
with  me.  When  those  figures  are  broken 
down,  they  show  many  little  people,  like 
the  average  person  who  started  a  long 
time  ago  to  put  his  savings  in  corpora¬ 
tions.  These  people  have  been  the  back¬ 
bone  of  our  country.  Their  investments 
have  made  us  the  world’s  greatest  nation. 
After  all,  the  corporations  have  been 
taxed.  Why  should  we  tax  those  people 
if  they  have  had  the  foresight  to  think 
ahead  about  what  they  are  going  to  do? 
I  think  we  should  help  them. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  BEALL.  I  thank  the  Senator 
from  Kentucky  for  yielding  to  me. 

Mr.  MORTON.  Mr.  President,  I  yield 
myself  2  minutes. 

I  refer  to  page  30  of  the  committee 
print  which  is  the  staff  description  of 
H.R.  8363,  the  Revenue  Act  of  1963,  as 
passed  by  the  U.S.  House  of  Representa¬ 
tives. 

I  do  not  think  there  is  any  question 
about  the  competence  of  this  staff.  The 
committee  looks  to  it  for  more  reliable 
estimates  than  the  Treasury  can  come 
up  with.  I  quote  from  page  30  of  that 
committee  print: 

Some  retired  taxpayers  (whose  income  is 
primarily  from  dividends)  will  pay  more 
under  the  bill  than  under  existing  law.  This 
may  be  illustrated  by  taking  the  case  of  a 
single  taxpayer  65  years  of  age  whose  entire 
gross  income  (all  from  dividends)  is  $3,500 
and  who  is  entitled  to  the  maximum  retire¬ 
ment  Income  tax  credit.  It  is  assumed  his 
deductions  amount  to  10  percent  of  hl3  ad¬ 
justed  gross  Income  under  present  law.  The 
computation  of  tax  under  existing  law  and 
under  H.R.  03C3  in  1065  and  thereafter  is  as 
follows: 

I  ask  unanimous  consent  that  the 


table  appearing  on  page  30  of  the  com¬ 
mittee  print  of  the  staff  description  be 
printed  in  the  Record  at  this  point. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Single  taxpayer,  age  06 

Present 

law 

H.R.  8363 
(1965  rates) 

Gross  income  (all  from  divi- 

dends) _ 

$3,  500. 00 

$3,  500. 00 

Less:  Dividend  exclusion  from 

gross  income . . . 

50.00 

100.  00 

Adjusted  gross  income.  _ 

3,  450. 00 

3,  400. 00 

Less:  Personal  exemption . 

1,  200. 00 

1,  200. 00 

Total . . 

2,  250.  00 

2,  200. 00 

Less:  Deductions  (minimum 
standard  deduction  under 

H.R.  8303) . 

345.00 

400.00 

Taxable  income . . 

1,  905. 00 

1,  800. 00 

Tentative  tax  (before  credits). 

386.00 

280. 00 

Less:  Dividends  credit  (4  per- 

cent  of  taxable  income) . 

76.20 

0 

Total.. . . . . 

309.  80 

280.00 

Less:  Retirement  income 

credit . . . 

304.  80 

228. 60 

Tax  liability.. . . 

5. 00 

51.40 

Mr.  MORTON.  The  table  shows  that 
today  the  man  or  woman,  single,  65  years 
of  age,  with  an  income  of  $3,500,  pays  $5 
in  income  taxes  under  the  present  law. 
Under  the  bill  without  the  Dirksen 
amendment,  he  would  have  to  pay  $51.40. 

The  PRESIDING  OFFICER.  The 
•  time  of  the  Senator  has  expired. 

Mr.  MORTON.  I  yield  myself  1  addi¬ 
tional  minute. 

The  present  bill  provides  a  tax  in¬ 
crease,  not  a  decrease — not  of  3,  4,  or  5 
percent,  but  a  tax  increase  of  tenfold,  of 
1,000  percent.  So  a  1,000-percent  tax 
increase  is  being  put  on  the  65 -year-old 
person  who  is  receiving  an  income  of 
$3,500  a  year,  and  this  is  supposed  to  be 
a  tax  cut  bill. 

For  that  reason,  I  feel  the  Senate  will 
adopt  the  amendment. 

Mr.  HOLLAND.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MORTON.  I  yield. 

Mr.  HOLLAND.  My  own  files  show 
thousands  of  communications  from  peo¬ 
ple  in  the  State  which  I  represent  in 
part — Florida.  Many  of  them,  who  have 
to  rely  upon  modest  incomes  from  stock 
dividends,  would  pay  more  under  this  bill 
than  they  now  pay. 

I  think  the  amendment  is  a  proper 
one,  and  I  shall  certainly  support  it. 

Mr.  MORTON.  I  thank  the  Senator. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

[P.  1800 ] 

Mr.  MORTON.  I  yield  myself  1  addi¬ 
tional  minute. 
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I  am  sure  the  Senator’s  State  has 
many  thousands,  as  do  other  States 
which  are  blessed  with  such  a  climate 
that  people  go  there  to  spend  their  re¬ 
maining  years,  and  who  live  on  a  fixed 
income,  for  the  most  part,  as  a  result  of 
the  great  American  free  enterprise  sys¬ 
tem,  which  we  all  want  to  support  and 
see  maintained. 

Mr.  McCarthy.  Mr.  President,  I 
have  no  further  requests  for  time.  I 
think  the  case  has  been  well  made.  Ap¬ 
parently  the  Senator  argues  to  give  $200 
million  in  special  tax  benefits  to  those 
who  for  the  most  part  are  among  the 
wealthiest  people  in  the  country  in  order 
to  prevent  a  hypothetical  person  from 
getting  a  50-cent  tax  increase — and  I  do 
not  know  of  a  single  person  who  would 
be  affected  to  the  extent  of  the  50-cent 
increase  in  taxes  that  the  Senator  is  talk¬ 
ing  about.  It  is  a  theoretical  person 
who  did  not  appear  at  our  hearings  or 
who  was  not  reported  upon  by  the  staff. 
It  is  possible  that  such  a  person  would 
pay  an  increase  of  50  cents.  The  price 
we  would  have  to  pay  to  take  care  of  him 
would  be  $200  million  in  the  way  of  a 
tax  loss. 

The  record  shows  that  the  top  10  to  15 
percent  of  the  taxpayers  of  the  country 
receive  80  or  90  percent  of  all  the  divi¬ 
dends  paid. 

I  will  rest  my  case  on  that. 

Mr.  MORTON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  MORTON.  The  tax  would  go  from 
$5  to  $51.  How  many  people  with  an 
income  of  $3,500  who  are  living  in  St. 
Petersburg,  Fla.,  are  going  to  spend 
money  to  come  to  Washington  and  testify 
before  a  senatorial  committee? 

Mr.  MCCARTHY.  How  many  people 
in  St,  Petersburg,  Fla.,  have  an  income 
of  $3,500  all  of  which  is  dividend  income? 

Mr.  MORTON.  Plenty. 

Mr.  MCCARTHY.  I  do  not  think  so. 

Mr.  PASTORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  PASTORE.  If  a  person  received 
$3,500  exclusively  from  stock  dividends, 
how  much  would  the  stock  be  worth? 

Mr.  MCCARTHY.  He  would  have 
stock  worth  nearly  $90,000  assuming  a 
4-percent  rate  of  return. 

Mr.  PASTORE.  Then,  the.  people  we 
are  talking  about  are  worth  $90,000? 

Mr.  MCCARTHY.  Yes;  the  example 
which  has  been  given  is  theoretically 
possible,  but  in  fact  impossible  to  find. 

Mr.  PASTORE.  Anyone  who  accumu¬ 
lated  $90,000  would  not  be  living  exclu¬ 
sively  on  income  from  dividends,  would 
he? 

Mr.  MCCARTHY.  There  may  be  a 


few  cases,  but  they  would  be  rare.  The 
$300  credit  limit  would  apply  to  divi¬ 
dends  of  $7,500,  which  would  mean  an 
investment  base  of  $180,000. 

Mr.  PASTORE.  Has  the  committee 
determined  what  the  average  taxpayer 
in  the  United  States,  who  has  an  income 
of  $10,000  to  $15,000  a  year,  or  even  less 
than  $10,000  a  year,  would  hold  in  stock? 
A  great  many  Americans  invest  in  stock. 
What  is  the  holding  of  the  average  tax¬ 
payer? 

Mr.  MCCARTHY.  The  figures  are 
available,  but  we  do  not  have  them  here. 
In  general,  about  90  percent  of  the  divi¬ 
dend  income  goes  to  10  to  15  percent  of 
the  income  earners  of  the  country.  Then 
there  is  a  scattering  on  down  to  include 
the  lowest  income  group  at  the  bottom. 

Mr.  PASTORE.  Let  us  take  an  individ¬ 
ual  who  over  the  years  has  bought  stock 
and  has  accumulated  about  $20,000  worth 
of  stock.  About  how  much  difference 
would  the  committee  amendment  make 
as  against  the  amendment  proposed  by 
the  Senator  from  Kentucky? 

Mr.  McCarthy.  What  the  commit¬ 
tee  proposes  would  recapture  about  $300 
million.  We  would  lose  about  $200  mil¬ 
lion  if  we  accepted  the  $300  million  div¬ 
idend  credit  which  is  proposed  by  the 
Senator  from  Kentucky. 

Mr.  PASTORE.  What  I  am  trying  to 
find  out  is  not  the  gross  amount  that  is 
involved.  I  have  received  a  considerable 
amount  of  mail  on  this  subject,  and  I  am 
a  little  disturbed  about  it.  A  great  many 
American  wage  earners  buy  stock.  Let 
us  assume  that  a  person  has  acquired 
about  $15,000  or  $20,000  in  stocks  over 
the  years.  I  do  not  know  what  the  fig¬ 
ure  is,  but  computing  it  at  about  6  per¬ 
cent — 

Mr.  MCCARTHY.  Four  percent. 

Mr.  PASTORE.  Four  percent.  That 
would  amount  to  about  $800,  as  I  fig¬ 
ure  it,  in  dividends.  How  would  he  be 
affected  by  this  discussion  today?  What 
is  the  difference  between  the  committee 
proposal  and  the  amendment  offered  by 
the  Senator  from  Kentucky? 

Mr.  MCCARTHY.  Under  existing  law, 
the  first  $50  would  be  excluded  from  in¬ 
come,  and  it  would  be  $100  for  a  married 
couple.  That  would  leave  him  with  $700. 
He  would  have  a  4-percent  tax  credit, 
which  would  give  him  $28.  Assuming 
the  benefit  of  the  $100  exclusion  is  at 
about  a  25-percent  rate,  the  exclusion 
would  be  worth  about  $25  in  tax  savings, 
a  tax  savings  of  $53  altogether. 

Under  the  bill  we  would  give  him  $200, 
which  would  mean  he  would  save  $50. 
Therefore  in  the  case  that  the  Senator 
cites,  in  terms  of  taxes  paid,  and  without 
taking  into  consideration  the  other  tax 
cuts,  the  taxpayer  under  the  dividend 
provision  of  the  bill  would  be  breaking 
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even.  That  is  so  because  we  increase  the 
exclusion  from  $50  to  $100  in  the  bill, 
even  though  we  repeal  the  4 -percent  div¬ 
idend  credit  which  benefits,  in  most 
cases,  the  people  in  the  high-income 
brackets. 

So  far  as  the  little  investors  are  con¬ 
cerned,  they  are  better  off  under  what 
we  are  proposing  than  under  existing 
law. 

Mr.  PASTORE.  So  far  as  the  ex¬ 
clusion  is  concerned,  that  is  more  bene¬ 
ficial  with  the  smaller  percentage  of  2 
as  against  the  4,  if  a  man  owns  about 
$20,000  of  stock.  Is  that  correct? 

Mr.  MCCARTHY.  The  example  the 
Senator  cites  would  break  even.  If  the 
dividend  income  were  lower,  say,  on  $10,- 
000  worth  of  stock,  the  man  would  be 
better  off  under  the  terms  of  the  bill 
than  under  existing  law. 

Mr.  PASTORE.  Has  it  ever  been  de¬ 
termined  how  many  people  in  the  United 
States  over  65  years  of  age  live  exclu¬ 
sively  on  income  from  dividends? 

Mr.  MCCARTHY.  I  do  not  have  those 
figures  available. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  CARLSON.  I  have  before  me  a 
statement  from  the  Treasury  which 
shows  the  number  of  taxpayers  65  years 
of  age  and  over.  Their  adjusted  gross 
income  in  1960  was  $24,273,073,000.  The 
dividends  received  by  them  after  exclu¬ 
sions  amounted  to  $4,328,514,000,  or  17.8 
percent  of  their  income. 

This  is  for  the  5,214,000  returns  with 
at  least  one  taxpayer  65  years  and  over. 

I  have  before  me  a  distribution  of  the 
dividends  from  a  table  submitted  by  the 
Bureau  of  Internal  Revenue,  for  the  year 
1960.  The  number  of  taxpayers  having 
dividend  receipts  in  1960  was  6,385,299. 
That  was  in  1960.  It  is  estimated  that 
now  it  is  17  million. 

The  number  of  taxpayers  who  were 
excluded  in  1961  by  the  $50  deduction 
was  1,452,349.  That  leaves  4,932,950, 
after  exclusion,  with  some  dividend  in¬ 
come  represented  in  the  taxpayers’  ad¬ 
justed  gross  income — 7.3  percent  of  those 
people  had  an  income  of  $5,000  or  more — 
9.9  percent  had  an  income  of  $2,000  but 
under  $5,000;  11.2  percent  had  an  in¬ 
come  of  $1,000  but  under  $2,000;  13.8 
percent  had  an  income  of  $500,  but  under 
$1,000;  10.6  percent  had  incomes  of  $300 
but  under  $500 ;  7.9  percent  had  incomes 
of  $200  but  under  $300;  13  percent  had 
incomes  of  $100  but  under  $200.  That 
is  income  from  dividends;  26.3  percent 
had  incomes  of  under  $100. 

Mr.  MCCARTHY.  Those  who  re¬ 
ceived  under  $100  are  in  good  shape  un¬ 
der  the  bill.  They  are  in  much  better 


shape  under  our  bill  than  under  exist¬ 
ing  law. 

If  I  may  h^ve  the  attention  of  the 
Senator  from  Rhode  Island,  we  have  a 
figure  which  gives  the  Treasury  estimate 
as  to  the  recapture  of  taxes  on  dividends 
under  the  bill.  We  would  recapture 
about  $300  million.  Of  that,  $10  mil¬ 
lion  would  come  from  people  who  are  in 
the  adjusted  gross  income  class  of  $3,000 
to  $5,000;  $30 'million  from  those  who 
have  $5,000  to  $10,000;  $50  million  from 
those  who  are  in  the  $10,000  to  $20,000 
class;  $85  million  from  those  who  are  in 
the  $20,000  to  $50,000  class;  $125  million 
will  come  from  those  whose  adjusted 
gross  income  is  $50,000  and  more. 

Mr.  PASTORE.  Mr.  President,  when 
the  Senator  speaks  of  adjusted  gross  in¬ 
come,  is  he  speaking  about  income  solely 
from  dividends? 

Mr.  MCCARTHY.  No.  This  is  in  the 
general  income  class. 

Mr.  MORTON.  That  is  without  ref¬ 
erence  to  the  $300  limit. 

Mr.  McCarthy.  Yes.  That  would 
move  it  down  somewhat. 

Mr.  MORTON.  Somewhat?  It  would 
move  it  out  of  the  area  entirely. 

Mr.  MCCARTHY.  I  am  talking  about 
$300. 

Mr.  MORTON.  I  suggest,  before  we 
fall  out  about  this,  that  we  vote. 

/  Mr.  HRUSKA.  Will  the  Senator 
yield? 

Mr.  MORTON.  I  yield  to  the  Sen¬ 
ator  from  Nebraska. 

Mr.  HRUSKA.  Mr.  President,  the  div¬ 
idend  credit  provision  in  our  tax  laws 

[P.  1801] 

was  enacted  in  1954  to  provide  stockhold¬ 
ers  with  some  small  measure  of  relief 
because  of  the  double  taxation  of  divi¬ 
dends.  The  decision  reached  at  that 
time  was  based  on  correcting  an  inequity 
which  had  existed  for  more  than  20 
years. 

It  is  my  considered  opinion  that  eli¬ 
mination  of  this  credit  provision  would 
be  a  step  backward,  and  I  am  unaltera¬ 
bly  opposed  to  its  elimination. 

The  provision  here  sought  to  be  elimi¬ 
nated  has  been  of  great  benefit  to  our 
country,  its  economy  and  to  the  investor. 

Risk  capital  must  be  made  available 
for  new  plants,  new  enterprises  and  for 
a  wide  variety  of  purposes.  Through 
increased  investment  our  Nation  ex¬ 
pands.  Its  gross  national  product  in¬ 
creases  and  in  short — we  grow. 

The  investor  looks  to  his  dividend  as 
his  return  on  his  investment  and  he  is 
primarily  concerned  about  the  means 
by  which  his  income  is  taxed.  The  in¬ 
centive  to  invest  is  based  on  the  tax 
break  he  receives,  Since  1954  increasing 
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public  participation  has  been  achieved 
in  stock  offerings.  The  public — invest¬ 
ors,  large  and  small,  are  willing  to  make 
available  new  equity  investment  funds. 

Many  individuals  will  suffer  if  this 
provision  is  eliminated  from  our  tax 
laws.  Those  on  fixed  incomes  from  divi¬ 
dends  and  those  persons  who  are  retired. 
They  should  not  have  to  bear  a  hard¬ 
ship.  Indeed,  it  would  be  a  harsh  penal¬ 
ty  on  them,  should  we  eliminate  the  divi¬ 
dend  credit  provision  found  in  our  tax 
law. 

The  Dirksen-Morton  amendment 

should  be  adopted. 

The  PRESIDING  OFFICER.  Do 
Senators  in  control  of  the  time  yield 
back  the  remainder  of  their  time? 

Mr.  MORTON.  I  yield  back  the  re¬ 
mainder  of  my  time. 

Mr.  McCarthy.  I  yield  back  the 
remainder  of  my  time. 

The  PRESIDING  OFFICER.  All  time 
has  been  yielded  back.  The  question  is 
on  agreeing  to  the  amendment  offered 
by  the  Senator  from  Kentucky  for  him¬ 
self  and  on  behalf  of  the  Senator  from 
Illinois  [Mr.  DirksenI.  On  this  amend¬ 
ment,  the  yeas  and  nays  have  been  or¬ 
dered,  and  the  clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD.  On  this  vote  I  have 
a  pair  with  the  distinguished  minority 
leader  [Mr.  Dirksen]  .  If  he  were  present 
and  voting,  he  would  vote  “yea”;  if  I 
were  at  liberty  to  vote,  I  would  vote 
“nay.”  I  withhold  my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Indiana  [Mr.  Bayh], 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Arkansas  [Mr.-  Mc¬ 
Clellan],  the  Senator  from  Oregon 
[Mrs.  Neuberger],  and  the  Senator  from 
Georgia  [Mr.  Russell]  are  absent  on 
official  business. 

I  also  announce  that  the  Senator  from 
California  [Mr.  Engle]  is  absent  because 
of  illness. 

On  this  vote,  the  Senator  from  Nevada 
[Mr.  Cannon]  is  paired  with  the  Senator 
from  Georgia  [Mr.  Russell]. 

If  present  and  voting,  the  Senator  from 
Nevada  would  vote  “yea,”  and  the  Sena¬ 
tor  from  Georgia  would  vote  “nay.” 

I  further  announce  that,  :*?  present  and 
voting,  the  Senator  from  Indiana  [Mr. 
Bayh],  the  Senator  from  California  [Mr. 
Engle],  and  the  Senator  from  Oregon 
[Mrs.  Neuberger]  would  each  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  is 
necessarily  absent  and  his  pair  has  been 
previously  announced. 

The  Senator  from  North  Dakota  [Mr. 
Young]  is  detained  on  official  business. 


The  result  was  announced — yeas  44, 
nays  47,  as  follows: 

[No.  19  Leg.] 


YEAS— 44 


Aiken 

Fong 

Morton 

Allott 

Goldwater 

Mundt 

Beall 

Hickenlooper 

Pearson 

Bennett 

Holland 

Prouty 

Boggs 

Hruska 

Ribicoff 

Byrd,  Va. 

Jackson 

Robertson 

Carlsoxt-N 

Javits 

Saltonstall 

Case 

Jordan,  N.C. 

Scott 

Cooper 

Jordan,  Idaho 

Simpson 

Cotton 

Keating 

Smith 

Curtis 

Kuchel 

Thurmond 

Dodd 

Lausche 

Tower 

Dominick 

Long,  Mo. 

Walters 

Eastland 

Mechem 

Williams,  Del. 

Ervin 

Miller 

\ 

NAYS — 47 

Anderson 

Hayden 

Moss 

Bartlett 

Hill 

Muskie 

Bible 

Humphrey 

Nelson 

Brewster 

Inouye 

Pastore 

Burdick 

Johnston 

Pell 

Byrd,  W.  Va. 

Kennedy 

Proxmire 

Church 

Long,  La. 

Randolph 

Clark 

Magnuson 

Smathers 

Douglas 

McCarthy 

Sparkman 

Edmondson 

McGee 

Stennis 

Ellender 

McGovern 

Symington 

Fulbright 

McIntyre 

Talmadge 

Gore 

McNamara 

Williams,  N.  J. 

Gruening 

Metcalf 

Yarborough 

Hart 

Monroney 

Young,  Ohio 

Hartke 

Morse 

NOT  VOTING- 

-9 

Bayh 

Engle 

Neuberger 

Cannon 

Mansfield 

Russell 

Dirksen 

McClellan 

Young,  N.  Dak. 

So  the  amendment  offered  by  Mr. 
Morton  for  himself  and  Mr.  Dirksen 
was  rejected. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  that  the  vote  by  which  the 
amendment  was  rejected  be  reconsidered. 

Mr.  MCCARTHY.  Mr.  President,  I 
move  that  the  motion  to  reconsider  be 
laid  on  the  table. 

Mr.  MORTON.  Mr.  President,  first, 
I  wish  to  know  the  result  of  the  vote;  I 
should  like  to  be  informed  of  that  before 
the  vote  is  taken  on  the  question  of 
agreeing  to  the  motion  to  lay  on  the 
table  the  motion  to  reconsider. 

The  PRESIDING  OFFICER.  The 
amendment  was  rejected  by  a  vote  of 
44  yeas  to  47  nays. 

The  question  now  is  on  agreeing  to  the 
motion  to  lay  on  the  table  the  motion 
to  reconsider. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

THE  RIBICOFF  AMENDMENT 

Mr.  McGEE.  Mr.  President,  I  rise  to 
speak  not  only  as  a  Senator,  but  also  as 
an  educator.  It  might  be  expected  that 
I  would  support  the  Ribicoff  amend¬ 
ment,  which  seems  to  propose  to  give  a 
tax  “break”  to  parents  with  children  in 
college.  With  that  principle,  I  could  not 
agree  more  fully.  But  I  hasten  to  sug- 
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gest  that  it  is  more  fancy  than  fact,  in 
this  instance. 

We  have  under  consideration  a  bill 
which  has  the  basic  purpose  of  cutting 
taxes.  Let  us  not  lose  sight  of  that 
point.  This  is  not  a  higher  education 
bill.  This  is  not  a  student  tuition  bill. 
This  is  a  tax-cut  measure.  Therefore, 
it  is  a  serious  mistake  to  attempt  to  slip 
in  any  kind  of  higher  education  pro¬ 
posal  under  whatever  guise.  In  fact,  the 
proposal,  in  my  judgment,  Would  have 
the  effect  of  destroying  the  major  impact 
of  the  tax-cut  proposal.  By  reducing 
the  amount  of  money  going  into  the 
Treasury  of  the  United  States  by  hun¬ 
dreds  of  millions  of  dollars,  at  the  same 
time  that  we  seek  to  cut  taxes,  would 
seem  to  be  self-defeating.  The  point  of 
the  one  would  automatically  dull  the 
point  of  the  other. 

Let  us  be  forthright  about  our  efforts 
to  help  American  parents  who  are  paying 
high  tuition  costs  for  their  children  in 
our  universities,  by  passing  specific  legis¬ 
lation  to  achieve  that  end.  Personally,  I 
oppose  the  efforts  of  those  who  would  use 
our  deep  emotional  and  personal  desires 
to  strengthen  our  higher  educational 
program  as  a  cloak  for  defeating  the 
purposes  of  a  tax -cut  measure. 

A  second  reason  for  opposing  the  Rib- 
icoff  amendment  lies  in  its  approach  to 
the  problem  of  high  tuition  cost.  It 
would  provide  the  major  assistance  at 
the  top  among  the  highest  income 
groups,  perhaps  in  the  hopes  that  this 
kind  of  subsidy  to  those  who  are  best 
able  to  pay  tuition  would  eventually 
trickle  down  to  those  least  able  to  meet 
those  same  costs.  What  the  proposed 
amendment  would  do  is  supply  the  most 
aid  to  families  whose  children  are  at¬ 
tending  Smith,  Vassar,  Harvard,  Yale, 
or  Princeton.  In  effect,  it  is  a  disguised 
subsidy  for  the  Ivy  League  schools.  If 
we  want  to  be  forthright  about  this,  I 
would  propose  legislation  aimed  at  tui¬ 
tion  assistance  for  the  lower  income 
families;  for  the  parents  least  able  to 
send  their  children  to  college.  Let  us 
build  this  kind  of  help  from  the  bottom 
of  the  economic  scale  up,  rather  than 
having  it  trickle  from  the  top  of  the 
tuition  ladder  downward. 

A  third  reason  for  opposing  the  Ribi- 
coff  amendment  is  that  it  discriminates 
against  the  land-grant  colleges  and  uni¬ 
versities  such  as  the  University  of  Wyo¬ 
ming.  By  favoring  the  rich,  private  in¬ 
stitutions,  it  would  detract  from  the 
competitive  strengths  of  our  State  uni¬ 
versities.  Representing  as  I  do  a  State 
with  a  strong  land-grant  institution; 
namely,  the  University  of  Wyoming,  I 
could  not  possibly  support  a  bill  that 
would  be  “loaded”  against  the  State  uni¬ 
versity. 


Mr.  President,  I  would  like  to  mention 
in  these  remarks  a  telegram  which  I 
have  received  from  the  president  of  the 
institution  where  I  was  a  professor  of 
history  for  many  years,  Dr.  G.  D.  Hum¬ 
phrey.  In  his  wire  to  me  he  says: 

Urge  that  you  oppose  tuition  tax  credit 
proposal.  Bill  is  highly  discriminatory 
against  public  institutions  and  low-income 
students  and  families.  Believe  it  would  be 
detrimental  to  University  of  Wyoming. 

I  say  to  my  colleague,  let  us  get  on 
with  the  business  at  hand  which  is  that 
of  legislating  a  constructive  tax  cut  for 
the  purpose  of  stimulating  the  national 
economy.  Then,  let  us  turn  to  the  prob¬ 
lem  of  financing  the  costs  of  higher  edu¬ 
cation  as  a  separate  item  of  legislation. 
[P.  1802] 

The  importance  to  parents  and  students 
of  cost  relief  for  higher  education  should 
not  be  diminished  by  burying  it  in  the 
pending  bill.  This  urgent  need  deserves 
separate  but  speedy  consideration  on  its 
own  merits. 

TAX  REDUCTION  FOR  ELECTRIAL  CONSUMERS 

Mr.  METCALF.  Mr.  President — 

For  as  far  ahead  as  almost  anyone  would 
dare  to  look,  the  investor-owned  electric 
utility  industry  should  maintain  its  pre¬ 
eminence  as  the  most  consistently  growing 
business  in  the  United  States. 

Other  industries  have  grown  faster  in 
shorter  periods  of  time  but  over  a  period 
of  60  years  none  can  match  the  remarkable 
record  of  the  electric  utilities.  This  his¬ 
torical  growth  rate  has  been  almost  6  percent 
a  year,  one  year  after  another.  Even  more 
impressive  is  the  fact  that  since  1950  there 
has  been  acceleration  of  this  pace  to  a 
point  where  some  utilities  match  or  surpass 
the  records  of  pace  setters  in  other  indus¬ 
tries. 

Mr.  President,  those  introductory 
paragraphs  which  I  just  read  are  not 
my  words,  nor  those  of  other  opponents 
of  section  203(e)  of  the  bill  under  dis¬ 
cussion. 

Those  paragraphs  came  verbatim  from 
a  brochure  published  last  year  by  Mer¬ 
rill  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 
This  report  concludes  by  asking  and  an¬ 
swering  a  question: 

What's  your  investment  objective?  Rela¬ 
tive  safety?  Income?  Growth?  If  so  there 
are  a  large  number  of  electric  companies  to 
choose  from. 

Does  anyone  seriously  believe  that  this 
preeminent,  pace-setting,  “growth”  in¬ 
dustry  needs  another  subsidy,  that  the 
Congress  should  prohibit  electrical  con¬ 
sumers  from  sharing  in  tax  reduction. 

Let  me  quote  further  from  the  Merrill 
Lynch  report: 

Net  income  (for  electric  utilities)  has  ad¬ 
vanced  from  14.5  cents  out  of  every  revenue 
dollar  in  1952  to  18.1  cents  in  1962,  a  gain  of 
almost  25  percent.  Recently,  particularly 
beginning  in  1962, 'there  have  been  some 
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Mr.  METCALF.  Mr.  President,  early 
last  month  I  brought  to  the  attention 
of  the  Senate  the  organized  effort  of 
private  power  companies  to  manipulate 
public  opinion  in  behalf  of  “investor- 
owned  utilities’’  through  the  medium  of 
an  artificially  stimulated  letter-writing 
campaign  labeled  “Project  Action.” 

Last  week  I  placed  in  the  Congres¬ 
sional  Record  for  the  further  informa¬ 
tion  of  the  Senate  additional  documen¬ 
tation  of  the  propaganda  published  by 
these  IOU’s  in  the  form  of  a  Project 
Action  newsletter.  Volume  1,  No.  1  of 
this  newsletter  included  the  following 
statement: 

When  Government  promises  subsidy  from 
crib  to  crypt,  it  is  easy  for  the  public  to 
forget  the  undergirding  free  enterprise  con¬ 
cepts  of  our  American  heritage. 

It  is  apparently  equally  easy  for  the 
IOU’s  to  forget. 

Section  203(e)  of  H.R.  8363,  the  tax 
revision  bill  now  before  the  Senate,  would 
give  private  power  companies  a  potential 
$1  billion  in  cold  cash  over  the  next  10 
years — a  gift  from  the  Government  of  the 


United  States  taken  out  of  the  pockets 
of  consumers. 

I  have  seen  no  statement  from  the 
IOU’s — who  are  ever  active  in  attack¬ 
ing  Federal  multiple-purpose  water  proj¬ 
ects  and  the  REA  program — indicating 
that  they  have  decided  to  decline  this 
gratuity,  which  represents  one  more  in 
a  series  of  subsidies  and  special  tax  bene¬ 
fits  accorded  privately  owned  electric 
systems  over  the  last  decade.  The  most 
recent  figures  available  show  that  pri¬ 
vate  power  companies  have  accumulated 
$1.5  billion  in  “deferred  income  taxes” — 
phantom  taxes  .  which  the  companies 
collected  from  their  customers  but  did 
not  pay  to  the  Federal  Government — as 
a  result  of  accelerated  amortization  and 
liberalized  depreciation. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  insert  at  this  point  in  my  re¬ 
marks  a  list  of  private  power  companies 
who  are  currently  beneficiaries  of  these 
federally  certified  interest-free  contribu¬ 
tions. 

There  being  no  objection,  the  list  was 
ordered  to  be  printed  in  the  Record,  as 
follows : 
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Amounts  Collected  by  Power  Companies  From  Consumers  for  Taxes  but  Not  Paid  as  Taxes 

Privately  owned  electric  utilities,  classes  A  and  B — - Accumulated  deferred  taxes  on  income  as  of  Dec.  81,  1962 
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Mr.  METCALF.  Mr.  President,  now 
electric  utilities  are  in  line  for  a  new  dis¬ 
pensation.  Section  203(e)  of  H.R.  8363 
would  prohibit  the  Federal  Power  Com¬ 
mission  from  requiring  private  power 
companies  to  “flow  through”  to  income 
the  3 -percent  investment  tax  credit  they 
received  under  1962  tax  legislation. 

Section  203(e)  is  but  the  latest 
bonanza  for  these  companies  through 
tampering  with  the  tax  laws.  That 
portion  of  section  203(e)  dealing  with 
public  utilities  forbids  all  Federal  regula¬ 
tory  agencies — including  the  Federal 
Power  Commission — from  reducing  the 
income  tax  allowance  of  private  power 
companies  in  fixing  rates  by  more  than 
a  share  of  the  investment  tax  credit 
prorated  over  the  average  useful  life  of 
the  property — unless  the  utility  involved 
consents. 

What  is  the  effect  of  this  proviso? 

First.  It  means  a  possible  $1  billion 
windfall  profit  to  private  power  com¬ 
panies  over  the  next  decade,  if  applied 
nationally — with  more  to  come  in  future 
years. 

On  the  basis  of  recent  investment,  the 
Federal  Power  Commission  estimates 
that  the  tax  credit  is  presently  worth 
about  $86  million  a  year  in  tax  savings 
to  private  power  companies.  However, 
burgeoning  demands  for  electricity  mean 
larger  annual  future  investment  in  plant 
and  equipment,  and  for  each  $100  spent, 
the  utilities  can  subtract  $3  from  their 
tax  bill.  A  conservative  approximation 
Indicates  that  investment  will  compound 
at  the  rate  of  6  percent  per  year.  The 
result:  Tax  cuts  totaling  $1  billion  for 
private  power  companies  over  a  10 -year 
period — which  could  be  just  the  begin-' 
ning  of  this  lucrative  take  from  the 
Treasury. 

Second.  It  means  a  $2  billion  contribu¬ 
tion  by  consumers  by  1975 — just  as  a 
starter. 

Since  private  power  companies  collect 
about  $2  in  rates  to  net  a  $1  rate  of 
return  due  to  the  doubling  effect  of  the 
income  tax,  consumers  will  pony  up  twice 
the  amount  retained  by  the  companies  if 
the  benefit  of  the  investment  tax  credit 
are  not  flowed  through  to  utility  cus¬ 
tomers. 

Under  section  203(e),  private  power 
companies  can  keep  two  sets  of  books — 
one  for  rate  purposes  and  one  for  tax 
purposes.  Thus  they  can  simultaneously 
take  advantage  of  the  investment  tax 
credit  and  cut  their  tax  bill  while  charg¬ 
ing  consumers  at  a  level  which  pre¬ 
sumes  only  a  small  fraction  of  the  actual 
tax  cut. 

Third.  It  means  turning  over  Federal 
rate  regulating  functions  regarding  the 
investment  tax  credit  to  the  people  who 


are  supposed  to  be  regulated — and  opens 
the  door  for  a  whole  era  of  “regulation  in 
reverse.” 

This  is  nothing  but  a  proposal  for  li¬ 
censed  larcency  of  the  consumers’  pock- 
etbook.  It  is  similar  to  suggesting  that 
advertisers  be  allowed  to  determine 
whether  or  not  the  Federal  Trade  Com¬ 
mission  can  issue  sanctions  against  de¬ 
ceptive  practices.  It  is  like  permitting 
railroads  to  determine  when  and  where 
the  regulations  of  the  Interstate  Com¬ 
merce  Commission  should  apply.  If  this 
approach  were  standard  among  Federal 
regulatory  agencies,  we  would  give  man¬ 
ufacturers  the  right  to  veto  determina¬ 
tions  of  the  Food  and  Drug  Administra¬ 
tion. 

Should  Congress  impose  this  restric¬ 
tion  on  the  Federal  Power  Commission, 
State  public  utility  commissions  will  face 
heavy  pressure  to  follow  suit  in  their 
handling  of  the  investment  tax  credit — 
to  the  further  detriment  of  the  consumer 
and  the  regulatory  process.  The  concept 
of  rates  based  on  actual  costs  would  re¬ 
ceive  a  crippling  blow. 

Private  power  companies  represent 
legal  monopolies,  sheltered  against  risk 
and  guaranteed  a  reasonable  rate  of  re¬ 
turn  which  assures  access  to  needed  cap¬ 
ital.  Despite  this  fact,  they  have  suc¬ 
ceeded  over  the  last  decade  in  obtaining 
Federal  financial  favors  at  the  expense 
of  the  Nation’s  taxpayers  and  ratepayers 
which  must  cause  Bluebeard  to  wiggle  en¬ 
viously  in  his  grave.  I  see  no  reason  to 
perpetuate  this  special  treatment  in  H.R. 
8363. 

If  the  private  power  companies  think 
they  have  a  case,  let  them  come  before 
the  appropriate  legislative  committees 
and  ask  for  amendment  of  statutes  de¬ 
fining  the  duties  of  the  Federal  regula¬ 
tory  agencies  instead  of  tucking  their 
special  pleading  into  the  tax  bill  where 
it  does  not  belong. 

I  hope  that  when  this  matter  comes  to 
a  vote  in  the  Senate  that  section  203(e) 
will  be  eliminated  from  H.R.  8363. 

The  PRESIDING  OFFICER.  The 

bill  is  open  to  further  amendment. 

Mr.  MORTON.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 

clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MORSE.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for  the 
quorum  call  may  be  rescinded,  so  that  I 
may  ask  unanimous  consent  to  place 
certain  material  in  the  Record,  and  then 
if  the  Senate  so  desires  another  quorum 
call  can  be  suggested. 

The  PRESIDING  OFFICER  (Mr.  Mc- 
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Intyre  in  the  chair).  Without  objec¬ 
tion,  it  is  so  ordered. 

TAX  REDUCTION  RESULTING  FROM  INVESTMENT 

CREDIT 

Mr.  MORSE.  Mr.  President,  section 
203(e)  of  the  tax  bill  favors  the  private 
utilities.  This  demonstrates  once  again 
that  their  greed  is  only  surpassed  by  their 
shortsightedness.  It  is  a  brazen  attempt 
to  circumvent  the  regulatory  process,  to 
erode  a  part  of  the  responsibility  of  the 
regulatory  agencies  to  determine  a  fair 
rate  of  return,  and  to  enable  the  utilities 
to  pocket  the  tax  reductions  which  they 
are  enjoying  as  a  result  of  the  tax  credit, 
without  any  interference  from  regulators. 

I  do  not  understand  why  the  adminis¬ 
tration  is  not  speaking  out  on  this  issue. 
Papers  are  full  of  reports  of  Presidential 
Advisory  groups  on  consumer  problems, 

[P.  1 805] 

the  appointment  of  executive  branch 
staff  to  advance  consumer  interests,  and 
messages  to  Congress  calling  for  new 
consumer  legislation. 

Section  203(e)  is  a  matter  of  con¬ 
siderable  importance  to  consumers.  If 
it  is  approved,  gas  and  electric  utility 
customers  may  be  robbed  of  $1  billion 
annually  that  could  go  to  purchase  other 
goods  and  services. 

Despite  the  adverse  effect  that  this 
proposal  would  have  on  consumers,  the 
administration  has  not  spoken  out  in 
vigorous  fashion.  In  fact,  if  we  listen 
to  the  Treasury  Department,  the  admin¬ 
istration  does  not  even  have  a  position  on 
this  matter.  During  hearing  in  the 
Senate  Finance  Committee,  Secretary  of 
the  Treasury  Douglas  Dillon  was  asked: 

Do  you  support  section  203(e)? 

He  answered: 

This  was  not  a  Treasury  recommendation 
and,  in  fact,  it  is  not  a  matter  of  basic  con¬ 
cern  to  the  Treasury  as  to  how  regulatory 
agencies  handle  their  own  job. 

Joseph  Swidler,  Chairman  of  the  Fed¬ 
eral  Power  Commission,  spoke  out 
against  this  outrageous  rape  of  the  con¬ 
sumer,  but  no  word  came  from  the  White 
House  to  back  him  up. 

Mr.  President,  regardless  of  what  the 
administration  does  or  does  not  do,  I 
think  we  should  knock  out  section  203 
(e)  and  refuse  to  reinstate  it  in  con¬ 
ference. 

If  the  loudest  spokesmen  for  the  utili¬ 
ties  are  to  be  believed,  the  tax  credit 
is  not  a  tax  reduction  at  all.  At  least, 
this  was  the  position  taken  during  Sen¬ 
ate  hearings  by  Walter  Bouldin,  presi¬ 
dent  of  the  Edison  Electric  Institute. 

Happily,  there  are  a  few  leaders  in  the 
utility  industry  who  can  look  beyond 
tomorrow’s  dividends  and  recognize  the 


fact  that  good  utility  service  at  low  rates 
is  good  business  for  stockholders  as  well 
as  for  consumers. 

One  of  these  is  Donald  C.  Cook,  pres¬ 
ident  of  the  American  Electric  Power 
Co.,  Inc.,  reportedly  a  close  personal 
friend  of  President  Lyndon  B.  Johnson. 
Mr.  Cook  has  called  upon  Congress  and 
the  utilities  to  recognize  the  tax  credit 
for  what  it  is,  a  tax  reduction,  and  to 
make  use  of  the  reduction  to  reduce 
electric  rates  to  consumers. 

Mr.  Cook  addressed  a  gathering  of 
State  regulatory  commissioners  last 
June  21,  urging  them  to  take  a  realistic 
view  of  the  tax  credit. 

It  is  refreshing  indeed  to  read  Mr. 
Cook’s  declaration  in  that  speech,  that 
at  his  company: 

We  believe  that  an  efficient  and  economical 
operation  resulting  in  the  lowest  possible 
rates  and  in  a  superior  service,  not  only  is 
our  duty  to  our  customers,  but  is  the  best 
way  of  conserving  and  enhancing  the  invest¬ 
ment  of  our  shareholders. 

With  this  public-spirited  approach  to 
the  utility  business,  it  is  not  surprising 
that  Mr.  Cook  favors  passing  along  the 
benefits  of  the  investment  tax  credit  to 
consumers  in  the  form  of  lower  rates. 

A  year  ago,  American  Electric  Power 
directed  its  five  operating  subsidiaries 
to  apply  for  rate  reductions  on  the  basis 
of  congressional  approval  of  the  3 -per¬ 
cent  credit.  The  company  declared  in 
a  telegram  to  officials  of  its  subsidiaries : 

The  reduced  rates  have  been  made  possible 
by  the  reduced  Federal  income  taxes.  These 
lower  rates  will  serve  to  increase  our  sales  of 
electric  power,  lead  to  construction  of  addi¬ 
tional  facilities  to  meet  increased  demand  for 
power  and  thus  stimulate  business  expansion 
in  areas  served  by  AEP  system  and  the  en¬ 
tire  country. 

Mr.  Cook  demonstrated  his  progressive 
approach  to  utility  operation  throughout 
consideration  of  the  tax  bill.  In  his 
speech  to  the  commissioners,  he  traced 
the  history  of  the  investment  tax  credit 
from  the  earliest  consideration  of  the  is¬ 
sue  by  the  Treasury,  showing  that 
throughout  consideration  of  the  bill,  his 
company  adhered  to  the  position  that  the 
tax  credit  was,  in  fact,  a  tax  reduction, 
and  that  the  opportunity  to  pass  the  tax 
reduction  on  to  consumers  “would  in  it¬ 
self  be  an  incentive  for  utilities,  and  in 
addition,  such  rate  reductions  would  in¬ 
crease  the  sales  of  electric  energy  and 
require  the  construction  of  additional  fa¬ 
cilities,  thus  accomplishing  in  the  fullest 
measure  the  objectives  of  the  legisla¬ 
tion.” 

In  taking  what  I  regard  as  a  public- 
spirited  position  on  the  tax  credit,  Mr. 
Cook  raised  objections  to  the  finagling  of 
certain  public  accountants  on  this  issue, 
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and  accused  them  of  trying  to  obfuscate 
a  basically  simple  issue. 

The  problem  of  accounting  for  the  tax  re¬ 
duction  resulting  from  the  investment  credit 
is  one  of  great  simplicity — 

He  said — 

but  more  than  a  few  people  are  working  very 
hard  to  have  it  appear  complex. 

In  conclusion,  after  a  step-by-step 
summary  of  events  leading  up  to  contro¬ 
versy  over  regulatory  treatment  of  the 
tax  credit — events  in  which  he  was  a  per¬ 
sonal  participant — Mr.  Cook  declared: 

These  facts  seem  to  me  to  demonstrate  be¬ 
yond  peradventure  of  a  doubt  that  the  Treas¬ 
ury  and  the  Congress  clearly  intended  the 
tax  credit  to  be  a  tax  reduction,  that  it  is,  in 
fact,  a  tax  reduction;  that  only  as  a  tax  re¬ 
duction  can  it  accomplish  the  stated  pur¬ 
poses  of  the  legislation. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  an 
address  by  Donald  C.  Cook,  president, 
American  Electric  Power  Co.,  Inc.,  before 
the  Great  Lakes  Conference  of  Railroad 
and  Utilities  Commissioners. 

There  being  no  objection,  the  address 
was-  ordered  to  be  printed  in  the  Record, 
as  follows: 

Panel  Discussion:  The  Great  Lakes  Con¬ 
ference  of  Railroad  and  Utilities  Com¬ 
missioners 

(By  Donald  C.  Cook,  president,  American 
Electric  Power  Co.,  Inc.,  the  Greenbrier, 
White  Sulphur  Springs,  W.  Va.,  Friday, 
June  21,  1963) 

The  problem  of  accounting  for  the  tax  re¬ 
duction  resulting  from  the  investment  credit 
is  one  of  great  simplicity.  But  more  than  a 
few  people  are  working  very  hard  to  have  it 
appear  complex.  Thus,  from  the  time  the 
tax  reduction  was  first  proposed,  certain 
companies  and  certain  public  accounting 
firms,  including  Arthur  Andersen  &  Co.,  of 
which  Mr.  Spacek  is  managing  partner  (but, 

I  should  point  out,  not  including  Haskins  & 
Sells,  of  which  Mr.  Powell  is  senior  partner), 
have  sought  to  obscure  the  fact  that  we  were 
dealing  with  a  tax  reduction.  Instead,  they 
have  sought  to  characterize  the  tax  reduction 
as  some  sort  of  a  Government  subsidy  or  a 
tax  postponement.  On  that  basis  they  have 
tried  to  find  ways  to  avoid  a  reduction  in 
reported  operating  expenses. 

In  addition,  considerable  efforts  have  been 
made  by  some,  including  Arthur  Andersen 
&  Co.  particularly,  to  try  to  establish  in  the 
public  utility  field  the  proposition  that  the 
lawful  requirements  of  public  service  com¬ 
missions  and  other  regulatory  bodies  with 
which  they  disagree  may  not  be  reflected  in 
published  financial  statements  but  must,  in¬ 
stead,  either  remain  hidden  in  the  commis¬ 
sion  archives  or  be  branded  as  improper  and 
misleading. 

The  fact  is  that  Mr.  Spacek  does  not  have 
a  very  high  opinion  of  either  the  ability  or 
devotion  to  duty  of  commissioners  and  com¬ 
missions.  He  does  not  think  they  have  the 
ability  or  the  desire  to  protect  the  public 


interest,  and  he  would  remedy  this  deficiency 
by  setting  up  Arthur  Andersen  &  Co.  and 
the  AICPA  as  the  supervisor  of  the  com¬ 
missions  to  ensure  that  they  do  their  duty. 
I  will  have  more  to  say  about  this  later  and 
then  will  quote  some  of  Mr.  Spacek’s  pub¬ 
lished  language  on  this  point. 

I  have  said  that  the  problem  of  accounting 
for  the  tax  reduction  resulting  from  the  tax 
credit  is  one  of  utmost  simplicity.  I  will 
now  outline  why  this  is  so. 

The  control  of  accounting  by  commissions 
is  recognized  as  fundamental  to  the  proper 
regulation  of  public  service  corporations. 
This  is  true  above  all  else  in  connection  with 
the  regulation  of  rates. 

Public  service  corporations  carry  on  a 
business  affected  with  the  public  interest. 
For  the  right  to  carry  on  such  business  they 
must  submit  themselves  to  comprehensive 
regulation  by  both  State  and  Federal  agen¬ 
cies.  The  most  important  aspect  of  the  reg¬ 
ulatory  scheme  is  that  rates  and  charges  for 
service  must  be  fixed  by  the  commissions 
at  a  point  permitting  the  utility  to  earn 
a  fair  return,  after  allowance  for  all  operat¬ 
ing  expenses,  on  the  fair  value  of  the  prop¬ 
erty  devoted  to  the  public  use. 

It  was  inevitable  that  many  accounting 
questions  would  arise  both  as  to  what  con¬ 
stitutes  the  rate  base  and  as  to  what 
constitutes  allowable  operating  expenses  for 
rate  purposes. 

In  order  to  enable  the  regulatory  process 
to  be  carried  out  in  an  orderly  way,  to 
minimize  controversy,  and  to  insure  fair 
and  equitable  treatment  for  consumers  and 
owners  alike,  the  uniform  system  of  accounts 
was  born.  The  right  to  a  regulatory  body  to 
promulgate  accounting  requirements  in  the 
form  of  a  uniform  sysem  of  accounts  and  the 
duty  of  a  public  utility  to  follow  it  have 
long  since  been  judicially  established.  Of 
course  all  of  this  is  elemenatry  to  this  group, 
but  it  needs  to  be  emphasized  because  of 
its  fundamental  importance. 

Uniform  accounting  records  are  not  an 
end  in  themselves.  They  are  merely  a  means 
to  other  ends,  the  most  important  of  which 
is  to  assist  commissions  in  the  exercises  of 
their  ratemaking  functions.  Since  the  prime 
purpose  of  a  uniform  system  of  accounts  is 
to  produce  definitive  data  to  be  used  for  rate 
regulation,  it  is  normal  to  expect  that  de¬ 
cisions  on  accouting  questions  made  by  regu¬ 
latory  bodies,  even  though  not  made  in  rate 
proceedings,  will  foreshadow  the  treatment 
later  to  be  accorded  for  rate  purposes.  Here, 
then,  is  the  real  reason  why  accounting  con¬ 
troversies  flare  so  quickly,  continue  so  in¬ 
terminably,  ^nd  die  so  painfully.  This  is 
why  we  so  often  hear,  as  we  have  heard 
today  from  Mr.  Spacek,  the  voice  of  account¬ 
ing  speaking  the  words  of  ratemaking. 

There  are  three  principal  interests  to  be 
served  by  the  regulatory  process — the  inter¬ 
est  of  consumers,  the  interest  of  investors, 
and  the  general  public  interest.  In  theory  at 
least,  and  much  more  often  in  practice  than 
is  generally  supposed,  regulatory  bodies  do  a 
good  and  faithful  job  in  balancing  and  ac¬ 
commodating  these  interests.  It  is  to  be  ex- 
CP.  1806] 

pected.  however,  that  the  regulatory  bodies, 
either  through  their  staffs  or  through  their 


3074 


commissioners,  will  place  primary  emphasis 
on  the  interests  of  consumers.  It  is  also  to 
be  expected  that  representatives  of  the  own¬ 
ers  will  fill  the  equally  proper  role  of  at¬ 
tempting  to  protect  the  interests  of  investors. 
I'  am  happy  to  say  that  in  my  experience 
most  commissions,  regardless  of  their  point 
of  primary  emphasis,  have  been  thoroughly 
alive  to  their  obligation  to  be  fair  to  in¬ 
vestors,  and  most  utility  companies  have 
been  equally  alive  to  their  obligations  to 
consumers.  In  the  American  Electric  Power 
system  we  believe  that  the  best  way  to  serve 
our  stockholders  is  to  do  the  best  possible 
job  for  our  customers.  We  believe  that  an 
efficient  and  economical  operation  resulting 
in  the  lowest  possible  rates  and  in  a  superior 
service  not  only  is  our  duty  to  our  customers 
but  is  the  best  way  of  conserving  and  en¬ 
hancing  the  investment  of  our  shareholders. 

As  I  have  stated,  it  is  inevitable  that  what 
a  regulatory  body  requires  as  a  matter  of 
accounting  will  have  an  important — indeed, 
almost  inevitable — impact  on  the  rates 
charged  consumers  and  on  the  return  to 
investors. 

Since  this  is  so.  the  most  meaningful  finan¬ 
cial  statements  for  investors  to  have  as  the 
basis  for  determining  the  financial  condition 
and  results  of  operations  of  a  regulated  util¬ 
ity  are  those  reflecting  the  lawful  accounting 
requirements  of  the  regulatory  body  having 
primary  rate  jurisdiction  which,  in  turn,  are 
translated  into  the  lawful  ratemaking  re¬ 
quirements  of  such  body.  Thus,  if  a  com¬ 
mission  having  the  major  rate  jurisdiction 
requires  an  item  to  be  classified  in  a  uniform 
system  of  accounts  as  an  operating  expense, 
the  most  meaningful  financial  statements 
are  those  that  reflect  the  item  as  an  operat¬ 
ing  expense.  Similarly,  if  a  particular  item 
is  held  not  to  be  an  operating  expense  and 
is  not  permitted  to  be  classified  as  such,  the 
most  meaningful  financial  statements  are 
those  that  do  not  reflect  that  item  as  an 
expense.  To  do  otherwise  would  arbitrarily 
lead  to  the  preparation  and  dissemination  of 
financial  statements  not  reflecting  the  eco¬ 
nomic  realities  of  the  enterprise. 

An  investor  needs  to  know  what  the  facts 
are,  and  in  the  public  utility  field  the  lawful 
requirements  of  the  regulatory  bodies  having 
primary  rate  jurisdiction  establish  the  facts, 
Arthur  Andersen  &  Co.  and  Mr.  Spacek  to  the 
contrary  notwithstanding. 

There  are  among  public  accountants  some 
who  feel  they  are  answerable  to  no  one 
but  themselves  and,  being  excessively  confi¬ 
dent  of  their  own  wisdom  and  virtue,  think 
that  they  should  have  the  final  say  on  these 
important  matters.  Mr.  Spacek,  for  exam¬ 
ple,  says  in  effect  that  if  in  his  opinion  the 
commissions  do  not  make  their  accounting 
decisions  on  the  basis  of  what  he  believes  to 
constitute  generally  accepted  accounting 
principles,  he  has  the  power  to  overrule  them, 
to  try  to  force  another  treatment  or,  if  un¬ 
successful  in  doing  so,  to  brand  financial 
statements  prepared  on  the  basis  of  the  law¬ 
ful  requirements  of  the  commissions  as  un¬ 
sound  and  misleading. 

And  who,  may  I  ask,  has  set  up  my  good 
friend  Mr.  Spacek  as  chief  Justice  of  the 
supreme  court  of  accounting?  The  answer  is 
that  he  is  self-appointed.  And  where  can 
an  appeal  be  taken  from  one  of  his  decisions? 
Nowhere,  absolutely  nowhere. 


As  I  said  earlier,  Mr.  Spacek  does  not  have 
much  confidence  in  commissions  and  com¬ 
missioners.  He  thinks  they  are  not,  for  the 
most  part,  very  able,  and  beyond  that  he 
feels  that  they  really  have  no  proper  con¬ 
ception  of  the  public  interest.  This  is  not 
merely  my  opinion— this  is  what  he  publicly 
states. 

In  a  recent  article  in  Investment  Dealers* 
Digest  entitled  “Significance  of  Controversy 
Over  Accounting  for  Tax,  Depreciation  Bene¬ 
fits.”  in  criticizing  the  accounting  require¬ 
ments  of  certain  commissions,  Mr.  Spacek 
states  that  “*  *  *  It  will  be  recalled  that 
many  of  the  accounting  abuses  that  led  to 
a  lack  of  public  confidence  in  the  1920’s  and 
1930’s  were  ordered  by  regulatory  commis¬ 
sions,”  and  he  clearly  and  categorically  states 
that  the  present  commission  require¬ 
ments — the  requirements  in  the  year  1963 
with  which  he  disagrees — are  abuses.  This 
is  strong  language.  In  this  same  spirit  of 
high  regard  for  regulatory  bodies  and  re¬ 
ferring  to  present  requirements,  he  con¬ 
tinues:  “We  thus  see  utility  commissions 
enforcing  a  substandard  brand  of  account¬ 
ing  as  they  did  prior  to  the  1930’s.” 

And  what  is  the  basis  of  this  charge  against 
utility  commissioners?  It  is  merely  that  in 
doing  their  job  as  they  see  it  they  have  re¬ 
fused  to  classify  as  an  operating  expense  an 
amount  equal  to  a  tax  reduction — a  tax  that 
has  not  been  assessed,  is  not  owing,  and  never 
will  be  owed. 

And  against  whom  does  he  level  this 
charge?  He  levels  it  against  the  New  York, 
California,  Vermont,  Connecticut,  Kentucky, 
Ohio,  Wisconsin,  Virginia,  West  Virginia,  and 
Tennessee  commissions  among  the  State 
commissions,  and  against  the  Interstate 
Commerce  Commission  and  the  Securities 
and  Exchange  Commission  among  the  Fed¬ 
eral  commissions.  This  is  quite  a  list  of  dis¬ 
tinguished  bodies  to  be  maligned,  and  I 
cannot  help  but  recall  the  words  of  Cassius 
in  “Julius  Caesar”: 

“Upon  what  meat  doth  this  our  Caesar 
feed  that  he  is  grown  so  great?”  Shake¬ 
speare,  “Julius  Caesar,”  act  1,  scene  2,  line 
148. 

Now  perhaps  you  understand  more  fully 
why  it  is  that  I  would  prefer  to  have  power 
and  authority  in  the  hands  of  commissions, 
which  are  necessarily  subject  to  Judicial  re¬ 
straints,  rather  than  in  those  of  self- 
appointed  accounting  czars  answerable  to 
no  one. 

And  what  is  the  basis  for  this  sweeping 
judgment  that  following  the  lawful  require¬ 
ments  of  regulatory  bodies  and  accounting 
for  the  facts  as  they  are,  for  recognizing  a 
tax  reduction  for  what  it  is,  for  not  charging 
customers  for  taxes  that  do  not  have  to  be 
paid,  is  bad  accounting  and  does  not  produce 
accurate  financial  statements?  The  answer 
can  only  be  found  in  the  amorphous  phrase 
“matching  costs  and  revenues,”  the  most 
overworked  accounting  cliche  of  modern 
times,  that  remarkable  accounting  Mother 
Hubbard  that  covers  everything  and  reveals 
nothing. 

What  is  this  concept  of  matching  costs  and 
revenues?  It  merely  means  that  against  the 
revenues  received  in  a  particular  period  there 
should  be  charged  all  the  costs  associated 
with  the  production  of  those  revenunes.  But 
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I  ask  in  all  sincerity,  isn’t  it  rather  foolish 
to  speak  of  an  income  tax  reduction  as  rep¬ 
resenting  a  cost?  And  if  no  cost  is  involved, 
how  can  the  “matching  costs  and  revenues” 
doctrine  be  used  to  support  a  charge  to  op¬ 
erating  expense  when  no  expense  has  been 
incurred?  Further,  whatever  abstruse  ac¬ 
counting  theory  might  be  spun  to  justify 
departing  from  the  facts,  once  a  regulatory 
body  having  primary  rate  Jurisdiction  has 
made  a  determination  of  the  character  of  an 
accounting  item  and  that  determination  has 
become  final  as  a  matter  of  law,  the  character 
of  the  item  has  become  fixed  and  the  most 
meaningful  financial  statements  that  can  be 
prepared  and  disseminated  are  those  reflect¬ 
ing  that  determination.  There  is  no  better 
example  of  this  than  the  regulatory  require¬ 
ment  that  plant  and  property  must  be  stated 
at  original  cost  regardless  of  its  actual  cost. 
I  do  not  say  this  is  the  way  it  should  be; 
I  mere'y  say  this  is  the  way  it  is. 

Mr.  Spacek  makes  much  of  the  require¬ 
ment  of  consistency,  stating  that  “it  is  in 
the  best  interests  of  the  U.S.  economy  and 
utility  customers  that  all  investors  be  pro¬ 
vided  with  financial  reports  that  are  *  *  * 
consistent  from  company  to  company.” 

It  seems  rather  late  in  the  day  to  have 
to  observe  that  the  law  of  public  utility  regu¬ 
lation  varies  from  State  to  State  and  from 
the  several  States  to  the  Federal  Govern¬ 
ment.  The  applicable  law  in  each  jurisdic¬ 
tion  determines  the  facts,  and  it  is  the  obliga¬ 
tion  of  accountants  to  reflect  the  facts,  not 
to  distort  or  change  them. 

In  view  of  Mr.  Spacek’s  preoccupation  with 
consistency.  I  thought  it  would  be  of  inter¬ 
est  to  see  whether  he  was  practicing  what  he 
was  preaching.  I  was  particularly  interested 
in  whether  he  was  grinding  a  special  ax  in 
the  utility  field,  where  accounting  and  rate¬ 
making  are  so  intimately  tied  together,  or 
whether  he  was  consistently  following  his 
same  theories  in  other  fields  where  account¬ 
ing  had  no  effect  on  the  price  at  which  prod¬ 
ucts  were  sold.  I  knew,  of  course,  that 
Arthur  Andersen  &  Co.  certified  to  the  finan¬ 
cial  statements  of  a  large  number  of  oil 
and  gas  companies,  presenting  analogous  ac¬ 
counting  problems,  so  I  selected  this  group 
for  study.  I  would  like  to  report  the  re¬ 
sults  to  you. 

Company  A.  engaged  in  the  oil  and  gas  bus¬ 
iness  and  whose  accounts  are  certified  by 
Arthur  Andersen  &  Co.,  presented  an  in¬ 
come  statement  for  the  year  1962  showing  a 
net  income  of  $6,038,000  before  income  taxes. 
The  income  statement  indicted  that  no 
Federal  income  taxes  whatsoever  were  pay¬ 
able  by  the  company;  so,  net  income  after 
Federal  income  taxes  was  identical  with 
that  before  Federal  income  taxes.  I  think 
you  will  agree  that  this  is  a  rather  startling 
income  statement  and  that  it  requires  an 
explanation.  That  explanation  is  found  in 
a  footnote  in  which  it  is  stated : 

“Intangible  development  costs  and  dry  hole 
costs  applicable  to  producing  properties  are 
capitalized  for  financial  accounting  purposes 
but  deducted  for  income  tax  purposes  as 
incurred.  *  *  *”  It  was  also  stated  that 
Federal  income  taxes  of  approximately  $2,- 
300,000  were  eliminated  in  1962  by  reason  of 
the  deduction  for  tax  purposes  of  certain 
items  capitalized  on  the  company’s  books 


and  utilization  of  operating-loss  carryfor¬ 
wards  resulting  from  such  deductions  taken 
in  prior  years. 

How  does  Mr.  Spacek  square  this  result 
with  his  avowed  requirement  of  matching 
costs  and  revenues?  How  can  he  assert  on 
the  one  hand  that  reflecting  a  tax  reduction 
arising  from  the  investment  credit  as  a  de¬ 
crease  in  operating  expenses  should  be 
branded  as  improper  and  misleading  while, 
on  the  other  hand,  certifying  that  financial 
statements  in  which  expenses  actually  in¬ 
curred  and  deducted  for  tax  purposes  are  set 
up  in  the  balance  sheet  as  an  asset,  have 
been  prepared  on  the  basis  of  good  account¬ 
ing  practice — on  the  basis  of  matching  costs 
and  revenues? 

Company  B,  whose  financial  statements 
are  also  certified  to  by  Arthur  Andersen  & 
Co.,  showed  net  income  before  taxes  of  $30,- 
102,000  and  Federal  income  taxes  of  only 
$610,000,  or  2  percent  of  taxable  income. 
Here  again  the  explanation  is  given  that  “the 
company  follows  the  policy  of  capitalizing 
items  that  are  deductible  for  Federal  income 
tax  purposes  in  the  year  in  which  the  ex¬ 
penditures  are  made.” 

Company  C,  also  having  its  financial  state¬ 
ments  certified  to  by  Arthur  Andersen  & 
Co.,  presents  an  income  account  showing  net 
income  before  Federal  income  taxes  of  $27,- 
775,000  and  Federal  income  taxes  of  only 
$3,925,000,  or  14.1  percent.  How  come?  The 
explanation  is  again  that  the  company  de¬ 
ducted  various  items  for  tax  purposes  but 
capitalized  them  on  the  books  for  financial 
reporting  purposes. 

Company  D,  also  having  its  accounts  cer¬ 
tified  to  by  Arthur  Andersen  &  Co.,  presents 
an  income  statement  showing  net  income 
before  Federal  income  taxes  of  $546  million 
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and  Federal  income  taxes  of  only  $10  million, 
or  less  than  2  percent.  Once  again  the  ex¬ 
planation  is  that  various  costs  have  been 
capitalized  for  financial  reporting  purposes, 
whereas  they  have  been  deducted  in  the  same 
period  for  Federal  income  tax  purposes. 

It  will  be  remembered  that  when  the  ac¬ 
counting  principles  board  voted  to  approve 
a  bulletin  expressing  the  view  that  the  tax 
reduction  resulting  from  the  investment 
credit  should  be  normalized,  eight  of  the 
largest  public  accounting  firms  in  the  United 
States  split  on  the  question  four  to  four. 
The  public  accounting  firms  voting  for  the 
bulletin  were  Arthur  Andersen  &  Co.,  Ly- 
brand,  Ross  Bros.  &  Montgomery,  Arthur 
Young  &  Co.,  and  Touche,  Ross,  Bailey  & 
Smart.  The  companies  dissenting  from  the 
bulletin  were  Haskins  &  Sells,  Price  Water- 
house  &  Co.,  Peat,  Marwick,  Mitchell  &  Co., 
and  Ernst  &  Ernst. 

Since  all  of  the  firms  supporting  the  bul¬ 
letin  relied  upon  the  concept  of  matching 
costs  and  revenues,  I  thought  it  would  be 
useful  to  determine  how  consistent  they  have 
been  in  the  application  of  what  now  seems 
to  be  this  rather  flexible  principle. 

I  have  found  that,  just  as  in  the  case  of 
Arthur  Andersen  &  Co.,  which  I  have  just 
described,  Lybrand,  Ross  Bros.  &  Montgom¬ 
ery,  Arthur  Young  &  Co.,  and  Touche,  Ross, 
Bailey  &  Smart  have  all  certified  to  financial 
statements  of  companies  in  which  many 
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items  were  capitalized  for  financial  reporting 
purposes  whereas  such  items  were  deducted 
for  tax  purposes,  with  the  result  that  dis¬ 
proportionately  small  amounts  of  Federal 
income  taxes  were  paid  for  the  year  under 
review. 

I  suggest,  therefore,  that  the  record  con¬ 
clusively  shows  that  in  treating  an  identical 
problem,  one  theory  of  accounting  is  being 
applied  by  these  firms  to  regulated  public 
utility  companies,  where  the  choice  of  the 
method  of  accounting  has  an  impact  on  rate 
regulation,  and  another  theory  of  accounting 
is  being  followed  in  connection  with  non¬ 
utilities  where  the  pricing  of  the  product  is 
not  affected  by  the  method  of  accounting 
followed. 

I  have  used  a  substantial  portion  of  my 
time  to  develop  only  one  phase  of  this  mat¬ 
ter,  but  it  is  the  vitally  important  phase, 
and  an  understanding  of  it  is  essential  to 
gaining  any  real  insight  into  the  problem 
before  us.  In  the  time  remaining  I  propose 
merely  to  list  what  seems  to  me  to  be  the 
rather  self-evident  reasons  for  the  view  that 
the  tax  reduction  resulting  from  the  tax 
credit  should  be  reported  in  the  accounts  of 
public  utilities  for  what  it  is — a  tax  reduc¬ 
tion: 

1.  The  tax  credit  bill  as  originally  pre¬ 
pared  by  the  Treasury  Department  excluded 
public  utilities  other  than  natural  gas  pipe¬ 
lines  from  tax  relief. 

2.  The  stated  purpose  of  the  bill  was  to 
reduce  the  taxes  of  those  who  made  a  con¬ 
tribution  to  the  economic  growth  of  the 
country  by  building  qualified  productive 
facilities. 

3.  Utilities  were  excluded  from  relief  be¬ 
cause  two  young  economists  in  the  Treasury 
Department  had  advised  Secretary  Dillon 
and  Assistant  Secretary  Surrey  that  (a)  the 
tax  credit  would  not  stimulate  construction 
by  utilities  because  they  would  have  to  build 
facilities  regardless  of  any  tax  reduction,  and 
(b)  the  benefits  would  have  to  be  passed  on 
to  consumers  in  the  form  of  lower  rates  and 
the  tax  reduction  would  therefore  not  op¬ 
erate  as  an  incentive. 

4.  Representatives  of  American  Electric 
Power  Co.,  including  myself,  had  discussions 
with  Secretary  Dillon  and  other  Treasury 
officials,  including  the  two  economists  who 
had  incorrectly  advised  the  Secretary,  in 
which  we  demonstrated  that  (a)  the  tax 
credit  would  do  more  to  encourage  construc¬ 
tion  in  the  utility  industry  than  in  any  other 
industry  (because  it  would  make  many  mar- 
ginal  projects  economically  feasible) ,  and 
(b)  the  opportunity  to  pass  the  tax  reduc¬ 
tions  on  to  customers  in  the  form  of  rate 
reductions  would  in  itself  be  an  incentive 
for  utilities  and,  in  addition,  such  rate  re¬ 
ductions  would  increase  the  sales  of  electric 
energy  and  require  the  construction  of  ad¬ 
ditional  facilities,  thus  accomplishing  in  the 
fullest  measure  the  objectives  of  the  legisla¬ 
tion. 

5.  While  the  bill  was  under  consideration 
in  the  Treasury,  officials  of  the  American 
Telephone  &  Telegraph  Co.  sought  to  induce 
Assistant  Secretary  Surrey  to  urge  the  House 
Committee  on  Ways  and  Means  to  make  it 
clear  that  the  accounting  for  it  should  be 
such  as  to  provide  only  a  moderate  effect 
on  corporate  earnings  and  not  an  immediate 


and  substantial  effect.  This  is  the  Arthur 
Andersen  &  Co.  view. 

6.  In  response  to  this  effort  Mr.  Surrey  ad¬ 
vised  the  telephone  company  that  the  in¬ 
vestment  credit  would  in  fact  constitute  a 
reduction  in  tax  liabilities  for  the  year  in 
which  the  qualifying  investment  was  made 
and  that  the  inclusion  of  utilities  for  tax 
relief  would  have  added  disadvantages  if  it 
entailed  prescribing  accounting  procedures 
which  tended  to  dampen  its  stimulus.  This 
is  the  American  Electric  Power  Co.  view. 

7.  Thereafter  Mr.  Alexander  Stott,  comp¬ 
troller  of  the  telephone  company,  appeared 
before  the  Senate  Finance  Committee  and 
testified  against  the  bill  although  the  tele¬ 
phone  company,  and  therefore  its  customers, 
would  clearly  be  the  largest  beneficiary  under 
the  terms  of  the  bill  if  it  were  applicable  to 
utility  companies  and  it  became  la^. 

8.  Mr.  Spacek  also  testified  before  the 
committee  and  urged  his  accounting  views 
on  the  committee. 

9.  The  Senate  committee,  and  thereafter 
the  Senate  itself,  disregarded  the  position  of 
both  the  telephone  company  and  Mr.  Spa¬ 
cek,  included  utilities  as  eligible  for  the  tax 
reduction,  made  it  clear  that  the  tax  credit 
was  a  tax  reduction,  and  refused  to  prescribe 
the  accounting  procedures  to  be  followed  to 
reflect  it. 

10.  I  presented  a  30-minute  prepared 
statement  before  the  Senate  Finance  Com¬ 
mittee  during  its  hearings  on  the  bill,  but 
upon  the  completion  of  the  statement  I 
continued  on  the  witness  stand  for  over 
2  hours,  exploring  with  the  Senators  the 
ramifications  of  the  bill.  In  response  to  a 
question,  I  stated  the  view  that,  under  all 
then  existing  systems  of  accounts  which 
would  be  applicable,  the  tax  credit  would  be 
reflected  as  a  reduction  in  current  income 
taxes. 

11.  During  the  Senate  Finance  Committee 
hearings  it  became  clear  that  one  of  the 
Senators  was  confused  about  the  basic  char¬ 
acter  of  the  tax  credit  bill,  not  recognizing 
clearly  that  the  proposal  was  for  a  tax  re¬ 
duction  to  be  measured  by  the  amount  of 
eligible  construction  done  and  thinking, 
since  depreciable  property  was  being  used  in 
the  process  as  a  yardstick,  that  unless  the 
tax  base  of  the  yardstick  property  was  re¬ 
duced  by  the  amount  of  the  tax  credit,  de¬ 
preciation  equal  to  106  percent  of  the  cost 
of  the  property  could  be  deducted  for  tax 
purposes. 

12.  To  meet  this  Senator’s  interpretation 
the  Senate  committee  amended  the  bill  as 
it  came  from  the  House  to  reduce  the  tax 
basis  of  the  property  by  the  amount  of  the 
tax  credit  but  refused  to  prescribe  the 
Arthur  Andersen  and  telephone  company 
method  of  accounting  for  it. 

13.  The  whole  legislative  history  of  the 
statute  makes  entirely  clear  that  a  tax  re¬ 
duction  in  each  successive  fiscal  period  was 
intended  by  the  Treasury  and  by  Congress. 
There  has  been  a  good  deal  of  emphasis  on 
the  intention  of  Congress — and  the  quota¬ 
tion  of  isolated  segments  from  the  legislative 
reports — to  support  the  normalization  con¬ 
cept.  But  to  one  familiar  with  the  origin 
and  legislative  history  of  the  tax  credit  legis¬ 
lation,  the  one  clear  purpose  intended  by 
both  the  administration  and  the  Congress 
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was  to  provide  an  immediate  stimulus  to  the 
economy;  and  it  is  equally  clear  that  the 
normalization  concept,  which  is  nothing 
more  or  less  than  an  effort  to  dilute  the  cur¬ 
rent  effect  of  the  tax  credit,  is  completely  in¬ 
consistent  with  that  congressional  purpose. 

14.  Following  passage  of  the  legislation, 
Mr.  Spacek  immediately  began  a  campaign 
within  the  American  Institute  of  Certified 
Public  Accountants  to  cause  the  accounting 
principles  board  to  issue  a  bulletin  prescrib¬ 
ing  the  method  of  accounting  urged  by 
Arthur  Andersen  &  Co.  and  the  telephone 
company  which  had  been  rejected  both  by 
the  Treasury  and  by  the  Congress. 

15.  The  board,  by  only  a  one-vote  margin 
over  the  required  two-thirds  vote,  proposed 
to  issue  such  a  bulletin  and,  contrary  to  its 
long-established  practice,  intended  to  do  so 
without  circulating  an  exposure  draft  for 
comment. 

16.  Only  after  the  Federal  Power  Com¬ 
mission  and  others  protested  the  proposed 
dark-of-the-moon  action  was  a  draft  bulle¬ 
tin  circulated  to  interested  persons. 

17.  The  only  members  of  the  board  who 
had  any  substantial  public  utility  account¬ 
ing  practice  and  experience  were  representa¬ 
tives  of  six  of  the  eight  large  public  account¬ 
ing  firms  to  which  I  earlier  referred.  These 
six  do  the  bulk  of  the  public  accounting 
work  for  utilities  in  the  United  States. 

18.  These  six  firms  split  three  to  three 
on  the  nature  of  the  bulletin  to  be  issued, 
with  Arthur  Andersen,  Lybrand,  Ross  Bros. 
&  Montgomery,  and  Arthur  Young  &  Co. 
voting  for  it. 

19.  Lybrand,  Ross  Bros.  &  Montgomery  are 
the  public  accountants  for  the  telephone 
company,  and  Arthur  Young  &  Co.  are  the 
public  accountants  for  the  Western  Electric 
Co.,  the  manufacturing  subsidiary  of  the 
telephone  company. 

20.  Since  the  bulletin  of  the  accounting 
principles  board  was  issued,  the  Securities 
and  Exchange  Commission  has  repudiated  it 
as  controlling  the  accounting  applicable  to 
public  utility  companies. 

21.  This  is  the  first  time  in  the  29  years 
of  the  SEC’s  existence  that  it  has  repudi¬ 
ated  an  accounting  bulletin  issued  under 
the  aegis  of  the  American  Institute  of  Cer¬ 
tified  Public  Accountants. 

22.  Some  of  these  same  accounting  firms 
who  voted  for  the  repudiated  bulletin  re¬ 
cently  sought  to  induce  the  Internal  Rev¬ 
enue  Service  of  the  Treasury  to  hold  that  the 
tax  credit  should  not  be  regarded  as  a  tax 
reduction  in  determining  earnings  and  prof¬ 
its  for  dividend  purposes.  They  failed  in 
the  attempt  and  the  Internal  Revenue  Serv¬ 
ice  held,  instead,  that  the  tax  credit  gave 
rise  to  a  tax  reduction  in  the  fiscal  year  in 
which  it  was  obtained. 

With  all  the  stress  which  these  account¬ 
ing  firms  have  placed  on  congressional  in¬ 
tention  as  supporting  their  views,  it  is,  I 
think,  of  great  significance  that  the  Govern¬ 
ment  agency  most  intimately  involved  with 
the  legislation,  its  history  and  the  congres¬ 
sional  intention  in  adopting  the  legislation, 
reached  precisely  the  opposite  conclusion  to 
that  urged  by  these  accounting  firms. 

These  facts  seem  to  me  to  demonstrate  be¬ 
yond  peradventure  of  a  doubt  that  the  Treas¬ 


ury  and  the  Congress  clearly  intended  the  tax 
credit  to  be  a  tax  reduction,  that  it  is  in 
fact  a  tax  reduction,  that  only  as  a  tax  re¬ 
duction  can  it  accomplish  the  stated  pur¬ 
poses  of  the  legislation,  that  the  accounting 
proposed  by  Mr.  Spacek  and  Arthur  Ander¬ 
sen  &  Co.  has  been  consistently  rejected 
by  the  Treasury  and  the  Congress,  and  that 
its  application  to  public  utilities  results  in 
overstating  expenses  and  understating  in¬ 
come  to  the  obvious  detriment  of  the  in¬ 
terests  of  investors,  consumers,  and  the  gen- 
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eral  public  interest — the  very  interests  pub¬ 
lic  service  commissions  are  sworn  to  protect. 

Mr.  MORSE.  Mr.  President,  I  under¬ 
stand  that  the  Senator  from  Wisconsin 
LMr.  Proxmire]  has  an  amendment 
whereby  he  seeks  to  eliminate  what  I 
consider  to  be  the  undue  and  unjust  en¬ 
richment  that  this  section  seeks  to  hand 
out  to  private  utilities  in  this  country  to 
the  •  detriment  of  consumers.  I  do  not 
believe  I  use  mild  language — particularly 
for  me — when  I  say  that  the  best  that 
can  be  said  for  it  is  that  it  is  economic 
rape,  and  that  is  bad  enough.  Mr. 
President,  we  ought  to  eliminate  it.  I 
wish  the  Senator  from  Wisconsin  [Mr. 
Proxmire]  to  know  that  I  shall  whole¬ 
heartedly  support  him  when  he  offers 
his  amendment,  which  I  understand  will 
be  some  time  tomorrow. 

I  yield  to  my  friend  the  Senator  from 
Alaska  [Mr.  GrueningL 

Mr.  GRUENING.  Mr.  President,  I 
call  to  the  attention  of  the  Senate  an 
editorial  published  in  this  morning’s 
New  York  Times  entitled  “Gift  to  Utili¬ 
ties,”  which  begins  with  the  following 
statement: 

There  are  many  questionable  provisions  in 
the  tax  reduction  bill  now  being  considered 
in  the  Senate,  but  none  is  more  unconscion¬ 
able  than  the  gifts  proposed  for  the  utility 
industry. 

I  ask  unanimous  consent  that  the  text 
of  the  editorial  be  printed  at  this  point 
in  the  Record. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Gift  to  the  Utilities 

There  are  many  questionable  provisions  in 
the  tax  reduction  bill  now  being  considered 
in  the  Senate,  but  none  is  more  unconscion¬ 
able  than  the  gift  proposed  for  the  utility 
industry. 

The  gift  is  in  the  form  of  an  amendment 
forbidding  the  Federal  Power  Commission 
and  other  regulatory  agencies  from  exercis¬ 
ing  any  control  over  the  investment  credit 
provided  for  public  utilities.  The  regulatory 
agencies  are  supposed  to  set  rates  that  in¬ 
sure  a  fair  return  on  utility  investments. 
The  proposed  amendment  means  that  the 
FPC  could  not  take  the  tax  credit  into  ac¬ 
count  in  setting  rates.  As  a  result,  electric 
and  gas  companies  would  receive  a  windfall 
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estimated  at  $300  million,  which  would  not 
be  passed  along  to  consumers. 

The  size  of  this  windfall  alone  should  give 
pause.  Yet  big  as  it  is,  it  is  not  the  most 
disturbing  element  in  the  proposed  amend¬ 
ment.  By  limiting  the  power  of  the 
FPC  in  setting  rates,  Congress  will  increase 
the  cost  of  utility  services  to  consumers. 
And  it  will  encourage  the  utility  lobby,  and 
pressure  groups  representing  other  regulated 
industries,  to  press  for  new  restrictions  on 
the  rate-setting  function  of  the  regulatory 
agencies. 

Even  so,  there  could  be  a  case  for  the 
amendment  if  it  were  to  spur  corporate 
spending  and  cut  costs  to  consumers,  which 
were  the  original  objectives  of  the  invest- 

t  ment  credit.  But  utilities  will  not  have  any 
extra  inducement  to  spend  and  consumers 
will  not  be  benefited.  This  is  not  the  kind 
of  gift  that  the  Congress  should  be  be¬ 
stowing. 

Mr.  MILLER.  Mr.  President,  the 
Time’s  editorial  presents  serious  distor¬ 
tions  of  fact.  First,  it  implies  that  the 
amendment  applies  equally  to  all  regu¬ 
lated  industries  and  utility  companies. 
The  fact  is  the  law  provides  a  3 -percent 
credit  for  utilities  subject  to  a  minimum 
of  competition  and  7  percent  to  transpor¬ 
tation  companies  which  are  subject  to 
competition  from  nonregulated  indus¬ 
tries.  In  the  case  of  those  companies  re¬ 
ceiving  a  3-percent  credit,  the  amend¬ 
ment  provides  that  the  benefits  may  flow 
to  the  company’s  earnings  over  the  life 
of  the  plant  resulting  from  the  invest¬ 
ment.  It  may,  therefore,  flow  propor¬ 
tionately  over  the  life  of  the  plant  to  cus¬ 
tomer  as  determined  by  the  regulatory 
body.  Thus,  the  regulatory  agencies  do 
have  control  over  the  treatment  of  the 
investment  credit.  The  amendment  is 
intended  to  prevent  regulatory  bodies 
from  thwarting  the  intent  of  Congress. 
This  intent  was  expressed  in  the  confer¬ 
ence  committee  report  as  follows: 

It  is  the  understanding  of  the  conferees 
on  the  part  of  both  the  House  and  the  Sen¬ 
ate  that  the  purpose  of  the  credit  for  invest¬ 
ment  in  certain  depreciable  property,  in  the 
case  of  both  regulated  and  nonregulated  in¬ 
dustries,  is  to  encourage  modernization  and 
expansion  of  the  Nation’s  productive  facil¬ 
ities  and  to  improve  its  economic  potential  by 
reducing  the  net  cost  of  acquiring  new  equip¬ 
ment,  thereby  increasing  the  earnings  of  the 
new  facilities  over  their  productive  lives. 

The  editorial  states  that  one  of  the  ob¬ 
jectives  of  the  investment  credit  was  to 
cut  costs  to  consumers.  An  examination 
of  the  legislative  history  beginning  with 
President  Kennedy’s  original  proposal  re¬ 
veals  that  the  entire  purpose  was  to  stim¬ 
ulate  construction,  increase  productivity 
and  increase  the  profitability  of  the 
American  economy.  Therfe  is  no  word  of 
a  direct  purpose  to  lower  costs  to  con¬ 
sumers.  It  is,  of  course,  obvious  that 
such  an  improvement  in  plant  modern!- 
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zation  as  sought  through  the  investment 
credit  would  redound  to  the  benefit  of 
the  consumer. 

If  the  regulatory  bodies  were  permitted 
to  carry  out  their  announced  intention 
and  to  take  the  investment  credit  from 
the  company  immediately  and  flow  it 
through  in  the  form  of  reduced  rates,  not 
only  would  the  intent  of  Congress  be 
frustrated  but  the  incentive  factor  would 
be  completely  eliminated. 

I  ask  unanimous  consent  that  an  arti¬ 
cle  published  in  this  morning’s  issue  of 
the  New  York  Times,  which  sets  forth 
quite  accurately  the  background  of  the 
problem,  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Utility  Tax  Credit  in  Quiet  Battle 

A  private,  almost  silent,  war  is  going  on 
between  the  Finance  Committee  of  the 
U.S.  Senate  and  the  Federal  Power  Com¬ 
mission.  It  revolves  about  the  FPC’s  in¬ 
terpretation  of  how  gas  pipelines  and  elec¬ 
tric  utilities  should  use  investment  tax 
credits. 

The  FPC  reiterated  yesterday  its  opposi¬ 
tion  to  retention  by  the  utilities  of  savings 
from  certain  tax  benefits  given  them  by  Con¬ 
gress. 

The  agency’s  latest  decision  was  that  in¬ 
terstate  natural  gas  and  electric  power  com¬ 
panies  must  pass  on  to  their  customers  any 
money  saved  under  depreciation  laws  en¬ 
acted  over  the  last  9  years.  Hie  decision 
involved  the  Alabama-Tennessee  Natural  Gas 
Co.  of  Florence,  Ala. 

The  Kennedy  administration  included  in 
the  1962  Internal  Revenue  Act  a  tax  credit 
for  investments  in  certain  depreciable  prop¬ 
erty.  The  amount  of  credit  varies,  but  for 
electric  utilities  it  amounts  to  3  percent  of 
the  cost  of  certain  additions  to  plant  and 
equipment  after  December  31,  1961.  For  nat¬ 
ural  gas  companies,  it  ranges  from  3  to  7  per¬ 
cent. 

The  utilities  have  argued  that  the  original 
intent  of  these  credits  was  to  stimulate  plant 
expansion,  but  the  FPC  has  voted  that 
“any  benefits  from  the  investment  credit 
should  ‘flow  through’  immediately  to  the  con¬ 
sumers.” 

The  utility  spokesmen  also  asserted  that 
they  could  not  have  extra  funds  with  which 
to  build  plants  and  at  the  same  time  give 
them  away.  They  urged  that  Government 
agencies  get  together  with  Congress  and 
come  up  with  a  consistent  course  of  ac¬ 
tion. 

Mr.  MANSFIELD.  Mr.  President,  I 
should  like  to  make  an  inquiry  of  the 
Chair.  It  is  my  understanding  that 
unanimous  consent  has  been  granted  to 
the  Senator  from  Illinois  [Mr.  Doug¬ 
las]  to  have  his  amendment  made  the 
pending  business  tomorrow  when  the 
Senate  convenes. 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 
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Mr.  MANSFIELD.  In  the  interest  of 
getting  on  with  the  tax  bill,  would  it  be 
possible  to  have  the  Dirksen  amendment 
on  the  abolition  of  the  retail  sales  tax, 
which  will  be  presented  by  the  distin¬ 
guished  Senator  from  Kentucky  [Mr. 
Morton],  follow  consideration  of  the 
Douglas  amendment  under  a  unanimous  - 
consent  agreement? 

The  PRESIDING  OFFICER.  Under 
unanimous  consent  that  could  be  done. 

Mr.  MANSFIELD.  Would  it  be  pos¬ 
sible  to  have  consideration  of  that 
amendment  followed  by  the  amendment 
to  be  offered  by  the  Senator  from  Wis¬ 
consin  {Mr.  Proxmire]  under  a  unani¬ 
mous-consent  agreement? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct.  — ' 

Mr.  MANSFIELD.  Would  it  be  pos¬ 
sible  at  this  time  to  ask  unanimous  con¬ 
sent  that  there  be  1  hour  on  the  Douglas 
amendment,  to  be  equally  divided  be¬ 
tween  the  Senator  from  Illinois  [Mr. 
Douglas]  and  the  Senator  from  Louisi¬ 
ana  [Mr.  Long]  ? 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  with  regard  to  the  Douglas  amend¬ 
ment,  I  should  like  to  request  that  the 
unanimous-consent  request  be  amended 
to  the  extent  that  germane  amendments 
to  that  amendment  would  be  in  order, 
with  the  time  limited  15  minutes  to  each 
side,  to  be  controlled  by  the  Senator  of¬ 
fering  the  amendment  and  the  Senator 
from  Illinois. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  amendment  to  the  unan¬ 
imous-consent  agreement?  The  Chair 
hears  none,  and  it  is  so  ordered. 

The  unanimous-consent  agreement, 
subsequently  reduced  to  writing,  is  as 
follows : 

Unanimous-Consent  Agreement 

Ordered,  That  on  Wednesday,  February  5, 
1964,  upon  the  convening  of  the  Senate,  it 
proceed  to  the  consideration  of  the  amend¬ 
ment  (No.  411)  relating  to  standard  deduc- 
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tions,  intended  to  be  proposed  by  Mr.  Doug¬ 
las  to  H.R.  8363,  the  Revenue  Act  of  1964; 
that  the  debate  on  said  amendment  be  lim¬ 
ited  to  1  hour,  to  be  equally  divided  and  con¬ 
trolled  by  Mr.  Douglas  and  Mr.  Long  of  Loui¬ 
siana  for  the  proponents  and  the  opponents, 
respectively;  that  any  amendment  proposed 
thereto  must  be  germane  to  such  amend¬ 
ment,  and  that  debate  upon  any  such  amend¬ 
ment  shall  be  limited  to  30  minutes,  to  be 
equally  divided  and  controlled  by  the  mover 
of  such  amendment  and  Mr.  Douglas. 

Ordered  further,  That  following  the  dis¬ 
position  of  the  Douglas  amendment,  amend¬ 
ments  intended  to  be  proposed,  respectively, 
by  Mr.  Dirksen,  Mr.  Proxmire,  and  Mr.  Hick- 
enlooper,  be  taken  up  for  consideration. 


Mr.  HICKENLOOPER.  Mr.  President, 
a  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  HICKENLOOPER.  What  is  the 
unanimous- consent  agreement?  Three 
or  four  have  been  proposed  as  being  po¬ 
tentially  possible,  but  I  did  not  know 
that  a  request  for  unanimous  consent 
had  been  made.  'I  do  not  wish  to  be 
frozen  out. 

Mr.  MANSFIELD.  First,  the  Senator 
from  Illinois  received  unanimous  consent 
eariler  today  to  have  his  amendment 
considered  the  first  thing  tomorrow. 

Mr.  HICKENLOOPER.  I  understand 
that. 

Mr.  MANSFIELD.  There  will  be  1 
hour  on  that  amendment,  30  minutes 
to  each  side,  and  15  minutes  to  each  side 
on  any  amendment  thereto. 

Mr.  HICKENLOOPER.  Was  a  unani¬ 
mous-consent  request  made  in  respect  to 
that  amendment? 

Mr.  MANSFIELD.  Yes;  and  granted. 

Mr.  HICKENLOOPER.  I  have  no 
objection. 

Mr.  MANSFIELD.  After  that  would 
come  the  Dirksen  amendment,  which 
would  abolish  the  retail  excise  tax. 
After  that  would  come  the  amendment  to 
be  proposed  by  the  Senator  from  Wis¬ 
consin  [Mr.  Proxmire]. 

Mr.  HICKENLOOPER.  Reserving  the 
right  to  object — and  I  have  no  intention 
of  objecting  to  the  request — I  have  an 
amendment  which  I  expect  to  offer  on 
behalf  of  the  Senator  from  Illinois  [Mr. 
Dirksen]  and  myself  having  to  do  with 
writing  instruments.  It  is  at  the  desk 
and  will  be  printed.  I  do  not  wish  to  be 
foreclosed  on  the  amendment  in  any  way, 
shape  or  form.  I  have  no  objection  to 
the  order  of  priorities  which  the  major¬ 
ity  leader  has  stated. 

Mr.  MANSFIELD.  I  wish  to  say  to  the 
Republican  policy  leader  that  no  Sen¬ 
ator  will  be  foreclosed  from  offering  an 
amendment.  The  effort  is  made  to  get 
a  little  continuity,  which  I  thought  the 
Republicans  had  agreed  to,  in  the  mean¬ 
time. 

Mr.  HICKENLOOPER.  Following  the 
pattern  of  the  inquiry  of  the  distin¬ 
guished  leader,  would  it  be  in  order  to 
ask  that  the  amendment  to  which  I  have 
referred  be  put  in  the  line  of  progres¬ 
sion? 

Mr.  MANSFIELD.  There  is  nothing 
to  stop  it. 

Mr.  HICKENLOOPER.  May  I  ask 
that  there  be  added  to  the  Senator’s  list 
of  developing  programs  the  amendment 
relating  to  writing  instruments  to  which 
I  have  referred  so  that  it  will  follow  the 
three  or  four  amendments  to  which  he 
has  already  referred? 
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Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  Dirksen- 
Hickenlooper  amendment  be  considered 
sometime  tomorrow. 

Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  reserving  the  right  to  object,  that 
is  not  what  I  asked.  I  asked  if  the 
amendment  could  follow  the  succession 
of  amendments  which  the  majority  lead¬ 
er  has  outlined. 

Mr.  MANSFIELD.  If  the  Senator 
wishes  to  make  such  a  unanimous-con¬ 
sent  request,  it  is  satisfactory  with  me. 

Mr.  HICKENLOOPER.  I  hoped  that, 
out  of  the  charity  of  the  Senator’s  heart, 
he  would  include  the  amendment  in  his 
request. 

Mr.  KEATING.  Mr.  President,  reserv¬ 
ing  the  right  to  object,  I  have  an  amend¬ 
ment — 

Mr.  MANSFIELD.  I  give  up.  -  It  is 
my  understanding  that  amendments  will 
be  offered  tonight  by  the  distinguished 
Senator  from  Kansas  [Mr.  Carlson],  the 
distinguished  Senator  from  Indiana  [Mr. 
Hartke]  and  the  distinguished  Senator 
from  Minnesota  [Mr.  McCarthy] - 

Mr.  MCCARTHY.  No;  I  will  merely 
defend  against  one. 

Mr.  MANSFIELD.  There  will  be  at 
least  two  additional  amendments.  I 
suggest  that  we  get  away  from  unani¬ 
mous-consent  requests  and  return  to 
consideration  of  the  bill.  I  shall  feel  a 
great  deal  better. 

Mr.  HARTKE.  Mr.  President,  I  offer 
an  amendment  which  I  send  to  the  desk 
and  ask  to  have  stated. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Indiana 
will  be  stated. 

The  Legislative  Clerk.  At  the  proper 
place  in  title  II  of  the  bill  it  is  proposed 
to  insert  the  following  new  section: 

Sec.  ,  Additional  Exemption  for  Depend¬ 
ent  Who  Is  Blind. 

(a)  Allowance  of  Additional  Exemp¬ 
tion. — Section  151  (relating  to  allowance  of 
deductions  for  personal  exemptions)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

“(f)  Additional  Exemption  for  Blindness 
of  Dependent. — An  additional  exemption  of 
$600  for  each  individual  who  is  blind  and 
with  respect  to  whom  the  taxpayer  is  en¬ 
titled  to  an  exemption  under  subsection  (e) 
for  the  taxpayer’s  taxable  year.  For  pur¬ 
poses  of  this  subsection,  the  determination 
of  whether  a  dependent  is  blind  shall  be 
made  at  the  close  of  the  taxpayer’s  taxable 
year;  except  that  if  the  dependent  dies  dur¬ 
ing  such  taxable  year  such  determination 
shall  be  made  as  of  the  time  of  his  death.” 

(b)  Technical  Amendments. — 

(1)  Section  151(d)(3)  (relating  to  def¬ 
inition  of  blindness)  is  amended  by  strik¬ 
ing  out  “For  purposes  of  this  subsection” 
and  inserting  in  lieu  thereof  “For  purposes 
of  this  subsection  and  subsection  (f)”. 

(2)  Section  213(c)  (relating  to  maximum 


limitations  on  deduction  for  medical,  den¬ 
tal,  etc.,  expenses)  is  amended  by  striking 
out  “subsection  (c)  or  (d)”  and  inserting 
in  lieu  thereof  “subsection  (c),  (d),  or  (f)”. 

(3)  Section  3402(f)  (1)  (relating  to  with¬ 
holding  exemptions  for  income  tax  collected 
at  source  on  wages)  is  amended — 

(A)  by  striking  out  “and”  at  the  end  of 
subparagraph  (D) ; 

(B)  by  striking  out  the  period  at  the  end 
of  subparagraph  (E)  and  inserting  in  lieu 
thereof  and’’;  and 

(C)  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  subparagraph : 

“(F)  an  additional  exemption  for  each 
individual  with  respect  to  whom,  on  the 
basis  of  facts  existing  at  the  beginning  of 
such  day,  there  may  reasonably  be  expected 
to  be  allowable  an  exemption  under  section 
151(f)  for  the  taxable  year  under  subtitle 
A  in  respect  of  which  amounts  deducted  and 
withheld  under  this  chapter  in  the  calendar 
year  in  which  such  day  falls  are  allowed 
as  a  credit.” 

(c)  Effective  Dates. — The  amendments 
made  by  this  section  (other  than  by  subsec¬ 
tion  (b)  (3)  shall  apply  to  taxable  years 
beginning  after  December  31,  1963.  The 
amendments  made  by  subsection  (b)  (3) 
shall  apply  with  respect  to  wages  paid  after 
December  31,  1963. 

Mr.  HARTKE.  Mr.  President,  what 
the  amendment  would  do  can  be  very 
simply  explained.  The  amendment 
would  provide  that  a  blind  taxpayer 
would  be  granted  one  additional  exemp¬ 
tion  of  $600.  In  other  words,  in  addi¬ 
tion  to  the  usual  exemption  of  $600,  he 
would  be  granted  a  $1,200  exemption. 

The  number  of  people  who  are  really 
blind  in  the  United  States  of  America 
today  does  not  comprise  an  exceptionally 
large  number. 

In  my  own  State  of  Indiana,  for  ex¬ 
ample,  there  are  800  who  are  qualified 
at  j  this  time  to  take  advantage  of  such 
an  amendment.  I  think,  of  all  of  the 
handicapped  people  in  the  world,  those 
with  the  loss  of  sight  are  probably  suf¬ 
fering  one  of  tiie  most  severe  handi¬ 
caps.  The  blind  people  do  not  expect 
handouts.  What  they  want  is  an  op¬ 
portunity  to  make  their  own  way.  But 
frequently,  they  find  roadblocks  in  their 
way.  The  social  security  laws  restrict 
the  amount  of  money  they  can  earn. 
The  special  assistance  they  receive  from 
certain  organizations  frequently  requires 
them  to  pauperize  themselves.  In  some 
cases  they  are  supporting  families.  In 
some  cases  they  are  supporting  families 
the  members  of  whom  have  sight. 
Sometimes  that  is  helpful;  other  times 
it  is  not. 

The  blind  people  have  come  before 
Congress  and  have  said,  time  and  time 
again,  that  if  we  give  them  an  opportu¬ 
nity  to  make  their  own  way,  to  be  self- 
supporting,  to  be  upstanding  citizens, 
that  is  all  they  want.  In  line  with  that 
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request,  they  have  tried  to  go  into  busi¬ 
nesses  to  which  they  are  particularly 
suited. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HARTKE.  I  am  glad  to  yield  to 
the  distinguished  coauthor  of  the 
amendment. 

Mr.  RANDOLPH.  The  Senator  from 
Indiana,  in  his  humane  yet  practical 
manner,  has  correctly  stated  the  philos¬ 
ophy  of  most  of  the  blind  population  of 
the  United  States.  He  has  indicated 
that  the  blind  desire,  in  so  far  as  possi¬ 
ble,  to  help  themselves.  An  apt  illustra¬ 
tion  can  be  cited.  In  1937  a  law  was 
enacted  which  gave  the  blind  certain 
valid  preference  in  operating  vending 
stands  in  Federal  buildings  throughout 
the  United  States,  including  post  offices. 

The  legislation  was  later  broadened  to 
give  advantage  to  the  cooperative  effort, 
through  State  agencies,  which  would  en¬ 
courage  the  blind  in  State,  county,  and 
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community  locations  which  were  condu¬ 
cive  to  business,  to  serve  the  public. 

Mr.  President,  there  are  today  more 
than  2,400  blind  persons  in  the  United 
States  who  are  operating  these  small 
business  units,  vending  stands  in  Federal 
buildings  and  other  locations  through¬ 
out  the  Nation,  including  national  for¬ 
ests  and  parks. 

During  the  last  year  these  diligent 
people  did  a  gross  business  of  approxi¬ 
mately  $45  million  and  earned  for  them¬ 
selves  approximately  $5.5  million.  They 
are  self-supporting.  This  is  so  in  con¬ 
trast  to  relief  and  charity.  They  are  re¬ 
sponsible  citizens  contributing  to  our 
economy. 

So  i.  emphasize  what  the  Senator  from 
Indiana  [Mr.  Hartke]  so  well  said — that 
the  blind  desire  the  opportunity  to  help 
themselves.  The  illustration  I  have 
given  is  proof  positive  of  this  fact.  The 
amendment  which  is  offered,  which  I  am 
delighted  to  cosponsor,  is  a  further  at¬ 
tempt  to  encourage  the  blind  of  our 
country  to  help  themselves.  I  believe  it 
to  be  a  worthy  and  reasonable  approach, 
and  it  is  my  hope  that  Senators  will  ap¬ 
prove  the  proposal. 

Mr.  HARTKE.  I  thank  the  distin¬ 
guished  Senator.  Also  attention  should 
be  called  to  the  fact  and  credit  should  be 
given  to  our  colleague  the  Senator  from 
West  Virginia  [Mr.  Randolph]  for  being 
the  author  of  the  legislation  which  made 
it  possible  for  the  blind  people  to  con¬ 
duct  vending  stands  in  public  buildings. 
His  efforts  over  a  constructive  career  in 
both  the  House  and  Senate  are  well 
known  by  the  blind. 

Most  of  the  members  of  the  Finance 
Committee  who  heard  the  presentation 


made  by  Mr.  John  Nagle,  with  his  use  of 
braille,  as  he  presented  his  case  before 
the  committee,  could  not  help  but  be  im¬ 
pressed  with  the  sincerity  of  these  peo¬ 
ple.  Yet  in  many  cases  we  drive  them 
into  a  helpless  situation.  On  the  one 
hand  we  ask  them  to  degrade  themselves 
by  looking  to  their  parents.  On  the  other 
hand  we  ask  them  to  degrade  them¬ 
selves  by  being  taken  care  of  by  their 
children.  They  do  not  want  to  be  taken 
care  of  by  their  parents  or  their  children. 
They  want  to  go  by  themselves  and  live 
a  normal  life. 

Those  people,  under  the  best  of  cir¬ 
cumstances,  will  have  a  difficult  oppor¬ 
tunity  to  find  a  higher  place  in  life. 
Some  of  them  will.  There  are  exception¬ 
al  cases.  Some  of  them  become  lawyers. 
We  have  in  Indiana  Mr.  Albert  Hahn, 
who  is  the  administrator  of  one  of  the 
largest  hospitals  in  our  State.  But  these 
are  exceptional  cases. 

Those  individuals  would  like  to  have 
this  one  opportunity  to  say  to  the  rest  of 
the  world,  “We  do  not  want  handouts. 
We  do  not  want  sympathy.  All  we  want 
is  an  opportunity  to  take  care  of  our¬ 
selves  in  the  world.” 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HARTKE.  I  yield. 

Mr.  ANDERSON.  Did  the  Senator 
present  this  amendment  to  the  Finance 
Committee? 

Mr.  HARTKE.  I  did  not  present  it.  I 
presented  it  to  the  Finance  Committee 
last  time,  and  took  such  a  terrific  beat¬ 
ing  on  it  that  I  thought  I  would  take  it 
directly  to  the  floor  of  the  Senate.  I 
thought  they  would  treat  me  more 
kindly. 

Mr.  ANDERSON.  I  appreciate  that 
statement.  We  appreciate  the  interest 
the  Senator  from  Indiana  has  had  in 
this  subject,  but  I  suggest  to  him  that 
the  creation  of  a  new  class  of  dependents 
is  a  dangerous  thing.  One  might  suggest 
that  people  past  65  years  of  age  should 
receive  a  special  class  of  dependency. 

I  hope  the  Senator  will  not  press  the 
amendment,  which  should  have  been  pre¬ 
sented  to  the  committee.  I  apologize  to 
him  for  the  committee’s  not  accepting  it, 
but  I  point  out  that  creating  a  separate 
class  like  this  would  jeopardize  the  whole 
bill.  We  have  tried  hard  to  keep  the 
bill  from  being  unduly  amended. 

I  hope  the  Senator  will  not  press  his 
amendment.  I  recognize  there  may  be, 
justification  for  it.  There  probably  is 
justification  for  it.  If  it  had  been  pre¬ 
sented  to  the  Finance  Committee  this 
time,  it  might  have  been  again  rejected, 
but  that  does  not  mean  it  is  bad.  The 
Senator  knows  that  many  good  amend¬ 
ments  fail  because  the  Senate  is  pressed 
for  time  and  because  of  circumstances. 
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We  want  to  get  out  of  committee  a  bill 
that  is  reasonably  balanced.  That  is  the 
situation  at  this  time. 

The  Senator  has  been  a  fine  member 
of  the  committee  and  a  fine  advocate  of 
this  measure,  with  the  Senator  from 
West  Virginia  [Mr.  Randolph].  I  hope 
they  will  not  press  this  amendment  too 
vigorously,  because  many  of  us  would 
take  a  position  on  it  which  we  might  not 
take  if  it  were  presented  in  the  regular 
way  before  the  committee. 

I  cannot  compel  the  Senator  to  do  it; 
I  can  only  plead  with  him  not  to  press 
too  hard  for  it. 

Mr.  HARTKE.  I  understand  the  sit¬ 
uation,  but  at  this  time  my  conscience 
would  not  permit  me  not  to  do  so.  We 
presented  this  amendment  in  committee 
in  1962.  I  have  no  feeling  of  animosity 
toward  any  individual  Senator  who  did 
not  support  it.  I  felt  at  this  time  that 
it  was  useless  to  go  through  it  again. 
Rather  than  embarrass  the  committee 
and  have  the  committee  make  a  vigorous 
fight  against  it  because  it  had  been  re¬ 
jected  in  committee,  and  therefore 
should  not  be  approved  on  the  floor  of 
the  Senate,  I  thought  I  would  take  my 
chances  with  the  fine  Members  of  the 
Senate  who  are  concerned  with  the  wel¬ 
fare  of  making  blind  people  self-sup¬ 
porting,  and  not  dependent. 

Mr.  ANDERSON.  With  his  fine  fel¬ 
lowship,  would  the  Senator  agree  to  hav¬ 
ing  a  voice  vote  on  the  amendment? 

Mr.  HARTKE.  Usually  I  take  orders 
from  the  Senator  from  New  Mexico, 
whom  I  respect  and  love.  I  hope  he  has 
not  been  offended  because  I  have  not 
done  so  this  time.  I  shall  not  insist  on 
a  yea  and  nay  vote  on  the  amendment. 
I  hope  the  voices  in  favor  of  the  amend¬ 
ment  will  be  heard  loudly.  I  hope  that 
Senators  who  have  expressed  sympathy 
with  it  will  not  make  their  voices  heard 
too  loudly  against  it. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  In¬ 
diana  for  himself  and  other  Senators. 
[Putting  the  question.] 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  for  a  division. 

On  a  division,  the  amendment  was 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 

Mr.  CARLSON.  Mr.  President,  I  offer 
the  amendment  which  I  send  to  the  desk 
(No.  406)  and  ask  to  have  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  proper 
place  in  the  bill  it  is  proposed  to  insert 
the  following: 

That  section  162  of  the  Internal  Revenue 


Code  of  1954  (relating  to  trade  or  business 
expenses)  is  amended  by  redesignating  sub¬ 
section  (d)  as  (e)  and  by  inserting  after 
subsection  (c)  the  following  new  subsection: 

“(d)  Premiums  for  Flood  Insurance. — 
The  ordinary  and  necessary  expenses  referred 
to  in  subsection  (a)  include  amounts  paid 
or  accrued  for  premiums  for  insurance 
against  losses  arising  from  floods.” 

Sec.  2.  The  amendment  made  by  this  Act 
shall  apply  to  taxable  years  beginning  after 
December  31,  1953,  and  ending  after  August 
16,  1954. 

Mr.  CARLSON.  Mr.  President,  I  mod¬ 
ify  the  amendment  by  adding  in  line  5 
after  “premiums  for  flood  insurance”  the 
words  “notwithstanding  the  last  sentence 
of  section  832(6)  (4).” 

Mr.  President,  this  amendment  would 
clarify  the  deductibility  of  premiums 
paid  for  policies  of  flood  insurance,  in¬ 
cluding  such  premiums  paid  by  subscrib¬ 
ers  to  a  reciprocal  interinsurance  ex¬ 
change.  On  July  24,  1956,  and  again  in 
1957,  the  Internal  Revenue  Service  ruled 
that  such  premiums  were  deductible,  but 
it  reversed  its  position  in  1960  and  be¬ 
gan  disallowing  premiums  which  had 
been  paid  under  the  only  State  licensed 
and  regulated  plan  for  flood  insurance 
in  existence.  In  an  action  by  a  policy¬ 
holder  to  recover  income  taxes  paid  as 
a  result  of  this  disallowance,  the  Circuit 
Court  of  Appeals  for  the  Eighth  Circuit 
held  in  United  States  v.  Weber  Paver 
Company,  320  F.  2d  199,  that  the  Com¬ 
missioner  was  in  error  and  that  the  de¬ 
duction  should  have  been  allowed.  The 
Solicitor  General  has  announced  that 
certiorari  will  not  be  requested. 

In  the  Revenue  Act  of  1952  this  plan 
was  specifically  recognized  and  sections 
831  and  832  of  the  Internal  Revenue  Code 
amended  by  that  act  made  repeated  ref¬ 
erences  to  subscribers  to  mutual  flood  in¬ 
surance  companies.  The  conference 
committee  even  inserted  a  sentence  to 
provide  that  subscribers  to  mutual  flood 
insurance  companies  should  be  treated 
the  same  as  policyholders  in  factory 
mutual  companies  writing  fire  insurance. 
This  purpose  is  stated  in  the  conference 
committee  report  C.B.  1962-63,  page  1155. 
This  provision  was  designed  to  encourage 
this  type  of  insurance,  not  to  defeat  it. 

Instead  of  permitting  the  deduction 
of  such  premiums,  however,  the  Treasury 
Department  has  now  promulgated  a  pro¬ 
posed  regulation,  section  1.832-6,  which, 
in  effect,  allows  a  deduction  to  the  policy¬ 
holder  only  if  his  premium  is  absorbed 
in  losses  or  expenses  during  the  year  of 
payment.  Inasmuch  as  flood  losses  are 
already  fully  deductible  in  the  year  they 
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occur  it  1s  obvious  that  this  regulation 
would  render  this  type  of  flood  insurance 
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an  economic  waste  and  impractical. 
When  it  is  considered  that  flood  disasters 
in  any  area  exposed  to  flood  risks  may 
occur  only  once  or  twice  in  a  generation, 
it  is  obvious  that  to  prohibit  deduction 
of  the  premiums  unless  a  loss  occurs 
within  the  year  is,  in  effect,  to  deny  the 
deduction  altogether  except  in  the  year 
the  catastrophe  occurs.  Insurance  de¬ 
partments  of  the  various  States  require 
the  maintenance  of  reserves  equal  to  the 
face  amount  of  the  policies  because  of  the 
catastrophic  character  of  flood  losses. 
In  mutual  or  reciprocal  insurance  these 
reserves  can  be  created  only  out  of  pre¬ 
miums,  and  if  a  tax  deduction  for  the 
premiums  is  denied  in  a  newly  organized 
flood  insurance  mutual  or  reciprocal 
company,  the  mutual  insurance  company 
or  reciprocal  exchange  is  effectively  pre¬ 
vented  from  establishing  the  necessary 
reserves  or  giving  any  insurance  protec¬ 
tion  against  these  catastrophes.  No  oth¬ 
er  plan  of  flood  insurance,  either  publicly 
or  privately  sponsored,  is  presently  avail¬ 
able. 

For  these  reasons,  the  amendment 
which  I  propose  makes  it  clear  that  as  to 
all  years  covered  by  the  Internal  Revenue 
Code  of  1954,  insurance  premiums  of  this 
character  incurred  in  a  trade  or  business 
are  deductible  as  ordinary  and  necessary 
expenses.  Any  attempt  to  misuse  such 
a  deduction  is  prevented  by  two  safe¬ 
guards:  One,  the  amendment  makes  it 
clear  that  if  any  portion  of  the  premium 
is  subsequently  refunded,  it  is  to  be  in¬ 
cluded  in  the  policyholder’s  taxable  in¬ 
come  in  the  year  in  which  it  is  refunded; 
and,  the  other,  the  deduction  is  limited 
to  a  maximum  in  any  year  of  IQ  percent 
of  the  value  of  the  property  exposed  to 
flood  hazard.  With  these  safeguards,  I 
believe  that  not  only  will  there  be  no  tax 
loss  to  the  Government  through  this  pro¬ 
vision,  but,  by  preventing  the  financial 
destruction  of  small  businesses  in  catas¬ 
trophic  floods,  where,  in  many  instances 
there  is  no  profit  or  gain  to  charge  the 
casualty  deduction  against,  the  general 
economy — and  the  revenue — will  be 
benefited  since  businesses  which  might 
otherwise  have  been  wiped  out  will  be 
able  to  contribute  their  share  of  income 
taxes.  Congress,  as  well  as  Presidential 
messages  to  Congress  have  repeatedly 
emphasized  the  necessity  of  making 
flood  insurance  available  to  the  citizens 
of  the  United  States.  The  inclusion  of 
this  amendment  in  the  pending  bill  will 
be  a  long  and  sound  step  in  that  direc¬ 
tion. 

I  sincerely  hope,  in  view  of  the  diffi¬ 
culties  that  we  have  had  in  our  section 
of  the  country  in  establishing  flood  in¬ 
surance,  which  is  badly  needed  not  only 
in  our  area  but  in  other  areas  of  the 


country  also,  that  the  amendment  will 
be  approved. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  CARLSON.  I  am  happy  to  yield. 

Mr.  ANDERSON.  I  only  say  to  the 
Senator  from  Kansas  that  this  comes  as 
no  surprise  to  me,  because  the  Senator 
presented  his  amendment  to  the  mem¬ 
bers  of  the  Finance  Committee.  We  dis¬ 
cussed  it  twice.  We  had  a  very  interest¬ 
ing  and  animated  discussion  of  it  in 
committee,  "and  we  had  two  votes  on  it. 

The  interesting  point  is  that  the  Sen¬ 
ator  from  Kansas  has  a  real  case.  He 
made  it  very  effectively  before  the  com¬ 
mittee.  The  difficulty  is  that  this  is  not 
truly  insurance  in  this  particular  in¬ 
stance.  What  is  put  up  by  these  people 
for  flood  protection  is  an  advance  from 
which  the  cost  of  the  catastrophe  is  to 
be  paid.  There  was  considerable  diffi¬ 
culty  with  this  question,  because  people 
ordinarily  cannot  get  a  deduction  for 
deposits  they  have  made,  but  only  for 
contributions  which  they  have  paid  out 
for  the  cost  of  insurance. 

The  Senator  from  Kansas  is  quite 
right  in  saying  that  this  is  similar  to 
mutual  and  reciprocal  insurance.  The 
Senator  from  New  Mexico,  as  the  Sen¬ 
ator  from  Kansas  knows,  has  been  iden¬ 
tified  with  the  mutual  insurance  com¬ 
panies  for  more  than  a  quarter  of  a 
century.  Therefore,  I  appreciate  the 
problems  we  face.  The  difficulty  is  that 
when  we  start  to  permit  deductions  to 
be  made  for  reserves  for  flood  insurance, 
which  is  really  not  insurance,  but  merely 
a  protective  fund,  we  run  into  all  sorts 
of  problems. 

I  believe  the  Treasury  Department 
should  handle  this  situation  administra¬ 
tively,  and  should  have  handled  it  in 
that  fashion  long  ago.  The  Senator  has 
been  trying  hard  to  have  this  question 
settled  by  the  Internal  Revenue  Service. 
I  do  not  know  exactly  all  the  difficulties 
connected  with  a  settlement  of  it,  but  as 
I  said  to  the  Senator  from  Kansas  in 
the  committee,  I  believe  it  should  have 
been  settled  long  ago  by  the  Internal 
Revenue  Service.  They  should  have  set 
up  guidelines  under  which  this  type  of 
mutual  insurance  could  properly  have 
been  put  in  the  category  of  mutual  in¬ 
surance,  and  deductions  allowed. 

I  only  wish  to  express  to  the  Senator 
from  Kansas  my  belief  that  he  would  be 
somewhat  premature  in  asking  for  the 
adoption  of  his  amendment,  because  I  do 
not  believe  the  Treasury  would  rule  that 
these  are  premiums.  I  believe  the  Treas¬ 
ury  Department  would  say,  “We  have  to 
ignore  this  case,  because  these  are  noth-' 
ing  but  mutual  protection  funds.”  I 
pledge  to  the  Senator  from  Kansas  that 
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I  would  be  happy  to  associate  myself 
with  him  in  continuing  his  efforts  to  get 
this  on  a  basis  on  which  it  can  be  prop¬ 
erly  handled. 

The  people  involved  do  have  a  flood 
hazard.  As  we  know,  there  was  a  very 
serious  flood  in  Kansas  City  several  years 
ago,  which  caused  millions  of  dollars  of 
damage.  These  people  should  have  been 
able  to  do  something  about  it,  and  they 
should  be  able  to  protect  themselves 
against  a  recurrence  of  such  a  disaster. 

I  am  sympathetic  with  the  problem.  I 
say  also,  and  say  it  with  real  sincerity, 
that  the  Senator  made  a  very  fine  case 
in  the  committee.  At  one  point  most  of 
us  in  the  committee  felt  that  we  ought 
to  vote  for  the  amendment.  However,  it 
was  then  pointed  out  that  these  are  not 
insurance  premiums,  but  deposits,  and 
that  to  adopt  the  amendment  would 
jeopardize  the  whole  cause  of  reciprocal 
and  mutual  companies,  and  their  taxa¬ 
tion. 

If  the  Senator  from  Kansas  will  not 
press  his  amendment  at  this  time,  I  be¬ 
lieve  there  is  a  possibility  that  the  Inter¬ 
nal  Revenue  Service  will  look  with  some 
interest  on  the  proposal  he  has  made. 
I  have  no  power  to  make  him  do  it,  and 
if  he  presses  his  amendment,  we  shall 
have  to  vote  on  it.  He  has  done  a  good 
job,  and  I  wish  the  Internal  Revenue^ 
Service  would  do  as  well. 

Mr.  CARLSON.  I  appreciate  very 
much  the  remarks  of  the  distinguished 
Senator  from  New  Mexico.  In  the  first 
place,  this  matter  was  discussed  in  the 
committee.  I  would  be  less  than  frank 
if  I  did  not  state  that  the  distinguished 
Senator  from  New  Mexico  has  had  many 
years  of  experience  in  the  insurance  field. 
With  regard  to  these  deductions,  there 
have  been  one  or  two  court  cases  in 
which  the  court  held  that  they  were  de¬ 
ductible.  It  seems  to  me  that  on  the 
basis  of  court  decisions  and  the  state¬ 
ment  of  the  Senator  from  New  Mexico, 
the  Internal  Revenue  Service  would 
make  a  ruling  which  would  assist  us. 

Mr.  ANDERSON.  I  agree  with  the 
Senator.  I  do  not  contradict  him  at  all. 

The  Internal  Revenue  Service  should 
find  some  way  of  working  out  the  prob¬ 
lem.  As  I  said  to  him  in  committee,  and 
as  I  say  to  him  now  on  the  floor  of  the 
Senate,  there  is  a  great  deal  of  justice  in 
his  contention.  I  hope  that  the  problem 
may  be  handled  administratively. 

Mr.  CARLSON.  In  view  of  the  fine 
statement  of  the  Senator  from  New 
Mexico,  and  with  his  assurance  that  he 
will  help  me  get  some  assistance  from 
the  Internal  Revenue  Service,  I  shall  not 
press  the  amendment.  After  wrestling 
with  this  problem  for  4  or  5  years,  I  hope 
that  the  Internal  Revenue  Service  will 


rule  that  the  company  involved  can  at 
least  carry  out  some  contracts  and  some 
policies  that  they  have  made  with  citi¬ 
zens  in  the  Middle  West. 

On  that  basis,  Mr.  President,  I  with¬ 
draw  the  amendment. 

Mr.  ANDERSON.  I  thank  the  Sena¬ 
tor.  I  again  say  to  him  that  I  shall  be 
happy  to  work  with  him,  because  I  be¬ 
lieve  his  cause  is  just. 

Mr.  CARLSON.  I  thank  the  Senator. 

The  PRESIDING  OFFICER.  The 
Senator  withdraws  his  amendment. 


[P.  1812 ] 

REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  MANSFIELD.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Montana  will  state  it. 

|  Mr.  MANSFIELD.  Is  it  correct  to 
assume  that  on  the  basis  of  the  Senate’s 
taking  a  recess  tonight,  the  time  limita¬ 
tion  on  the  Douglas  standard  deduction 
|  amendment  will  begin  immediately  upon 
the  convening  of  the  Senate  tomorrow 
morning? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 


[February  5,  1964~\ 

[P.  1933 ] 

REVENUE  ACT  OF  1964 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Chair  lays  before  the  Senate 
the  unfinished  business,  H.R.  8363. 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Under  the  unanimous-consent 
agreement  of  yesterday,  the  Senate  will 
now  proceed  to  the  consideration  of 
amendments  numbered  411,  relating  to 
standard  deductions,  to  be  proposed  to 
the  pending  bill  by  the  Senator  from  Illi¬ 
nois  [Mr.  Douglas],  upon  which  there 
is  a  limitation  of  debate  and  control  of 
time. 

Without  objection,  the  amendments 
will  be  considered  en  bloc. 
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REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  DOUGLAS.  Mr.  President,  I 
agreed  to  the  unanimous-consent  agree¬ 
ment,  but  with  the  understanding  that 
there  be  a  quorum  call  some  time  in  ad¬ 
vance  of  the  taking  of  the  vote,  and  that 
the  quorum  call  be  a  live  quorum  call, 
so  that  we  may  have  an  opportunity  to 
explain  the  amendments  to  the  Senate 
as  a  whole. 

There  is  nothing  more  discouraging 
than  to  explain  an  amendment  to  an 
empty  Chamber,  and  subsequently  have 
Senators  enter  the  Chamber  and  vote 
without  having  heard  the  explanation. 
So  I  wonder  whether  the  majority  lead¬ 
er  will  be  so  gracious — for  I  intend  to 
speak  for  about  15  minutes,  in  present¬ 
ing  my  preliminary  explanation— as  to 
then  have  a  quorum  call,  perhaps  15 
minutes  in  advance  of  the  taking  of  the 
vote  on  my  amendments.  If  that  is  done, 
I  shall  appreciate  it  very  much. 

Mr.  MANSFIELD.  That  will  be  agree¬ 
able. 

Mr.  HRUSKA.  I  have  no  objection. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  obj  ection,  the  unanimous- 
consent  agreement  will  be  modified  ac¬ 
cordingly. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  that  the  attaches  on  both  sides 
notify  all  Senators  that  in  approximately 
half  an  hour  there  will  be  a  live  quorum 
call,  and  request  Senators  to  make  their 
plans  accordingly. 

Mr.  President,  I  believe  the  Senate  is 
now  proceeding  under  controlled  time. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  That  is  correct. 

Mr.  DOUGLAS.  Mr.  President,  a 
parliamentary  inquiry. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Illinois  will 
state  it. 

Mr.  DOUGLAS.  Is  there  to  be  a  morn¬ 
ing  hour? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  No. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  there  now 
be  a  brief  quorum  call,  before  the  time 
limitation  under  the  unanimous -consent 
agreement  goes  into  effect. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so  or¬ 
dered;  and  the  clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  MANSFIELD.  Mr.  President,  I 


ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr. 
Inouye  in  the  chair).  Without  objec¬ 
tion,  it  is  so  ordered. 

Mr.  DOUGLAS.  Mr.  President,  I 
yield  myself  15  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  is  recognized  for 
15  minutes. 

INCREASE  MINIMUM  STANDARD  DEDUCTION 

Mr.  DOUGLAS.  Mr.  President,  the 
pending  amendment  was  described  by 
me  last  night,  and  Senators  will  find  the 
description  on  pages  1790  to  1792  of  the 
Congressional  Record. 
s  Very  briefly,  the  amendment  would 
increase  the  minimum  standard  deduc¬ 
tion  by  $100  for  each  taxpayer  and  per¬ 
son  in  a  taxpayer’s  family,  and  would 
pay  for  that  by  reducing  the  cut  in  the 
corporation  tax,  so  that  for  the  first  year, 
instead  of  being  50  percent,  it  would  be 
51  percent;  and  in  the  second  year,  and 
thereafter,  50  percent,  instead  of  48  per¬ 
cent. 

LOW  INCOME  FAMILY  OF  FOUR 

Let  me  illustrate  briefly  how  this 
would  work;  The  minimum  standard 
deduction  can  be  used  by  the  lower  in¬ 
come  groups  as  a  substitute  for  the  10- 
percent  standard  deduction.  At  present 
under  existing  law,  a  family  of  four  with 
income  of  $3,000  a  year,  will  receive  a 
$600  exemption  for  each  person,  or  a 
total  of  $2,400.  Then  the  family  can 
take  the  10  percent  standard  deduction 
upon  the  total  taxable  income — which 
means,  in  effect,  that  the  first  $2,700  will 
be  exempt  from  taxation.  Thereafter, 
the  family  will  pay  at  a  20-percent  rate, 
although  it  now  costs  a  family  of  four 
approximately  $3,500  to  live  on  a  stand¬ 
ard  of  living,  a  subsistence-plus  stand¬ 
ard,  which  in  itself  is  extremely  low. 

The  pending  bill  attempts  to  improve 
this  situation  by  introducing — instead  of 
the  10  percent  standard  deduction — a 
provision  for  a  $300  minimum  standard 
deduction  for  the  taxpayer,  and  $100  for 
each  dependent,  up  to  a  total  of  six  chil¬ 
dren.  This  means  that  a  family  of  four 
with  a  $3,000  income  would  receive  mini¬ 
mum  standard  deductions  of  $600,  and 
therefore,  would  have  the  first  $3,000  in¬ 
stead  of  $2,700  of  its  income  exempt 
from  taxation,  but  would  pay  the  tax  on 
any  amount  over  $3,000. 

An  income  of  $3,000  is  sufficient  only 
for  a  bare  poverty  level  of  existence.  I 
suggest  that,  at  a  very  minimum,  a 
family  of  four  needs  $3,500,  and  some 
persons  think  such  a  family  of  four  needs 
$4,000.  This  is  shown  abundantly  by  the 
various  budgetary  studies  which  have 
been  made. 
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Nevertheless,  under  the  pending  bill, 
although  it  is  an  improvement  on  the 
present  practice,  families  with  incomes 
as  low  as  $3,500  would  still  pay  appreci¬ 
able  amounts  in  taxation. 

FOUR  HUNDRED  DOLLARS  PER  TAXPAYER  PLUS 
$200  PER  DEPENDENT 

My  amendment  would  provide  that  a 
minimum  standard  deduction  of  $400  for 
the  head  of  the  family  plus  $200  for  each 
dependent  would  mean  that  there  would 

[P.  1934 ] 

be  a  $1,000  addition  to  the  $2,400  exemp¬ 
tion  and  taxation  would  not  begin  on 
income  below  $3,400.  Such  low  income 
families  would  therefore  receive  a  mini¬ 
mum  reduction  of  somewhere  between 
$60  to  $80  in  taxes  owed. 

COST  VIRTUALLY  RECOUPED 

This  would  cost  approximately  $960 
million,  but  we  would  virtually  pay  for 
it  by  reducing  the  rate  of  reduction  in 
the  corporate  tax.  This  would  bring  in 
to  the  Treasury  approximately  $870  mil¬ 
lion  more,  so  that  the  net  loss  would  not 
be  more  than  $90  million.  This  is  a  small 
sum  in  a  total  tax  cut  of  nearly  $12 
billion.  Therefore,  I  believe  I  can  prop¬ 
erly  claim  that  the  amendment  Is  vir¬ 
tually  neutral  so  far  as  the  total  tax 
cut  is  concerned.  What  it  does  do  is  to 
shift  the  distribution  of  the  cut  from  the 
upper  income  groups  more  nearly  in  fa¬ 
vor  of  the  lower  income  groups. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Illinois  yield  that  I 
may  ask  unanimous  consent  to  suggest 
the  absence  of  a  quorum,  with  the  un¬ 
derstanding  that  the  time  necessary  for 
the  call  of  the  roll  not  be  charged  to  the 
Senator  from  Illinois? 

Mr.  DOUGLAS.  I  yield,  with  that  un¬ 
derstanding.  _ 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  by  the  Senator 
from  Montana?  The  Chair  hears  none, 
and  it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
Clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  may  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  DOUGLAS.  Mr.  President,  so  far 
as  the  benefits  of  the  corporation  tax 
reduction  are  concerned,  we  should  real¬ 
ize  that  those  with  incomes  of  $50,000 
a  year,  who  form  only  one-tenth  of  1 
percent  or  two-tenths  of  1  percent  of  the 
population,  receive  approximately  one- 


third  of  the  dividends  and  therefore  get 
the  benefits,  immediate  or  ultimate,  of 
the  cut  in  the  corporation  tax.  Those 
with  incomes  of  $20,000  a  year  who  form 
only  about  2  percent  of  taxpayers  receive 
approximately  60  percent  of  the  divi¬ 
dends  and  get  the  benefit  of  the  cut.  On 
the  other  hand,  those  with  incomes  un¬ 
der  $5,000  a  year  receive  only  7  percent 
of  the  benefits  from  dividends. 

BENEFITS  TO  LOW  INCOME  GROUPS 

Under  the  amendments  which  I  am 
offering,  95  percent  of  the  benefits  would 
go  to  those  with  incomes  below  $10,000 
a  year,  and  approximately  40  percent 
would  go  to  those  with  incomes  below 
$5,000  a  year;  so  the  measure  would  pro¬ 
vide  a  shift  in  benefits  from  those  with 
incomes  of  $20,000  to  $50,000  a  year  to 
those  with  incomes  under  $10,000  a  year. 

I  believe  this  is  highly  desirable,  be¬ 
cause  the  present  tax  system  is  really 
loaded  against  the  lower  income  groups. 
We  delude  ourselves  if  we  believe  that 
the  rates  of  progression  on  the  upper 
Federal  income  taxes  are  actually  paid 
by  many  taxpayers. 

The  Senator  from  Tennessee  [Mr. 
Gore]  and  I,  in  preceding  days,  have 
hammered  this  point  home:  That  those 
with  incomes  of  over  a  million  dollars  a 
year  actually  pay  less  than  20  percent  of 
their  income  in  taxes,  because  of  the 
loopholes. 

LOOPHOLES  BENEFIT  UPPER  INCOME  GROUPS 

The  Federal  system  is  shot  through 
with  loopholes  which  in  the  main  benefit 
those  in  the  upper  income  groups.  In 
addition,  we  should  remember  that  State 
and  local  general  property  and  excise 
taxes  amount  to  approximately  $33  bil¬ 
lion  a  year,  and  that  there  are  $13  billion 
more  in  Federal  excise  taxes;  so  the  ex¬ 
cise  and  general  property  taxes,  State, 
Federal,  and  to  some  degree  now  local, 
comprise  almost  as  large  a  total  amount 
as  Federal  income-tax  receipts. 

PROPERTY,  SALES  AND  EXCISE  TAXES  REGRESSIVE 

The  excise,  sales  and  general  property 
taxes  are  highly  regressive.  Certainly 
this  is  true  of  sales  taxes.  It  is  also  true 
of  general  property  taxes.  We  have  pro¬ 
duced  testimony  indicating  that  the  per¬ 
centage  valuation  attached  to  workmen’s 
homes  is  much  higher  than  that  attached 
to  estates  of  the  wealthy  or  to  the  indus¬ 
trial  properties  of  corporations. 

Therefore,  a  large  degree  of  pro¬ 
gression  is  needed  in  the  Federal  system 
to  offset  the  regressive  nature  of  sales 
taxes,  and  the  systems  of  State  and  local 
taxation.  In  practice,  the  degree  of  pro¬ 
gression  does  not  really  exist  to  any¬ 
where  near  the  extent  claimed.  I  be¬ 
lieve,  if  we  examine  the  entire  system  of 
taxation  after  we  get  over  the  exemp¬ 
tion  limits,  we  shall  probably  find  it  to 
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be  somewhat  regressive.  Therefore,  even 
in  interest  of  a  simple  proportional  tax 
system,  and  certainly  in  the  interest  of 
a  progressive  tax  system — which  I  believe 
in,  and  in  which  I  believe  the  mass  of 
the  American  people  believe — we  need 
some  shift  in  the  benefits  of  the  tax  cut 
from  the  upper  income  groups  to  the 
lower  and  lower  middle -income  groups. 
That  is  precisely  what  my  amendments 
would  accomplish. 

FACTS  ON  INCIDENCE  OF  TAXATION 

Mr.  President,  in  corroboration  of  my 
statement  that  the  excise  taxes  are  highly 
regressive,  I  call  attention  to  a  publica¬ 
tion  of  the  Joint  Economic  Committee 
issued  in  1955  on  Federal  Tax  Policy  for 
Economic  Growth  and  Stability.  That 
publication  showed  that  for  those  with 
incomes  under  $2,000  the  Federal  excise 
taxes  took  5  percent  of  their  income,  but 
only  1.9  percent — or  about  2  percent — 
of  the  income  of  those  with  incomes  over 
$10,000. 

So  far  as  State  and  local  taxes  are 
concerned,  the  excise  and  sales  taxes  for 
those  with  incomes  under  $2,000  cost 
them  5.7  percent,  but  for  those  with  in¬ 
comes  over  $10,000  it  was  only  2.2  per¬ 
cent,  or  a  combined  total  of  10.7  percent 
for  those  with  incomes  under  $2,000,  as 
compared  to  4.1  percent  for  those  with  in¬ 
comes  over  $10,000. 

LOW  INCOME  GROUPS  PAT  TWICE  AS  MUCH  OF 
INCOME  THAN  HIGH  INCOME  GROUPS 

Similarly,  if  we  consider  State  and 
local  property  taxes,  there  is  a  downward 
shift  in  the  incidence  as  income  goes  up 
from  4.8  percent  for  those  with  incomes 
under  $2,000  to  3.4  percent  for  those  with 
incomes  over  $10,000,  or  combining  these, 
we  arrive  at  a  figure  of  a  15.5  percent 
incidence  of  taxation  for  those  with  in¬ 
comes  under  $2,000  and  only  a  7.5  per¬ 
cent  for  those  with  incomes  over  $10,000 
or  only  one-half  has  high  as  the  pro¬ 
portion  borne  by  those  under  $2,000. 

In  other  words,  the  system  of  sales 
taxes  and  general  property  taxes  is  high¬ 
ly  regressive.  So  far  as  Federal  income 
taxes  which  are  actually  paid,  they  really 
do  not  offset  the  regressive  nature  of  the 
rest  of  the  tax  structure. 

We  need  to  shift  income  from  the  up¬ 
per  groups  to  the  lower  groups  if  we  are 
to  get  even  an  approach  to  justice. 

TAX  REDUCTION  TO  LOW  INCOME  GROUPS 
WILL  BE  SPENT 

In  addition,  there  is  another  advantage 
to  the  proposal.  The  gains  to  those  in 
the  lower  income  groups  would  be  almost 
entirely  spent.  There  would  be  a  direct 
increase  in  consumption,  and  therefore 
a  direct  stimulation  to  production. 

Senators  might  ask,  “Will  not  the 
amounts  going  to  corporations  be  in¬ 
vested  and  hence  spent,  so  that  there 


would  be  no  net  change?  Do  you  not 
merely  take  from  one  pocket  and  put  it 
in  the  other?” 

A  LARGE  PROPORTION  OF  CORPORATE  PROFITS  NOT 
INVESTED 

That  statement  is  not  wholly  true.  A 
large  portion  of  corporate  earnings  are 
not  now  invested.  They  are  made  but 
not  invested.  I  have  computed  figures 
showing  that  in  the  past  few  years — be¬ 
tween  1959  and  1963 — corporations  raised 
$244  billion  from  depreciation,  depletion 
allowances,  retained  earnings,  and  such 
external  sources  as  new  issues.  They 
spent  only  $154  billion  for  new  plant  and 
equipment.  The  net  increase  in  inven¬ 
tories,  cash,  other  assets  and  receivables, 
$16  billion,  is  unaccounted  for.  So  in 
practice  approximately  $90  billion  is 
either  unaccounted  for  or  put  into  Gov¬ 
ernment  securities,  real  estate,  inven¬ 
tories  and  cash.  It  is  probably  safe  to 
say  that  approximately  $50  to  $60 
billion  went  into  cash,  the  purchase  of 
short-time  Government  securities,  or  real 
estate,  which  did  not  add  to  the  produc¬ 
tive  equipment  of  the  company. 

So  we  would  not  be  subtracting  an 
equal  amount  of  productive  resources 
from  the  corporations  to  that  Which  we 
would  be  adding  in  the  way  of  consuming 
power  to  the  low-income  groups. 

BOTH  JUSTICE  AND  EFFECTIVENESS  PROMOTED 

From  the  standpoint  of  justice,  the 
amendments  are  needed.  From  the 
standpoint  of  economic  efficiency,  they 
are  needed.  It  is  difficult  for  me  to  see 
how  the  administration  forces  can  op¬ 
pose  the  amendments.  It  is  difficult  for 
me  to  see  how  any  member  of  the  Demo¬ 
cratic  Party  who  believes  in  the  princi¬ 
ples  of  our  party  can  oppose  them. 

Yesterday  we  heard  piteous  cries  that 
the  Ribicoff  amendment  would  not  help 
those  in  the  low-income  groups — that  it 
would  not  help  those  who  live  on  “red 
beans  and  rice,”  so  to  speak. 

The  Senate  now  has  an  opportunity 
to  provide  the  administration  forces  with 
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e  ability  to  help  the  poorer  groups, 
le  proposal  would  really  be  an  aid  to 
ose  in  the  lower  income  groups. 

Mr.  GRUENING.  Mr.  President,  will 
te  Senator  yield? 

The  PRESIDING  OFFICER.  The 
me  that  the  Senator  has  allotted  him- 
ilf  has  expired. 

Mr.  DOUGLAS.  I  yield  to  the  Sen- 
tor  from  Alaska  2  minutes  on  his  own 
me. 

Mr.  GRUENING.  Mr.  President,  I 
ould  not  more  heartily  approve  of  any 
mendments  than  those  which  the  dis- 
inguished  senior  Senator  from  Illinois 
las  offered.  They  are  modest,  but  to  a 
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imited  extent  designed  to  rectify  one  of 
•he  basic  evils  in  the  bill,  which  is  that 
nost  of  the  proposed  tax  reduction 
vould  go  to  those  in  the  higher  income 
^rackets  and  to  those  who  least  need  it. 
Vly  judgment  of  the  tax  bill  in  its  pres¬ 
et  form  may  seem  harsh,  but  I  fear, 
^rue.  It  is  essentially  a  bill  to  make  the 
'ich  richer.  It  does  little  for  the  work- 
ng  man,  for  the  small  businessman, 
for  the  salaried  employee,  for  the  people 
with  modest  incomes  and  large  families. 
It  believe  it  is  time  for  the  Senate  to 
realize  that,  and  at  least  adopt  the  very 
moderate  amendments  offered  by  the 
Senator  from  Illinois,  which  aim  to 
Irectify  that  situation  to  a  slight  degree. 

Senator  Douglas’  amendments  would 
help  the  people  in  the  lower  income 
groups,  the  people  with  large  families, 
those  with  small  or  moderate  incomes, 
those  very  people  who  need  tax  relief.  I 
hope  the  Senate  will  agree  to  the  amend¬ 
ments.  I  shall  support  them. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  myself  5  minutes. 

The  general  purpose  of  the  amend¬ 
ments  is  to  strike  from  the  bill  certain 
of  the  reductions  and  tax  incentives  for 
business,  and  to  increase  the  tax  reduc¬ 
tions  for  those  in  the  lower  income 
brackets. 

The  committee  has  brought  forth  a 
balanced  bill.  The  bill  was  approved  by 
those  who  speak  for  the  laboring  groups 
and  those  in  the  low  income  groups. 

It  also  comes  to  us  with  the  approval 
of  tho'se  who  speak  for  the  business  com¬ 
munity. 

Two  types  of  testimony  were  offered  to 
the  committee.  We  heard  those  who 
spoke  for  the  laboring  groups  state, 
“This  is  a  good  bill,  but  we  think  we  can 
show  you  how  you  can  improve  it.  If 
you  would  like  to  improve  it,  we  would 
suggest  that  you  take  out  the  tax  reduc¬ 
tions  which  business  would  get  and  take 
out  the  provisions  which  would  be  an  in¬ 
centive  to  businesses  to  build  new  plants, 
hire  additional  people,  expand,  and  in¬ 
crease  their  activity. 

“We  are  not  much  impressed  by  the 
argument  that  incentives  for  profits 
make  jobs.  Take  out  that  part  of  the 
bill,  or  cut  down  drastically  on  that  pro¬ 
vision,  and  give  a  greater  reduction  to 
those  in  the  lower  income  brackets.” 

Then  the  business  representatives 
would  come  before  the  committee  and 
say,  “This  is  a  good  bill.  We  recommend 
the  bill.  Like  organized  labor,  we  were 
consulted  in  putting  it  together.  We 
were  heard  before  the  committees,  and 
we  think  our  case  has  been  reasonably 
considered.  But  we  think  we  can  show 
you  how  you  could  improve  the  bill. 
There  is  too  much  tax  reduction  frit¬ 
tered  away  by  eliminating  from  tax  lia¬ 


bility  to  their  Government  completely 
those  people  who  now  pay  a  small 
amount  of  taxes.  The  tremendous  re¬ 
ductions  which  would  be  given  to  those 
in  the  lower  income  brackets  would  really 
wind  up  as  money  spent  on  tobacco  and 
frittered  away  on  relatively  unimportant 
items.  The  best  way  to  proceed  is  to 
give  that  money  to  us  and  let  us  use  it 
to  build  plants,  to  create  jobs,  more  em¬ 
ployment;  and  as  tax  incentives,  we 
think  we  can  show  you  how  we  can  em¬ 
ploy  a  great  deal  more  people.  Instead 
of  giving  a  person  a  greater  tax  cut,  we 
will  get  him  a  better  job  at  more  pay.” 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield,  on  my  time? 

Mr.  LONG  of  Louisiana.  I  shall  yield 
to  the  Senator  in  just  a  moment  or  two, 
after  I  have  completed  my  thought. 

The  committee  heard  both  sides  and 
wound  up  by  saying  “If  we  pass  the  bill 
the  way  it  is,  they  are  all  going  to  be 
happy.  Labor  is  going  to  be  happy.  The 
low-income  groups  will  be  happy.  Busi¬ 
ness  will  be  happy.  There  will  be  more 
jobs,  and  more  prosperity.  We  shall 
have  incentives  for  business  on  the  one 
hand  and  incentives  for  consumers  on 
the  other  hand.” 

So  we  brought  forth  a  bill  that  has 
the  best  balance  we  thought  we  could 
reach.  We  had  the  assistance  of  400 
good  economists.  I  know  the  Senator 
from  Illinois  [Mr.  Douglas]  is  a  good 
economist,  but  there  are  400  economists 
in  about  43  universities  who  think  this 
is  a  good  bill.  If  we  pass  the  bill  the  way 
it  is,  when  we  go  home  we  ought  to  be 
happy,  if  we  pass  it  the  way  the  Sen¬ 
ator  from  Illinois  says  it  should  be,  the 
business  community  will  say  that  it  has 
been  unfairly  treated.  We  think  it  is 
better  to  pass  a  bill  over  which  the  low- 
income  groups  and  labor  and  business 
groups  are  happy.  Why  pass  a  bill  over 
which  half  of  America  is  happy  and  half 
is  unhappy?  To  sweeten  the  bill  for 
labor  or  for  the  low-income  groups 
would  make  it  sour  for  the  other  groups. 

I  think  the  bill  is  a  good  balance. 
This  is  the  bill  the  President  wants.  This 
is  the  bill  President  Kennedy  wanted. 
This  is  a  bill  that  business  and  labor 
are  willing  to  agree  to. 

I  now  yield  to  the  Senator  from 
Illinois. 

Mr.  DOUGLAS.  Mr.  President,  I 
yield  myself  45  seconds  on  my  time. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois. 

Mr.  DOUGLAS.  First,  let  me  say 
that  the  total  number  of  persons  re¬ 
moved  from  taxation  under  this  amend¬ 
ment  would  be  approximately  half  a 
million.  The  present  bill  would  take  out 
a  million  and  a  half.  These  amend- 
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merits  would  take  out  only  1  percent  of 
the  taxpayers  that  the  Senator  from 
Louisiana  referred  to  yesterday  in  op¬ 
posing  the  Ribicoff  amendment.  ,  Yes¬ 
terday  the  Senator  from  Louisiana  wept 
copious  tears  for  those  who  had  only  red 
beans  and  rice  to  eat.  Today  he  would 
not  permit  them  to  have  the  benefits  of 
these  amendments. 

Mr.  LONG  of  Louisiana.  Before  this 
session  is  through,  I  shall  offer  my  friend 
from  Illinois  a  chance  to  demonstrate 
how  much  he  is  in  favor  of  people  who 
are  in  need.  I  am  going  to  introduce  a 
welfare  amendment.  Sometimes  the 
Senator  from  Illinois  votes  for  it;  some¬ 
times  he  does  not.  The  Senator  may  be 
sure  that  I  will  offer  such  an  amend¬ 
ment  and  give  him  an  opportunity  to 
demonstrate  whether  he  is  for  those 
people. 

Mr.  DOUGLAS.  His  amendments 
often  provide  that  most  of  the  welfare 
goes  to  Louisiana  and  to  people  who  will 
vote  as  the  Senator  from  Louisiana 
wants  them  to  vote. 

Mr.  LONG  of  Louisiana.  The  reason 
we  do  so  well  in  Louisiana  is  that  we  do 
not  do  what  some  of  the  penny-pinch¬ 
ing  Scrooge -like  governments  in  other 
States  and  other  legislatures  do.  When 
the  Congress  provides  certain  money, 
those  States  cut  back  on  appropriations 
when  the  Federal  Government  gives  ad¬ 
ditional  help. 

Fifty-six  percent  of  the  tax  reductions 
proposed  by  the  Senator’s  amendments 
would  go  to  people  with  a  gross  adjusted 
income  of  between  $5,000  and  $10,000. 
If  the  Senator  wants  to  help  the  poor, 
that  is  not  the  way  to  do  it.  Those  with 
an  income  of  between  0  and  $3,000  would 
receive  only  16  percent  of  the  benefits 
of  the  amendment  of  the  Senator  from 
Illinois;  meanwhile  his  amendment 
would  be  taking  away  a  great  proportion 
of  the  tax.  incentive  for  business  which 
would  help  these  people  get  better  jobs, 
not  in  the  long  run,  but  in  the  short  run, 
because  the  bill  would  help  business  ex¬ 
pand  and  modernize,  which  would  mean 
more  capital  equipment  and  more  jobs. 

When  we  look  at  the  remainder  of  the 
Senator’s  amendments,  56  percent  of  the 
benefits  of  the  Senator’s  amendment 
would  go  to  people  with  an  income  of 
between  $5,000  and  $10,000.  The  largest 
segment  of  the  benefits  would  go  to  those 
making  between  $5,000  and  $10,000. 

The  committee  has  sought  to  produce 
a  balanced  bill.  The  biggest  tax  cut  goes 
to  people  in  the  lower  income  brackets — 
1,500,000  Americans  would  be  removed 
from  the  rolls  of  income-tax  payers  un¬ 
der  the  bill.  A  single  man  making  $1,000, 
with  no  dependents,  would  have  his  tax 
reduced  from  $62  to  $16,  a  75-percent 
cut.  For  all  tax  returns  in  the  0  to 


$3,000  adjusted  gross  income  class,  the 
percentage  of  the  tax  cut  is  39  per¬ 
cent. 

Some  Senators  have  suggested  that  we 
are  not  able  to  provide  as  much  of  a  dol¬ 
lar  tax  cut  for  those  people  as  we  pro¬ 
vide  for  someone  who  is  paying  $50,000 
in  taxes.  That  is  beyond  our  ability.  If 
a  man  is  paying  only  $60  in  taxes,  the 
most  we  could  do  is  reduce  his  taxes  by 
$60.  If  we  really  want  to  help,  we  ought 
to  increase  the  minimum  wage.  We 
shall  have  an  opportunity  to  vote  on 
that  proposal  before  this  session  is  over. 

The  Senator’s  amendment  is  not  the 
way  to  help  those  people.  The  way  to 
help  them  is  to  provide  more  jobs  and 
better  jobs.  That  is  a  better  approach 
than  to  increase  taxes  on  industry  on 
the  one  hand,  and,  in  the  second  in¬ 
stance,  to  distribute  the  benefits  among 
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those  who  pay  relatively  low  taxes  or  no 
taxes. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  yield  for  a  colloquy? 

Mr.  DOUGLAS.  Mr.  President,  I  yield 
to  the  Senator  from  Connecticut.  Then 
I  shall  ask  that  a  live  quorum  be  called. 

Mr.  RIBICOFF.  I  have  been  inter¬ 
ested  in  the  discussion  between  the  Sen¬ 
ator  from  Illinois  and  the  Senator  from 
Louisiana.  First,  when  we  propose  a  tax 
credit  for  college  education;  we  are  told 
not  to  do  anything  now.  We  are  told  to 
wait  for  an  education  bill.  When  the 
distinguished  Senator  from  Illinois,  with 
the  able  assistance  and  collaboration  of 
the  Senator  from  Tennessee,  wants  to  do 
something  for  the  lower  income  groups, 
the  suggestion  is  made  that  we  wait  for 
a  welfare  bill.  When  the  issue  is 
pressed  further,  the  suggestion  is  made 
that  we  wait  for  a  minimum  wage  bill. 

I  have  always  found  the  distinguished 
Senator  from  Illinois  and  the  distin¬ 
guished  Senator  from  Tennessee  deeply 
concerned  with  all  welfare  measures,  and 
those  who  are  in  need. 

I  believe  the  distinguished  Senator 
from  Illinois  and  the  distinguished  Sen¬ 
ator  from  Tennessee  have  always  voted 
for  minimum  wage  legislation. 

I  was  very  much  interested  in  the  col¬ 
loquy  between  the  Senator  from  Illinois 
and  the  Senator  from  Louisiana  when 
the  Senator  from  Louisiana  said,  “Do  not 
jar  this  bill.  Let  us  take  it  as  it  is. 
The  AFL-CIO  is  for  it.  The  Manufac¬ 
turers  Association  is  for  it.”  As  if  that 
is  the  answer. .  I  think  the  question 
should  be,  What  is  the  Senate  for? 
There  are  100  Members  of  this  body  who 
should  decide  the  answer. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  ha&  expired. 


3090 


Mr.  DOUGLAS.  I  yield  1  more  min¬ 
ute  to  the  Senator  from  Connecticut. 

Mr.  RIBICOFF.  We  are  Members  of 
the  U.S.  Senate.  I  do  not  believe  we 
should  take  orders  from  outside  groups 
but  should  do  what  we  think  is  right. 
We  have  an  opportunity  to  establish  pri¬ 
orities  here  and  now.  The  time  to  estab¬ 
lish  priorities  is  when  a  distribution  of 
$11.6  billion  is  being  made.  This  is  an 
opportunity  for  the  Senate  to  determine 
how  the  tax  savings  shall  be  distributed. 

The  Senator  from  Illinois  is  right ;  and 
I  shall  support  his  amendment. 

Mr.  DOUGLAS.  Mr.  President,  I  shall 
suggest  the  absence  of  a  quorum,  unless 
the  Senator  from  Louisiana  wishes  to 
speak. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  wish  to  say  a  few  more  words. 

Mr.  President,  the  amendments  would 
cut  the  corporate  rate  in  half  or  makes 
the  1964  rate  50  percent  instead  of  48 
percent.  It  takes  the  revenue  from  this 
and  increases  the  minimum  standard 
deduction.  Under  the  bill,  the  minimum 
standard  deduction  is  $200  plus  $100  per 
exemption  but  never  more  than  $1,000. 
Under  the  Douglas  amendment,  the  min¬ 
imum  standard  deduction  will  be  $200 
plus  $200  for  each  exemption  with  a  ceil¬ 
ing  of  $1,800  instead  of  $1,000. 

First.  This  amendment  is  undesirable 
because  it  creates  an  imbalance  between 
corporations  and  individuals.  The  bill 
taking  into  account  reductions  made  in 
1962  for  corporations  distributed  the  tax 
reductions  over  the  period  1962-64 
two -thirds  to  individuals  and  one -third 
to  corporations.  This  is  roughly  in  the 
same  relationship  as  their  contribution 
to  tax  collections.  This  bill  will  upset 
this  balance. 

Second.  The  bill  by  reducing  the  cor¬ 
porate  rate  below  50  percent  to  48  per¬ 
cent  would  have  provided  an  important 
business  and  psychological  incentive  in 
making  Uncle  Sam  a  junior  rather 
than  a  senior  partner  in  every  business 
enterprise.  This  amendment  loses  this 
incentive  and  psychological  advantage 
by  making  them  equal  partners — 50  per¬ 
cent  for  the  Government  and  50  percent 
for  the  businessman. 

Third.  The  bill  provides  a  tax  reduc¬ 
tion  with  those  with  adjusted  gross  in¬ 
comes  of  under  $3,000  of  38.6  percent; 
for  those  with  incomes  between  $3,000 
and  $5,000,  the  reduction  is  27  percent; 
for  those  between  $5,000  and  $10,000, 
20.9  percent.  This  tapers  off  until  the 
reduction  above  $50,000  is  13.5  percent. 
Moreover,  as  is  indicated  on  page  162  of 
the  report  under  your  committee’s  bill 
the  reductions  keep  on  tapering  off  above 
$50,000  down  to  a  reduction  of  above  5.5 
percent  for  the  top  incomes.  This  is  a 


balanced  distribution  of  the  reduction 
the  Douglas  amendment  would  overbal¬ 
ance  this  on  the  consumption  side. 

Fourth.  One  of  the  advantages  of  the 
present  minimum  standard  deduction  is 
that  it  tends  to  be  especially  beneficial 
to  single  taxpayers  who  are  discriminated 
against  by  the  present  uniform  per  cap¬ 
ita  exemption.  Their  discrimination  at 
the  present  time  arises  from  the  fact  that 
costs  of  living  do  not  go  up  uniformly  as 
the  size  of  the  family  increases.  The 
minimum  standard  deduction  in  the  bill 
gives  $300  with  respect  to  the  first  indi¬ 
vidual  and  only  $100  additional  for  the 
second  individual.  The  Douglas  amend¬ 
ment  provides  $400  for  the  first  indi¬ 
vidual  and  $200  additional  for  the  second. 
Therefore,  it  gives  greater  benefit  for 
additional  exemptions.  In  addition,  it 
breaks  the  line  as  to  the  maximum 
standard  deduction  allowable.  It  will 
allow  a  maximum  standard  deduction  of 
$1,800  in  the  case  of  those  using  the 
minimum  deduction  while  discriminat¬ 
ing  against  those  who  use  the  10 -percent 
deduction  in  that  that  will  remain  lim¬ 
ited  at  $1,000. 

Mr.  MORTON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  Does  the 
Senator  from  Illinois  yield  back  the  re¬ 
mainder  of  his  time? 

Mr.  DOUGLAS.  Mr.  President,  I  do 
not  yield  back  any  time.  I  ask  that  there 
be  a  “live”  quorum  call. 

Mr.  MORTON.  Does  the  Senator  wish 
to  have  the  call  now? 

Mr.  DOUGLAS.  Yes. 

Mr.  MORTON.  On  the  Senator’s 
time? 

Mr.  DOUGLAS.  No.  The  agreement 
that  was  reached  was  that  the  time  for 
the  quorum  call  should  not  be  charged 
to  me.  If  the  Senator  from  Kentucky 
wishes  to  speak  before  the  live  quorum 
is  called,  that  is  satisfactory. 

Mr.  LONG  of  Louisiana.  How  much 
time  do  both  sides  have  remaining? 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  has  11  minutes  re¬ 
maining;  the  Senator  from  Louisiana  has 
16  minutes  remaining. 

Mr.  LONG  of  Louisiana.  I  yield  5  min¬ 
utes  to  the  Senator  from  Kentucky. 

Mr.  MORTON.  Mr.  President,  I  rise 
in  opposition  to  the  Douglas  amend¬ 
ments.  I  agree  with  the  Senator  from 
Connecticut  [Mr.  Ribicoff]  that  we 
should  not  make  decisions  on  the  basis 
of  who  is  for  or  who  is  against  any  par¬ 
ticular  amendment,  or  who  is  for  or  who 
'is  against  any  other  part  of  the  bill,  or 
the  bill  itself.  I  agree  with  him  that  we 
should  make  up  our  own  minds  and  ful¬ 
fill  our  responsibilities  as  Members  of  the 


3091 


Senate,  and  come  to  the  best  conclusion 
by  using  the  best  judgment  we  can. 

I  believe  that  the  Senator  from  Loui¬ 
siana,  in  the  statement  he  has  just  made, 
goes  to  the  very  heart  of  the  matter. 
What  was  the  basic  purpose  of  the  bill? 
The  basic  purpose  of  the  bill  was  to 
stimulate  the  economy.  How  was  that 
to  be  accomplished?  It  was  to  be  ac¬ 
complished  in  two  ways.  First,  it  was 
to  be  accomplished  by  lowering  the  tax 
on  individuals,  poor  as  well  as  wealthy, 
so  as  to  generate  more  consumer  spend¬ 
ing.  Second,  it  was  to  lower  corporate 
income  tax  rates,  which  had  gone  to  an 
unconscionable  figure  as  the  result  of 
World  War  n  and  the  Korean  conflict, 
so  that  industry  could  modernize  and  ex¬ 
pand,  and  in  this  way,  first,  compete 
with  the  rest  of  the  world  more  effective¬ 
ly.  This  would  lead  to  more  jobs.  Sec¬ 
ond,  through  the  expansion,  which  would 
be  brought  on  by  the  increase  in  consum¬ 
er  demand,  more  jobs  would  be  generated 
for  Americans  throughout  the  land. 

Mr.  President,  this  subject  has  been 
carefully  studied,  not  only  by  the  Com¬ 
mittee  on  Finance  of  the  Senate,  but 
also  by  the  Ways  and  Means  Committee 
of  the  House.  The  bill  was  sent  to  Con¬ 
gress  in  January  of  1963.  However,  even 
prior  to  that  time  the  Ways  and  Means 
Committee  of  the  House  was  holding 
preliminary  hearings  on  the  subject. 

Some  people,  however,  said  that  the 
Finance  Committee  and  even  the  Ways 
and  Means  Committee  were  dilatory  in 
studying  the  measure  and  holding  hear¬ 
ings,  and  that  they  engaged  in  delay¬ 
ing  action.  That  is  not  true.  That 
charge  has  been  adequately  refuted. 

The  tax  bill  touches  every  phase  of 
American  life.  It  was  only  proper  that 
we  should  study  it  as  carefully  as  we  did. 

The  point  covered  by  the  amendment 
offered  by  the  Senator  from  Illinois  was 
studied  by  the  committee.  It  was  de¬ 
bated.  Testimony  was  received  on  it. 

I  believe  the  committee  has  reported 
a  balanced  bill  in  supporting  the  House 
in  the  rates  for  individual  income  taxes 
and  corporate  taxes.  I  appeal  particu¬ 
larly  to  Members  on  my  side  of  the  aisle 
to  reject  the  pending  amendments.  I 
trust  that  the  Senate  will  stand  by  the 
committee  on  this  matter. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  MORTON.  I  am  happy  to  yield. 

Mr.  LONG  of  Louisiana.  I  am  sure 
the  Senator  is  aware  of  the  fact  that 
what  would  be  done,  so  far  as  distribut¬ 
ing  the  tax  reduction  which  would  be 
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taken  from  the  business  community  is 
concerned,  would  be  that  more  than  half 


of  it,  or  56  percent,  would  be  distributed 
to  those  making  between  $5,000  and  $10,- 
000  a  year.  Theoretically,  the  purpose  is 
to  help  low-income  individuals.  How¬ 
ever,  generally  speaking,  one  hardly  re¬ 
gards  a  person  who  makes  between  $5,000 
and  $10,000  a  year  as  being  a  needy  per¬ 
son.  A  person  in  those  brackets,  it  is 
usually  agreed,  is  in  the  middle-income 
bracket,  or  perhaps  a  little  below  the 
middle  for  some  persons.  I  have  always 
regarded  the  $10,000  bracket  as  being  an 
upper  middle -income  bracket.  At  least 
that  is  true  in  Louisiana.  I  cannot  speak 
for  Kentucky,  of  course. 

Mr.  MORTON.  I  can  speak  for  Ken¬ 
tucky.  I  believe  our  per  capita  income  is 
below  that  of  the  State  of  Louisiana. 

The  Senator  from  Louisiana  makes  a 
good  point.  Of  course,  if  we  really 
wished  to  do  something  for  the  lowest  in¬ 
come  bracket,  we  could  increase  the  per¬ 
sonal  exemption  by  $100.  That  would 
be  much  more  effective  than  the  pro¬ 
posal  made  by  the  Senator  from  Illinois. 

However,  I  believe  we  have  a  problem. 
Let  us  not  lose  sight  of  the  basic  pur¬ 
pose  which  the  late  President  Kennedy 
spelled  out  in  his  message  to  Congress. 
That  was  to  get  the  American  economy 
moving.  Subsequent  messages  and 
statements  by  President  Johnson  have 
Indicated  that  we  should  pass  the  bill  in 
order  to  keep  the  expanding  economy 
expanding,  going  ahead,  opening  up  job 
opportunities. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Kentucky  is  well  aware,  is  he  not, 
that  a  majority  of  the  Senate,  contrary 
to  the  way  the  Senator  from  Kentucky 
felt,  voted  to  eliminate  the  dividend  tax 
credit?  Thus,  many  people  throughout 
the  country  will  be  paying  more  taxes 
when  the  bill  goes  into  effect  because  of 
elimination  of  the  dividend  tax  credit 
than  would  otherwise  be  the  case  and 
the  result  will  be,  overall,  that  the  Gov¬ 
ernment  must  rely  upon  certain  reduc¬ 
tions  in  the  corporate  tax  in  order  to 
offset  what  the  corporate  stockholders 
will  lose  because  of  the  elimination  of  the 
dividend  credit. 

Mr.  MORTON.  The  Senator  is  correct. 
The  Senator  who  yesterday  successfully 
opposed  my  amendment  in  connection 
with  the  dividend  credit,  the  junior 
Senator  from  Minnesota  [Mr.  Mc¬ 
Carthy],  said  in  his  argument  that  the 
reason  for  eliminating  the  dividend 
credit  was  that  the  corporate  tax  rate 
would  be  reduced  from  52  to  48  percent. 

Mr.  LONG  of  Louisiana.  That  is  cor¬ 
rect. 

Mr.  MORTON.  If  we  chop  that  in 
half,  we  should  then  restore  at  least  2 
percent  of  the  4-percent  dividend  credit, 
if  that  logic  prevails. 
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The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Kentucky  has 
expired. 

Mr.  DOUGLAS.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum,  with  the 
understanding  that  the  time  consumed 
in  the  call  of  the  quorum  be  not  sub¬ 
tracted  from  the  time  of  either  the 
proponents  or  the  opponents  of  the 
amendment. 

The  PRESIDING  OFICER.  That  is  a 
part  of  the  unanimous -consent  agree¬ 
ment. 

Mr.  MORTON.  Mr.  President,  will 
this  be  a  live  quorum? 

Mr.  DOUGLAS.  Yes. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll, 
and  the  following  Senators  answered  to 
their  names: 
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Aiken 

Hartke 

Moss 

Allott 

Hayden 

Mundt 

Anderson 

Hickenlooper 

Muskie 

Bartlett 

Hill 

Nelson 

Bayh 

Holland 

Pastore 

Beall 

Hruska 

Pearson 

Bennett 

Humphrey 

Pell 

Bible 

Inouye 

Prouty 

Boggs 

Jackson 

Proxmire 

Brewster 

Javits 

Randolph 

Burdick 

Johnston 

Ribicoff 

Byrd,  Va. 

Jordan,  N.C. 

Robertson 

Byrd,  W.  Va. 

Jordan,  Idaho 

Russell 

Carlson 

Keating 

Saltonstall 

Case 

Kennedy 

Scott 

Church 

Kuchel 

Simpson 

Cooper 

Lausche 

Smathers 

Cotton 

Long,  Mo. 

Smith 

Curtis 

Long,  La. 

Sparkman 

Dodd 

Magnuson 

Stennis 

Dominick 

Mansfield 

Symington 

Douglas 

McCarthy 

Talmadge 

Eastland 

McGee 

Thurmond 

Edmondson 

McGovern 

Tower 

Ellender 

McIntyre 

Walters 

Ervin 

McNamara 

Williams,  N.J. 

Fong 

Mechem 

Williams,  Del. 

Fulbright 

Metcalf 

Yarborough 

Goldwater 

Miller 

Young,  N.  Dak. 

Gore 

Monroney 

Young,  Ohio 

Gruening 

Morse 

Hart 

Morton 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Pennsylvania  [Mr. 
Clark],  the  Senator  from  Arkansas  [Mr. 
McClellan],  and  the  Senator  from  Ore¬ 
gon  [Mrs.  Netjberger]  are  absent  on  offi¬ 
cial  business. 

I  further  announce  that  the  Senator 
from  California  [Mr.  Engle]  is  absent 
because  of  illness. 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  is 
necessarily  absent. 

The  PRESIDING  OFFICER.  A  quo¬ 
rum  is  present. 

The  Senator  from  Illinois  has  11  min¬ 
utes  remaining  under  his  control,  and 
the  Senator  from  Louisiana  [Mr.  Long] 
has  7  minutes.  Which  Senator  yields 
time? 

} 

: 


Mr.  DOUGLAS.  Mr.  President,  I 
yield  myself  such  of  my  remaining  11 
minutes  as  I  may  need. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  is  recognized. 

Mr.  DOUGLAS.  Mr.  President,  last 
night,  at  a  time  when  only  a  few  Sen¬ 
ators  were  in  the  Chamber,  I  explained 
these  amendments;  and  earlier  today, 
when  still  fewer  Senators  were  in  the 
Chamber,  I  explained  the  amendments 
again. 

At  this  time,  when  an  approximate 
quorum  is  in  attendance,  I  wish  to  ex¬ 
plain  the  amendments  once  more. 

INCREASE  MINIMUM  STANDARD  DEDUCTIONS 

They  would  increase  the  minimum 
standard  deduction  by  $100  for  each 
taxpayer  and  his  dependents,  and  will 
approximately  replace  the  amount  lost  by 
means  of  that  change  by  decreasing  the 
cut  in  the  income  tax  on  corporations — 
for  the  first  year,  to  51  percent;  and  for 
the  following  years  to  50  percent,  in¬ 
stead  of  48  percent. 

The  increase  in  the  standard  deduc¬ 
tion  would  cost  the  Treasury  $960  mil¬ 
lion,  of  which  $870  million  would  be  re¬ 
couped  on  the  corporate  tax  side. 

REDISTRIBUTE  TAX  BURDEN 

I  believe  that  the  merits  of  these 
amendments  are  very  clear.  In  the  first 
place,  they  would  effect  a  needed  redis¬ 
tribution  of  the  total  tax  burden;  they 
would  transfer  to  the  lower  income 
groups — those  with  incomes  of  less  than 
$10,000 — -approximately  $935  million,  or 
over  97  percent  of  the  total  tax  cut  in  the 
amendment.  On  the  other  hand,  they 
would  reduce  the  tax  benefits  going  to 
those  in  the  groups  with  incomes  of  more 
than  $10,000,  $20,000,  and  $50,000. 

At  present,  those  with  incomes  of  over 
$50,000  receive  approximately  one-third 
of  the  dividends  paid  by  corporations; 
those  with  incomes  of  over  $20,000  re¬ 
ceive  approximately  60  percent  of  the 
dividends  paid  by  corporations;  and 
those  with  incomes  of  over  $10,000  re¬ 
ceive  approximately  80  percent  of  the 
dividends  paid  by  corporations. 

Therefore,  these  amendments  would 
help  the  lower  income  group;  and  this 
is  the  group  which  suffers  most  under  our 
total  system  of  taxation. 

STATE  AND  LOCAL  TAXES  REGRESSIVE 

We  should  remember  that  the  total 
of  State  and  local  excise  taxes,  general 
property  taxes,  and  the  Federal  excise 
taxes  is  nearly  $50  billion,  or  approxi¬ 
mately  the  same  amount  as  is  collected 
under  the  total  Federal  income  tax.  But 
the  excise  taxes— whether  Federal,  State, 
or  local — and  the'  general  property  taxes 
weigh  most  heavily  upon  the  lower  in¬ 
come  group. 
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I  have  already  submitted  for  the 
Record  figures  which  show  that  approxi¬ 
mately  15.5  percent  of  the  income  of 
those  with  incomes  under  $2,000  is  paid 
in  these  taxes,  as  compared  to  approxi¬ 
mately  7.5  percent  of  the  incomes  of 
those  in  the  brackets  above  $10,000. 

While  definite  statistics  are  lacking  for 
those  with  incomes  over  $50,000,  there  is 
little  doubt  that  they  pay  less  than  7  V2 
percent.  Moreover  the  absolute  amount 
of  these  regressive  fares  has  increased 
in  these  last  10  years,  so  the  degree  of 
regression  has  increased. 

I  ask  unanimous  consent  that  a  table 
showing  these  figures  be  printed  in  the 
Record  at  this  point. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows: 

Percent  of  income  going  to  taxes  by  income 
groups,  1954 


Income  class 

Federal 

excises 

State 

and 

local 

sales 

and 

excise 

taxes 

State 

and 

local 

property 

taxes 

Total 

sales, 

excises, 

and 

proper  t  y 
taxes 

0  to  $2,000 . . 

5.0 

5.7 

4.8 

15.5 

$2,000  to  $3,000 _ 

4.5 

5.1 

4.3 

13.9 

$3,000  to  $4,000 _ 

4.1 

4.6 

4.1 

12.8 

$4,000  to  $5,000 _ 

3.9 

4.4 

4.1 

12.4 

$5,000  to  $7,600 _ 

3.6 

4.2 

3.8 

11.6 

$7,500  to  $10,000.... 

3.3 

3.8 

3.6 

10.7 

Over  $10,000 . 

1.9 

2.2 

3.4 

7.5 

Source:  Joint  Economic  Committee:  “Federal  Tax 
Policy  for  Economic  Growth  and  Stability,”  p.  98. 
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TOTAL  TAX  STRUCTURE  NOT  PROGRESSIVE 

Mr.  DOUGLAS.  Since  we  know  of 
very  large  loopholes  already  existing  in 
the  total  Federal  income  tax  structure, 
it  is  clear  that  the  total  tax  structure  is 
not  progressive — although  many  persons 
believe  it  to  be;  instead,  the  tax  structure 
is  probably  actually  regressive,  in  that 
those  in  the  upper  income  groups  actu¬ 
ally  pay  smaller  percentages  of  their  in¬ 
comes  in  taxes,  as  compared  with  the 
percentages  of  their  incomes  which  those 
in  the  lower  income  groups  pay  in  taxes. 

From  the  standpoint  of  justice,  these 
amendments  would  help  correct  that 
very  evil  feature  of  the  total  tax  struc¬ 
ture. 

WOULD  STIMULATE  DEMAND 

It  is  said  that  the  changes  which  would 
be  made  by  means  of  these  amendments 
would  not  stimulate  industry.  However, 
I  point  out  that  so  far  as  a  decrease  in 
the  tax  on  those  in  the  lower  income 
groups  is  concerned,  virtually  all  the 
money  made  available  to  them  by  means 
of  the  decreased  tax  would  be  spent  on 
consumption.  Additional  funds  in  the 


hands  of  those  in  the  lower  income  group 
would  act  as  a  stimulant  to  demand,  to 
spending,  and  to  employment.  On  the 
other  hand,  increased  funds  in  the  hands 
of  those  in  the  upper  income  groups — if 
such  funds  were  made  available  to  them 
by  means  of  a  decrease  in  the  tax  they 
had  to  pay — would  not  help  increase 
investment  to  the  same  degree. 

SIXTY  BILLION  DOLLARS  OF  CORPORATE  PROFITS 
NOT  INVESTED 

Previously,  I  have  placed  in  the  Record 
data  showing  that  from  1957  to  1963,  the 
profits,  after  taxes,  of  American  corpora¬ 
tions  amounted  to  $244  billion.  But 
only  $154  billion  of  this  was  spent  on 
plant  and  equipment,  leaving  a  $90  bil¬ 
lion  surplus.  Some  of  this  was  used  for 
inventories  and  for  receivables  from 
customers  but  my  estimates  show  that 
probably  $60  billion  of  the  corporate 
profits  was  not  invested  in  productive 
enterprises,  but  was  put  into  cash,  Gov¬ 
ernment  securities,  real  estate,  or  other 
ventures  which  did  not  add  to  the  pro¬ 
ductive  investment  of  the  country. 

I  believe  we  can  say,  therefore,  that 
approximately  a  quarter  of  the  increased 
corporate  profits  is  not  used  productively 
and  does  not  constitute  a  stimulus  to 
greater  efficiency  or  greater  employment. 
But  almost  the  entire  100  percent  which 
would  be  transferred  under  the  amend¬ 
ment  I  have  offered  would  stimulate  con¬ 
sumption  and  therefore,  on  that  theory, 
production  and  employment. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  LAUSCHE.  What  would  be  the 
net  impact  upon  the  loss  in  revenue? 

Mr.  DOUGLAS.  Approximately  neu¬ 
tral. 

Mr.  LAUSCHE.  Approximately  neu¬ 
tral. 

Mr.  DOUGLAS.  However,  not  com¬ 
pletely  so.  There  would  be  a  net  loss  of 
$90  million  in  a  total  tax  loss  of  $11,600 
million,  or  less  than  1  percent. 

Later  today  or  tomorrow,  I  intend  to 
reduce  the  oil  depletion  allowance  by 
$400  million,  which  would  more  than  off¬ 
set  this  loss  and  give  a  governmental 
surplus  of  over  $300  million  in  addition. 

Mr.  ANDERSON.  Mr.  President,  will ' 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  am  glad  to  yield  on 
the  time  of  the  Senator  from  Louisiana. 

Mr.  SMATHERS.  Mr.  President,  how 
much  time  remains? 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Louisiana  yield  to  the 
Senator  from  Illinois? 

Mr.  SMATHERS.  Mr.  President,  I 
will  speak  for  the  Senator  from  Louisi¬ 
ana  and  inquire  how  much  time  is  left 
to  the  Senator  from  Louisiana. 
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The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  has  7  minutes 
remaining. 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  the  Senator  from  New  Mexico. 

Mr.  ANDERSON.  Mr.  President,  I 
wish  to  try  to  get  the  Senator  from  Illi¬ 
nois  CMr.  Douglas!  to  correct  the  state¬ 
ment  he  just  made.  He  said  that  today 
or  tomorrow  he  intended  to  reduce  the 
oil  depletion  allowance  by  $400  million. 
I  believe  what  he  really  means  is  that 
he  will  try  to  do  so. 

Mr.  DOUGLAS.  Yes,  what  I  meant 
was  that  I  would  try. 

Mr.  ANDERSON.  The  Senator  from 
Illinois  [Mr.  Douglas]  has  tried  and 
tried  for  many  years,  so  he  should  not 
bank  on  $90  million  that  we  know  will 
not  be  there. 

Mr.  DOUGLAS.  It  will  be  a  test  of 
sincerity,  if  one  is  worrying  about  the 
budget. 

Mr.  SMATHERS.  Mr.  President,  I 
yield  1  minute  to  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton]. 

Mr.  MORTON.  Mr.  President,  I  trust 
the  Senate  will  support  the  committee 
on  this  question  and  oppose  the  Douglas 
amendment.  As  I  pointed  out  a  few 
moments  ago,  it  has  taken  us  over  a  year 
to  work  out  the  bill  and  we  have  achieved 
a  fair  bill.  We  would  reduce  individual 
taxes  to  help  the  consumers’  increased 
spending.  We  would  reduce  corporate 
taxes  in  order  to  increase  job  opportu¬ 
nities.  That  is  the  basic  purpose  of  the 
bill.  I  would  dislike  to  see  half  the  cor¬ 
porate  reduction  transferred  to  the  con- 
i  sumer  segment  of  the  economy  because 
i  I  believe,  should  the  Douglas  amendment 
be  adopted,  it  would  be  self-defeating  in 
its  purpose. 

I  trust  that  all  Senators  will  strongly 
oppose  the  amendment. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  yield  to  the  Sen¬ 
ator  from  Utah  for  1  minute. 

The  PRESIDING  OFFICER.  The 
Senator  from  Utah  is  recognized  for  1 
minute. 

Mr.  BENNETT.  I  wish  to  ask  one 
question  of  the  acting  majority  leader. 
Is  it  not  true,  on  the  consumer  side, 
which  is  the  individual’s  side,  that  the 
tax  return  will  be  approximately  $8  bil¬ 
lion,  and  the  corporate  side  would  rep¬ 
resent  approximately  $2  billion? 

Mr.  MORTON.  That  is  absolutely 
correct.  From  the  50-percent  benefits 
to  individuals,  under  the  so-called  Doug¬ 
las  amendment,  it  would  go  to  those  in 
the  area  of  $6,000  to  $10,000. 

Mr.  BENNETT.  So  the  effect  would 
be  to  cut  the  potential  job-producing 
impact  of  the  bill  in  half;  and  it  is  al- 
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ready  only  about  a  quarter  on  the  con¬ 
sumer  side? 

Mr.  MORTON.  That  is  absolutely 
correct 

Mr.  SMATHERS.  Mr.  President,  I 
yield  myself  3  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Florida  is  recognized  for 
3  minutes. 

Mr.  SMATHERS.  Mr.  President, 
what  is  proposed  by  this  amendment  is 
to  take  $870  million  away  from  corpor¬ 
ations  and  give  $960  million  to  the  con¬ 
sumer,  which  would  result  in  a  net  loss 
to  the  Treasury  of  $90  million. 

Fifty-six  percent  in  the  proposed 
Douglas  amendment  goes  to  those  who 
have  incomes  between  $5,000  and  $10,- 
000.  So,  instead  of  helping  those  “poor” 
people,  it  would  help  those  in  the  brack¬ 
ets  between  $5,000  and  $10,000.  There¬ 
fore,  it  would  not  go  to  the  lower  in¬ 
come  groups  the  way  the  Senator  from 
Illinois  thought  it  would  go. 

There  is  already  in  the  bill, a  minimum 
standard  deduction  of  $200,  and  $100  ex¬ 
tra  for  each  dependent,  which  would 
cost  the  Treasury  $320  million.  Eighty- 
four  percent  of  that  amount  would  go  to 
those  who  have  incomes  below  $5,000. 

I  believe  that  the  committee  has 
handled  the  distribution  of  the  tax  bur¬ 
den  in  a  most  equitable  way.  The  Sen¬ 
ator  from  Illinois  says  that  corporate 
profits  are  high  and  that  not  much  is 
being  done  with  .  them.  We  agree  with 
that  statement.  We  say  that  the  way 
to  get  corporate  profits  out  of  the  bank 
and  into  the  business  community  is  to 
give  corporations  some  incentive. 

When  the  Government  takes  52  per¬ 
cent,  it  is  a  senior  partner  in  everyone’s 
business.  What  the  bill  proposes  to  do 
is  to  reduce  the  Government’s  part  in 
every  business  operation  to  that  of  a 
junior  partner,  or  to  48  percent.  The 
Douglas  amendment  would  reduce  it 
only  2  percent,  so  the  Government  would 
be  a  50-50  partner  with  every  business¬ 
man.  That  is  not  a  sufficient  incentive 
to  get  corporate  profits  out  into  the  ec¬ 
onomic  lifestream,  modernizing  equip¬ 
ment,  buying  new  equipment,  and  pro¬ 
viding  jobs  thereby. 

We  believe  that  the  proposal  offered 
by  the  Senator  from  Illinois,  while  it  is 
well  intentioned,  would  actually  upset 
the  balance  now  in  the  bill.  It  would  de¬ 
stroy  the  incentive  which  we  are  trying 
to  achieve.  It  would  not  reduce  corpora¬ 
tion  taxes  sufficiently.  We  trust  that 
the  Senate  will  support  the  committee. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Florida  has 
expired. 

Mr.  SMATHERS.  Mr.  President,  how 
much  time  remains? 
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The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  has  2  minutes 
remaining,  and  the  Senator  from  Illinois 
has  5  minutes  remaining. 

Mr.  ERVIN.  Mr.  President,  will  the 
Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  ERVIN.  I  should  like  to  ask  a 
question  to  make  the  issue  more  under- 

CP.  1939] 

standable.  How  many  extra  dollars 
would  the  amendment  put  into  the  pock¬ 
ets  of  the  individuals  in  the  lowest  in¬ 
come  group? 

Mr.  SMATHERS.  Nine  hundred  and 
sixty  million  dollars;  but  the  bill  al¬ 
ready — 

Mr.  ERVIN.  Dividing  it  among  the  in¬ 
dividuals  in  the  lowest  income  group, 
how  many  dollars - 

Mr.  SMATHERS.  Fifteen  percent  of 
that  goes  into  the  income  group  below 
$5,000,  but  in  the  entire  bill — I  do  not 
have  time  to  go  into  detail  on  it — we 
give  $9,200  million  in  total  tax  relief  to 
the  consumers  of  the  country. 

Mr.  DOUGLAS.  Mr.  President,  to  an¬ 
swer  the  question  of  the  Senator  from 
North  Carolina  [Mr.  Ervin],  my  amend¬ 
ment  would  give  $150  million  to  those 
with  incomes  of  less  than  $3,000,  and  $235 
million  to  those  with  incomes  from  $3,000 
to  $5,000,  or  a  total  of  $385  million  to 
those  with  incomes  under  $5,000.  It 
would  give  $540  million  to  those  with  in¬ 
comes  between  $5,000  to  $10,000.  Only 
$35  million  would  go  to  those  with  in¬ 
comes  over  $10,000. 

My  time  is  too  limited  to  go  into  more 
detail,  but  in  brief,  under  the  corporate 
tax,  80  percent  of  the  benefits  would  go 
to  those  with  incomes  of  over  $10,000,  60 
percent  would  go  to  those  with  incomes 
of  over  $20,000,  and  one-third  of  the 
benefits  would  go  to  those  with  incomes 
of  over  $50,000.  So  my  amendment 
would  effect  a  needed  and  beneficial  re¬ 
distribution. 

This  is  the  best  and  most  effective  way 
to  redistribute  income,  if  we  wish  to  help 
the  lower  income  groups  below  $10,000. 
It  is  better  than  increasing  the  exemp¬ 
tions  for  which  I  voted  yesterday. 

So  far  as  corporations  are  concerned, 
I  invite  the  attention  of  the  Senate  to 
the  fact  that  since  1954  we  have  already 
granted  them  approximately  $5  billion 
a  year  in  tax  relief  in  the  form  of,  first, 
accelerated  depreciation,  then  higher 
depreciation  ratios  than  in  the  invest¬ 
ment  credit  of  last  year. 

The  proposal  would  effect  a  needed 
change,  particularly  in  view  of  the  fact 
that  our  system  of  excise  taxes — our 
State,  Federal,  and  local  taxes  and  our 
general  property  taxes — is  highly  regres¬ 


sive,  and  we  need  some  shifting  of  in¬ 
come  if  we  are  to  make  our  total  tax 
structure  even  proportionate. 

Mr.  President,  I  ask  for  the  yeas  and 
nays  on  the  amendments. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  ordered. 

Mr.  SMATHERS.  Mr.  President,  how 
much  time  remains? 

The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  has  1  minute  re¬ 
maining,  and  the  Senator  from  Illinois 
has  3  minutes  remaining. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  my  remaining  time  to  the 
Senator  from  New  Mexico. 

Mr.  ANDERSON.  Mr.  President,  I 
wish  to  second  what  the  Senator  from 
Kentucky  [Mr.  Morton]  said  a  moment 
ago.  He  said  that  the  amendments 
would  throw  out  of  balance  a  bill  that 
we  have  been  trying  to  work  out.  A 
short  time  ago  there  was  a  vote  on  a  pro¬ 
posal  relating  to  dividend  credit. 

I  voted  against  the  proposal  to  restore 
the  dividend  credit.  I  and  other  Sena¬ 
tors  voted  in  the  way  we  did  because  we 
have  been  trying  to  obtain  a  balanced 
bill.  If  we  are  to  vote  with  that  objec¬ 
tive  in  mind,  we  ought  not  to  agree  to 
the  amendments.  I  point  out  again  that 
we  are  trying  to  produce  a  balanced  bill. 

The  amendments  would  remove  from 
the  tax  rolls  entirely  about  2  million 
people. 

That  is  not  the  only  benefit  which 
would  be  given.  The  amendments  would 
persuade  many  people  who  now  elect  to 
itemize  their  contributions  to  change 
their  approach  and  adopt  the  standard 
deduction.  There  has  been  a  great  ad¬ 
vantage  to  people  who  have  accounted 
for  their  deductions.  Most  people  have 
done  so.  The  proposal  would  permit 
greater  use  of  the  standard  deductions. 

People  could  merely  claim  the  deduc¬ 
tion  and  not  make  contributions  to  char¬ 
ities  or  things  of  that  nature.  It  would 
be  a  bad  thing,  though  all  right  for  a 
few.  It  would  be  wrong  to  add  a  few  mil¬ 
lion  people  to  those  in  that  category. 

Mr.  President,  that  is  not  the  way  to 
obtain  a  bill.  We  have  worked  hard  on 
the  bill.  We  could  easily  change  it 
around.  As  has  been  pointed  out,  the 
proposed  distribution  of  tax  reductions 
which  would  be  divided  $9  billion  to  in¬ 
dividuals  and  $2  billion  to  corporations 
would  be  a  fair  distribution.  Now  the 
suggestion  is  made  that  the  income  tax 
reductions  for  individuals  be  increased 
by  $2  billion,  and  that  we  eliminate  the 
$2  billion  of  proposed  reductions  which 
would  be  given  the  corporations.  That 
is  not  the  way  to  get  a  bill  through  the 
Congress. 
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The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  DOUGLAS.  Mr.  President,  I  yield 
a  minute  and  a  half  to  the  Senator  from 
Alaska. 

Mr.  GRUENING.  Mr.  President,  I 
think  the  amendments  of  the  Senator 
from  Illinois  [Mr.  Douglas]  would  vastly 
improve  the  tax  bill.  There  is  a  grow¬ 
ing  feeling  abroad  that  the  bill  would 
do  far  too  much  for  those  in  the  higher 
income  brackets  to  the  detriment  or  to 
the  nonassistance  of  those  in  the  lower 
income  brackets. 

Yesterday  the  able  Senator  from  Ten¬ 
nessee  [Mr.  Gore]  recalled  his  conversa- 
.  tion  with  Henry  Ford  who  had  organized 
a  committee  to  lobby  for  this  bill  and 
testified  before  the  Finance  Committee. 
It  was  brought  out  in  the  colloquy  with 
Mr.  Ford  that  the  increase  in  takehome 
pay  of  the  average  worker  would  be  a 
mere  $3  a  week  under  the  bill,  whereas 
in  the  case  of  executives  receiving 
$150,000  or  $200,000  a  year,  the  takehome 
pay  increase  would  be  $1,000  a  week. 
That  is  symptomatic  of  the  grave  dis¬ 
parities  that  exist  in  the  bill.  It  will  be 
said — and  it  will  be  said  not  untruly — 
that  the  bill  is  essentially  one  which 
would  make  the  rich  richer  and  do 
relatively  little  for  the  vast  majority 
who  are  barely  getting  along.  We  as¬ 
sume  that  nearly  all  favor  a  tax  reduc¬ 
tion,  although  some  of  us  feel  that  it  is 
not  particularly  needed  at  a  time  of  great 
prosperity  at  the  upper  levels.  But  the 
assistance  in  the  form  of  tax  reduction 
in  this  bill  would  go  to  the  wrong  end  of 
the  economic  spectrum — the  upper  end. 
It  should  instead  go  to  the  lower  income 
groups  and  the  middle  income  groups. 
To  the  extent  that  the  modest  amend¬ 
ments  of  the  Senator  from  Illinois  would 
do  that,  they  are  an  improvement  of  the 
bill.  I  hope  that  the  amendments  will 
be  accepted,  for  they  would  be  received 
with  great  enthusiasm  by  the  over¬ 
whelming  majority  of  the  people  of  the 
United  States  when  they  understand 
what  is  really  involved.  As  it  now  stands 
these  people,  the  majority  of  our  citi¬ 
zenry,  having  heard  so  long  of  and  waited 
so  long  for  tax  relief,  will  wonder  where 
it  is.  To  paraphrase  a  famous  remark 
of  Winston  Churchill,  it  might  be  said 
that  never  will  so  many  have  waited  so 
long  for  so  much  and  received  so  little. 
That  will  not  be  true  of  the  affluent 
minority.  They  will  be  the  great  bene¬ 
ficiaries  of  this  legislation. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired.  The 
Senator  from  Illinois  has  a  minute  and 
one-half  remaining. 

Mr.  DOUGLAS.  Mr.  President,  I  do 
not  wish  to  labor  the  point.  Under  my 


amendments  a  married  man  having  a 
wife  and  four  children,  with  an  income 
of  $5,000,  would  receive  an  added  $600 
in  exemptions,  and  would  therefore 
under  present  rates  be  spared  a  tax  of 
approximately  $120.  That  is  a  group 
which  needs  relief  the  most.  I  believe 
that  not  more  than  half  a  million  would 
be  removed  from  the  tax  rolls  and  these 
are  fellows  who  ought  not  to  pay  income 
taxes.  I  hope  that  some  of  the  copious 
tears  which  were  shed  yesterday  for  the 
poor  in  trying  to  defeat  the  Ribicoff 
amendment  may  materialize  in  votes  for 
the  amendments  today. 

The  PRESIDING  OFFICER.  The 
Senator’s  time  has  expired.  All  time  has 
expired. 

The  question  is  on  agreeing  to  the 
amendments  of  the  Senator  from  Illinois. 
On  this  question,  the  yeas  and  nays  have 
been  ordered,  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Pennsylvania  [Mr. 
Clark],  the  Senator  from  Arkansas  [Mr. 
McClellan],  and  the  Senator  from  Ore¬ 
gon  [Mrs.  Neuberger]  are  absent  on  of¬ 
ficial  business. 

I  also  announce  that  the  Senator  from 
California  [Mr.  Engle]  is  absent  because 
of  illness. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Nevada  [Mr. 
Cannon],  the  Senator  from  California 
[Mr.  Engle],  and  the  Senator  from  Ore¬ 
gon  [Mrs.  Neuberger]  would  each  vote 
“nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  is 
necessarily  absent  and,  if  present  and 
voting,  would  vote  “nay.” 

The  result  was  announced — yeas  23, 
nays  71,  as  follows: 

[P.  1940] 

[No.  21  Leg.] 

YEAS — 23 


Aiken 

Gruening 

Moss 

Bayh 

Hart 

Nelson 

Beall 

Hartke 

Proxmire 

Byrd,  W.  Va. 

Humphrey 

Randolph 

Church 

Kennedy 

Ribicoff 

Dodd 

McGovern 

Yarborough 

Douglas 

McNamara 

Young,  Ohio 

Gore 

Morse 

NAYS— 71 

Allott 

Cotton 

Hill 

Anderson 

Curtis 

Holland 

Bartlett 

Dominick 

Hruska 

Bennett 

Eastland 

Inouye 

Bible 

Edmondson 

Jackson 

Boggs 

Ellender 

Javits 

Brewster 

Ervin 

Johnston 

Burdick 

Fong 

Jordan,  N.C. 

Byrd,  Va. 

Fulbright 

Jordan,  Idaho 

Carlson 

Goldwater 

Keating 

Case 

Hayden 

Kuchel 

Cooper 

Hickenlooper 

Lausche 
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NAYS — Continued. 


Long,  Mo. 

Mundt 

Smith 

Long,  La. 

Muskie 

Sparkman 

Magnuson 

Pastore 

Stennis 

Mansfield 

Pearson 

Symington 

McCarthy 

Pell 

Talmadge 

McGee 

Prouty 

Thurmond 

McIntyre 

Robertson 

Tower 

Mechem 

Russell 

Walters 

Metcalf 

Saltonstall 

Williams,  N.J. 

Miller 

Scott 

Williams,  Del. 

Monroney 

|  Simpson 

Young,  N.  Dak. 

Morton 

Smathers 

NOT  VOTING- 

—6 

Cannon 

Dirksen 

McClellan 

Clark 

Engle 

Neuberger 

So  Mr.  Douglas’  amendments  were  re¬ 
jected. 

The  PRESIDING  OFFICER.  By 
unanimous  consent  agreement,  follow¬ 
ing  disposition  of  the  Douglas  amend¬ 
ment,  an  amendment  intended  to  be 
proposed  by  the  Senator  from  Illinois 
[Mr.  Dirksen]  will  be  taken  up  for  con¬ 
sideration.  The  Chair  is  advised  that 
the  Senator  from  Kentucky  [Mr.  Mor¬ 
ton]  will  present  it. 

Mr.  MORTON.  Mr.  President,  first  I 
move  to  reconsider  the  vote  by  which 
the  Douglas  amendments  were  rejected. 

Mr.  MCCARTHY.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  MORTON.  Mr.  President,  I  call 
up,  on  behalf  of  myself  and  the  minority 
leader  [Mr.  Dirksen],  who  is  unavoid¬ 
ably  absent  today,  amendment  No.  380. 

The  PRESIDING  OFFICER.  The 
clerk  will  state  the  amendment. 

The  legislative  clerk  read  the  amend¬ 
ment  (No.  380),  as  follows: 

At  the  proper  place  insert  the  following 
new  section: 

“Sec.  — .  Repeal  of  Retailers  Excise  Taxes 
on  Jewelry,  Furs,  Toilet  Prep¬ 
arations  and  Luggage. 

“(a)  Repeal. — Effective  with  respect  to 
articles  sold  on  or  after  the  first  day  of  the 
first  month  which  begins  after  the  date  of 
the  enactment  of  this  Act,  the  following  sub¬ 
chapters  of  chapter  31  (relating  to  retailers 
excise  taxes)  are  repealed: 

“‘(1)  Subchapter  A  (jewelry  and  related 
items) . 

“‘(2)  Subchapter  B  (furs). 

“‘(3)  Subchapter  C  (toilet  preparations). 

“‘(4)  Subchapter  D  (luggage,  handbags, 
etc.) .’ 

“(b)  Clerical  Amendment. — The  table  of 
subchapters  of  chapter  31  is  amended  by 
striking  out  the  following: 

“  ‘Subckapter  A.  Jewelry  and  related  items. 

“  ‘Subchapter  B.  Furs. 

“  ‘Subchapter  C.  Toilet  preparations. 

“  ‘Subchapter  D.  Luggage,  handbags,  etc.’  ” 

Mr.  MORTON.  Mr.  President,  in  1941, 
excise  taxes  were  imposed  at  the  retail 
level  because  of  an  emergency.  When 
they  were  levied  in  1941,  Congress  gave 
as  its  objective  “Revenue,  and  other 


purposes.”  In  that  wartime  atmosphere 
the  “other  purposes”  were  clearly  to 
divert  consumer  spending  from  some 
articles  that  did  not  contribute  directly 
to  the  war  effort.  The  intent  of  Con¬ 
gress  on  this  all-important  point  is  clear. 
Included  in  these  taxes  were  those  on 
luggage,  jewelry,  furs,  and  toilet  prepara¬ 
tions. 

For  instance  the  components  of  lug¬ 
gage  and  leather  goods  are  leather, 
wood,  brass,  steel,  rayon,  and  cotton  lin¬ 
ings — all  material  that  was  so  badly 
needed  during  the  war.  It  is  beyond  the 
shadow  of  a  doubt  to  say  that  Congress 
placed  an  excise  tax  on  luggage  and 
leather  goods  to  curb  their  sale,  not  be¬ 
cause  they  were  luxuries,  but  because  the 
components  consisted  of  vital  war  mate¬ 
rials.  The  excise  tax  was  used  as  a  power 
to  control,  retain,  and  divert  the  use  of 
defense  materials. 

Jewelry  was  one  of  these  products. 
The  tax  did  help  divert  money  to  war 
bonds;  but  it  also  helped  to  divert  labor 
and  materials  away  from  those  products 
and  it  helped  to  convert  the  taxed  indus¬ 
tries  to  war  production.  Their  effect  as 
a  business  depressant  was  substantial. 

The  same  is  true  of  furs  and  toilet 
preparations. 

These  items  were  not  necessarily  se¬ 
lected  because  they  were  in  the  luxury 
category.  They  were  selected  because 
they  posed  a  minimum  of  collections  and 
administrative  problems  for  the  Bureau 
of  Internal  Revenue.  The  fact  that  the 
selection  of  these  few  industries  was 
highly  discriminatory  at  the  time  was 
regarded  as  justifiable  in  those  critical 
emergency  days.  The  Congress  clearly 
recognized  that  such  a  selective  tax  could 
only  be  justified  in  time  of  great  emer¬ 
gency.  The  Congress  therefore,  as  a 
part  of  the  bill,  provided  for  the  termina¬ 
tion  of  these  taxes  immediately  after 
the  cessation  of  hostilities. 

Notwithstanding  this  commitment  for 
termination,  the  taxes  remain  today. 
And,  the  tax  continues  to  divert  con¬ 
sumer  spending  from  the  taxed  articles, 
just  as  the  Congress  intended  that  it 
should. 

There  are  few  who  could  maintain  the 
justification  that  these  items  are  today 
luxuries.  Congress  even  in  enacting  the 
Revenue  Act  of  1941  did  not  levy  retail 
excise  taxes  on  luxuries  only  and  refrain 
from  taxing  nonluxuries.  The  classifica¬ 
tion  that  was  adopted  in  the  Revenue  Act 
of  1941  was  unrealistic  then  and  is  un¬ 
realistic  today. 

It  might  well  be  wise  to  consider  these 
various  categories  and  their  applicabil¬ 
ity  to  the  description  of  a  luxury  item. 

No  excise  tax  is  collected  on  the  suit 
a  man  wears  on  his  back,  or  on  his  under - 
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clothing  nor  on  his  shoes,  but  there  is 
an  excise  tax  on  the  bag  in  which  he 
must  carry  his  clothes  and  on  the  wallet 
in  which  he  carries  his  money.  Luggage 
and  leather  goods  are  not  luxuries  nor 
were  they  so  considered  by  the  Congress 
when  they  enacted  the  Henderson  Secu¬ 
rity  Act  in  which  luggage  and  leather 
goods  were  included.  What  justification 
is  there  for  this  tax  on  luggage?  When 
considered  in  the  light  of  many  hundreds 
of  items  which  are  not  taxable,  the  an¬ 
swer  is  obvious,  there  is  no  justification. 

When  a  tax  is  put  on  some  business 
and  not  on  others,  those  businesses 
which  are  taxed  are  burdened  with  a 
special  penalty.  Can  anyone  deny  that 
this  is  a  discrimination  by  the  Govern¬ 
ment?  A  business  which  is  punished  by 
a  special  tax  cannot  compete  on  fair 
and  equal  terms  for  the  consumer  dollar. 
But  even  more  distressing  is  the  impact 
this  tax  has  had  on  the  industry_ itself 
that  furnishes  luggage.  Since  the  year 
1948,  more  than  75  manufacturers  of  lug¬ 
gage  and  leather  goods  have  discon¬ 
tinued  operations.  In  the  main  this  has 
been  because  the  businesses  that  were 
conducted  are  no  longer  profitable  and 
could  not  continue  operation  while  still 
being  subjected  to  the  10 -percent  excise 
tax. 

One  of  the  more  disastrous  effects  of 
the  10 -percent  tax  on  furs  has  been  the 
drastic  reduction  of  the  number  of 
workers  who  have  been  employed  in  the 
manufacturing  field  alone.  It  was  at  a 
peak  of  14,000  workers,  but  the  union 
membership  now  stands  at  about  7,200. 
In  the  correlative  field  of  dressing  and 
dyeing  of  fur  skins  there  has  been  a 
similar  drastic  drop.  This  has  not  been 
brought  about  by  automation,  for  this  is 
a  handcraft  industry,  probably  the  last 
one  of  such  industries,  it  is  not  possible 
to  cut,  sew,  nail,  or  finish  fur  garments 
in  bulk,  for  each  garment  has  to  be 
handled  individually,  from  the  raw  state 
to  the  finished  product. 

The  glaring  inconsistency  in  respect 
to  the  tax  on  furs  are  readily  apparent. 
Fur  wearing  apparel  is  subject  to  tax, 
whereas  garments  made  of  other  mate¬ 
rial,  comparable  in  use  and  appearance, 
and  sold  in  competition  with  such  fur 
articles  is  not  subject  to  tax.  A  fur  trim 
on  a  garment  subjects  it  to  the  tax,  and 
in  many  cases  the  trim  serves  no  other 
purpose  than  ornamental. 

Research  in  the  textile  field  has  made 
great  strides  in  response  to  the  con¬ 
sumers’  growing  demand  for  untaxed 
cloth  garments,  as  against  taxed  fur  gar¬ 
ments,  the  textile  industry  has  produced 
high  pile  fabrics  which  look  like  fur  and 
feel  like  fur  and  are  described  as  imita¬ 
tions  of  fur,  and  which  yield  garments 


that  resemble  fur  garments,  but  which 
are  not  subject  to  tax. 

Some  of  these  fabrics  actually  consist 
of  fur  hairs  incorporated  in  a  woven 
backing  material,  so  that  garments  made 
therefrom  are  actually  fur  garments  for 
all  practical  purposes,  but  since  the  fur 
is  not  on  the  hide  or  pelt  they  are  tax 
free.  An  even  greater  distortion  occurs 
in  the  case  of  a  working  girl  of  limited 
means  who  buys  a  moderately  priced  fur 
coat,  say  from  $100  to  $200,  which  is  sub¬ 
ject  to  a  10-percent  excise  tax.  But,  a 
cloth  coat  which  sells  for  three  or  four 
times  that  amount,  and  even  more  than 
that,  is  tax  free  even  though  it  is  ob¬ 
viously  a  luxury  item.  This  injustice  is 
even  compounded  in  the  instance  of  coats 
with  fur  trims.  Here  it  is  difficult  to  de¬ 
termine  any  justification  whatsoever  in 
regulations  that  prescribe  the  treatment 
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for  this  particular  type  of  garment.  An 
even  more  ridiculous  situation  occurred 
in  the  case  of  the  Davy  Crockett  hats 
which  were  sold  in  the  country  for  a 
number  of  years  and  were  made  of  fur 
and  which  sold  for  $1.50  or  $2.  Many 
youngsters  throughout  the  country  wore 
Davy  Crockett  hats  and  imitated  its  cre¬ 
ator.  These  hats  were  subject  to  tax. 
However,  a  lady’s  hat  selling  for  $150  or 
$200  is  tax  free. 

An  even  more  difficult  situation  arises 
in  the  case  of  jewelry.  The  regulations 
that  have  been  issued  respecting  jewelry 
are  most  difficult  to  interpret  by  inter¬ 
ested  members.  It  becomes  a  major 
problem  for  the  retailer,  large  or  small, 
to  know  what  is  and  what  is  not  taxed. 
A  nonjewelry  product  which  contains  the 
fine  gold  equivalent  of  seven-millionths 
of  an  inch  in  thickness  is  taxable,  if  it 
contains  a  lesser  amount,  it  is  not  taxed. 
The  measurement  of  precious  metal  to 
millionths  of  an  inch  can  only  be  accom¬ 
plished  in  specialized  laboratories.  Even 
larger  manufacturers  have  no  such  facil¬ 
ities. 

Congress  even  in  the  severe  throes  of 
war,  did  not  levy  retail  excise  taxes  on 
luxuries  only  and  refrain  from  taxing 
nonluxuries.  Many  articles  of  jewelry, 
as  well  as  other  products  which  are 
taxed,  cannot  be  regarded  as  luxuries — 
the  simple  gold  wedding  band,  the  watch, 
a  silver-plated  bowl.  Their  widespread 
use  and  modest  price  deny  this  categori¬ 
zation,  yet  they  are  taxed.  Conversely, 
numerous  articles  that  some  regard  as 
luxuries  have  never  been  taxed  at  re¬ 
tail — yachts,  objects  of  art,  high  Paris 
fashions,  and  so  forth. 

Most  jewelry  is  sold  to  retail  jewelers, 
haberdasheries,  and  other  outlets  that 
are  small  business  in  every  respect — 
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many  are  family  owned  and  operated. 
Over  the  years,  excise  regulations  on  jew¬ 
elry  have  developed  into  a  complex  maze 
of  technicality.  Simple  accurate  com¬ 
pliance  with  the  tax  is  a  near  insur¬ 
mountable  task  for  the  average  retailer. 
The  collection  of  retail  excises  is  an  ex¬ 
pensive  cost  of  doing  business  for  the 
average  retailer  of  taxed  products.  The 
jewelry  retailer,  for  example,  must  insure 
that  in  all  his  advertising,  prices  either 
say  “plus  10  percent  tax”  or  “tax  includ¬ 
ed.”  They  must  figure  the  tax  on  each 
sale,  be  it  a  10-cent  sale  or  a  $1,000  sale. 
Separate  bookkeeping  entries  must  be 
made  for  taxes  collected.  Separate  tax 
reports  and  remissions  must  be  made 
quarterly.  Periodic  tax  audits  are  made. 
Certain  sales  and  certain  types  of  prod¬ 
ucts  must  be  accompanied  by  tax  exemp¬ 
tions  certificates  which  the  retailer  must 
be  able  to  produce  during  audit.  Some 
retailers  refuse  to  handle  taxed  products 
because  of  the  expense  of  being  a  tax 
collector.  Repeal  of  excise  taxes  will  re¬ 
lieve  retailers,  mostly  small  business, 
with  the  complex  problem  of  tax  deter¬ 
mination  and  the  expense  and  time-con¬ 
suming  problem  of  tax  administration, 
collection,  and  mission.  This  effort  and 
expense  can  be  diverted  from  nonprofit, 
uneconomic  tax  collection  work  to  profit- 
producing,  employment -producing  sell¬ 
ing,  with  its  subsequent  revenue-produc¬ 
ing  results.  What  purpose  can  be  gained 
in  a  free  peacetime  economy  in  attempt¬ 
ing  to  penalize  the  purchase  of  one  type 
of  product  versus  another?  Certainly 
some  regulations  are  essential  where 
public  health  and  safety  may  be  a  factor; 
but  if  the  retail  sale  of  any  product  in 
which  these  factors  are  not  present  is 
penalized  by  Government,  the  economy  is 
not  free.  The  discriminatory  features 
of  the  present  retail  excises  represent  un¬ 
fair  and  undue  Government  influence  on 
the  free  choice  of  the  consumer.  Where 
selective  action  discriminates  against 
certain  products  to  the  advantage  of 
others,  it  works  to  the  detriment  of  all 
in  its  interference  with  the  free  work¬ 
ing  of  the  laws  of  supply  and  demand. 

Mr.  President,  no  greater  issue  can  be 
raised  than  that  of  attempting  to  assess 
a  luxury  tax  on  toilet  preparations.  In¬ 
cluded  in  this  category  are  such  items  as 
perfume,  toilet  waters,  cosmetics,  hair 
restorers,  hair  dyes,  toilet  powders,  and 
any  other  similar  substance,  article,  or 
preparation,  by  whatever  name  known  or 
distinguished,  which  are  used  or  intended 
to  be  used  for  toilet  purposes.  I  would 
not  be  the  one,  Mr.  President,  to  insist 
that  these  are  luxuries.  Although  the 
beauty  of  our  ladies  seldom  needs  the 
assistance  of  these  products.  Nonethe¬ 
less  their  addition  frequently  enhances 
the  beauty  already  existing.  Of  all  the 


items  that  are  included  in  the  so-called 
luxury  taxes  levied  in  World  War  I  days, 
none  in  my  opinion  works  a  greater  hard¬ 
ship  than  the  imposition  of  a  tax  on 
these  products  classified  as  toilet  prepa¬ 
rations. 

Mr.  President,  these  excise  taxes  have 
now  been  collected  for  a  whole  genera¬ 
tion.  These  taxes  have  been  permitted 
to  stand,  but  with  repeated  promises  that 
they  would  be  repealed.  Every  time  the 
question  of  repeal  has  arisen  the  excuse 
has  been  offered  that  more  time  is  needed 
to  study  this  type  of  tax.  The  same 
argument  was  repeated  again  this  year 
in  the  Finance  Committee.  It  now  ap¬ 
pears  that  the  House  Committee  on  Ways 
and  Means  intends  to  begin  another 
study  on  the  possibility  of  repealing  these 
excise  taxes  as  well  as  other  excise  taxes. 
Mr.  "President,  no  further  study  is  neces¬ 
sary.  In  all  fairness  the  commitment 
that  was  made,  that  was  contained  in  the 
original  act,  must  be  kept  and  the  time 
to  keep  it  is  now.  It  must  be  honored 
now  by  repealing  these  remaining  taxes. 

One  of  the  arguments  against  repeal¬ 
ing  has  been  the  amount  of  revenue  that 
is  received  from  this  source.  In  fiscal 
year  1963  a  total  of  $443,559,000  was  col¬ 
lected  from  these  four  taxes.  Luggage 
yielded  $74,019,000;  jewelry  yielded  $181,- 
902,000;  furs  produced  $29,287,000;  and 
toilet  preparations  counted  for  $158,- 
351,000  of  this  total. 

In  testimony  before  the  Finance  Com¬ 
mittee  both  the  Secretary  of  the  Treas¬ 
ury  and  the  chairman  of  the  Federal 
Reserve  Board  testified  that  we  could 
manage  a  $9  billion  deficit  which  would 
be  incurred  through  reductions  in  taxa¬ 
tion.  At  the  time  of  their  testimony  it 
was  assumed  that  this  would  be  the  defi¬ 
cit  that  we  would  have  to  contend  with 
for  fiscal  1965.  Now,  however,  we  are 
promised  a  budget  that  will  have  a  defi¬ 
cit  of  only  $4.9  billion.  Certainly  there 
is  enough  room  in  the  new  budget  to 
include  the  repeal  of  the  excise  taxes. 
Such  repeal  would  not  create  an  unman¬ 
ageable  situation  from  the  deficit  stand¬ 
point. 

In  addition,  Mr.  President,  there  are 
certainly  many  areas  where  further 
economy  can  be  practiced  and  the  sav¬ 
ings  would  be  sufficient  to  offset  the  loss 
in  revenue  that  would  be  experienced 
through  a  repeal  of  these  excise  taxes. 
I  need  only  to  refer  to  a  few  areas  where 
such  economy  can  be  practiced:  The 
Domestic  Peace  Corps,  the  Conservation 
Corps,  the  making  of  loans  for  the  con¬ 
struction  of  motels  under  the  ARA  pro¬ 
gram.  The  Symington  report  on  the 
International  Development  Association 
program  for  loans  to  India  points  to  an 
area  where  hundreds  of  millions  can  be 
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saved.  Several  similar  possibilities  ex¬ 
ist  in  the  entire  foreign  aid  field.  I  sub¬ 
mit  that  there  is  only  one  reason  that 
repeal  of  these  taxes  is  opposed  and  that 
is  the  loss  of  revenue.  That  situation 
will  not  change,  that  argument  will  still 
be  sounded  regardless  of  whatever  other 
acts  might  be  taken. 

On  January  14,  1963,  President  Ken¬ 
nedy  in  his  state  of  the  Union  message 
observed : 

For  it  is  increasingly  clear — to  those  in 
Government,  business,  and  labor  who  are  re¬ 
sponsible  for  our  economy  success — that  our 
obsolete  tax  system  exerts  too  heavy  a  drag 
on  the  private  purchasing  power,  profits,  and 
employment.  Designed  to  check  inflation  in 
earlier  years  it  now  checks  growth  instead. 
It  discourages  extra  effort  and  risk.  It  dis¬ 
torts  the  use  of  resources.  It  invites  recur¬ 
rent  recessions,  depresses  our  Federal  rev¬ 
enue,  causes  chronic  budget  deficits. 

I  agreed  with  that  observation  at  the 
time  it  was  made  and  I  agree  with  it 
now  Mr.  President  and  in  line  with  car¬ 
rying  out  the  purposes  of  the  President’s 
recommendations  to  remove  the  drag 
that  our  obsolete  tax  system  exerts,  one 
of  the  best  places  to  begin  is  by  repealing 
the  excise  taxes  that  still  remain  from 
the  1941  act. 

A  repeal  of  these  excise  taxes  would 
certainly  result  in  increased  purchasing 
by  the  consumer.  This  would  apply  to 
all  consumers  but  more  particularly 
probably  to  the  new  families  being  es¬ 
tablished  daily.  Thousands  of  young 
people  are  getting  married  every  day  of 
the  year.  They  represent  probably  the 
largest  single  market  for  the  sale  of  most 
consumer  products.  Most  of  these 
young  people  have  a  real  struggle. 
Every  dollar  that  they  can  lay  their 
hands  on  goes  to  buy  something  they 
need  when  they  set  up  housekeeping. 
These  excise  taxes  reduce  the  amount 
left  for  buying  the  many  things  they 
need  for  their  home.  If  retail  excise 
taxes  are  repealed  then  surely  these 
young  people  would  spend  the  extra 
money  right  then.  Of  that  you  can  be 
certain.  Although  in  each  case  the 
amount  of  tax  would  be  relatively  small 
and  the  amount  to  be  spent  would  be 
relatively  small,  in  the  aggregate  the 
amount  of  new  spendable  income  avail¬ 
able  for  immediate  and  daily  use  would 
be  sizable  and  important.  And  the 
effect  would  be  immediate. 

The  effect  on  the  industries  whose 
products  are  subject  to  the  retail  excise 
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tax  would  be  felt  immediately.  These 
industries  estimate  that  they  could  in¬ 
crease  their  present  sales  by  10  to  15 
percent  if  the  taxes  were  repealed.  This 


could  only  result  in  more  jobs  and 
larger  payrolls  and  increased  benefits  to 
the  whole  U.S.  economy.  The  result  of 
excise  tax  repeal  I  submit  creates  a 
priority  to  this  form  of  stimulus  to  the 
economy  fully  as  urgent  and  fully  as  de¬ 
serving  as  the  other  form  of  reduction 
being  considered. 

Consider  for  a  moment,  Mr.  President, 
the  burden  that  is  placed  upon  the  small 
merchants  who  make  up  for  the  most 
part  the  jewelry  and  luggage,  the  small 
drug  stores,  and  the  small  department 
stores.  The  Treasury  Department  does 
not  have  available  the  number  of  retail¬ 
ers  who  file  returns  for  excise  taxes 
which  they  have  collected.  This  lack  of 
information  amazes  me  but  nonetheless 
the  Treasury  does  not  have  it  available. 

The  Department  of  Commerce  advises 
me  that  the  1958  census  of  manufactur¬ 
ers  showed  56,232  drug  stores,  23,751  jew¬ 
elry  stores,  1,416  luggage  and  leather 
shops,  and  3,157  department  stores.  But 
add  to  this  the  thousands  upon  thou¬ 
sands  of  small  and  large  groceries  who 
may  sell  many  of  these  taxed  items. 
These  are  small  family-owned  businesses 
for  the  most  part.  The  collection  of  re¬ 
tail  excise  taxes  by  the  retailers  is  an  ex¬ 
pensive  cost  of  doing  business. 

This  measure  was  considered  in  com¬ 
mittee  two  separate  dates.  When  first 
considered  it  was  adopted — the  amend¬ 
ment  was  adopted  by  the  committee  by  a 
vote  of  9  to  6.  However,  as  the  hearing 
progressed  that  day,  certain  changes 
were  indicated  on  the  voting  list  and  final 
result  at  the  end  of  the  day  showed  that 
the  amendment  had  been  rejected  by  a 
vote  of  10  to  7. 

But  this  was  not  the  only  effort.  Sub¬ 
sequently  the  amendment  was  offered  in 
modified  form.  On  this  second  trial 
when  the  first  vote  was  taken,  the  vote 
was  10  to  5  to  remove  excise  taxes  from 
the  toilet  preparations.  The  vote  was  10 
to  5  to  remove  excise  taxes  from  luggage. 
On  jewelry  the  vote  on  the  modified 
amendment  which  would  exempt  the  first 
$100  in  sales  was  approved  by  a  vote  of 
13  to  2.  The  same  $100  limitation  was 
included  in  the  amendment  to  remove 
the  tax  on  jewelry,  and  this  was  approved 
by  the  same  vote,  13  to  2.  These  sub¬ 
stantial  majorities  seem  to  reflect  the 
conviction  of  the  committee.  They  were 
impressive. 

However,  the  final  session  of  the  after¬ 
noon  produced  an  amazing  demonstra¬ 
tion.  The  committee  has  resumed  con¬ 
sideration  of  the  measure  during  the  af¬ 
ternoon  of  January  23.  I  was  on  the  floor 
at  the  time  the  committee  went  back 
into  session.  When  I  returned  to  the 
floor  for  the  final  vote  I  was  advised  that 
a  motion  had  been  made  to  strike  all  of 
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the  amendments  which  had  been  adopted 
to  repeal  excise  taxes  and  that  the  mo¬ 
tion  had  carried  by  a  vote  of  9  to  8. 

What  had  happened,  Mr.  President? 
In  the  interval  between  the  time  that  the 
vote  was  taken  on  these  four  items  dur¬ 
ing  the  morning  of  the  23d  and  the  time 
that  the  committee  went  back  into  ses¬ 
sion  in  the  afternoon  the  “Texas  twist” 
had  been  applied,  and  it  had  its  effect. 
It  is  no  secret  that  the  President  called 
members  of  the  committee.  This  infor¬ 
mation  was  given  to  me  by  members  who 
were  called.  This  is  a  fact.  The  tele¬ 
phone  calls  produced  the  results  that 
had  been  desired.  I  have  no  quarrel  with 
the  President,  however,  I  do  contend  that 
this  matter  of  raising  revenue  is  a  func¬ 
tion  that  is  the  prerogative  of  Congress. 
The  executive  department  of  Govern¬ 
ment  is  given  no  authority  by  the  Con¬ 
stitution  to  raise  revenue.  The  Congress 
is  the  sole  responsible  department  of 
Government  that  the  Constitution 
charges  with  this  responsibility.  It  is 
time  that  the  Congress  assumed  its  re¬ 
sponsibility.  This  can  be  done  without 
assistance  or  coercion  from  the  execu¬ 
tive  branch  of  the  Government.  It  is 
time  the  Members  of  Congress  accept 
this  responsibility  and  demonstrate  their 
willingness  to  carry  out  their  duties. 
This  is  the  time  for  Members  to  stand 
up  and  be  counted  on  this  issue.  Are 
we  to  repeal  excise  taxes  or  not?  Are 
we  to  honor  the  commitment  that  we 
have  made  and  overlooked  year  after 
year  for  the  past  18  years? 

Now,  Mr.  President,  this  is  far  too  long 
for  the  promise  that  the  Congress  made 
when  it  enacted  these  taxes  not  to  be 
carried  out.  This  is  an  election  year, 
I  may  remind  the  Members.  The  women 
consumers  in  our  country  pay  far  more 
of  the  excise  taxes  than  do  the  men,  and 
they  can  become  very  explosive.  They, 
combined  with  the  retailers  who  collect 
the  tax,  can  also  apply  the  twist.  I  say, 
Mr.  President,  that  it  is  time  for  us  to 
honor  our  commitment,  it  is  time  for  us 
to  repeal  this  wartime  emergency  excise 
tax. 

It  is  time  to  give  the  American  con¬ 
sumer  and  the  American  retailer  a  break. 
Let  the  consumer  keep  the  $443  million 
of  revenue  instead  of  dumping  it  into  the 
Treasury,  and,  if  there  is  any  logic  to  the 
tax  bill  he  will  spend  it.  This  is  one  of 
the  principal  purposes  *of  this  measure. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MORTON.  I  yield. 

Mr.  JAVITS.  Mr.  President,  when  this 
matter  was  presented  to  the  Finance 
Committee,  a  limitation  of  $100  was 
placed  on  jewelry  and  furs.  Is  that  pro¬ 
vision  still  contaned  in  the  amend¬ 
ment? 


Mr.  MORTON.  The  amendment  does 
not  contain  any  limitation.  The  amount 
that  the  Treasury  would  keep  if  that  $100 
limitation  were  included  is  less  than  10 
percent  of  the  total  amount  involved. 

It  was  felt  that  the  burden  placed  on 
the  retailer  by  making  him  a  tax  collector 
in  this  case  is  a  substantial  burden.  If 
we  put  a  $100  limitation  on  furs  and 
jewelry,  the  amount  that  the  Treasury 
will  recover  is  inconsequential  compared 
with  the  total  involved.  It  would  still 
leave  the  small  retail  department  store 
and,  in  fact,  all  retail  department  stores, 
with  the  burden  of  collecting  the  tax. 
This  would  apply  to  all  stores,  even  the 
small  store  handling  coats  if  a  coat  has  a 
small  piece  of  fur  on  it.  Therefore  it 
was  decided  not  to  include  the  $100  lim¬ 
itation.  I  had  a  conference  by  telephone 
with  the  minority  leader  yesterday,  and 
it  was  decided  that  we  would  go  ahead 
and  make  a  clean  repeal. 

Mr.  JAVITS.  The  principle  is  impor¬ 
tant  with  me.  It  is  the  principle  that 
luxuries  be  taxed  and  necessities  be  not 
taxed.  I  should  like  to  ask  the  Senator 
from  Kentucky  a  frank  question.  I 
would  be  minded  to  offer  an  amendment 
to  his  amendment  providing  for  a  $100 
limitation.  I  would  not  do  that  if  the 
Senator  from  Illinois  would  find  it  ob¬ 
noxious  to  him  were  I  to  do  so.  There¬ 
fore  I  say  to  the  Senator  that  I  would  be 
prepared  to  vote  for  the  amendment  if  it 
contained  a  $100  limitation.  I  am  not 
prepared  to  vote  for  it  without  such  a 
limitation  contained  in  it. 

I  realize  that  one  vote  does  not  mean 
much.  However,  the  principle  is  very 
important  to  me.  I  ask  the  Senator 
frankly  this  question:  Would  he  consider 
it  disagreeable  to  the  sponsor  of  the 
amendment,  the  Senator  from  Illinois 
[Mr.  Dirksen],  who  unhappily  for  all  of 
us  is  not  present,  if  I  were  to  propose 
such  an  amendment  to  his  amendment? 

Mr.  MORTON.  I  feel  sure  that  it  would 
not  be  disagreeable  to  the  Senator  from 
Illinois  [Mr.  Dirksen].  In  fact,  he  at 
one  time  had  introduced  such  an  amend¬ 
ment.  Such  an  amendment  was  adopt¬ 
ed.  Then  the  committee,  later  in  the 
day,  reversed  itself.  Therefore,  I  am 
sure  it  would  not  be  disagreeable  for  the 
Senator  to  offer  such  an  amendment. 
The  vote  may  be  close,  and  his  vote  is 
important.  It  he  wishes  to  offer  his 
amendment  to  the  Dirksen-Morton 
amendment,  he  is,  of  course,  at  liberty 
to  do  so,  and  his  action  will  be  perfect¬ 
ly  understood. 

Several  Senators  addressed  the  Chair. 

Mr.  JAVITS.  Will  the  Senator  permit 
me  to  make  a  parliamentary  inquiry 
before  he  yields  to  other  Senators? 

Mr.  MORTON.  I  yield. 

Mr.  JAVITS.  At  what  point  in  the 
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proceedings  could  I  offer  an  amendment 
to  the  pending  amendment? 

The  PRESIDING  OFFICER.  If  the 
Senator  from  Kentucky  yielded  to  the 
Senator  from  New  York  for  that  pur¬ 
pose,  the  Senator  from  New  York  would 
be  in  order  to  do  so  at  this  time. 

Mr.  JAVITS.  And  if  the  Senator  from 
Kentucky  refused  to  yield  at  this  time 
for  that  purpose,  when  would  it  be  in 
order  to  do  that? 

The  PRESIDING  OFFICER.  As  soon 
as  the  Senator  from  Kentucky  had 
yielded  the  floor  the  Senator  would  be 
able  to  do  so  if  he  were  recognized. 

Mr.  JAVITS.  When  the  Senator’s 
time  has  expired? 

The  PRESIDING  OFFICER.  There 
is  no  time  limitation. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MORTON.  I  yield. 

Mr.  DOUGLAS.  I  am  very  glad  that 
the  Senator  from  New  York  has  raised 
this  point,  because  this  was  the  precise 
amendment  to  the  Dirksen  amendment 
which  I  submitted  in  the  committee,  as 
the  Senator  from  Kentucky  will  re¬ 
member.  I  am  prepared  to  support  the 
amendment  if  it  has  a  $100  limitation 
in  it.  I  shall  be  compelled  to  vote 
against  it  if  it  does  not  have  that  limita¬ 
tion  in  it.  I  believe  that  the  amendment 
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in  its  general  outline  is  correct.  How¬ 
ever,  I  do  not  believe  we  should  grant  an 
exemption  from  taxes  for  a  $10,000  dia¬ 
mond  ring  or  for  a  $9,000  royal  mink 
coat.  Therefore,  I  hope  the  amendment 
to  the  amendment  will  be  found  to  be 
acceptable  by  the  Senator  from  Ken¬ 
tucky  when  such  an  amendment  is 
offered. 

Mr.  PASTORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MORTON.  I  yield. 

Mr.  PASTORE.  First  I  wish  to  com¬ 
pliment  the  Senator  frem  Kentucky  for 
bringing  up  the  amendment.  I  am  in¬ 
clined  to  agree  with  the  distinguished 
Senator  from  New  York  and  the  distin¬ 
guished  Senator  from  Illinois  that  if  we 
place  ourselves  in  the  position  this  after¬ 
noon  of  trying  to  defend  the  removal  of 
the  excise  tax  on  a  $10,000  diamond  ring 
or  a  $9,000  fur  coat,  the  amendment  in 
those  high  brackets  will  not  get  very  far. 
I  am  sure,  unless  we  put  a  limitation  on 
it,  we  shall  give  the  amendment  the  kiss 
of  death.  I  strongly  urge  the  Senator 
from  Kentucky  not  to  let  us  reach  a  vote 
on  the  limitation,  but  that  he  accept  it 
as  a  modification  of  his  amendment. 

Such  an  amendment  was  adopted  in 
committee.  The  amount  of  $100  is  rea¬ 
sonable.  We  are  discussing  the  matter 


of  jewelry  and  other  so-called  .luxuries, 
items  such  as  handbags.  The  housewife 
whose  husband  makes  about  $4,000  a  year 
should  not  be  forced  to  pay  an  excise  tax 
on  a  modest  handbag. 

A  handbag  today  is  as  much  a  part  of 
a  woman’s  accessories  as  are  her  shoes. 
Why  should  we  regard  a  handbag  as  an 
extravagance  or  a  luxury?  If  a  man  buys 
100  shirts,  why  should  not  75  of  those 
shirts  be  considered  a  luxury?  This  mat¬ 
ter  of  the  measurements  of  luxuries  can 
lead  us  to  a  rather  ridiculous  argument. 

Some  jewelry  items  are  considered  to 
be  more  or  less  accessories  and  a  part  of 
a  person’s  attire.  I  hope  the  limit  will  be 
$100,  because  I  think  that  would  offer  a 
practical  chance  of  having  the  amend¬ 
ment  adopted. 

In  conclusion,  let  us  not  forget  that  the 
excise  taxes  were  imposed  during  the  war, 
when  goods  were  in  scarce  supply  and 
money  was  in  abundance.  The  object 
was  to  slow  down  the  purchase  of  certain 
articles. 

Now  the  reverse  is  true.  We  want  big¬ 
ger  business.  The  argument  that  has 
been  made  for  an  $11  biliion  reduction 
in  taxes  is  that  it  would  stimulate  the 
economy;  that  it  would  put  more  money 
into  the  pockets  of  the  consumer,  so  that 
the  consumer  would  buy  more  and  there¬ 
by  create  more  jobs.  If  that  is  the  phil¬ 
osophy  behind  the  bill,  if  it  is  desired  to 
create  jobs  in  Rhode  Island,  if  it  is  de¬ 
sired  to  create  jobs  in  the  centers  of 
manufacture  of  articles  that  are  not  out- 
and-out  luxuries,  and  if  we  limit  the 
amount  to  $100,  the  time  has  come  when 
this  removal  is  absolutely  necessary.  It 
is  an  integral  part  of  the  bill  and  is  in 
accord  with  the  philosophy  of  the  bill. 
It  is  actually  in  line  with  the  genesis  of 
the  bill.  If  we  want  to  do  the  right  thing 
today,  let  us  remove  this  excise  tax,  which 
was  imposed  as  a  business  brake.  If  one 
wants  to  accelerate  once  more,  he  takes 
his  foot  of  the  brake  and  steps  on  the 
accelerator.  If  we  want  to  help  to  ac¬ 
celerate  the  economy  this  afternoon,  let 
us  take  off  the  brakes  by  taking  off  the 
excise  tax. 

I  thank  the  Senator  from  Kentucky. 

Mr.  MORTON.  Mr.  President,  in  view 
of  the  persuasive  remarks  I  have  heard 
in  the  last  few  minutes,  I  should  like  to 
alter  the  amendment  to  read  as  follows: 

At  the  end  of  the  bill  insert  the  follow¬ 
ing: 

“TITLE  IV - EXCISE  TAXES 

“Sec.  401.  Retailers  Excise  Taxes. 

“(a)  Limitation  of  Tax  on  Jewelry  and 
Related  Items. — Section  4001  (relating  to 
imposition  of  tax  on  jewelry  and  related 
items)  is  amended  by  inserting  after  TO  per¬ 
cent  of  the  price  for  which  so  sold’  the  fol¬ 
lowing:  ‘,  to  the  extent  such  price  exceeds 
$100’. 


3103 


“(b)  Limitation  of  Tax  on  Purs. — Sec¬ 
tion  4011  (relating  to  imposition  of  tax  on 
furs)  is  amended  by  inserting  after  TO  per¬ 
cent  of  the  price  for  which  so  sold’  the  fol¬ 
lowing:  *,  to  the  extent  such  price  exceeds 
$100’. 

“(c)  Repeal  of  Tax  on  Toilet  Prepara- 
ration. — Chapter  31  (relating  to  retailers  ex¬ 
cise  taxes)  is  amended  by  striking  out  sub- 
chapter  C  (relating  to  toilet  preparations). 

“(d)  Repeal  of  Tax  on  Luggage,  Hand¬ 
bags,  Etc. — Chapter  31  (relating  to  retail¬ 
ers  excise  taxes)  is  amended  by  striking  out 
subchapter  D  (relating  to  luggage,  handbags, 
etc.) . 

“(e)  Technical  Amendments. — 

“(1)  The  table  of  subchapters  for  chapter 
31  is  amended  by  striking  out: 

“Subchapter  C.  Toilet  preparations. 

“  ‘Subchapter  D.  Luggage,  handbags,  etc.’ 

“(2)  Section  4003  (relating  to  exemptions 
from  tax  on  jewelry  and  related  items)  is 
amended  by  striking  out  subsection  (b). 

“(3)  Subchapter  B  of  chapter  31  is  amend¬ 
ed  by  striking  out  section  4013  (relating  to 
exemption  of  certain  auction  sales). 

“(4)  The  table  of  sections  for  subchapter 
B  of  chapter  31  is  amended  by  striking  out: 
“  ‘Sec.  4013.  Exemption  of  certain  auction 
sales.” 

“(f)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  respect 
to  articles  sold  on  or  after  the  first  day  of 
the  first  month  which  begins  after  the  date 
of  the  enactment  of  this  Act.” 

Mr.  DOUGLAS.  Mr.  President,  I  con¬ 
gratulate  the  Senator  from  Kentucky  for 
agreeing  to  make  this  change,  which  has 
also  been  suggested  by  the  Senator  from 
New  York  fMr.  Javtts]  and  the  Senator 
from  Rhode  Island  [Mr.  Pastore]. 

The  junior  Senator  from  Illinois  [Mr. 
Dirksen]  and  I  proposed  it  in  committee. 
I  am  happy  to  support  it.  It  will  in  the 
main  remove  taxes  from  purchases  made 
by  persons  in  the  lower  income  groups. 

Mr.  MORTON.  I  thank  the  Senator 
from  Illinois.  He  has  correctly  stated 
what  occurred  in  committee. 

Mr.  JAVITS.  Mr.  President,  I,  too, 
wish  to  thank  the  Senator  from  Ken¬ 
tucky.  His  action  is  most  statesmanlike. 
I  am  most  happy  to  support  the  amend¬ 
ment. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  from  Kentucky  yield? 

Mr.  MORTON.  I  yield. 

Mr.  CARLSON.  I  appreciate  the  sit¬ 
uation  that  has  confronted  the  Senator 
from  Kentucky.  After  all,  he  is  present¬ 
ing  the  amendment  on  behalf  of  the  dis¬ 
tinguished  minority  leader.  As  a  mem¬ 
ber  of  the  Committee  on  Finance  who 
supported  both  Senators  from  Illinois  on 
the  amendment,  I  am  delighted  that  the 
Senator  from  Kentucky  has  agreed  to 
accept  the  $100  limitation.  I  hope  the 
amendment  as  modified  will  be  approved 
by  the  Senate. 

I  am  completely  in  accord  with  the 
statement  of  the  Senator  from  Rhode 


Island  that  we  want  to  do  something 
to  put  money  in  the  hands  of  the  con¬ 
sumer.  This  is  the  part  of  the  tax  bill 
where  that  can  be  done.  I  hope  the 
amendment  will  be  agreed  to. 

Mr.  HUMPHREY.  Mr.  President, 
will  the  Senator  yield? 

Mr.  MORTON.  I  yield. 

Mr.  HUMPHREY.  Can  the  Senator 
from  Kentucky  give  the  Senate  any  idea 
of  what  the  total  revenue  cost  of  his 
amendment  would  be?  Does  he  have  an 
estimate? 

Mr.  MORTON.  Yes;  the  total  cost 
originally  was  estimated  as  $443  million. 
The  $100  exclusion  would  bring  that 
figure  down  to  around  $400  million. 

Mr.  HUMPHREY.  Does  the  Senator 
propose  to  substitute  this  particular 
amendment  for  any  other  provision  in 
the  bill? 

Mr.  MORTON.  No;  this  would  be  a 
new  section. 

Mr.  HUMPHREY.  So  it  would  be  an 
additional  tax  reduction  on  the  aggre¬ 
gate  figure  in  the  bill? 

Mr.  MORTON.  The  Senator  is  cor¬ 
rect;  it  would  be  an  additional  tax  re¬ 
duction.  But,  as  the  Senator  from  Rhode 
Island  so  eloquently  stated,  this  is  a  war¬ 
time  tax,  imposed  to  discourage  the  sale 
of  items  which  are  not  luxuries  in  any 
sense  of  the  word.  It  is  about  high  time 
the  wartime  taxes  were  repealed. 

Mr.  HUMPHREY.  I  am  not  arguing 
that  point.  The  Senator  from  Ken¬ 
tucky  makes  a  valid  point  that  in  many 
instances  the  articles  are  not  luxuries. 
For  example,  there  are  people  engaged 
in  the  retail  business  who  find  it  most 
disagreeable  to  act  as  tax  collectors  for 
the  Federal  Government. 

I  wondered  why  we  should  not  include 
light  bulbs,  for  example.  The  tax  on 
light  bulbs  is  a  manufacturer’s  tax.  On 
that,  a  profit  is  built.  When  one  is  in  the 
retail  business  and  handles  an  item  that 
is  shipped  to  him  by  a  wholesaler,  that 
item  includes  a  tax  in  the  wholesale 
price.  When  the  retailer  makes  his  reg¬ 
ular  markup,  he  makes  it  on  that  tax  as 
well  as  upon  the  cost  of  the  item.  That 
is  standard  retail  practice.  A  light  bulb 
is  about  as  important  for  the  average 
householder  or  average  citizen  as  any 
item  of  clothing;  it  is  as  important  as  the 
tires  on  the  car  of  a  worker  who  drives 
to  work.  There  is  a  tax  on  tires.  I  might 
add  that  there  is  a  tax  on  the  tax,  so  to 
speak,  because  when  a  tax  is  imposed  at 
the  manufacturer’s  level,  there  is  also  a 
markup  upon  the  wholesale  price  of  the 
commodity,  plus  the  tax. 

There  is  also  a  tax  upon  radios,  and 
even  a  tax  upon  automobiles  themselves. 

I  am  concerned  about  any  amendment 
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to  the  bill  that  would  substantially  in¬ 
crease  the  overall  tax  reduction,  because 
it  seems  to  me  that  we  arrived  at  a  sort 
of  consensus  as  to  how  much  of  a  tax 
reduction  there  could  be  in  terms  of  the 
budget  problems  and  in  terms  of  the 
needs  of  the  economy.  I  believe  the 
Senator  from  Kentucky  should  give  some 
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consideration  not  merely  to  the  items 
which  have  been  discussed. 

I  have  some  familiarity  with  these 
particular  items  from  a  business  point  of 
view  as  well  as  from  a  legislative  point 
of  view.  The  Senator  from  Rhode 
Island  is  eminently  correct.  When  a 
woman  buys  a  $10  purse  or  a  $8  purse, 
or  whatever  it  is,  that  article  is  taxed. 
But  that  is  hardly  a  luxury  item;  I  could 
not  agree  more  with  the  Senator. 

We  all  know  that  these  are  wartime 
taxes.  However,  most  of  the  taxes  we 
pay  today  are  related  to  wartime  costs. 
That  is  why  we  pay  heavy  income  taxes, 
corporate  taxes,  and  other  kinds  of  taxes. 
We  should  take  a  good,  hard  look  at  the 
kind  of  discrimination  that  the  removal 
of  the  tax  obligation  by  this  amendment 
would  incur.  It  is  difficult  to  differen¬ 
tiate,  for  example,  between  a  toiletry 
item,  upon  which  a  10  percent  tax  is 
levied  and  a  light  bulb,  because  the  same 
woman  who  buys  a  bottle  of  cold  cream 
and  pays  a  10  percent  tax  also  buys  a 
light  bulb  on  which  there  is  a  tax. 
Should  we  remove  the  tax  from  one  item 
and  leave  it  on  the  other? 

Let  me  summarize  several  important 
points  that  we  must  not  lose  sight  of 
when  considering  this  particular  amend¬ 
ment  dealing  with  excise  taxes  on  a  few 
items.  These  items  are  only  a  very  small 
proportion  of  all  the  merchandise  on 
which  the  Federal  Government  collects 
excise  taxes.  Altogether,  excise  taxes 
are  levied  on  50  major  categories  of 
retail  goods,  including  literally  thousands 
of  different  kinds  of  articles.  The  en¬ 
tire  Federal  excise  tax  structure  is  inter¬ 
connected.  Cutting  taxes  on  a  piecemeal 
basis  would  clearly  be  discriminating 
against  the  manufacturers,  retailers  and 
consumers  of  all  the  other  items  subject 
to  excise  taxation. 

Yet  if  we  begin  cutting  excise  taxes 
on  the  Senate  floor,  we  will  be  opening  a 
Pandora’s  box.  This  is  not  the  time  or 
place  to  give  adequate  consideration  to 
the  many  thousands  of  separate  prod¬ 
ucts  that  are  involved  in  this  very  com¬ 
plicated  area.  If  we  limited  ourselves 
to  a  few  items  without  proper  considera¬ 
tion  of  all  the  rest  of  the  field,  we  would 
be  acting  neither  responsibly  nor  fairly. 
"  At  the  same  time,  we  should  remem¬ 
ber  that  excise  taxes  are  a  vital  part  of 
the  total  Federal  tax  structure.  In  the 


1964  fiscal  year  all  Federal  excise  taxes 
will  bring  in  to  the  U.S.  Treasury  rev¬ 
enues  of  $10.2  billion.  This  is  almost  as 
much  money  as  is  involved  in  the  present 
income  tax  bill.  Can  we  afford  to  cut 
Federal  revenues  by  another  $10  billion? 
Clearly  there  is  a  limit  to  the  amount  of 
tax  reduction  the  Treasury  can  take. 

Literally  years  of  planning  and  delib¬ 
eration  lie  behind  H.R.  8363.  All  this 
planning  has  assumed  stability  in  other 
parts  of  the  Federal  tax  structure.  Hav¬ 
ing  deliberated  so  long  on  H.R.  8363,  will 
we  not  jeopardize  all  this  forethought  by 
heedless  cuts  and  slashes  on  a  few  hap¬ 
hazardly  chosen  items  of  merchandise? 

The  pending  income  tax  bill  will  make 
substantial  reductions  in  the  taxes  of 
every  consumer  and  retail  merchant.  All 
in  all,  it  will  reduce  taxes  by  $11.6  billion. 
It  is  estimated  that  93  percent  of  all  indi¬ 
vidual  tax  cuts  will  be  quickly  reflected 
in  consumer  spending.  Moreover,  the 
largest  tax  reductions  go  to  the  people 
about  whom  some  speakers  this  morning 
have  expressed  so  much  concern — the 
poor  and  the  small  shopkeeper.  Tax¬ 
payers  with  incomes  below  $3,000  will 
have  their  taxes  cut  by  39  percent,  and 
small  businessmen  will  get  a  27-percent 
tax  reduction.  This  is  a  very  substantial 
amount  of  tax  relief. 

Mr.  President,  I  have  suggested  that 
cutting  excise  taxes,  no  matter  how  po¬ 
litically  appealing  it  may  be,  is  not  some¬ 
thing  that  we  should  rush  into  on  the 
spur  of  the  moment  like  this.  The  dis¬ 
tinguished  chairman  of  the  Ways  and 
Means  Committee  has  announced  that 
hearings  on  the  entire  Federal  fiscal  tax 
structure  will  be  held  this  spring.  This 
is  a  far  better  approach  than  trying  to 
make  piecemeal  changes.  For  this  rea¬ 
son  I  oppose  this  amendment  as  an  ill- 
considered  attempt  to  tinker  with  fiscal 
policy.  I  urge  that  we  wait  until  we  can 
deal  with  this  subject  in  a  judicious 
manner. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  from  Kentucky  yield? 

Mr.  MORTON.  I  yield. 

Mr.  PASTORE.  Senators  would  be 
surprised  to  learn  how  many  women  can 
do  without  light  bulbs,  but  cannot  do 
without  lipstick. 

Mr.  HUMPHREY.  If  they  do  not 
have  light  bulbs,  they  cannot  see  the 
lipstick.  The  Senator  from  Rhode  Is¬ 
land  is  one  who  knows  that  women  really 
like  to  look  at  themselves. 

Mr.  PASTORE.  They  can  always  use 
gas  or  candlelight. 

Mr.  HUMPHREY.  I  suggest  that  the 
Senator  from  Rhode  Island  tell  them  to 
use  gas.  However,  there  is  a  tax  on  it. 

Mr.  PASTORE.  The  Senator  from 
Minnesota  makes  a  good  point.  We  have 
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reached  a  point  where  all  excise  taxes 
should  be  reviewed  and  considered  seri¬ 
ously.  However,  we  are  being  very  mod¬ 
erate  today.  This  is  a  moderate  ap¬ 
proach. 

I  do  not  think  a  woman’s  purse  can 
be  included  in  the  same  category  as  a 
set  of  tires.  There  is  some  distinction. 

I  admit  that  I  am  somewhat  pro¬ 
vincial  in  my  position.  I  am  interested 
in  jewelry  because  Rhode  Island  is  the 
jewelry  center  of  the  world.  It  irks  me 
to  have  someone  say  that  if  a  girl  wishes 
to  buy  a  small  piece  of  jewelry,  costing 
$5  or  $6,  she  is  buying  a  luxury  item, 
when  it  is  merely  something  that  she  can 
wear  to  complement  her  dress.  Or  per¬ 
haps  it  might  be  a  set  of  buttons  part 
and  parcel  of  her  dress ;  yet  it  is  consid¬ 
ered  as  a  luxury  item.  That  is  no  lux¬ 
ury — that  is  a  necessity.  We  are  a  long 
way  from  the  luxury  line. 

The  amendment  offers  a  moderate  ap¬ 
proach.  I  realize  that  many  arguments 
can  be  made  to  expand  the  proposal,  ex¬ 
pand  it  wider  and  higher,  but  I  think 
this  is  a  good  start.  I  hoped  that  the 
distinguished  Senator  who  offered  the 
amendment  would  accept  the  modifica¬ 
tion  and  take  it  to  conference.  At  least, 
let  us  get  the  amendment  moving. 
What  we  are  trying  to  do  is  to  stimulate 
the  buying  power  of  the  people.  Never 
underestimate  the  power  of  women — 
especially  their  buying  power.  How  bet¬ 
ter  can  that  be  realized  than  to  have  the 
girls  buy  lipstick  or  cold  cream,  or  buy 
themselves  nice  handbags?  Let  us  make 
our  women  beautiful.  Let  us  not  tax 
that  beauty.  Let  us  adopt  the  amend¬ 
ment. 

Mr.  MORTON.  Mr.  President,  on  the 
amendment,  as  modified,  I  ask  for  the 
yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  MORTON.  Mr.  President,  now  I 
yield  to  the  Senator  from  Florida  [Mr. 
Smathers]  to  enable  him  to  accept  my 
amendment.  [Laughter.] 

Mr.  SMATHERS.  Mr.  President,  I  am 
pleased  to  be  yielded  to;  and  I  regret 
that  I  am  unable  to  accept  the  amend¬ 
ment. 

I  wish  to  reply  to  the  remarks  of  the 
Senator  from  Rhode  Island.  He  said  this 
is  a  moderate  amendment.  He  also  said 
that  his  attitude  about  it  is  somewhat 
provincial.  Perhaps — unhappily — many 
Senators  have  a  provincial  interest,  and 
Rerhaps  I  am  one  of  them.  However,  if 
this  amendment  were  enacted,  its  direct 
cost  would  be  $455  million,  even  without 
the  enactment  of  the  provision  one 
sought  to  be  added  by  the  Senator  from 
Rhode  Island. 

On  the  other  hand,  this  amendment 
would,  in  the  long  run,  cost  about  $10 
billion,  because  similar  amendments 


would  be  added — as  the  Senator  from 
Louisiana  [Mr.  Long]  said  in  the  com¬ 
mittee,  when  we  were  debating  this  meas¬ 
ure  there.  He  said: 

This  will  not  cost  $455  million;  it  will  cost 
$10  billion,  because  in  that  event  the  Mem¬ 
bers  of  Congress  from  other  States  would  be 
able  to  persuade  Congress  to  remove  the  ex¬ 
cise  taxes  from  the  articles  manufactured  in 
their  States.  For  instance,  the  Senator  from 
Michigan  would  like  to  have  the  excise  taxes 
taken  off  automobile  tires  and  automobiles. 
We  from  Florida,  where  everyone  has  a  tele¬ 
phone,  would  like  to  have  that  excise  tax 
removed.  In  fact,  the  Senator  from  Kansas 
has  proposed  an  amendment  to  that  effect. 
If  we  were  to  start  by  removing  the  excise 
taxes  from  light  bulbs  and  automobiles, 
finally  the  able  Senator  from  Washington — 
a  leader  in  the  transportation  field — would 
decide  that  he  would  like  to  have  the  excise 
tax  taken  off  transportation;  and  when  that 
was  done,  the  Senator  from  Indiana  would 
want  the  excise  tax  removed  from  horns, 
bugles,  and  other  musical  instruments,  be¬ 
cause  they  are  made  in  his  district. 

At  that  rate,  Mr.  President — and  I  say 
this  with  great  respect  for  the  Senator 
from  Rhode  Island,  and  there  is  no  one 
for  whom  I  have  more  respect — when 
Congress  got  through  taking  off  all  those 
excise  taxes,  the  excise  taxes  would  have 
little  or  no  application. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  from  Florida  yield? 

Mr.  SMATHERS.  With  all  due  re¬ 
spect  to  the  Senator  from  Rhode  Island, 
I  wish  to  finish  my  statement  before  I 
yield.  __ 

So,  Mr.  President,  when  we  finished 
removing  the  excise  taxes  from  all  those 
items,  this  amendment  would  have  cost 
$10  billion. 

We  consider  and  continue  these  ex¬ 
cise  taxes  on  June  30  of  every  year  or 
prior  thereto,  or  else  most  of  them  auto¬ 
matically  expire.  It  is  interesting  to  ob¬ 
serve  that  this  excise  tax  was  not  first 
imposed  in  time  of  war.  It  was  first  im¬ 
posed  in  1932,  and  was  continued  until 
1936.  The  country  was  not  in  a  war 
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then;  and  the  tax  was  just  a  way  to 
obtain  revenue  for  the  Treasury. 

The  House  Ways  and  Means  Commit¬ 
tee  has  begun  to  consider  proposed  leg¬ 
islation  to  repeal  these  excise  taxes,  and 
is  wondering  how  practical  it  would  be 
to  remove  them;  and  in  due  course  the 
Senate  will  also  consider  that  proposal, 
in  accordance  with  the  regular  proce¬ 
dure  and — by  law — the  chairman  will 
have  to  have  our  committee  consider 
these  excise  taxes,  and  the  Senate  will 
have  to  decide  whether  it  believes  that 
some  of  the  excises  should  be  continued 
or  should  be  repealed.  That  considera¬ 
tion  will  occur  under  our  regular 
procedure. 
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In  short,  the  Senate  must  regularly 
consider  the  question  of  continuing  or 
repealing  the  excise  taxes.  However,  if 
the  Senate  now  starts  to  repeal  some  of 

them,  by  means  of  this  bill,  and  does  so 
to  the  extent  of  $10.7  billion,  and  then 
adds  to  that  the  $11  billion,  we  shall 
have — roughly — a  $22  billion  tax-reduc¬ 
tion  bill;  and  J  do  not  believe  such  ac¬ 
tion  would  be  very  responsible. 

The  Senator  from  Connecticut  would 
like  to  have  the  excise  tax  on  ballpoint 
pens  removed,  because  they  are  made  in 
Connecticut,  and  he  says  we  would  con¬ 
tribute  to  ignorance  if  we  did  not  act  to 
make  it  easier  for  the  children  to  obtain 
the  pens.  He  has  a  good  point,  because 
we  want  the  children  to  use  the  ballpoint 
pens  as  they  progress  with  their  educa¬ 
tion.  So  the  Senator  has  a  good  point 
there.  [Laughter.] 

But  when  we  start  considering  all  of 
these  excise  taxes — which  we  shall  have 
to  do  if  we  act  to  eliminate  one  of  them — 

then,  instead  of  causing  a  $455  million 
loss  to  the  Treasury,  the  final  cost  to  the 
Treasury  will  be  $10  billion.  That  is 
why  almost  all  members  of  the  com¬ 
mittee  have  at  some  time  or  other  fa¬ 
vored  the  removal  of  the  excise  taxes, 
and  that  is  why  we  finally  started  to  act 
to  eliminate  them.  Of  course,  we  could 
not  do  so  in  this  particular  bill;  but  the 
committee  will  consider  that  subject  later 
in  the  year,  as  it  must. 

So,  Mr.  President,  I  cannot  accept  the 
amendment. 

Mr.  MORTON.  Mr.  President,  will  the 
Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  MORTON.  Today,  the  Senator 
from  Florida  has,  in  his  usual  charming 
way,  kicked  an  awful  lost  of  dust  around 
in  this  Chamber.  [Laughter.] 

These  are  retail  excise  taxes,  and  they 
are  collected  from  the  retailers.  There 
are  also  manufacturers’  excise  taxes,  but 
these  are  the  retail  taxes.  A  person  who 
goes  into  a  supermarket,  to  buy  groceries 
or  one  who  wishes  to  buy  something  at 
a  drug  counter  or  a  cosmetic  counter, 
has  to  wait  while  a  separate  tape  is  run 
up  and  this  tax  is  imposed  on  his  pur¬ 
chases. 

I  agree  that  the  excise  tax  on  light 
bulbs  should  be  studied,  and  also  the 
excise  taxes  on  tires  and  the  other 
commodities;  but  I  point  out  that  the 
excise  taxes  in  this  particular  category 
are  collected  at  the  retail  level,  and  are 
a  burden  on  consumers  generally,  and 
are  especially  a  hardship  on  the  low- 
income  consumers,  and  also  a  great 
hardship  on  the  whole  retail  industry. 

Mr.  SMATHERS.  Mr.  President,  at 
this  point,  will  the  Senator  yield  for  a 
question? 


Mr.  MORTON.  I  yield. 

Mr.  SMATHERS.  Does  the  able  Sen¬ 
ator  from  Kentucky  believe  that  the  av¬ 
erage  citizen  in  Paducah,  Ky.,  believes 
there  is  any  great  difference  between 
whether  it  is  a  retail  tax  or  an  excise 
manufacturer’s  tax? 

Mr.  MORTON.  The  nature  of  the  tax 
is  clearly  stated  on  the  label,  which  must 
show  whether  the  price  of  the  article  is 
shown  with  or  without  the  tax;  and  the 
consumers  understand  that.  I  do  not 
live  in  Paducah,  and  I  do  not  shop  there, 
so  I  do  not  know  what  the  average  citi¬ 
zen  there  would  say;  but  I  do  live  in 
Louisville,  and  I  say  that  the  average 
citizen  there  understands  it. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  from  Kentucky  yield? 

Mr.  MORTON.  I  yield. 

Mr.  PASTORE.  There  is  a  differ¬ 
ence — and  this  information  may  come 
as  a  surprise  to  the  Senator.  These 
taxes  do  have  an  effect  on  the  consumers 
or  purchasers.  The  Senator  from  Min¬ 
nesota  was  formerly  in  the  drug  busi¬ 
ness,  and  he  will  admit  that  when  a  per¬ 
son  goes  into  a  drugstore,  his  decision 
to  buy  or  not  to  buy  depends  entirely 
on  whether  the  excise  tax  is  going  to  be 
written  on  that  sales  slip,  right  under 
his  nose.  So  the  tax  does  have  an  effect. 

I  am  saying  that  the  whole  philosophy 
of  this  tax  reduction  bill  is  to  accelerate 
purchasing.  So  let  us  remove  these 
taxes,  which  were  imposed  in  the  first 
place  as  a  brake. 

If  we  mean  to  do  what  we  started  out 
to  do,  the  correct  way  to  do  it  is  to  do 
it  directly. 

The  Senator  from  Florida  said  I  was 
being  provincial  in  my  attitude  about  the 
tax  on  jewelry.  That  is  correct;  but  I 
say  we  should  do  all  we  can  to  help  the 
women  of  America  purchase  aids  to  their 
beauty,  which  is  universal  and  eternal. 

Mr.  CURTIS.  Mr.  President,  I  shall 
support  the  amendment;  but  the  ques¬ 
tion  of  whether  the  taxes  will  be  reduced 
by  $11  billion  will  have  to  be  determined 
at  the  time  of  the  final  rollcall. 

I  stress  the  point  that  these  taxes  are 
imposed  on  a  relatively  few  manufac¬ 
turers,  who  are  required  to  assess  the 
taxes,  collect  them,  do  the  necessary 
bookkeeping,  and  make  the  returns  to 
the  Federal  Treasury. 

These  taxes  are  a  nuisance  to  people 
all  over  the  country.  When  a  woman 
buys  five  or  six  items  in  a  drugstore, 
she  will  find  that  perhaps  two  or  three 
of  them  are  subject  to  the  Federal  excise 
tax,  and  the  others  are  not.  Often  the 
payment  of  the  tax  is  not  recorded,  or 
perhaps  the  sales  clerk  becomes  con¬ 
fused  in  attempting  to  ascertain  the  cor¬ 
rect  amount  of  the  tax,  with  the  result 
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that  the  customer  is  required  to  pay  a  few 
cents  too  much.. 

The  excise  tax  division  of  the  Internal 
Revenue  Service  has  had  much  difficulty 
collecting:  the  retail  excise  taxes. 

I  daresay  that  every  Senator  will  find 
in  his  office  files  complaints  from  honest 
businessmen  about  the  handling  of  ex¬ 
cise  taxes.  I  know  of  one  instance  in 
which  a  druggist’s  records  were  chal¬ 
lenged  by  the  Internal  Revenue  Service, 
which  questioned  the  number  of  articles 
subject  to  the  Federal  retail  excise  tax 
he  had  sold.  The  Government  agents 
said  to  him,  “Your  gross  sales  amount 
to  x  dollars,  and  therefore — by  our  rule 
of  thumb — we  believe  you  sold  x  dollars’ 
worth  of  merchandise  which  was  subject 
to  the  Federal  retail  excise  tax”;  and  he 
was  required  to  pay  that  amount,  or  else 
engage  in  litigation  over  it. 

Furthermore,  Mr.  President,  these  ex¬ 
cise  taxes  are  very  widely  applied;  they 
must  be  applied  in  thousands  of  places 
of  business  in  the  United  States.  On  the 
other  hand,  if  the  tax  were  levied  at  the 
manufacturers’  level,  relatively  few  per¬ 
sons  would  have  to  be  contacted  in  re¬ 
gal’d  to  it. 

I  do  not  say  the  manufacturers’  taxes 
should  not  be  reviewed  and  reduced; 
and  perhaps  some  of  them  should  be  re¬ 
duced  today.  But  the  question  of  the 
repeal  of  the  manufacturers’  taxes 
should  not  be  confused  with  the  question 
of  the  enactment  of  this  amendment, 
which  deals  with  the  retailers’  tax. 

In  answer  to  the  proposal  of  the  dis¬ 
tinguished  Senator  from  Florida,  I  re¬ 
ply  that  if  it  is  true  that  the  adoption 
of  this  amendment  would  cause  a  chain 
reaction  which  would  result  in  an 
eventual  revenue  loss  of  $10  or  $11 
billion,  certainly  it  would  also  be  true 
that  a  similar  reaction  and  a  similar 
loss  would  result  if  the  amendment  were 
to  be  placed  in  effect  a  few  months  later. 
In  short,  that  argument  is  an  old  gim¬ 
mick  which  is  trotted  forth  in  an  attempt 
to  oppose  the  needed  repeal  of  these  ex¬ 
cise  taxes. 

I  believe  that  should  be  repealed  if 
we  are  to  have  a  tax  reduction  of  approx¬ 
imately  $10  billion. 

I  did  not  intend  to  take  so  much  time. 

1  thank  the  distinguished  Senator  for 
yielding  to  me. 

Mr.  MORTON.  Mr.  President,  I  yield 

2  minutes  to  the  Senator  from  Oregon. 

The  PRESIDING  OFFICER  (Mr.  Nel¬ 
son  in  the  chair).  The  Senator  from 
Oregon  is  recognized  for  2  minutes. 

Mr.  MORSE.  Mr.  President,  I  agree 
with  the  Senator  from  Kentucky  and  the 
Senator  from  Rhode  Island  in  the  argu¬ 
ments  they  have  advanced  in  support 
of  the  amendment.  ». 


Since  19C7  I  have  offered  amendments 
on  the  subject  of  excise  taxes.  I  have 
looked  into  the  recommendations  of  the 
Committee  on  Economic  Development, 
composed  of  a  group  of  outstanding  in¬ 
dustrial  leaders,  which  has  submitted 
report  after  report  since  1947,  calling  for 
drastic  revisions  of  the  excise  tax  pro¬ 
gram  and  the  abolition  of  many  excise 
taxes.  I  have  placed  those  recommenda¬ 
tions  in  the  Record  time  and  time  again. 

I  do  not  believe  we  can  avoid  these 
three  reasons: 

First,  that  the  leaders  of  Congress 
pledged,  when  they  levied  excise  taxes 
during  World  War  II,  that  they  would 
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be  removed.  During  the  past  15  years 
or  more,  I  have  placed  the  statements  of 
those  congressional  leaders  in  the  Rec¬ 
ord  from  time  to  time. 

Second,  in  my  judgment,  there  is  no 
answer  to  the  economists  of  the  Com¬ 
mittee  for  Economic  Development  as  to 
the  restrictive  effect  of  excise  taxes  on 
purchasing  power.  I  thought  our  objec¬ 
tive  in  the  bill  was  to  stimulate  the  econ¬ 
omy,  to  induce  people  to  buy,  and  thus 
create  the  many  jobs  that  would  flow 
from  such  purchases. 

Third,  I  am  not  pejsuaded  at  all  by 
the  argument  of  the  Senator  from  Flor¬ 
ida  that  this  proposal  might  lead  the  way 
to  the  elimination  of  excise  taxes.  That 
is  one  of  the  n^ain  reasons  why  I  urge 
support  of  the  amendment.  I  believe 
that  is  exactly  what  it  would  do.  If  the 
Senate  adopts  this  amendment  today,  it 
will  set  a  precedent  so  that  next  May  or 
June  we  may  be  able  to  get  rid  of  other 
excise  taxes,  but  that  is  a  long  day  off. 

I  thank  the  Senator  from  Florida  for 
making  that  argument,  because  I  believe 
it  is  the  best  argument  in  support  of  the 
amendment;  because  if  this  amendment 
is  adopted,  it  will  set  a  precedent,  and 
will  pave  the  way  to  do  what  we  should 
have  done  a  long  time  ago,  namely,  get 
rid  of  most  of  the  excise  taxes. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  from  Kentucky  yield? 

Mr.  MORTON.  I  yield  2  minutes  to 
the  Senator  from  Utah. 

The  PRESIDING  OFFICER.  The 
Senator  from  Utah  is  recognized  for  2 
minutes. 

Mr.  BENNETT.  I  should  like  to  fol¬ 
low  up  the  comments  made  by  the  Sen¬ 
ator  from  Kentucky  and  the  Senator 
from  Nebraska  as  to  the  difficulties  the 
excise  tax  creates,  not  only  for  the  buyer, 
but  also  for  the  seller. 

The  Senator  from  Kentucky  referred 
to  the  brother  who  operates  a  super¬ 
market,  and  has  to  have  two  tapes. 
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I  have  in  mind  a  personal  friend  in  a 
small  town  in  my  State  who  operates  a 
one-man  drugstore.  Each  time  he  sells 
a  taxable  item,  he  must  stop  and  get  out 
a  pencil  and  notebook  and  write  down  a 
description  of  the  item,  the  price  the 
customer  paid  for  it,  and  the  amount  of 
the  tax,  because  that  is  the  only  device 
by  which  he  can  protect  himself  when 
the  Internal  Revenue  inspector  comes 
along.  This  slows  the  situation  down, 
and  it  also  slows  down  his  ability  to  serve 
his  customers.  It  is  an  eternal  burden 
to  the  little  man  who  is  trying  to  operate 
a  small  business.  I  believe  this  is  one  of 
the  most  potent  reasons  why  we  should 
get  rid  of  taxes  of  this  kind.  They  are 
purely  nuisance  taxes,  not  only  to  the 
buyer,  but  also  to  the  man  who  wishes  to 
serve  his  customers  well. 

Mr.  HARTKE.  Mr.  President,  will 
the  Senator  from  Kentucky  yield? 

Mr.  MORTON.  I  yield. 

Mr.  HARTKE.  I  should  like  to  in¬ 
quire  of  the  Senator  from  Kentucky 
whether  this  includes  all  of  the  sales 
taxes. 

Mr.  MORTON.  Federal  retail  sales 
taxes. 

Mr.  HARTKE.  It  includes  all  of  the 
retail  excise  taxes.  Does  it  exclude  diesel 
fuel  oil? 

Mr.  MORTON.  This  includes  leather 
goods,  furs,  toilet  preparations,  and  jew¬ 
elry,  with  a  $100  limit - 

Mr.  HARTKE.  As  I  understand,  that 
leaves  only  one  retail  excise  tax  which 
is  not  included - 

Mr.  MORTON.  It  does  not  touch  the 
gasoline  tax. 

Mr.  HARTKE.  That  is  the  only  one 
left. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Kentucky  yield  for  a  cor¬ 
rection?  It  leaves  the  tax  on  theater 
tickets,  and  I  am  about  to  offer  an 
amendment  on  that  subject. 

Mr.  HARTKE.  That  would  leave  only 
the  diesel  fuel  oil  tax.  If  we  are  to  have 
a  uniform  ticket  on  retail  taxes,  we  must 
take  that  out;  but,  if  not,  I  should  like 
to  make  a  brief  statement  on  behalf  of 
schoolchildren. 

At  the  present  time,  if  one  plays  a 
musical  instrument  in  an  orchestra  or 
a  band  in  an  institution,  and  the  institu¬ 
tion  buys  the  instrument  for  the  child’s 
use,  there  is  no  excise  tax,  but  an  exemp¬ 
tion  is  allowed.  But,  if  the  parent  buys 
the  musical  instrument  for  use  in  the 
same  orchestra  or  the  same  band  in  the 
same  institution,  an  excise  tax  is  levied. 
The  Senator  from  Kentucky  and  I  were 
both  subject  to  an  adverse  editorial,  so 
I  wonder  whether  he  would  be  willing  to 
include  this  textbook,  so  to  speak,  on 
musical  instruments  only  for  school- 
children. 


Mr.  MORTON.  That  is  a  manufac¬ 
turer’s  tax. 

Mr.  HARTKE.  There  is  no  question 
about  it;  it  is  a  manufacturer’s  tax. 

Mr.  MORTON.  I  cannot  complicate 
the  amendment.  To  get  into  this  area 
would  be  to  open  up  Pandora’s  box. 
The  Senator  from  Indiana  and  I  were 
the  joint  targets  of  an  unfavorable  edi¬ 
torial,  so  I  wish  to  stop  agreeing  with 
the  Senator  from  Indiana.  I  ask  the 
Senator  not  to  get  me  into  that  jam 
again.  I  cannot  accept  the  proposal. 

Mr.  HARTKE.  So  far  as  I  am  con¬ 
cerned,  there  is  great  interest  in  en¬ 
couraging  the  beauty  of  women,  and  I 
believe  that  children  should  also  be  en¬ 
couraged,  in  the  cultural  field,  to  further 
their  musical  education  and  not  to  in¬ 
hibit  it. 

Mr.  MORTON.  I  am  for  furthering 
the  musical  education  of  children,  but  I 
cannot  open  up  the  amendment  any 
further.  I  am  sorry. 

Mr.  BEALL.  Mr.  President,  will  the 
Senator  from  Kentucky  yield? 

Mr.  MORTON.  I  yield  3  minutes  to 
the  Senator  from  Maryland. 

Mr.  BEALL.  Mr.  President,  I  have  for 
some  time  advocated  the  repeal  of  the 
wartime  excise  taxes.  In  line  with  this, 
I  shall  support  the  pending  amendment, 
as  well  as  any  other  amendment  designed 
to  repeal  excise  taxes. 

Excise  taxes  were  enacted  during  a 
wartime  period  to  discourage  the  use  of 
transportation  and  communications  fa¬ 
cilities  and  to  discourage  the  purchase 
of  luxury  items.  The  war  is  over.  There 
can  be  no  justification  for  further  dis¬ 
couraging  the  use  of  these  facilities  or 
purchase  of  these  goods. 

There  is  general  agreement  on  the  need 
for  expanding  our  economy.  An  expand¬ 
ing  economy  requires  increasing  invest¬ 
ment  in  services  and  goods,  and  any¬ 
thing  which  discourages  investment  in 
services  and  goods  in  an  obstacle  to  an 
expanding  economy. 

I  am  convinced  that  tax  reduction  is 
necessary.  However,  there  is  a  segment 
of  our  population  which  will  not  benefit 
from  a  tax  cut.  I  refer  to  those  low-in¬ 
come  people  who  are  not  taxed,  as  well  as 
those  who  are  unemployed.  Under  the 
provisions  of  this  bill,  these  individuals 
will  continue  to  pay  excise  taxes  on 
products  and  services  which  have  be¬ 
come  necessities.  These  people  are  en¬ 
titled  to  participate  in  the  lightening  of 
the  tax  burden. 

In  today’s  economy,  it  does  no  make 
sense  to  classify  as  luxuries  clocks, 
watches,  and  ladies’  handbags,  and  yet, 
in  this  bill,  these  items  are  listed  as  luxu¬ 
ries  and  are  subject  to  an  excise  tax.  A 
lady’s  handbag  is  every  bit  as  necessary 
as  the  pockets  in  a  man’s  trousers. 
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The  thousands  of  retail  and  manu¬ 
facturing  taxes  fall  on  all  citizens  alike, 
but  they  fall  heaviest  on  those  who  can 
least  afford  them.  This  tax  bill,  we  are 
told,  is  designed  to  stimulate  the  econ¬ 
omy  and  place  additional  purchasing 
power  in  the  hands  of  the  consumer.  In 
view  of  this,  we  should  start  by  repeal¬ 
ing  the  excise  taxes. 

I  intend  to  support  the  pending 
amendment,  and  any  others  which 
promise  to  relieve  our  people  of  obnoxious 
and  illogical  excise  taxes. 

UNANIMOUS-CONSENT  REQUEST 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  de¬ 
bate  of  the  Morton  amendment  be  con¬ 
cluded  at  1  o’clock,  and  that  the  time 
be  divided,  15  minutes  for  the  sponsor  of 
the  amendment,  and  the  remainder  of 
the  time  to  the  opponents,  the  time  to 
be  divided  and  controlled  by  the  Senator 
from  Louisiana. 

The  reason  I  request  that  the  oppo¬ 
nents  have  control  over  the  majority  of 
the  time  is  that,  so  far,  the  proponents 
have  held  the  floor  for  the  most  part. 

Mr.  JAVITS.  The  Senator  from  Lou¬ 
isiana  should  make  one  proviso,  and  that 
is  that  the  amendment  can  be  amended. 
I  do  not  expect  any,  but  I  do  not  believe 
a  unanimous-consent  request  should  pre¬ 
clude  amendments  to  an  amendment. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  time 
on  the  amendments  be  limited  to  10 
minutes  on  each  side. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  LAUSCHE.  Mr.  President,  reserv¬ 
ing  the  »ight  to  object,  I  should  like  about 
7  or  8  minutes. 

Mr.  LONG  of  Louisiana.  I  yield  to 
the  Senator  that  amount  of  time. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  MAGNUSON.  Mr.  President,  re¬ 
serving  the  right  to  object,  I  wish  to 
make  a  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senators  will  state  it. 

Mr.  MAGNUSON.  Is  the  Morton 
amendment  subject  to  amendments  per¬ 
taining  to  excise  taxes  that  would  not 
,  relate  to  the  retail  collection  of  taxes? 

[P.  1947] 

The  PRESIDING  OFFICER.  Ger¬ 
maneness  of  amendments  is  not  re¬ 
quired. 

Mr.  SMATHERS.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  SMATHERS.  Does  the  ruling  of 
the  Chair  then  mean  that  there  could 


be  added  to  the  Morton  amendment  an 
amendment  which  would  reduce  the 
excise  tax  on  light  bulbs,  automobile 
tires,  automobiles,  ballpoint  pens,  mus¬ 
ical  instruments  used  in  high  schools, 
and  transportation? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct.  Is  there  objection 
to  the  unanimous-consent  request?  * 

Mr.  GORE.  Mr.  President,  I  object. 

The  PRESIDING  OFFICER.  Objec¬ 
tion  is  heard. 

Mr.  PROXMIRE  obtained  the  floor.  _ 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  am  happy  to  yield 
to  the  majority  leader. 

Mr.  MANSFIELD.  Mr.  President,  has 
a  unanimous  agreement  been  entered 
into? 

The  PRESIDING  OFFICER.  No 
agreement  has  been  entered  into. 

Mr.  MANSFIELD.  I  express  the  hope 
that  there  will  be  none,  because  I  have 
been  notified  by  at  least  one  Senator 
that  he  would  object.  If  any  unanimous- 
consent  requests  are  made,  I  believe  they 
should  be  made  while  that  Senator 
is  present  in  the  Chamber,  and  he  should 
be  given  some  notice. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  understand  that,  but  I  believe 
that  if  a  Senator  desires  to  keep  the  Sen¬ 
ate  from  voting,  he  should  remain  in  the 
Chamber  to  see  that  the  Senate  does  not 
vote,  or  find  some  other  Senator  who  will 
remain  here  to  see  that  the  Senate  does 
not  vote.  I  do  not  believe  that  a  single 
Senator  who  wishes  to  impede  the  move¬ 
ment  of  the  Senate  should  have  the  priv¬ 
ilege  of  delaying  the  activities  of  the 
Senate  in  absentia.  I  think  he  should 
be  present  to  do  it. 

Mr.  MANSFIELD.  If  I  had  known 
that  the  request  was  to  be  made,  I  would 
have  objected  in  the  name  of  that  Sena¬ 
tor,  because  I  believe  that  every  Senator 
is  entitled  to  that  consideration.  I  be¬ 
lieve  the  Senator  from  Louisiana  feels 
the  same  way. 

Mr.  LONG  of  Louisiana.  That  is  more 
consideration  than  the  majority  leader 
has  ever  accorded  the  Senator  from  Lou¬ 
isiana  in  absentia. 

I  have  negotiated  with  the  Senator  in 
relation  to  subjects  that  I  did  not  want 
considered  when  I  could  not  be  present, 
but  it  has  been  my  impression  that  if  a 
Senator  wished  to  keep  the  Senate  from 
acting,  he  would  be  required  to  be  pres¬ 
ent  or  to  find  some  Senator  who  would 
take  the  responsibility  of  keeping  the 
Senate  from  voting. 

Mr.  PROXMIRE.  Mr.  President,  who 
has  the  floor? 

The  PRESIDING  OFFICER.  The 
Senator  from  Wisconsin  has  the  floor. 
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Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  SMATHERS.  I  believe  that  all 
Senators  who  might  have  some  Interest 
in  objecting  to  a  unanimous-consent 
request  are  now  in  the  Chamber.  I  won¬ 
dered  If,  while  Senators  are  present,  we 
might  not  explore  the  prospect  of  hav¬ 
ing  a  vote  at  1  or  1:30  p.m.,  which 
I  think  would  give  every  Senator  an  op¬ 
portunity  to  be  heard. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MANSFIELD.  There  is  nothing 
I  would  rather  do,  because  several  Sen¬ 
ators  have  engagements  of  peculiar  sig¬ 
nificance  to  them  this  afternoon.  But 
I  feel  I  would  have  to  object  unless  I 
could  get  the  “go  ahead”  from  Senators 
who  have  come  to  me.  I  believe  the  Sen¬ 
ate  can  vote  on  the  amendment  very 
shortly  anyway. 

Mr.  MCCARTHY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  am  happy  to  yield 
to  the  Senator  from  Minnesota. 

Mr.  MCCARTHY.  I  should  like  to  ask 
the  majority  leader  if  it  would  be  agree¬ 
able  to  him,  since  it  is  apparently  the 
amendment  now  before  the  Senate  on 
which  Senators  have  requested  delay,  to 
consider  other  amendments,  temporarily 
laying  aside  the  present  amendment. 

Mr.  MANSFIELD.  I  believe  the  Senate 
can  reach  a  vote  on  the  amendment  in  a 
reasonable  time.  I  would  hope  so. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  I  am  happy  to  yield 
to  the  Senator  from  Tennessee. 

Mr.  GORE.  In  view  of  the  remarks 
that  have  been  made,  I  believe  I  am  jus¬ 
tified  in  asking  the  indulgence  of  the 
Senate  for  a  moment.  I  have  no  objec¬ 
tion  to  voting  on  the  amendment.  I  am 
ready  to  vote  now.  So  I  am  not  delay¬ 
ing  the  Senate. 

I  am  not  angry  at  anyone.  We  op¬ 
erate  here  as  a  body  of  Senators  in  the 
most  exclusive  and  important  legislative 
body  in  the  world.  Gentlemen’s  agree¬ 
ments  are  entered  into  and  kept.  The 
leadership  has  always  acted — and  in  the 
present  case  is  so  acting — as  the  agent 
of  the  Democratic  majority.  The  minor¬ 
ity  leader  acts  as  the  agent  of  Senators 
on  his  side  of  the  aisle. 

The  distinguished  junior  Senator  from 
Louisiana  states  that  a  Senator  must  be 
on  the  floor  of  the  Senate  in  order  to 
have  his  rights  protected.  In  the  12 
years  that  I  have  been  in  the  Senate  the 
leadership  has  always  undertaken  to  pro¬ 
tect  the  rights  of  every  Senator  on  his 
side  of  the  asle  with  respect  to  a  unani¬ 
mous-consent  agreement. 


Yesterday,  though  I  felt  I  had  a  good 
deal  more  wisdom  to  impart,  the  ma¬ 
jority  leader  suggested  a  time  to  vote. 
Perhaps  he  thought  I  had  talked  long 
enough.  I  am  sure  I  had  talked  too  long. 
I  readily  agreed  to  have  a  voice  vote  on 
the  pending  amendment  immediately 
and  then  to  offer  a  similar  amendment 
proposing  a  smaller  increase  in  the  per¬ 
sonal  exemption,  and  to  ask  for  a  yea- 
and-nay  vote  on  the  second  amendment. 
I  agreed  to  a  10 -minute  limitation  of  time 
for  debate. 

The  majority  leader  himself  suggested 

that  the  time  be  30  minutes,  to  be  divided 
15  minutes  to  each  side.  I  agreed  to  that 
arrangement. 

But  suddenly  there  was  a  motion  to 
table.  That  is  a  procedural  motion.  I 
believe  that  procedure  has  been  resorted 
to  entirely  too  often  recently.  It  is  the 
most  oppressive  parliamentary  tactic 
available.  True,  every  Senator  has  a 
parliamentary  right  to  make  a  motion  to 
table,  but  if  Senators  will  reflect,  the 
motion  has  been  regarded  as  a  proce¬ 
dural  motion  which  is  the  prerogative 
of  the  leadership. 

Perhaps  I  am  in  error,  but  until  there 
is  some  better  understanding  and  until 
there  is  some  clarification  of  what  the 
rights  of  Senators  are  and  how  fully 
agreements  entered  into  in  good  faith 
should  be  complied  with,  I  felt  the  neces¬ 
sity  today,  not  out  of  anger,  but  out  of 
regard  for  Senate  procedure  and  the 
rights  of  every  Senator,  to  ask  the  leader¬ 
ship  to  refrain  from  entering  into  unani¬ 
mous-consent  agreements  for  the  time 
being. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MANSFIELD.  I  should  like  to 
express  the  hope  that  the  Senate  can 
reach  a  better  understanding  of  the  use 
of  the  tabling  motion,  so  that  its  mean¬ 
ing  will  be  absolutely  clear  to  all  Sena¬ 
tors  concerned. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  PROXMIRE.  I  yield. 

Mr.  GORE.  I  should  like  to  inquire 
of  the  majority  leader  whether  I  have 
in  any  way  misstated  the  understanding 
•which  he,  I,  the  Senator  from  Florida 
[Mr.  SmathersI,  and  the  Senator  from 
Louisiana  [Mr.  Long]  had  yesterday. 

Mr.  MANSFIELD.  Insofar  as  I  can 
recall,  the  Senator  has  stated  the  situa¬ 
tion  correctly. 

Mr.  President,  I  express  the  hope  that, 
in  view  of  the  fact  that  we  cannot  have 
a  unanimous-consent  agreement  on  the 
amendment  now  before  the  Senate,  the 
Senate  will  be  able  to  come  to  a  vote 
shortly,  because  of  some  especially  diffi- 
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cult  circumstances  affecting  certain  Sen¬ 
ators. 

That  does  not  mean  that  the  Senate 
is  not  going  to  remain  in  session  late. 
I  know  of  no  dinners  tonight  that  Sen¬ 
ators  must  attend.  I  hope  we  may  pro¬ 
ceed  with  the  bill  and  with  the  amend¬ 
ments  expeditiously. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  PROXMIRE.  I  yield  to  the  Sena¬ 
tor  from  Louisiana. 

Mr.  LONG  of  Louisiana.  Let  me  say, 
for  the  benefit  of  the  Senator  from  Ten¬ 
nessee,  that  I  regret  exceedingly  that 
there  was  a  misunderstanding  yesterday 
with  regard  to  the  amendment  offered 
by  the  Senator  from  Tennessee.  On  an 
informal  basis,  the  Senator  from  Ten-! 
nessee  stated  that  he  wanted  a  vote  on 
his  amendment  and  that  he  was  willing 
to  limit  time  on  it  on  any  reasonable 
basis.  That  was  agreed  to.  There  was 
no  written  agreement.  I  regret  to  say 
that  there  was  a  misunderstanding  in 
that  there  was  no  meeting  of  the  minds. 

[P.  1948] 

The  Senator  from  Tennessee  felt  that 
there  would  be  a  direct  vote  on  the 
amendment.  The  Senator  from  New 
Mexico,  if  he  was  on  the  floor  at  the  time, 
did  not  understand  that  to  be  the  case, 
and  the  Senator  from  New  Mexico  moved 
to  table  the  amendment. 

The  standard  unanimous-consent 
agreements  that  have  been  entered  into 
in  the  Senate  have  been  agreements 
merely  to  limit  debate. 

Such  an  agreement  is  actually  a  sub¬ 
stitute  for  a  motion  to  table.  It  is  an 
agreement  to  limit  debate  so  both  sides 
may  have  equal  time  to  be  heard,  at  the 
conclusion  of  which  time  the  Senate  will 
vote  on  whatever  the  proposition  may  be. 
When  the  time  has  expired,  Senators 
may  do  any  one  of  many  things.  They 
may  move  to  amend  the  amendment,  to 
table  the  amendment,  or  to  refer  the 
whole  matter  back  to  the  committee.  All 
sorts  of  motions  are  in  order  when  the 
time  has  expired  on  the  proposal.  That 
has  always  been  so  under  the  unani¬ 
mous-consent  agreements.  They  have 
been  merely  agreements  to  limit  debate, 
and  have  not  foreclosed  Senators  from 
other  rights  when  the  debate  has  been 
limited. 

Some  Senators  would  like  to  have  it 
agreed  that,  in  limiting  debate  on  their 
amendments,  there  would  be  no  motion 
to  table  their  amendments.  That  is  a 
new  twist  or  a  new  problem  we  have  not 
contended  with  before.  Prior  to  this 
time,  when  any  Senator  wanted  to  make 
a  motion  to  table — and  it  was  usually  the 
leadership  or  the  Senator  in  charge  of 


the  bill — he  waited  until  such  time  as  he 
felt  there  had  been  adequate  debate  be¬ 
fore  making  the  motion. 

We  have  seen  times  when  we  thought 
some  Senator  was  treated  unfairly.  I 
recall  a  time  when  the  then  majority 
leader  moved  to  table  an  amendment 
offered  by  the  Senator  from  Oregon  be¬ 
fore  he  had  had  an  opportunity  to  dis¬ 
cuss  or  debate  it.  I  thought  that  was  an 
oppressive  motion. 

I  regret  what  happened  yesterday.  I 
think  the  Record  will  show  that  yester¬ 
day  the  Senator  from  Tennessee  felt  he 
had  an  agreement  that  there  would  be  a 
direct  vote  on  the  amendment,  rather 
than  a  motion  to  table.  If  he  thought 
there  was  such  an  agreement,  so  far  as 
I  am  concerned,  and  so  far  as  the  leader¬ 
ship  is  concerned,  we  would  like  to  have 
accommodated  him.  But  there  is  no  rule 
to  foreclose  a  Senator  from  making  a 
motion  to  table  at  any  time  he  wishes  to 
make  such  a  motion. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  Mr.  President,  I 
have  the  floor.  I  yield  to  the  majority 
leader.  • 

Mr.  MANSFIELD.  Mr.  President,  to 
confirm  what  the  distinguished  Senator 
In  charge  of  the  bill  has  just  said,  he 
was  the  one  who  anticipated  me  in  ask¬ 
ing  that  the  action  on  the  motion  to 
table  be  vacated.  I  was  the  one  who 
made  the  suggestion,  but  he  was  the 
one  who  made  it  firsts 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  ‘Mr.  President,  I 
shall  yield  only  once  more,  because  the 
majority  leader  has  urged  me  to  get  on 
with  my  statement  on  the  amendment. 

Mr.  GORE.  Mr.  President,  I  am  ap¬ 
preciative  of  the  fact  that  notxmly  the 
majority  leader,  but  the  Senator  in 
charge  of  the  bill  and  the  Senator  from 
Florida,  attempted  to  have  the  action 
of  the  Senate  rescinded,  and  to  comply 
with  what  I,  at  least,  understood  to  be 
the  spirit  of  the  agreement.  So  the 
Senator  from  Tennessee  is  not  angry  at 
anyone,  but  he  feels  there  should  be  a 
clarification  of  this  matter  for  the  pro¬ 
tection  of  the  procedures  of  the  Senate 
and  the  protection  of  Senators  who  enter 
agreements  in  good  faith. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  PROXMIRE.  For  10  seconds. 

Mr.  LONG  of  Louisiana.  If  the  Sena¬ 
tor  from  Tennessee  still  wants  a  direct 
vote  on  the  amendment,  I  hope  very 
much  that  the  Senator  from  Tennessee 
will  offer  it,  because  if  that  is  what  he 
thought  the  understanding  was,  I  would 
like  to  accommodate  him. 
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Mr.  PROXMIRE.  Mr.  President,  I 
support  the  amendment  offered  by  the 
Senator  from  Kentucky  [Mr.  Morton] 
for  two  reasons.  In  the  first  place,  in 
my  judgment,  the  bill,  if  it  is  passed,  will 
be  inflationary.  I  think  most  economists 
agree,  whether  they  support  the  bill  or 
not,  that  there  is  danger  it  may  be  in¬ 
flationary. 

The  tax  bill  should  certainly  not  be 
approved  unless  the  Federal  retail  sales 
taxes  on  a  number  of  items  which  many 
people  regard  as  essential  is  repealed. 
The  proposal  is  to  remove  the  tax,  up  to 
$100  on  furs,  also  the  tax  on  jewelry,  cos¬ 
metics,  and  other  articles. 

I  have  visited  many  retail  establish¬ 
ments  in  Wisconsin.  Businessmen  are 
having  a  hard  time  keeping  their  heads 
above  water.  In  my  judgment,  it  would 
be  very  helpful  to  them  to  remove  these 
taxes,  as  proposed.  It  would  mean  their 
profits  would  be  helped  a  little,  and  they 
could  perhaps  decrease  retail  prices  a 
little,  which  would  help  the  battle  against 
inflation. 

The  second  point  I  should  like  to  make 
is  that  a  large  number  of  Americans  are 
left  out  of  the  tax  bill.  Eighty  percent 
of  those  over  65  years  of  age  will  get 
no  benefit  from  the  tax  cut,  because  they 
do  not  have  enough  income  to  pay  tax. 
The  majority  of  American  farmers  are 
left  out,  because  they  do  not  have  an 
adequate  income  to  pay  tax.  As  the 
Senator  from  Maryland  pointed  out,  the 
unemployed  are  left  out  because  they 
do  not  have  an  adequate  income  to  pay 
tax. 

However,  those  people  buy  inexpensive 
cosmetics,  furs,  clothing,  and  so  forth. 
It  will  be  at  least  a  little  help  to  them 
if  the  retail  tax  repealer  passes. 

Finally,  the  main  objection  to  the 
amendment  is  that  it  would  cost  about 
$425  million.  I  intend  to  offer  an 
amendment  a  little  later  today  that 
would  save,  on  the  basis  of  Internal 
Revenue  taxation  estimates,  some  $725 
million.  The  Senator  from  Illinois  [Mr. 
Douglas!  will  offer  an  amendment  that 
would  save  $400  million.  I  think  we  can 
responsibly  support  this  proposal  with¬ 
out  a  significant  net,  overall  loss  to  the 
Federal  Treasury. 

Mr.  MORTON.  I  yield  to  the  Senator 
from  Wyoming  [Mr.  Simpson], 

Mr.  SIMPSON.  Mr.  President,  out  in 
the  hinterlands,  in  the  tall  country  in 
the  wonderful  State  of  Wyoming, 
equality  of  women  was  recognized  be¬ 
fore  Wyoming  became  a  State  in  1890. 
Adoption  of  this  amendment  would  rep¬ 
resent  a  recognition  of  equality  of  women 
by  taking  the  obnoxious  tax  off  wearing 
apparel  as  has  been  done  for  men.  I 
am  sure  they  would  be  appreciative  of 
it. 


Mr.  LONG  OF  Louisiana.  I  yield  to 
the  Senator  from  Ohio  [Mr.  Lausche]. 

Mr.  LAUSCHE.  Mr.  President,  I  do 
not  contemplate  supporting  the  amend¬ 
ment  because  I  think  in  principle  it  is 
in  conflict  with  the  entire  program  which 
is  sought  to  be  adopted  by  the  Congress. 

When  President  Kennedy  made  his 
recommendation  for  a  tax  reduction,  he 
confined  it  to  the  income  tax. 

The  theory  of  the  proposal  was  that 
excessive  income  taxes  operated  as  a 
repressive  influence  upon  the  full  exer¬ 
cise  of  corporate  capacity  and  individual 
capacity  to  create.  No  mention  was 
made  in  his  proposal  about  cutting  ex¬ 
cise  taxes.  The  bill  as  it  has  come  be¬ 
fore  us  deals  with  corporate  and  personal 
income  taxes,  and  not  excise  taxes. 

Experts  who  testified  before  the  com¬ 
mittee,  and  economists  who  testified  be¬ 
fore  the  committee  and  who  have  writ¬ 
ten  articles  for  magazines,  have  repeat¬ 
edly  used  Europe  as  an  example  of  how 
to  stimulate  growth.  They  agree  it 
should  be  done  by  reducing  income  taxes, 
but  not  reducing  excise  taxes.  I  can¬ 
not  be  too  vigorous  in  pointing  out  that 
if  we  make  a  study  of  the  methods  with 
which  revenues  are  collected  by  West¬ 
ern  nations  and  those  in  the  Western 
Hemisphere,  especially  Canada  and  the 
'  United  States,  we  find  that  excise  taxes 
are  the  sources  through  which  revenues 
are  collected.  Income  taxes,  both  for 
corporations  and  individuals,  have  been 
reduced. 

In  Austria  they  were  reduced  probably 
three  or  four  times.  On  each  occasion 
the  theory  was  to  take  away  the  restraint 
that  tells  an  individual  to  quit  working 
because  he  has  earned  more  than  he  can 
possibly  save  because  of  the  tax  imposed 
on  him. 

On  Monday  I  introduced  into  the 
Record  a  tabulation  of  the  taxes  in  Euro¬ 
pean  countries.  Since  a  number  of 
Senators  are  present,  I  would  like  to  read 
what  that  tabulation  shows.  The 
United  States  is  at  the  bottom  of  the 
totem  pole  in  collecting  excise  taxes — 83 
percent  of  its  revenues  are  derived 
through  income  taxes,  and  17  percent 
through  excise  and  other  indirect  taxes. 

Canada  collects  65  percent  in  income 
taxes  and  35  percent  in  indirect  and 
excise  taxes;  Japan,  64  percent  in  income 
taxes  and  36  percent  in  excise  taxes; 
the  Netherlands,  64  percent  in  income 
taxes  and  36  percent  in  excise  taxes. 

Coming  to  the  Socialist  countries,  if  I 
may  call  them  that,  an  astounding  aspect 
of  the  statistics  is  that  Norway  collects 
60  percent  of  its  revenues  in  excise  taxes 
and  40  percent  in  income  taxes.  Den¬ 
mark  collects  54  percent  in  excise  taxes 
and  46  percent  in  income  taxes. 
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I  now  get  back  to  the  United  States. 
It  collects  84  percent  in  income  taxes  and 
16  percent  in  indirect  and  excise  taxes. 

What  would  this  amendment  lead  to? 
It  has  already  been  said  that  hearings 
will  be  held  to  reduce  our  excise  taxes. 
How  far  are  we  going  to  go?  If  we  re¬ 
duce  taxes  on  jewelry  and  on  the  other 
items  embraced  in  the  amendment, 
where  will  we  stop? 

If  calamity  is  portended  by  this  un¬ 
precedented  entry  into  a  new  field  of 
Government  finance,  the  theory  being 
that  the  less  we  tax  and  the  more  we 
spend  the  better  off  we  will  be,  where 
are  we  going  to  stop? 

I  would  like  to  ask  the  chairman  of  the 
Committee  on  Finance  whether  there  is 
any  item  in  the  bill  dealing  with  excise 
taxes? 

Mr.  BYRD  of  Virginia.  None  whatso¬ 
ever. 

Mr.  LAUSCHE.  There  is  none  what¬ 
soever.  Will  the  Senator  tell  us  whether 
there  is  any  design  or  purpose,  so  far 
as  he  knows,  confined  to  the  bill  to  in¬ 
come  taxes,  and  whether  it  was  acci¬ 
dental  that  excise  taxes  were  omitted? 

Mr.  BYRD  of  Virginia.  Amendments 
were  offered  in  committee,  and  the  excise 
tax  amendment  was  finally  defeated — by 
a  small  margin,  it  is  true,  but  it  was 
defeated.  In  the  bill  itself  as  it  came 
to  the  committee  there  is  no  mention 
of  excise  taxes.  As  it  came  out  of  the 
committee  there  was  no  mention  of 
them. 

Mr.  LAUSCHE.  Does  the  chairman 
contemplate,  in  the  Committee  on  Fi¬ 
nance,  taking  up  the  subject  of  excise 
taxes  as  a  separate  item? 

Mr.  BYRD  of  Virginia.  We  will  if  and 
when  a  bill  comes  from  the  House.  The 
chairman  of  the  Ways  and  Means  Com¬ 
mittee  of  the  House  has  made  a  public 
statement  to  the  effect  that  he  intends 
to  start  hearings  on  the  whole  program 
of  excise  taxes.  When  the  bill  comes 
from  the  House,  if  it  does,  the  Senate 
Finance  Committee  will  promptly  meet 
and  give  consideration  to  whatever  the 
House  passes. 

The  Senator  from  Ohio  knows  that 
matters  of  this  importance  have  always 
originated  in  the  House. 

Mr.  LAUSCHE.  I  point  out  one  as¬ 
pect  of  this  problem  which  I  believe  to 
be  exceedingly  important.  In  the  bill 
now  before  the  Senate  we  are  blocked 
in  trying  to  adopt  what  we  think  are 
acceptable  proposals,  because  the  frame¬ 
work  has  been  finished,  and  it  is  not 
desirable  to  add  to  it.  With  respect  to 
jewelry,  is  it  not  better  to  take  up  the 
whole  field  of  excise  taxes  at  one  time 


so  as  to  determine  whether  preferential 
treatment  is  being  given  to  one  item 
over  another  because  it  may  fall  out¬ 
side  the  category  of  luxuries? 

If  we  exempt  jewelry  today,  it  is  out. 
If  there  are  other  items  more  merito¬ 
rious  than  jewelry,  will  they  be  excluded 
because  later  we  shall  have  to  say  that 
we  cannot  make  any  more  cuts? 

This  is  much  more  than  a  mere  $40 
million  item.  This  goes  to  the  whole 
structure  of  the  problem.  If  it  were 
only  $40  million,  no  one  would  worry 
about  it. 

Mr.  LONG  of  Louisiana.  Four  hun¬ 
dred  and  forty  million  dollars. 

Mr.  MANSFIELD.  Four  hundred  and 
forty-five  million  dollars. 

Mr.  LAUSCHE.  It  is  a  good  thing 
that  I  did  not  know  that  before  I  started, 
or  I  would  have  been  higher  up  in  the 
air  than  I  am  now.  So  it  is  $400  million. 

Mr.  MANSFIELD.  Four  hundred  and 
forty-five  million  dollars. 

Mr.  BYRD  of  Virginia.  Four  hun¬ 
dred  and  forty-five  million  dollars. 

Mr.  LAUSCHE.  What  are  we  going 
to  do  later  v/hen  other  items  are  pre¬ 
sented?  I  cannot  see  it.  I  close  by 
saying  that  running  through  the  dis¬ 
cussion  are  ripples  of  the  evidence  of 
what  lies  ahead.  Arguments  are  already 
being  made  about  other  items  that  will 
be  put  forward.  It  forebodes  black 
days. 

Mr.  LONG  OF  Louisiana.  Mr.  Presi¬ 
dent,  I  wish  to  address  myself  briefly  to 
this  subject.  When  the  late  President 
Kennedy  proposed  his  tax  cuts  in  his 
address  to  the  Economic  Club  in  New 
York,  he  said  that  everyone  would  have 
his  own  tax  bill  and  his  own  ideas  of 
how  the  taxes  should  be  reduced.  In 
some  respects,  we  have  seen  that  situa¬ 
tion  develop  on  the  floor  of  the  Senate. 
We  have  heard  Senators  say  that  they 
would  vote  for  the  bill,  but  would  like 
to  rewrite  the  entire  bill  more  in  keeping 
with  the  way  they  would  like  to  have  it 
passed. 

In  an  election  year,  it  would  perhaps 
be  asking  too  much  that  we  might  escape 
politics  completely.  I  suppose  the  Dem¬ 
ocrats  who  expect  to  run  for  office  hope 
to  tell  the  public,  “Yes;  I  voted  for  a 
responsible  tax  cut." 

If  this  is  to  be  a  partisan  issue  at  all — 
which  I  hope  it  will  not  be — perhaps  it 
would  not  be  bad  politics  for  our  Repub¬ 
lican  friends  to  offer  their  own  tax  cut 
bill  and  say,  “Yes;  we  voted  to  cut  indi¬ 
vidual  income  taxes.” 

But  then  it  could  be  asked,  “What  did 
you  do  to  remove  the  excise  tax  from 
ladies’  handbags?”  Or,  “Yes,  it  is  true 
that  you  voted  to  reduce  corporate  tax 
rates,  but  you  ignored  the  excise  tax  on 
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low-cost  jewelry.  See  what  you  failed 
to  do.” 

In  some  States,  it  might  not  be  bad 
politics  for  those  who  might  want  to 
differ  with  the  wisdom  of  a  tax  cut  to 
take  the  attitude,  “While  we  did  vote  to 
reduce  income  taxes  by  $11.6  billion,  we 
are  responsible  for  maintaining  $10  bil¬ 
lion  of  excise  taxes.” 

The  Committee  on  Finance  resisted  all 
efforts  to  change  the  excise  tax  system. 
The  Senator  from  Indiana  [Mr.  Hartke] 
offered  an  attractive  amendment  de¬ 
signed  to  remove  the  excise  tax  from 
musical  instruments  for  children  who 
play  in  their  high  school  bands  when 
they  themselves  buy  the  instruments. 
If  the  band  buys  them,  no  excise  tax  is 
imposed  now.  But  the  amendment  of 
the  Senator  from  Indiana  would  have 
removed  the  tax,  if  the  band  could  not 
afford  to  buy  the  instrument  and  the 
child  bought  his  own  horn. 

Originally  that  amendment  was  de¬ 
feated  by  a  substantial  voice  vote.  But 
subsequently  an  amendment  was  offered 
by  the  Senator  from  Arkansas  [Mr.  Ful- 
bright]  ,  recognizing  the  distress  of  the 
legitimate  theater,  to  remove  the  excise 
tax  imposed  on  it.  As  I  recall,  such 
removal  would  have  resulted  in  a  revenue 
loss  of  $5  million. 

At  that  point  the  minority  leader,  one 
of  the  most  distinguished  members  of 
the  committee,  proceeded  to  move  to  re¬ 
move  the  tax  from  ladies’  handbags. 
That  motion  carried.  That  opened  the 
door  to  proposals  to  remove  the  excise 
tax  on  jewelry  and  everything  else. 

In  a  half  hour,  not  only  did  those 
amendments  carry,  but  the  amendment 
that  was  originally  defeated  by  a  sub¬ 
stantial  voice  vote,  to  take  the  tax  off 
musical  instruments — and  I  voted 
against  it — was  agreed  to  by  a  unanimous 
vote,  because  Senators  did  not  want  to 
be  considered  “meanies,”  who  would  not 
vote  to  remove  taxes  on  musical  instru¬ 
ments  used  in  high  school  bands. 

Everything  else  was  cut  then.  In  the 
half  hour  between  12  and  12:30,  our 
committee  had  voted  a  $455  million  re¬ 
duction  in  excise  taxes,  not  only  at  the 
consumer  level,  but  also  in  the  field  of 
the  manufacturers’  tax,  removing  the 
tax  on  ball-point  pens  and  other  such 
items.  The  on'y  reason  why  we  did  not 
repeal  $10  billion  of  excise  taxes  was 
that  we  had  to  quit  for  lunch. 

If  we  are  going  to  enter  into  the  field 
of  excise  taxes,  and  start  taking  them  off 
one  by  one,  we  are  going  to  set  the  stage 
to  take  them  all  off.  If  we  start  by  tak¬ 
ing  off  the  tax  on  furs,  how  can  we  in¬ 
sist  on  maintaining  the  tax  on  light 
bulbs?  After  all,  the  lady  will  have  to 
have  some  light  in  the  house  to  find  her 
furs.  If  we  begin  by  removing  the  excise 


tax  on  jewelry,  how  can  we  insist  on 
maintaining  the  tax  on  telephones  for 
someone  who  cannot  afford  jewelry? 

If  it  is  proposed  to  remove  the  excise 
tax  from  other  items  sold  by  merchants, 
why  is  it  proposed  to  maintain  it  on  * 
business  machines  used  by  business? 

What  about  matches?  Why  not  re¬ 
move  the  excise  tax  on  matches?  If  a 
man  cannot  afford  a  cigarette  lighter, 
should  he  not  have  the  benefit  of  the 
removal  of  the  tax  on  matches?  What 
about  sporting  goods  and  sporting  equip¬ 
ment?  What  about  fountain  pens? 
What  about  firearms  used  by  the  man 
who  takes  his  little  boy  out  to  teach  him 
something  about  the  great  outdoors? 

Every  time  we  got  into  one  excise  tax 
subject,  we  got  into  another.  We  finally 
managed  to  get  nine  votes  together,  in¬ 
cluding  those  of  Democratic  Senators 
who  had  been  successful  in  having 
amendments  agreed  to.  The  distin¬ 
guished  Senator  from  Arkansas  [Mr. 
Fulbright]  was  willing  to  agree  to  forgo 
his  amendment  if  other  Senators  would 
forgo  theirs.  So  we  managed,  by  a 
vote  of  9  to  8,  to  vote  ourselves  out  of 
the  trap  that  we  had  voted  ourselves 
into. 

Mr.  MORTON.  This  was  after  lunch. 

Mr.  LONG  of  Louisiana.  Yes. 

Mr.  MORTON.  After  lunch  and  some 
telephone  calls,  we  undid  what  we  did 
that  morning. 

Mr.  LONG  of  Louisiana.  I  did  every¬ 
thing  I  could  to  try  to  persuade  the  com¬ 
mittee  to  return  to  a  point  of  respon- 
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sibility.  After  lunch,  we  managed  to  get 
out  of  the  trap. 

So  far  as  I  was  concerned,  I  talked 
with  those  whom  I  could  reach,  includ¬ 
ing  Treasury  officials,  recognizing  that 
we  would  enter  a  bottomless  pit  once  we 
got  into  it.  However,  we  managed  to 
get  out  of  the  trap. 

Then  the  Senator  from  Kansas  [Mr. 
Carlson]  proposed  an  amendment  to 
exempt  “camper  coaches”  and  “slide-in 
cabins”  from  the  automotive  manufac¬ 
turer’s  excise  tax.  He  said  it  would  not 
cost  more  than  about  $1  million.  Some 
Senator  asked,  “What  is  the  revenue- 
loss  estimate?” 

As  I  recall,  the  staff  gave  us  an  esti¬ 
mate  that  the  cost  to  the  Treasury  would 
be  $1  million. 

I  said,  “No;  the  cost  would  be  $5  bil¬ 
lion,  because  if  we  vote  to  remove  this 
tax,  we  shall  have  to  vote  to  remove 
many  others.  The  result  would  be  a  loss 
of  $5  billion.” 

The  House  Committee  on  Ways  and 
Means  intends  to  study  the  entire  sub¬ 
ject,  and  will  take  action  on  it.  We  shall 
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have  an  opportunity  to  vote  later  on  the 
question  of  extending  or  removing  excise 
taxes  this  year,  when  $1.9  billion  are 
due  to  expire.  We  shall  have  to  face  this 
subject  at  that  time. 

The  Senate  now  has  to  measure  up  to 
the  issue  as  to  whether  we  shall  retain 
the  excise  taxes  and  try  to  maintain  a 
balanced  tax  bill  which  seeks,  eventually, 
to  reach  a  balanced  budget,  although  not 
in  the  first  year  or  so,  or  whether  we 
shall  vote  for  a  tax  bill  that  will  be  ir¬ 
responsible  and  that  will  end  with  a 
fantastic  budget  deficit  to  the  extent 
that  we  might  even  have  to  recommit  the 
bill  and  forget  the  whole  thing. 

Mr.  FULBRIGHT.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  FULBRIGHT.  In  that  connec¬ 
tion,  as  the  Senator  has  said,  I  offered 
in  committee  an  amendment  which 
would  have  repealed  the  excise  tax  on 
theater  admissions.  I  appreciate  the 
Senator’s  reference  to  the  reason  why  I 
was  willing  to  forgo  the  amendment.  I 
was  absent  that  morning,  as  was  the 
Senator  from  New  Mexico  [Mr.  Ander¬ 
son].  When  we  heard  about  what  had 
happened  in  committee,  we  returned  and 
saw  the  wisdom  of  the  Senator’s  position. 

I  offered  the  amendment  in  commit¬ 
tee  which  would  have  repealed  the  excise 
tax  on  admissions  to  the  living  theater 
and  certain  musical  concerts.  The 
amendment  was  adopted  on  its  merits, 
but,  unfortunately,  a  few  days  later  it 
became  a  victim  of  extraordinary  cir¬ 
cumstances — not  related  in  any  way  to 
its  merits — which  resulted  in  repeal  of 
all  the  excise  tax  amendments  adopted 
earlier  by  the  committee. 

I  sponsored  this  amendment  in  hopes 
that  it  might  have  the  effect  of  pumping 
some  life  into  the  faltering  legitimate 
theater.  There  is  no  great  ground  swell 
of  support  from  my  constituents  for  re¬ 
pealing  the  tax  and  the  few  of  them  who 
will  ever  benefit  *from  its  repeal  will  do 
so  only  in  the  form  of  lower  priced  tick¬ 
ets.  But  this  action  should  be  taken  to 
preserve  and  promote  the  living  theater 
for  the  Nation — not  merely  for  Broad¬ 
way. 

I  regret  that  I  find  myself  in  the  posi¬ 
tion  of  having  to  vote  against  my  own 
proposal  because  of  the  complications 
that  would  arise  now  if  any  excise  tax 
amendment  were  included  in  this  bill. 
But  I  hope  that  a  legislative  record  that 
has  been  made  will  insure  that  this  tax 
is  one  of  those  included  in  the  first  gen¬ 
eral  excise  tax  repeal  bill  to  pass  the  Con¬ 
gress. 

Concern  was  expressed  in  some  quar¬ 
ters  that  repeal  of  the  tax  would  only 
result  in  increasing  profits  to  producers 


and  that  the  benefits  would  not  be  passed 
on  to  theatergoers.  I  was  assured  by 
many  leading  representatives  of  the 
theater  industry  that  they  intended  to 
pass  on  the  benefits  of  the  tax  repeal  and 
that  they  would  work  to  insure  that  this 
approach  was  followed  generally 
throughout  the  industry. 

I  ask  unanimous  consent  to  have 
printed  at  this  point  in  my  remarks  a 
statement  by  the  National  Association 
of  the  Legitimate  Theatre  and  the 
League  of  New  York  Theatres,  which  dis¬ 
cusses  the  plight  of  the  theater  industry 
and  the  reasons  why  repeal  of  the  tax 
is  so  important. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  of  the  National  Association  of 
the  Legitimate  Theater,  Inc.  and  the 
League  of  New  York  Theaters;  Inc.,  Sup¬ 
porting  Elimination  of  the  Federal  Tax 
on  Theater  Admission 

The  National  Association  of  the  Legitimate 
Theater,  Inc.  is  a  national  association  com¬ 
prised  of  the  country’s  leading  theater  pro¬ 
ducers  and  theater  owners.  The  League  of 
New  York  Theaters,  Inc.  is  comprised  of  the 
leading  theater  producers  and  theater  owners 
in  New  York. 

It  is  a  vital  public  concern  to  foster  and 
stimulate  cultural  development  throughout 
the  Nation.  Cultural  development  is  es¬ 
sential  because  it  gives  breadth  and  richness 
to  each  of  our  lives.  It  is  equally  important 
to  demonstrate  to  others  the  intellectual 
achievement  possible  in  a  free  society.  In 
the  current  struggle  for  the  minds  of  men, 
keen  observers  have  indicated  that  we  will 
not  win  by  material  means  alone.  We  must 
demonstrate  that  a  free  society  can  be  a 
creative  society  as  well. 

A  keystone  in  the  cultural  arch  is  the  liv¬ 
ing  theater.  Indeed,  it  has  been  one  of  the 
areas  of  most  significant  cultural  achieve¬ 
ment  in  our  country.  It  is  a  deep  and  im¬ 
portant  expression  of  our  national  life,  of  our 
aspirations,  folkways  and  values.  The  30-odd 
theaters  in  New  York  are  the  core  of  our 
theatrical  world.  Spread  across  the  country 
and  in  virtually  every  one  of  the  50  States, 
there  are  more  than  190  year-round  theaters, 
in  which  live  dramas,  comedies,  and  musicals 
axe  presented.  In  addition,  there  are  an  even 
larger  number  of  summer  stock  theaters, 
which  likewise  are  located  throughout  the 
Nation. 

The  50  to  75  new  plays  produced  each  sea¬ 
son  by  the  core  of  our  theater  in  New  York 
spread  out  across  the  country  through  open¬ 
ings  in  other  cities  and  through  subsequent 
tours.  They  provide  the  source  material  for 
our  widespread  summer  theater  operation 
and  for  the  more  than  75,000  non-profes¬ 
sional  groups  spread  over  the  United  States. 

We  must  assure  the  continued  vitality, 
creativity,  and  variety  of  our  contemporary 
contribution  to  culture  through  theatrical 
productions.  These  productions  provide  an 

important  outlet  for  the  imagination  which 
abounds  in  our  Nation.  In  our  society,  as  it 
has  been  in  every  great  society  throughout^ 


3116 


history,  the  health  of  the  theater  has  been 
a  measure  of  cultural  quality.  If  it  lan-7 
guishes,  something  is  deeply  wrong  in  the 
Nation’s  mind  and  spirit. 

The  theater  in  our  country  is  the  product 
of  the  free  enterprise  system  and  exists  by 
that  enterprise.  It  does  not  have,  nor  has 
it  sought  governmental  assistance.  In  this 
sense,  our  theater  is  almost  unique;  this  is 
a  most  important  reason  for  assuring  its 
continued  vitality. 

The  theater  industry  in  practically  every 
other  country  of  both  the  free  world  and  the 
nonfree  world  is  subsidized  by  government. 
Even  England  has  resort  to  a  partial  sub¬ 
sidization  of  its  theater.  The  subsidized 
theaters  are  used  by  these  countries  as  an 
important  part  of  their  international  pro¬ 
grams  to  spread  their  culture  abroad.  We 
have  seen  numerous  instances  of  the  export 
by  the  Iron  Curtain  countries  of  theatrical 
groups  of  such  high  quality  as  the  Bolshoi 
and  Brecht  companies,  to  convince  others 
that  the  Communists  are  people  devoted  to 
cultural  endeavor,  and  therefore  are  free¬ 
dom  loving  people — a  most  dangerous  error 
in  logic. 

We  must  meet  these  efforts  with  the  best 
of  our  own.  Our  theater  must  continue  to 
be  one  of  our  most  effective  and  proudest 
displays  of  the  cultural  values  which  can  he 
attained  and  maintained  by  a  free  enterprise 
system.  It  has  been,  and  can  continue  to  be, 
a  most  valuable  conduit  for  the  export  of 
ideas. 

The  need  for  support  of  the  theater  has 
never  been  more  critical  than  at  present. 
The  living  theater  has  been  on  a  continuous 
decline  for  the  last  30  years.  Over  the  last 
decade,  the  plight  of  the  living  theater  has 
become  extremely  grave. 

The  theater  is  caught  in  a  serious  cost- 
price  squeeze  which  could  prove  fatal  unless 
some  relief  is  found.  Radically  increased 
costs  and  staggering  financial  losses  have 
brought  about  a  steady  diminution  of  pro¬ 
ductions.  Already  certain  forms  of  dramatic 
entertainment,  highly  estimable  as  cultural 
products,  are  no  longer  financially  feasible. 
In  the  past  several  years,  there  has  been 
increasing  difficulty  in  raising  the  venture 
capital  necessary  to  continuation  of  our  free 
enterprise  system  in  presenting  >•  theatrical 
production.  Indeed,  this  season,  several 
plays  have  gone  up  to  the  point  of  rehearsal 
without  sufficient  capital  even  to  permit  ini¬ 
tial  opening,  no  less  the  ultimate  opening 
on  Broadway.  The  cultural  weathervane  has 
given  us  warnings  which  we  cannot  ignore. 

A  detailed  statement  of  the  desperate  situ¬ 
ation  of  the  living  theater  is  contained  in 
the  pamphlet  entitled  “Crisis  in  the  Free 
World  Theater”  prepared  by  John  F.  Whar¬ 
ton,  Esq.,  an  eminent  member  of  the  New 
York  Bar.  This  pamphlet  was  submitted  to 
each  Member  of  Congress  in  1962  and  forms 
the  basis  and  background  for  my  statement. 
A  copy  of  that  pamphlet  is  attached  and 
made  a  part  of  this  statement. 

The  theater  has  never  sought,  nor  does  it 
now  seek,  governmental  support  in  terms  of 
subsidy  to  alleviate  the  pressure  and  bring 
about  the  necessary  revitalization.  It  mere¬ 
ly  seeks  the  cessation  of  governmental  bur¬ 
dens,  the  most  critical  of  which  is  the  excise 
tax  on  theater  admissions.  Instead  of  sup¬ 


porting  theatrical  endeavors,  the  Govern¬ 
ment,  through  this  unnecessary  and  discrim¬ 
inatory  tax,  has  placed  a  backbreaking  bur¬ 
den  on  an  already  declining  and  weakened 
industry. 

There  is  no  justification  for  the  continued 
fettering  of  the  living  theater  with  this  tax. 
It  is  both  harmful  and  discriminatory.  In 
the  last  season  for  which  complete  figures 
are  available,  77  percent  of  the  new  plays 
produced  failed  to  earn  back  the  venture 
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capital  invested  in  them,  the  combined  loss 
being  about  $5  y2  million.  At  the  same  time 
the  Federal  Government  took,  in  admission 
taxes:  $6  million — more  than  the  total 
losses  of  the  failures.  Already  this  season, 
15  of  the  33  shows  that  have  opened  are  now 
closed  at  considerable  loss;  of  those  still  open 
many  have  yet  to  prove  profitable. 

Undoubtedly,  this  Federal  excise  tax  on 
admissions  is  the  most  significant  burden 
imposed  by  the  Government  on  theatrical 
productions.  Some  slight  relief  was  provided 
in  1954  when  the  Federal  tax  was  lowered, 
from  20  to  10  percent,  but  a  5-percent  New 
York  City  tax  was  imposed  almost  immedi¬ 
ately  thereafter.  Experience  demonstrated 
the  extremely  burdensome  nature  of  this  tax 
and,  as  a  result,  it  was  removed  by  New  York 
City  in  1961.  The  burden  of  the  higher  Fed¬ 
eral  tax,  however,  continues. 

No  other  form  of  cultural  endeavor  is  sub¬ 
jected  to  this  or  any  similar  form  of  the 
Federal  excise  tax.  There  is  no  such  tax  on 
literature.  And  the  tax  normally  does  not 
even  apply  to  the  exhibition  of  motion  pic¬ 
tures  which,  because  of  the  nature  of  their 
production  and  exhibition,  can  be  shown  to 
audiences  at  a  much  lower  admission  price 
than  the  living  theater  and  often  below  the 
$1  exemption  from  the  Federal  admission 
tax.  Likewise,  television  does  not  suffer  from 
this  harsh  and  discriminatory  tax. 

An  excise  tax  is  always  a  burden.  A  boom¬ 
ing  industry,  or  even  a  healthy  one,  may  be 
able  to  readily  absorb  the  tax,  but  a  finan¬ 
cially  declining  industry  cannot.  The  excise 
tax  merely  accentuates  the  decline  and  even¬ 
tually  may  prove  fatal.  Moreover,  the  im¬ 
position  of  an  excise  tax  on  a  cultural  and 
educational  medium  would  appear  contrary 
to  public  policy. 

When  one  contrasts  the  serious  impact  of 
the  tax  on  the  weakening  theater  enterprises 
with  the  revenue  derived,  it  becomes  even 
clearer  that  relief  is  fully  justified.  The  10- 
percent  admissions  tax  yields  from  the  liv¬ 
ing  theater  not  more  than  the  insignificant 
amount  of  0.0007  percent  of  Federal  revenues. 
In  the  fiscal  year  ending  June  3,  1962,  the 
total  amount  derived  from  the  tax  as  im¬ 
posed  on  the  theater  was  $4 y2  million,  an 
additional  $1.4  million  was  obtained  from 
admissions  to  band  and  other  concerts.  The 
need  for  the  tax,  thus,  is  highly  dubious.  It 
contributes  an  insignificant  amount  of  rev¬ 
enue  to  the  Federal  Government,  yet  the 
burden  on  the  theater  of  this  inconsequen¬ 
tial  revenue-producing  device  is  significant. 

If  the  promises  to  aid  cultural  develop¬ 
ment  and  achievement  are  to  be  put  into 
deeds,  a  matter  of  first  priority  is  the  re¬ 
moval  of  this  burdensome,  inequitable,  and 
unnecessary  excise  tax  on  admissions  to  the 
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living  theater.  The  theatrical  industry  is  in 
urgent  need  of  revitalization.  Repeal  of  the 
10-percent  admission  tax  is  one  of  the  most 
effective  immediate  steps  that  can  be  taken 
to  assist  in  the  revival  of  theatrical  en¬ 
deavor  on  a  sufficiently  broad  scale  to  en¬ 
sure  the  full  utilization  of  this  vital  and 
creative  artistic  outlet.  While  elimination 
of  this  tax  is  not  a  panacea,  it  would  be  a 
significant  step  forward. 

The  serious  plight  of  the  theater  readily 
demonstrates  the  destructive  consequences 
of  the  admissions  tax.  The  following  is  a 
brief  summary  of  the  significant  facts: 

THE  STATE  OF  THEATRICAL  ENTERPRISE 

That  the  theater  is  in  a  state  of  serious 
financial  decline  is  clearly  shown  by  the  de¬ 
cline  in  the  number  of  plays  produced,  a 
decline  in  the  available  theaters  in  which  to 
exhibit  the  plays,  a  drop  in  attendance,  and 
a  continuous  lowering  of  the  profit  per  dol¬ 
lar  invested.  The  last  is,  of  course,  of  over¬ 
whelming  importance  in  an  area  of  en¬ 
deavor  so  constantly  dependent  on  new 
sources  of  venture  capital. 


PRODUCTION 

The  number  of  new  theatrical  productions 
has  been  continuously  declining  from  the 
high  in  the  1927-1928  season  of  264  plays  to 
a  low  of  46  plays  in  the  season  ending  the 
spring  of  1961.  Even  during  the  1930’s  the 
average  number  of  new  productions  annually 
remained  above  140.  In  the  1950’s,  the  aver¬ 
age  was  slightly  under  60  new  plays  each 
year.  In  the  decade  of  the  1960’s,  the  aver¬ 
age  already  is  under  60  new  productions  a 
year  and  continues  to  decline. 

A  high  level  of  new  productions,  of  course, 
is  essential  to  the  dynamics  of  the  theater. 
The  vitality  of  the  theater  depends  on  the 
new  crop  of  talent — playwrights,  directors, 
actors,  producers,  composers,  lyricists — that 
come  forward  each  year.  To  obtain  this  tal¬ 
ent,  it  is  necessary  that  they  have  an  oppor¬ 
tunity  to  learn  their  trade.  If  they  are  to  be 
tested  and  we  are  to  be  assured  that  the 
very  best  talent  available  reaches  the  top, 
everyone  must  be  given  an  opportunity. 
Moreover,  only  by  expanded  production  ac¬ 
tivity  can  the  theater  have  the  constant  vi¬ 
tality,  vigor,  and  incentive  that  raise  the 
quality  of  its  attractions  and  bring  stabili¬ 
zation  to  its  economy. 

THEATERS 

In  1931,  there  were  66  theaters  available 
for  major  new  productions  in  New  York  City. 
This  number  likewise  has  declined  to  less 
than  half  and  is  now  just  slightly  over  30. 
The  newest  legitimate  theater  in  New  York 
was  built  in  1927.  This  34  barren  years  as 
far  as  capital  facilities  is  concerned  is  vir¬ 
tually  unique  in  the  American  scene. 

The  decline  in  physical  facilities  has  not 
been  limited  to  New  York  City.  The  num¬ 
ber  of  legitimate  theaters  elsewhere  in  the 
Nation  has  declined  even  more  dramatical¬ 
ly — from  a  high  of  560  in  1921  to  only  193  in 
1960.  This  represents  a  decline  of  more  than 
65  percent  over  the  40-year  period.  Again, 
there  are  few,  if  any,  new  facilities,  so  that 
the  decline  is  likely  to  continue. 

ATTENDANCE 

Accurate  figures  for  attendance  are  diffi¬ 
cult  to  obtain.  The  decline,  however,  is  ob¬ 


vious  from  the  decrease  in  the  number  of 
physical  facilities  of  55  to  65  percent  and  the 
decrease  in  the  number  of  productions  of 
more  than  80  percent. 

During  the  period  of  this  substantial  de¬ 
cline  in  the  legitimate  theater,  the  popula¬ 
tion  of  the  United  States  increased  46  per¬ 
cent,  the  per  capita  disposable  personal 
income  (in  dollars  of  constant  purchasing 
power)  rose  more  than  78  percent,  and  the 
increased  efficiency  of  public  and  private 
transportation  brought  the  theater  centers 
into  considerably  easier  reach. 

PROFITS 

The  theater  perhaps  as  much  as  any  other 
area  of  endeavor  has  been  caught  in  an 
increasingly  serious  cost-price  squeeze.  It 
suffers  from  a  variety  of  weaknesses  in  this 
regard:  (a)  it  must  rely  on  personal  services 
to  a  major  extent  and  wage  and  salary  rates 
are  high;  (b)  it  constantly  requires  new  pro¬ 
ductions  which  have  a  relatively  short  period 
of  productivity;  (c)  it  has  met  more  than 
average  public  resistance  to  increased  prices 
for  the  product;  and  (d)  it  has  limited  out¬ 
lets  of  distribution. 

Every  play  involves  the  organization  of  a 
new  enterprise — new  sets  are  bought,  new 
costumes  are  made,  new  props  secured,  often 
in  a  rush  and  hence  at  overtime  rates.  The 
rise  in  these  costs  have  been  tremendous.  In 
the  1930’s  a  musical  comedy  could  be,  and 
often  was,  produced  for  $75,000  to  $100,000. 
Today,  the  costumes  may  cost  more  than 
that  alone.  A  musical  comedy  is  likely  to 
cost  somewhere  in  the  range  of  a  half  a 
million  dollars.  Even  in  1949,  “South  Pa¬ 
cific”  was  produced  for  $225,000;  10  years 

later,  the  production  of  “Camelot”  cost 
$600,000. 

The  increase  in  cost  of  dramas  is  equally 
as  great  and  even  harder  to  obtain  a  return 
on  investment,  because  of  the  normally 
shorter  runs,  lower  average  houses,  and  the 
lesser  prospect  of  the  sale  of  motion  picture 
rights.  It  is  this  area  of  theatrical  produc¬ 
tion  that  is  suffering  the  most.  In  1938,  as 
an  example,  “Life  With  Father”  was  capital¬ 
ized  at  $25,000.  It  is  estimated  that  it 
earned  over  $60  for  each  $1  invested.  Ten 
years  later,  the  same  producer  presented  a 
sequel  by  the  same  authors,  “Life  With 
Mother.”  This  sequel  was  capitalized  at 
$100,000  and  would  have  required  earnings 
of  $6  million  to  provide  the  same  return. 
More  recently,  the  production  costs  of  dra¬ 
mas  has  risen  to  the  $100,000  to  $150,000 
range. 

The  increasing  costs  have  cut  the  potential 
for  profit  drastically,  and  an  investor  today 
has  no  more  than  a  50-percent  chance  to  re¬ 
cover  his  investment.  As  stated  in  the  May 
1960  article  in  Fortune  magazine  by  Daniel 
Seligman,  “for  every  $2  invested  in  shows, 
$1  comes  back.”  As  the  author  goes  on  to 
point  out,  this  is  not  even  as  good  as  the 
racetrack  where  the  return  is  $1.70  for  the 
same  $2  invested.  To  expect  investors  to 
continue  to  support  theatrical  productions 
with  this  rate  of  return  is  folly.  It  is  true 
that  most  of  the  investors  are  in  essence 
patrons  of  this  partciular  form  of  art.  Their 
numbers,  however,  are  sufficiently  limited 
that  they  cannot  be  expected  to  continue 
to  pour  money  into  theatrical  productions 
at  the  very  high  rate  required  with  the  cur¬ 
rent  loss  picture. 


3118 


Thus,  it  is  not  surprising  that  venture 
capital  for  theatrical  productions  is  becom¬ 
ing  increasingly  difficult  to  find,  even  with 
the  continuing  growth  of  our  economy.  It  is 
not  surprising  that  today  a  number  of  high¬ 
ly  qualified  productions  move  into  rehearsal 
without  sufficient  capital  to  assure  their 
opening  on  Broadway.  The  plight  of  the 
theater  indeed  is  serious  and  becoming  grav¬ 
er  each  year. 

CONCLUSION 

The  plight  of  the  theater  is  serious.  The 
profit  squeeze  has  reached  the  point  that 
new  investment  may  shortly  become  impos¬ 
sible  to  obtain,  particularly  since  the  in¬ 
vestors  come  from  a  relatively  small  group 
and  the  size  of  the  overall  loss  in  the  dollars 
invested  is  staggering.  The  price  of  tickets 
has  risen  so  that  the  upper  end  of  the  de¬ 
mand  curve  has  been  reached.  We  do  not 
ask  for  governmental  support  but  we  do  say 
that  the  living  theater  will  perish  if  it  is  not 
relieved  of  the  present  unfair  tax  burden. 
There  must,  therefore,  either  be  some  form 
of  support  or  the  living  theater  will  perish. 

The  theater  can  be  proud  of  the  fact  that, 
despite  lack  of  help  and  encouragement  from 
the  Government,  despite  financial  harass¬ 
ment,  despite  the  imposition  of  discrimina¬ 
tory  taxes,  it  has  maintained,  artistically,  a 
vital  dynamic  theater.  But  vitality  cannot 
survive  financial  disaster  forever.  The  thea¬ 
ter  is  on  the  brink  of  a  cascade.  However, 
it  still  does  not  seek  subsidization  nor  spe¬ 
cial  aid.  It  only  asks  that  it  be  treated 
fairly  and  not  be  impeded  by  governmental 
control. 

Elimination  of  the  crippling  admission  tax 
would  be  a  most  effective  immediate  measure 
in  moving  toward  the  revitalization  of  the 
living  theater.  It  would  be  a  concrete  dem¬ 
onstration  of  recognition  of  the  importance 
which  we  place  on  cultural  achievement.  It 
is  an  essential  step  if  the  living  theater  is 
to  be  saved  from  its  present  distressingly 
rapid  decline. 

Mr.  ALLOTT.  Mr.  President,  I  sup¬ 
port  the  amendment  offered  by  the  Sen¬ 
ator  from  Kentucky  on  behalf  of  the 
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distinguished  minority  leader.  I  believe 
that  at  some  time  in  the  consideration 
of  these  matters  we  must  consider  re¬ 
moving  from  certain  industries  the  bur¬ 
den  which  was  placed  on  them  under 
wartime  conditions  and  under  the  belief 
that  they  were  supposed  to  be  luxury 
taxes. 

The  Senator  from  Kentucky  has  in¬ 
cluded  in  his  amendment  an  exemption 
of  $100  for  jewelry  and  furs;  or,  if  one 
wishes  to  state  it  in  another  way,  the 
tax  would  not  apply  to  jewelry  and  furs 
that  cost  under  $100. 

I  heard  a  Senator  say  yesterday  that 
he  could  not  buy  a  watch  for  $100.  I 
am  surprised  to  know  that,  because  I 
have  worn  one  for  15  years  on  my  wrist, 
and  it  cost  two -thirds  of  that  amount. 
I  do  not  anticipate  that  I  shall  go  over 
the  $100  mark  soon. 


Certain  industries  have  been  hurt  year 
after  year  by  these  retailers’  excise  taxes. 
I  frankly  confess,  in  behalf  of  my  con¬ 
stituents  in  Colorado,  that  I  am  inter¬ 
ested  in  the  luggage  industry,  because 
the  luggage  industry  in  my  State,  while 
small,  perhaps,  in  relation  to  the  indus¬ 
try  over  the  whole  United  States,  is  one 
of  the  largest  industries  in  our  State, 
and  happens  to  be  one  of  the  largest 
units  in  the  United  States.  Yet  it  has 
to  cope  unfairly,  year  after  year,  with  the 
retail  tax  upon  its  sales. 

If  it  can  be  said  in  this  day  and  year, 
when  people  have  to  travel  from  one 
end  of  the  country  to  the  other  con¬ 
stantly  in  the  course  of  their  business, 
that  a  tax  should  be  imposed  upon  a 
piece  of  luggage  because  luggage  is  a 
luxury,  we  had  better  reevaluate  our 
thinking.  I  cannot  understand  such  dis¬ 
torted  thinking. 

I  wish  the  distinguished  Senator  from 
Ohio  had  not  stepped  outside  the 
Chamber.  He  based  his  argument  a  few 
moments  ago  upon  the  fact  that  the 
United  States  is  at  the  bottom  of  the 
totem  pole  on  excise  taxes. 

Perhaps  he  has  not  stopped  to  con¬ 
sider  the  fact  that  in  Europe  the  base 
of  the  retail  excise  taxes  is  a  much 
broader  spectrum  of  commodities  than 
is  the  case  in  the  United  States.  If  a 
broad  spectrum  were  covered  by  the  U.S. 
excise  taxes,  perhaps  there  would  be 
justification  for  raising  more  revenue 
from  taxes  in  the  excise  field. 

However,  when  these  taxes  are  applied 
at  the  retail  level  to  a  comparatively 
few  commodities  and  businesses,  as  is 
the  case  in  the  United  States,  they  are 
penalized  and  their  growth  is  stopped. 
Heaven  knows  enough  has  already  been 
done  in  this  country  to  hinder  the  de¬ 
velopment  of  small  businesses.  Perhaps 
one  of  the  things  which  has  contributed 
most  greatly  to  that  development  has 
been  the  so-called  progressive  income 
tax — which  is  supposed  to  be  progres¬ 
sive  and  is  supposed  to  have  exactly  the 
opposite  of  its  actual  effect.  However, 
at  every  turn  it  gives  an  advantage  to  big 
business,  rather  than  to  small  business. 

It  has  been  argued  that  the  Senate 
must  not  adopt  this  amendment,  for  the 
reason  that  its  adoption  would  involve 
not  only  an  immediate  tax  loss  of  $443 
million,  but  also,  as  a  result  of  a  chain 
reaction,  a  final  tax  loss  of  perhaps  $10 
or  $11  billion. 

On  the  other  hand,  Mr.  President,  I 
point  out  that  the  President  has  sub¬ 
mitted  a  $97.9  billion  cash  budget  for  this 
year.  I  have  studied  it  and  I  have  also 
studied  the  obligationai  authority  which 
would  be  required  this  year.  According 
to  my  estimate,  the  actual  amount  of 


3119 


money  we  shall  obligate  and  spend  dur¬ 
ing  the  coming  year  will  exceed  $103 
billion. 

Mr.  President,  if  the  Government  con¬ 
tinues  deficit  spending  year  after  year 
and  if  Congress  is  to  be  so  irresponsible 
as  to  cut  the  taxes  for  the  next  year  to 
the  extent  of  $11  billion,  I  maintain  that 
the  amount  of  tax  relief  which  would  be 
provided  by  this  amendment  can  be  given 
to  small  businesses  all  over  the  coun¬ 
try,  which  sell  luggage,  small  articles 
trimmed  with  fur,  or  jewelry.  Those  in 
the  business  of  selling  those  commodi¬ 
ties  must  sell  them  if  their  proprietors 
and  employees  are  to  make  a  living. 
However,  at  the  present  time  those  busi¬ 
nesses  must  devote  a  considerable  por¬ 
tion  of  their  overhead  costs  to  the 
bookkeeping  work  they  do  for  the  Gov¬ 
ernment — for  the  Government,  Mr. 
President,  not  for  their  own  businesses. 

Therefore,  Mr.  President,  with  these 
facts  in  mind,  I  believe  the  Senate  should 
adopt  this  amendment. 

I  am  sorry  to  disagree  with  the  Sena¬ 
tor  from  Louisiana.  It  has  been  said 
that  hearings  on  the  entire  excise  tax 
field  will  be  held.  However,  we  must  dis¬ 
tinguish  between  those  taxes  at  the 
manufacturers’  level  and  those  at  the 
retail  level.  By  means  of  this  amend¬ 
ment,  we  would  begin  to  repeal  those 
at  the  retail  level,  and  thus  decrease  the 
burden  which  today  is  placed  on  small 
businesses.  Perhaps  such  hearings  will 
be  held,  and  I  am  sure  that  the  Senators 
who  have  stated  they  will  be  held  have 
good  intentions.  I  believe  what  they  tell 
us.  On  the  other  hand,  I  know  that  no 
broad  attack  will  be  made  upon  the  gen¬ 
eral  excise  tax  field,  because  I  am  sure 
the  statement  they  made  was  made  for 
the  purpose  of  drawing  the  fire  from  the 
support  for  this  amendment. 

Let  us  not  delude  ourselves:  Either 
this  amendment  will  be  adopted  today 
by  the  Senate,  or  else  no  reduction  of  the 
excise  taxes  in  these  fields  will  be  made 
this  year. 

Mr.  President,  for  these  reasons,  I  sin¬ 
cerely  hope  that  the  Senate  will  vote  to 
give  this  break  to  the  small  business  peo¬ 
ple  who  have  to  collect  these  taxes  and 
have  to  explain  to  the  International  Rev¬ 
enue  Service  the  details  in  connection 
with  their  collection,  and  who  have  to 
bear  the  burden  of  these  taxes.  Cer¬ 
tainly  it  is  time  that — finally — Congress 
give  them  this  break. 

The  estimate  of  the  immediate,  direct 
cost  of  the  pending  amendment  is  $433 
million;  and  it  is  also  estimated  that,  in 
the  long  run,  the  final  cost,  as  the  result 
of  the  ensuing  chain  reaction,  might  be 
$10  or  $11  billion.  But,  Mr.  President, 


what  would  that  $11  billion  amount  to, 
after  all,  in  view  of  the  very  great  deficit 
which  now  exists  and  which  is  constant¬ 
ly  being  increased? 

If  Senators  really  believe  that  the  $11 
billion  cut  contemplated  as  the  result  of 
enactment  of  the  pending  bill  will  really 
stimulate  the  Nation’s  economy  until  it 
is  jiving  down  the  road  at  100  miles  an 
hour,  then  let  us  make  this  small  addi¬ 
tional  cut,  and  thus  provide  a  little  addi¬ 
tional  jive,  and  really  make  our  economy 
travel. 

Mr.  HRUSKA.  Mr.  President,  I  speak 
in  support  of  the  amendment  to  elimi¬ 
nate  certain  excise  taxes  which  were  im¬ 
posed  originally  as  wartime  taxes  under 
emergency  conditions. 

At  that  time,  everyone  was  willing  to 
do  his  utmost  to  contribute  to  the  need 
for  increased  taxes  and  to  give  maximum 
support  to  the  Government’s  objectives 
during  that  emergency  period.  The  need 
to  continue  these  taxes  has  long  ceased 
and  no  justification  can  be  made  for 
their  continuance. 

Today  th^se  taxes  are  applied  on  a 
discriminatory  basis.  Some  industries 
have  felt  a  considerable  loss  in  sales  and 
as  a  direct  result  over  the  years  many 
workers  in  those  industries  were  dis¬ 
placed. 

To  justify  these  taxes  on  the  basis  that 
the  articles  taxed  are  luxuries  is  simply 
not  the  fact.  There  is  no  basis  for  tell¬ 
ing  a  woman  that  toilet  articles  and  cos¬ 
metics  are  luxuries.  Leather  goods  such 
as  handbags,  purses,  and  luggage  are 
necessities  in  today’s  way  of  modern  liv¬ 
ing.  Jewelry  sales,  of  course,  cover  many 
items,  with  the  majority  of  sales  falling 
into  lower  cost  items,  much  of  which  is 
costume  jewelry.  To  continue  to  exact 
these  taxes  under  these  circumstances  is 
simply  not  justified. 

Because  of  the  high  tax  rates  on  these 
articles,  many  persons  forego  purchases 
and  as  a  result,  sales  are  lower. 

We  are  told  that  the  pending  bill  is  a 
tax  incentive  bill  designed  to  stimulate 
the  Nation’s  economy.  I  can  think  of  no 
greater  way  to  provide  the  stimulus  for 
purchases  than  to  remove  these  taxes 
and  permit  the  consumer’s  voice  to  be 
heard.  I  am  certain  that  the  response 
will  be  surprising  to  many. 

Every  time  an  effort  is  made  to  reduce 
any  excise  taxes,  Treasury  officials  argue 
that  we  are  undermining  our  tax  struc¬ 
ture  and  that  great  disaster  will  befall 
us  because  of  the  loss  of  revenue  in¬ 
volved.  Having  received  these  dollars 
over  many  years,  I  believe  Treasury  offi¬ 
cials  consider  these  faxes  to  be  perma¬ 
nent  rather  than  temporary  and  their 
arguments  are  not  persuasive  to  me. 
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One  of  the  most  neglected  groups  of 
businessmen  in  our  Nation  is  the  small 
businessman  who  in  most  cases  repre¬ 
sents  a  family  enterprise.  Usually,  there 
are  few  outside  employees  and  the  bur¬ 
dens  of  running  the  business  fall  upon 
the  owner  and  his  immediate  family. 
Recordkeeping  is  a  constant  chore  and 
failure  to  comply  will  subject  him  to 
Federal  penalties.  We  have  too  many 
burdens  on  business  today  which  are  of 
a  Federal  nature.  Whenever  we  have  an 
opportunity  to  release  such  onerous 
tasks,  we  should  seek  to  accomplish  it. 

Mr.  President,  I  can  think  of  no  better 
way  to  stimulate  our  economy  than  to 
eliminate  these  taxes.  The  revenue  loss 
will  be  small  in  comparison  to  the  bene¬ 
fits  which  will  be  derived  by  such  action. 
This  is  one  means  by  which  we  can 
achieve  a  higher  level  of  prosperity  and 
[P.  1953} 

growth.  This  money  will  remain  in  the 
hands  of  the  taxpayer  and  he  will  have 
an  incentive  to  spend  it.  This  amend¬ 
ment  should  be  adopted. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  several  letters  I  have  received 
on  this  subject  be  printed  in  the  Record 
at  this  point. 

There  being  no  objection,  the  letters 
were  ordered  to  be  printed  in  the  Rec¬ 
ord,  as  follows: 

J.  M.  McDonald  Co., 

Office  of  the  President, 
Hastings,  Nebr.,  January' 30,  1964. 
Hon.  Roman  Hruska, 

U.S.  Senate, 

Washington,  D.C. 

My  Dear  Senator  Hruska;  I  noticed  that 
Senator  Everett  Dirksen  has  Introduced  an 
amendment,  No.  380,  to  the  tax  reduction 
bill  (H.R.  8363)  which  would  have  the  effect 
of  repealing  the  wartime  excise  taxes  on 
such  items  as  jewelry,  furs,  toilet  prepara¬ 
tions,  and  luggage. 

I  hope  you  will  lend  your  important  sup¬ 
port  toward  the  passage  of  this  amendment. 
I  hope  that  it  will  be  included  in  the  tax 
reduction  bill  and  certainly  with  the  sup¬ 
port  of  men  like  yourself  this  is  a  possibility. 

It  seems  to  me  that  there  has  long  been 
a  great  interest  on  the  part  of  the  general 
public,  and  certainly  on  the  part  of  a  very 
large  portion  of  those  in  the  retailing  busi¬ 
ness  to  “have  done”  with  these  excise  taxes 
which  served  a  purpose  during  the  war  years 
but  which  were  never  considered  as  a  con¬ 
tinuing  source  of  tax  revenue. 

It  would  seem  to  me,  and  I  hope  you  would 
agree,  that  a  tax  reduction  in  the  form  of 
repeal  of  these  wartime  taxes  would  be  in  the 
general  best  interests  of  our  country,  as  well 
as  being  in  the  specific  interests  of  both 
business  and  consumers. 

There  are  several  reasons  why  this  is  so. 
Repeal  of  these  excise  taxes  would: 

1.  Raise  our  standard  of  living  by  making 
possible,  and  actually  encouraging,  in¬ 
creased  purchasing  of  goods  now  so  taxed. 


2.  Create  more  Jobs  in  both  the  manufac¬ 
ture  and  retailing  of  this  presently  taxed 
merchandise,  due  to  an  increase  in  sales  and 
production  of  these  items. 

3.  Because  of  the  irffcreased  business  re¬ 
sulting  as  above,  there  would  be  additional 
revenue  provided  through  other  forms  of 
taxation — more  than  offsetting  the  loss  of 
revenue  from  present  excise  taxes. 

4.  Develop  increased  production  of  items, 
presently  carrying  an  excise  tax  which 
would,  in  turn,  benefit  all  purchasers  be¬ 
cause  of  the  lowered  costs  of  such  goods  to 
customers. 

The  present  excise  taxes,  which  were  at 
one  time  referred  to  as  “luxury  taxes”  have 
long  been  a  source  of  irritation  to  our  cus¬ 
tomers.  There  is  no  present  justification  for 
their  continuance,  and  I  am  certain  you  feel, 
as  I  do,  that  although  we  must  certainly 
have  taxes,  they  should  be  justifiable  and 
with  a  logical  reason  for  being. 

It  seems  that  I  write  you  frequently  solic¬ 
iting  your  help  or  consideration  in  this  area 
or  that — and  wonder  how  you  find  time  to 
consider  all  the  tremendous  volume  of  cor¬ 
respondence  you  do  receive.  So  I  thank  you 
Senator  for  considering  this  request — and 
for  using  your  influence  in  this  matter. 

Sincerely  yours, 

C.  E.  Blair, 

Retail  Merchants  Association, 
Lincoln,  Nebr.,  January  29,  1964. 
Hon.  Roman  L.  Hruska, 

U.S.  Senate, 

Washington,  D.C. 

Sir  :  At  a  special  executive  committee 
meeting  of  the  Retail  Merchants  Association 
of  Nebraska  held  in  Columbus  yesterday,  a 
unanimous  decision  was  reached  regarding 
repealing  erf  Federal  excise  taxes. 

First,  that  the  Dirksen  amendment  meets 
with  our  approval  and  we  seek  your  support 
of  it.  Second,  a  telephone  poll  was  taken 
and  a  unanimous  positive  response  was 
voiced  by  39  key  retailers  spread  across  the 
State  of  Nebraska.  Third,  that  the  Retail 
Merchants  Assoication  executive  be  directed 
to  contact  the  Nebraska  Senators  in  the 
name  of  Nebraska  Retailers.  Fourth,  that 
retailers  not  bombard  Senators  with  wires 
and  telephone  calls,  but  let  the  association 
speak  for  retailing  generally. 

We  feel  confident  your  thinking  is  in  line 
with  ours,  and  offer  our  support  to  you. 

Very  truly  yours, 

M.  J.  “Bub”  Graham, 
Exective  Vice  President. 


North  Platte,  Nebr., 

January  29,  1964. 

Hon.  Roman  Hruska, 

Senate  Office  Building, 

Washington,  D.C. 

Dear  Sir:  I  am  wiring  to  you  and  asking 
you  to  support  the  Dirksen  repeal  amend¬ 
ment  when  it  is  presented  for  action  on  the 
Senate  floor.  This  is  tax  bill  HR.  8363. 
This  is  very  definitely  an  unfair  and  dis¬ 
criminatory  tax.  You  cannot  imagine  the 
heavy  burden  this  puts  on  a  small  business 
to  collect  and  handle  this  tax.  It  costs  us 
and  other  businesses  hundreds  of  dollars 
each  year.  All  this  besides  the  fact  that 
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most  items  taxed  are  not  luxuries.  Please 
do  what  you  can  in  our  behalf  to  correct 
this  situation. 

Yours  truly, 

Normal  L.  House, 

House  Platte,  Nebr. 


Burke  Drug, 

Grand  Island,  Nebr., 

January  30, 1964. 

Roman  Hruska. 

Senate  Office  Building, 

Washington,  D.C. 

Dear  Senator:  I  understand  that  Senator 
Dirksen  has  proposed  an  amendment  to  the 
tax  bill  to  repeal  Federal  excise  tax.  I  cer¬ 
tainly  support  this  action  myself  and  urge 
you  to  vote  in  favor  of  this  amendment. 

This  is  a  tax  that  is  applied  against  Just 
a  few  people  and  not  the  population  as  a 
whole.  Certainly  it  is  one  that  causes  the 
retailers  across  the  United  States  many 
problems  because  it  is  a  tax  that  is  added 
at  the  time  of  purchase  and  the  customer 
draws  resentment  from  the  tax;  they  are 
buying  an  89 -cent  item  and  all  of  a  sud¬ 
den  it  turns  into  a  98-cent  item  because 
of  the  Federal  excise  tax.  A  few  years  back 
they  finally  got  halfway  sensible  about  this 
specific  tax  and  removed  the  baby  products 
from  the  list  which  were  classified  as  luxury 
items.  But  certainly,  the  majority  of  items 
under  the  classification  I  would  not  classify 
as  luxury  items.  For  example,  I  would  hate 
to  see  a  woman  without  lipstick  and  her  hair 
set  into  place  with  different  types  of  hair 
spray.  I  don’t  think  any  of  us  would  ap¬ 
preciate  the  woman  in  our  life  if  they  didn’t 
attempt  to  make  themselves  beautiful,  so  I 
wouldn’t  consider  beauty,  in  this  particular 
case,  a  luxury.  I  would  imagine  that  you 
could  make  your  appointments  on  time 
ftcation  cards  in  just  a  paper  sack  in  your 
pocket,  but  I  don’t  think  that  a  billfold 
is  a  luxury  item — it  is  a  necessity  to  every 
man  and'  woman  that  carries  one.  The 
watch  on  your  arm;  I  don’t  know  how  you 
could  make  your  appointments  on  time, 
without  something  to  remind  you  of  Just 
what  time  it  is.  This  is  not  a  wartime  sit¬ 
uation  any  more;  this  tax  was  imposed  orig¬ 
inally  as  a  base  tax  to  be  used  in  the  neces¬ 
sity  of  war  and  it  was  Imposed  against  so- 
called  luxury  items.  The  American  public 
very  readily  accepted  it  as  such  in  the  time 
of  necessity,  but  the  same  “of  necessity”  is 
over  and  I  hope  that  with  the  Dirksen 
amendment,  the  Federal  excise  tax  on  so- 
called  luxury  items  is  over,  too. 

Sincerely  yours, 

William  A.  Burke. 


Yarger  Jewelry, 

West  Point,  Nebr.,  February  1,  1964. 

Dear  Senator  Hruska:  We  appeal  to  you 
to  give  your  complete  and  wholehearted  sup¬ 
port  to  the  bill  to  repeal  the  Federal  retail 
excise  tax  on  jewelry  and  to  support  Senator 
Everett  M.  Dirksen  in  every  way  possible 
when  he  brings  this  fight  to  the  Senate  floor. 

We  have  been  in  the  retail  jewelry  busi¬ 
ness  here  in  West  Point  for  the  past  1G  years 
and  know  better  than  most  what  the  bill 
would  mean  to  all  customers  and  those  in 
the  retail  jewelry  business. 

We  feel  that  it  is  very  unfair  that  we 
have  to  struggle  to  operate  a  business  under 


this  severe  handicap  when  so  many  other 
businesses  which  sell  items  of  merchandise 
just  as  luxurious  (or  more  so)  than  ours  do 
not  have  to  collect  the  tax  or  spend  the 
many  hours  every  year  keeping  track  of  all 
of  the  extra  bookwork. 

We  will  appreciate  all  "the  support  you 
can  give  this  bill. 

Sincerely, 

Mr.  and  Mrs.  Lamont  Yarger. 


Bristol  Jewelry, 
Burwell,  Nebr.,  January  30,  1964. 
Hon.  Roman  Hruska, 

Washington,  D.C, 

Dear  Senator:  I  am  asking  your  support 
to  Senator  Dirksen’s  repeal  amendment — a 
measure  to  repeal  the  excise  tax.  I  am  a 
retail  jeweler  in  Burwell,  Nebr.,  and  I  have 
long  contended  that  the  excise  tax  is  un¬ 
fair  because  it  is  levied  on  just  certain 
items,  many  of  which  we  jewelers  sell. 

What  was  once  a  war  measure,  passed  with 
the  promise  that  it  would  be  repealed  as 
soon  as  the  war  was  over,  has  become  a  per¬ 
manent  fixture;  or  so  it  seems,  for  it  has  been 
in  effect  for  20  years.  The  tax  which  was 
levied  on  so-called  luxury  items  also  covers 
a  good  many  items  which  are  necessities  such 
•as  alarm  clocks,  billfolds,  and  even  the  plain¬ 
est  of  wedding  rings. 

It  is  unfair  to  the  consumer  and  unfair 
to  the  merchant  that  sells  these  items,  for 
it  tends  to  limit  his  sales  and  discriminate 
against  a  legitimate  business.  A  lifting  of 
this  tax  would  promote  business  by  encour¬ 
aging  the  purchase  of  many  items  that  peo¬ 
ple  have  held  off  buying  as  long  as  they  could 
to  avoid  the  tax.  Such  a  measure  would 
stimulate  business  and  bolster  the  economy, 
which  would  be  good  for  us  all.  Besides  that 
it  would  put  taxes  on  a  more  fair  basis. 

I  am  sure  that  other  businessmen  feel 
the  same  way  about  this  measure  and  we 
will  all  appreciate  your  support  of  the  tax 
repeal. 

Yours  truly, 

W.  W.  Bristol. 

Mr.  GORE.  Mr.  President,  I  shall  not 
detain  the  Senate  for  more  than  5  min¬ 
utes,  for  I  know  that  Senators  wish  to 
proceed  to  vote  on  the  pending  amend¬ 
ment. 

I  rise  in  support  of  the  amendment. 

The  Senator  from  Indiana  said  adop¬ 
tion  of  the  amendment  would  open  the 
floodgates;  but  a  moment  earlier  he  ad¬ 
vocated  enactment  of  the  pending  bill, 
because,  so  he  said,  the  economy  needs 
stimulation. 

I  am  among  those  who  believe  the  de¬ 
ficiencies  in  the  economy,  to  the  extent 
they  exist,  require  specific  treatment; 
but  I  am  not  among  those  who  believe 
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that  under  present  circumstances  the 
economy  needs  major  general  stimula¬ 
tion,  particularly  in  view  of  all  the  eco¬ 
nomic  indices,  which  now  stand  at  all- 
time  highs. 
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I  would  prefer  to  have  this  amend¬ 
ment  offered  as  a  substitute  for  some  of 
the  inequitable  tax  provisions  included 
in  the  pending  bill. 

The  pending  amendment  proposes 
that  certain  excise  taxes  be  repealed. 
In  my  opinion,  the  Federal  excise  taxes 
can  be  repealed  with  more  economic  jus¬ 
tification,  more  social  justification  and 
more  general  benefits  than  would  result 
from  enactment  of  the  present  provi¬ 
sions  of  the  pending  bill,  which  in  my 
opinion  constitute  a  major  attack  upon 
the  progressive  nature  of  the  Federal 
income  tax.  The  pending  bill  would 
make  our  tax  law  far  less  progressive, 
and  in  many  respects  would  make  it 
more  regressive. 

I  know  of  no  more  regressive  type  of 
taxation  than  a  Federal  sales  tax;  and, 
Mr.  President,  in  this  instance  we  are 
speaking  of  the  tax  on  articles  which 
millions  of  the  American  people  buy, 
but  for  whom  the  pending  bill  provides 
no  tax  relief  whatever.  A  woman  who 
buys  a  handbag  for  $5  may  not  receive 
any  tax  reduction  at  all  by  means  of 
the  bill  as  it  now  stands.  Unless  this 
amendment  is  enacted  into  law,  there 
will  be  continued  in  the  law  a  tax  which 
will  cost  her  50  cents  on  that  $5  hand¬ 
bag;  or  if  she  buys  a  $50  cloth  winter 
coat  with  a  fur  collar,  the  value  of  the 
fur  collar  must  be  estimated  and  the 
excise  tax  on  it  must  be  paid.  There 
are  many  working  girls  who  have  not 
yet  achieved  a  level  of  income  for  which 
this  bill  would  provide  any  tax  relief. 
A  young  working  girl  might  buy  an  eco¬ 
nomically  priced  dress  of  a  particular 
color,  and  might  want  to  buy  some  cos¬ 
tume  jewelry  to  wear  with  it;  and  if 
she  does,  she  must  pay  the  excise  tax 
upon  it.  There  are  millions  of  the 
American  people  who  will  receive  no  tax 
reduction  whatever  by  means  of  the  re¬ 
duction  of  the  corporate  income  tax  rate. 

Mr.  President,  unless  more  Senators 
start  to  speak  against  regressive  taxa¬ 
tion,  we  shall  be  headed  toward  a  mas¬ 
sive  Federal  sales  tax  or  manufacturers’ 
excise  tax.  I  think  now  is  a  good  time 
to  begin  resisting  such  a  course  by  re¬ 
pealing  some  of  the  excise  taxes  which 
now  are  imposed  on  the  articles  which 
the  great  mass  of  our  people  buy. 

Therefore,  I  support  the  amendment. 

Mr.  CARLSON.  Mr.  President,  I  did 
not  wish  to  let  this  debate  close  without 
expressing  my  views  on  repealing  excise 
taxes. 

For  a  number  of  years  I  have  had  the 
privilege  of  serving  on  committees  deal¬ 
ing  with  taxes,  in  the  House  Ways  and 
Means  Committee  for  8  or  10  years,  and 
presently  in  the  Senate  Finance  Com¬ 
mittee.  I  believe  it  is  generally  agreed 


that  excise  taxes  are  regressive  taxes. 
Repeal  of  such  taxes  would,  in  my  opin¬ 
ion,  do  several  things.  I  believe  that 
would  be  more  beneficial  than  many  of 
the  other  items  we  might  pass  in  the 
bill;  and  I  do  support  the  tax  bill. 

I  become  concerned  when  Senators 
who  are  defending  the  bill  talk  about 
$11.2  billion  and  then  adding  $400  mil¬ 
lion  to  the  $11.2  billion  because  It  would 
completely  bankrupt  the  Nation’s  econ¬ 
omy  and  destroy  our  Federal  fiscal  sys¬ 
tem.  I  believe  that  is  going  a  little  too 
far. 

I  believe  there  is  some  immediate  ef¬ 
fect  on  this  question.  One  effect  would 
be  an  immediate  increase  in  consumer 
expenditures.  I  believe  that  is  the  pur¬ 
pose  of  the  tax  bill  that  we  shall  be  vot¬ 
ing  for.  It  gets  money  out  to  the  people 
immediately. 

I  favor  repeal  of  retail  excise  taxes  still 
imposed  on  sales  of  furs,  luggage  and 
handbags,  cosmetics,  jewelry,  and  sil¬ 
verware.  Such  repeal  will  further  every 
objective  of  the  proposed  tax  reduction 
program. 

In  addition,  retail  excise  tax  repeal 
contains  several  unique  advantages;  it 
would :  First.  Immediately  increase  con¬ 
sumer  expenditures.  The  faster  con¬ 
sumer  spending  is  increased  by  tax 
reduction,  the  more  rapidly  the  goal  the 
President  has  set  would  be  reached.  Re¬ 
peal  of  retail  excise  taxes  would  provide 
money  for  increased  purchases,  immedi¬ 
ately  on  enactment  of  the  bill. 

Over  $400  million  is  now  collected  an¬ 
nually  in  retail  excise  taxes — in  the 
fiscal  year,  1962,  it  was  $415  million. 
This  sum  was  all  collected  at  the  final 
point  of  sale.  It  is  collected  on  daily 
purchases  of  products  by  consumers  in 
every  State  of  the  Union.  Obviously,  it 
is  presently  reducing  by  10  percent  the 
money  available  for  purchases  of  other 
goods.  Equally  obvious,  when  these 
taxes  are  repealed,  that  amount  of  money 
is  immediately  available  for  increased 
consumer  spending. 

Second.  Maintain  price  stability.  Lit¬ 
tle  good  can  come  from  any  tax  relief  of 
this  kind  unless  prices  to  the  consumer 
are  actually  reduced  by  the  amount  of 
the  present  tax.  I  assure  you  that  com¬ 
petition  within  industries  is  so  severe 
that  repeal  of  the  10-percent  excise  tax 
will  in  fact  be  passed  on  to -the  consumer. 
The  present,  before  tax,  price  level  will 
be  maintained.  To  the  consumer,  the 
repeal  of  retail  excise  taxes  will  mean  a 
10-percent  reduction  in  cash  outlay  at 
the  point  of  sale,  providing  that  much 
more  for  immediate  added  purchases. 

Third.  Reduce  retailer’s  cost  of  doing 
business.  Collecting  retail  excise  taxes 
is  a  very  real  and  costly  burden  to  re¬ 
tailers.  A  great  deal  of  bookkeeping  and 
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record-keeping  is  necessary.  To  the 
small  retailer  it  is  a  nightmare,  to  the 
large  retailer  it  is  a  headache  of  sizable 
proportions.  The  tax  on  each  sale  must 
be  collected,  recorded,  audited,  and- even¬ 
tually  paid  to  the  Government,  whether 
it  be  5  cents  on  a  50-cent  purchase,  or 
$50  on  a  $500  purchase.  Unfortunately, 
there  are  thousands  of  50-cent  sales  for 
every  $500  sale  and  obviously,  as  the  unit 
of  sale  decreases,  the  cost  of  collection 
increases.  The  cost  of  collection  is  a 
tax-deductible  business  expense  by  every 
retailer  involved,  which  in  the  aggregate 
can  substantially  affect  corporate  tax 
revenues. 

Fourth.  Beneficial  to  industries  and  to 
the  economy.  I  sincerely  believe  that 
repeal  of  retail  excise  taxes  will  be  of 
direct  benefit  to  the  whole  U.S. 
economy  for  it  will  free  immediately  and 
daily,  a  substantial  sum  for  the  purchase 
of  any  product  of  the  consumer’s  pref¬ 
erence.  However,  the  importance  to  in¬ 
dustry  cannot  be  overemphasized. 
Repeal  will,  for  the  first  time  since  pre- 
World  War  H,  place  its  products  on  an 
equal  base  with  other  products  now  com¬ 
peting  for  consumer  preference,  and  will 
remove  the  Government  from  the  un¬ 
tenable  position  of  influencing  consumer 
selection  of  the  types  of  goods  and  serv¬ 
ices  for  which  he  wishes  to  spend  his 
money. 

It  is  conservatively  estimated  that  if 
retail  excise  taxes  are  repealed,  the  an¬ 
nual  sales  of  these  products  should  in¬ 
crease  by  10  to  15  percent  from  present 
levels.  This  can  only  result  in  more  jobs, 
larger  payrolls  and  increasing  benefit  to 
the  whole  economy.  The  results  of  ex¬ 
cise  tax  repeal  claim  priority  over  this 
form  of  stimulus  to  the  economy  fully  as 
urgent  and  fully  as  deserving  as  other 
forms  of  reduction  being  considered. 

Retail  excise  taxes  were  originally  im¬ 
posed  in  1941  in  the  amount  of  10  percent 
of  the  retail  price  on  the  sale  of  furs,  lug¬ 
gage,  cosmetics,  and  jewelry.  In  1943, 
as  the  war  progressed,  these  taxes  were 
raised  to  20  percent.  In  1954,  Congress 
reduced  the  rate  to  10  percent,  where  it 
remains  today. 

I  submit,  aside  from  the  beneficial  ef¬ 
fects  of  the  reduction  of  individual  and 
corporate  taxes,  and  the  reversing  of 
corporate  normal  and  surtax  rates,  that 
the  repeal  of  retail  excise  taxes  at  the 
Federal  level  will  accomplish  additional 
and  most  needed  results: 

First.  Retail  excise  tax  repeal  will  fur¬ 
nish  the  quickest  flow  of  additional 
spendable  income  into  the  economy  of  all 
the  various  forms  of  tax  reduction  pro¬ 
posed. 

Second.  Excise  tax  repeal  will  pass  the 
savings  on  to  the  consumer  because  of 


strong  competitive  forces  within  affected 
industries. 

Third.  Excise  tax  repeal  will  relieve 
the  tax  collectors  and  retailers  of  an 
oppressive  and  costly  administrative 
burden,  thus  offering  both  added  incen¬ 
tive  and  the  prospect  of  compensating 
tax  revenue. 

Fourth.  The  products  affected  by  ex¬ 
cise  taxes  will  be  in  a  position  to  com¬ 
pete  with  other  nontaxed  products  on 
an  equal  basis. 

Fifth.  Unlike  income  tax  reduction, 
excise  repeal  will  have  none  of  its  effects 
dampened  by  increased  State  income 
taxes. 

Sixth.  The  affected  industries  cannot 
fully  discharge  their  responsibilities  to¬ 
ward  furthering  America’s  economic 
growth,  burdened  as  they  are  by  the  dis¬ 
criminatory,  wartime-imposed  levy, 
which  had,  as  was  one  of  its  original 
purposes,  the  depression  of  business  in 
the  affected  industries. 

I  sincerely  hope  the  amendment  offered 
by  the  Senator  from  Kentucky  will  be 
approved.  I  believe  it  is  in  the  interest 
of  the  Nation’s  economy.  It  is  in  the 
interest  of  the  taxpayers,  and  in  the 
interest  of  the  consumer. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment,  as  modified,  offered  by  the  Sena¬ 
tor  from  Kentucky  [Mr.  Morton]  . 

[P.  1955 ] 

On  this  question  the  yeas  and  nays 
have  been  ordered ;  and  the  clerk  will  call 
the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

The  rollcall  was  concluded. 

Mr.  MANSFIELD  (after  having  voted 
in  the  negative) .  I  have  a  pair  with  the 
distinguished  minority  leader,  the  Sen¬ 
ator  from  Illinois  [Mr.  Dirksen].  If  he 
were  present  and  voting,  he  would  vote 
“yea”;  if  I  were  at  liberty  to  vote  I  would 
vote  “nay.”  Therefore  I  withdraw  my 
vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Indiana  [Mr.  Bayh], 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Pennsylvania  [Mr. 
Clark],  and  the  Senator  from  Arizona 
[Mr,  Hayden]  are  absent  on  official  busi¬ 
ness. 

On  this  vote,  the  Senator  from  Arizona 
[Mr.  Gold  water]  is  paired  with  the  Sen¬ 
ator  from  Nevada  [Mr.  Cannon]. 

If  present  and  voting,  the  Senator  from 
Arizona  would  vote  “yea”  and  the  Sena¬ 
tor  from  Nevada  would  vote  “nay.” 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Indiana 
[Mr.  Bayh]  and  the  Senator  from  Ari- 
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zona  [Mr.  Hayden]  would  each  vote 
“nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  and 
the  Senator  from  Arizona  [Mr.  Gold- 
water]  are  necessarily  absent. 

The  pair  of  the  Senator  from  Illinois 
[Mr.  Dirksen]  has  been  previously  an¬ 
nounced. 

On  this  vote,  the  Senator  from  Ari¬ 
zona  [Mr.  Goldwater]  is  paired  with  the 
Senator  from  Nevada  [Mr.  Cannon].  If 
present  and  voting,  the  Senator  from 
Arizona  would  vote  “yea”  and  the  Sen¬ 
ator  from  Nevada  would  vote  “nay.” 

The  result  was  announced — yeas  45, 
nays  48,  as  follows: 


[No.  22  Leg.l 
YEAS — 45 


Aiken 

Gruening 

Pastore 

Allott 

Hickenlooper 

Pearson 

Beall 

Hruska 

Pell 

Bennett 

Jackson 

Prouty 

Boggs 

Javits 

Proxmire 

Carlson 

Jordan,  Idaho 

Ribicoff 

Case 

Keating 

Saltonstall 

Cooper 

Kennedy 

Scott 

Cotton 

Kuchel 

Simpson 

Curtis 

McGovern 

Smith 

Dodd 

Mechem 

Symington 

Dominick 

Miller 

Tower 

Douglas 

Morse 

Williams,  Del. 

Fong 

Morton 

Young,  N.  Dak. 

Gore 

Mundt 

NAYS— 48 

Young,  Ohio 

Anderson 

Hill 

Monroney 

Bartlett 

Holland 

Moss 

Bible 

Humphrey 

Muskie 

Brewster 

Inouye 

Nelson 

Burdick 

Johnston 

Neuberger 

Byrd,  Va. 

Jordan,  N.C. 

Randolph 

Byrd,  W.  Va. 

Lausche 

Robertson 

Church 

Long,  Mo. 

Russell 

Eastland 

Long,  La. 

Smathers 

Edmondson 

Magnuson 

Sparkman 

Ellender 

McCarthy 

Stennis 

Engle 

McClellan 

Talmadge 

Ervin 

McGee 

Thurmond 

Fulbright 

McIntyre 

Walters 

Hart 

McNamara 

Williams,  N.J. 

Hartke 

Metcalf 

Yarborough 

NOT  VOTING- 

-7 

Bayh 

Dirksen 

Hayden 

Cannon 

Clark 

Goldwater 

Mansfield 

So  Mr.  Morton’s  amendment,  as  modi¬ 
fied,  was  rejected. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  to  reconsider  the  vote  by 
which  the  amendment  was  rejected. 

Mr.  HUMPHREY.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mi'.  PROXMIRE.  Mr.  President,  I 
call  up  my  amendment,  No.  387. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Wisconsin  will  be  stated. 

The  Legislative  Clerk.  An  amend¬ 
ment  (No.  387)  on  page  38,  beginning 


with  line  7,  to  strike  out  all  through 
line  9,  on  page  39,  as  follows: 

(e)  Treatment  of  Investment  Credit  by 
Federal  Regulatory  Agencies. — It  was  the 
intent  of  the  Congress  in  providing  an  in¬ 
vestment  credit  under  section  38  of  the 
Internal  Revenue  Code  of  1954,  and  it  is 
the  intent  of  the  Congress  in  repealing  the 
reduction  in  basis  required  by  section  48(g) 
of  such  Code,  to  provide  an  incentive  for 
modernization  and  growth  of  private  in¬ 
dustry  ( including  that  portion  thereof  which 
is  regulated).  Accordingly,  Congress  does 
not  intend  that  any  agency  or  instrumen¬ 
tality  of  the  United  States  having  jurisdic¬ 
tion  with  respect  to  a  taxpayer  shall,  with¬ 
out  the  consent  of  the  taxpayer,  use — 

(1)  in  the  case  of  public  utility  property 
(as  defined  in  section  46(c)(3)(B)  of  the 
Internal  Revenue  Code  of  1954),  more  than 
a  proportionate  part  (determined  with  ref¬ 
erence  to  the  average  useful  life  of  the 
property  with  respect  to  which  the  credit 
was  allowed)  of  the  credit  against  tax  al¬ 
lowed  for  any  taxable  year  by  section  38  of 
such  Code,  or 

(2)  in  the  case  of  any  other  property, 
any  credit  against  tax  allowed  by  section 
38  of  such  Code, 

to  reduce  such  taxpayer’s  Federal  income 
taxes  for  the  purpose  of  establishing  the  cost 
of  service  of  the  taxpayer  or  to  accomplish 
a  similar  result  by  any  other  method. 

Mr.  PROXMIRE.  Mr.  President,  I 
hope  Senators  will  be  able  to  hear  the 
debate  on  this  amendment.  It  is  very 
important.  There  has  been  placed  on 
the  desk  of  each  Senator  a  brief  argu¬ 
ment  in  favor  of  the  amendment,  which 
I  hope  Senators  will  peruse. 

Mr.  President,  the  bill  as  now  drafted, 
as  submitted  by  the  committee,  provides 
that  the  investment  credit  for  utilities 
will  not  be  passed  through  to  consumers. 
Regulatory  bodies  will  by  law  not  be  al¬ 
lowed  to  recognize  the  increase  in  after¬ 
tax  income  which  the  investment  credit 
provides.  They  cannot  adjust  the  fair 
rate  of  return  on  this  basis  and  thereby 
reduce  rates. 

Two  kinds  of  utilities  are  affected  by 
this  provision:  first,  transportation  utili¬ 
ties;  and,  second,  other  public  utilities. 

Under  present  law,  transportation 
utilities  now  enjoy  a  full  7-percent  in¬ 
vestment  credit.  The  committee  bill  as 
now  drafted  changes  present  law  to  pro¬ 
vide  that  a  regulatory  body  will  not  be 
permitted  to  recognize  any  of  this  bene¬ 
fit  in  setting  rates.  The  law  also  pro¬ 
vides  a  3-percent  investment  credit  for 
those  utilities  which  are  not  transporta¬ 
tion  utilities. 

The  bill  as  reported  by  the  committee 
provides  that  a  regulatory  body  can  only 
recognize  the  benefit  of  the  investment 
credit  for  the  nontransportation  utilities 
in  setting  rates  over  the  life  of  the  asset. 
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I  think.  I  can  demonstrate  a  little  later 
that  both  these  provisions  in  the  bill  as 
reported  by  the  committee  represent  a 
windfall  gain  for  stockholders  of  public 
utilities,  and  a  very  substantial  loss  for 
consumers. 

My  amendment  would  eliminate  the 
most  directly  inflationary  section  of  the 
bill.  If  the  amendment  is  defeated,  esti¬ 
mates  by  Prof.  Robert  Eisner,  of 
Northwestern  University — a  noted  and 
very  competent  and  careful  authority — 
indicate  that  the  bill  will  cost  the  general 
public  as  utility  customers  $630  million 
in  1964,  and  more  than  $1  billion  a  year 
by  1972,  on  the  basis  of  estimating  a 
growth  rate  of  8  percent  a  year,  which 
is  the  growth  rate  which  has  taken  place 
for  the  last  20  or  30  years. 

This  loss  to  consumers  is  more  than 
twice  the  investment  credit  benefit  for 
utilities.  It  works  out  this  way  because 
with  a  50-percent  corporation  income 
tax,  the  regulatory  body  can  reduce  rates 
by  more  than  twice  the  investment  credit, 
and  maintain  the  fair  rate  of  return  to 
the  utility  at  the  same  level  or  without 
the  investment  credit. 

In  this  calculation  the  assumption  is 
made  that  State  regulatory  bodies  will 
do  what  has  been  done  in  the  past,  which 
is  to  follow  Federal  regulatory  practice. 
Some  State  regulatory  agencies — includ¬ 
ing  the  one  in  my  State — are  against 
the  treatment  in  the  bill;  but  there  is 
great  pressure  to  follow  what  the  Fed¬ 
eral  Government,  through  the  Federal 
Power  Commission,  has  done  by  prac¬ 
tice,  and  what  Congress  has  established 
as  a  precedent.  It  is  the  logical  assump¬ 
tion  that  this  would  be  the  result. 

Mr.  MAGNUSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MAGNUSON.  I  am  quite  con¬ 
cerned  about  this  section  of  the  bill.  I 
have  some  mixed  feelings  and  conclusions 
about  it,  because,  after  all,  this  is  a  bill 
to  give  tax  relief  to  business  and  indi¬ 
vidual  income  tax  payers. 

Mr.  PROXMIRE.  As  the  Senator  re¬ 
members,  Congress  passed  that  bill  in 
1962,  and  at  that  time  we  discussed 
whether  or  not  a  passthrough  should  be 
permitted. 

Mr.  MAGNUSON.  I  remember. 

Mr.  PROXMIRE.  There  was  a  conflict 
in  the  testimony. 

Mr.  MAGNUSON.  I  remember  that. 
I  believe  the  distinguished  late  Senator 
from  Oklahoma,  Mr.  Kerr,  agreed  at  one 
time  that  it  should  be  passed  through. 

Mr.  PROXMIRE.  Yes. 

Mr.  MAGNUSON.  The  conferees  went 
to  conference;  and  when  they  returned 


they  had  not  agreed  on  the  passthrough, 
and  gave  good,  justifiable  reasons  on  both 
sides  of  the  question. 

Does  the  Senator  interpret  the  sec¬ 
tion  as  it  now  reads  to  be  mandatory 
on  a  State  agency? 

Mr.  PROXMIRE.  I  do  not  so  inter¬ 
pret  it.  It  is  not  mandatory  on  a  State 
agency.  It  is  mandatory  on  the  Federal 
agencies.  However,  it  is  my  contention 
that  a  State  agency  will  follow  the  Fed¬ 
eral  agency  under  many  circumstances, 
and  eventually  probably  under  all  cir¬ 
cumstances  in  all  States. 

IP.  1956'] 

Mr.  MAGNUSON.  One  other  feature 
has  bothered  me.  There  is  a  great  deal 
of  merit  on  one  side  of  this  question. 
Many  potential  customers  want  to  be 
served  by  a  gasline  or  a  pipeline.  There 
are  not  too  many  hydro  lines  involved 
any  more,  because  they  have  been  spread 
out  pretty  well.  However,  I  refer  to  gas¬ 
lines  and  other  means  of  transportation. 
Whether  it  be  a  pipeline,  an  airline,  a 
bargeline,  or  whatever,  it  may  want  to 
make  a  capital  investment  in  order  to 
serve  many  people  who  now  are  not 
served. 

Does  the  Senator  interpret  that  to  be 
one  of  the  objectives  of  the  provision? 

Mr.  PROXMIRE.  No.  In  the  judg¬ 
ment  of  the  Senator  from  Wisconsin, 
there  is  no  question  whatsoever  that  if  a 
utility  wishes  to  serve  additional  cus¬ 
tomers,  it  will  be  in  a  position  to  make 
an  investment  in  equipment  to  permit 
it  to  do  so  and  take  advantage  of  the 
investment  credit;  and  the  regulatory 
body  will  permit  the  utility  to  raise  its 
rates  to  a  level  necessary  to  permit  it  to 
finance  the  equipment  which  is  neces¬ 
sary.  That  has  always  been  done. 

Mr.  MAGNUSON.  Let  us  assume  the 
situation  of  a  gasline  in  my  part  of  the 
country.  This  is  a  competitive  indus¬ 
try. 

Mr.  PROXMIRE.  In  the  3  percent 
range,  the  Senator  is  correct.  It  is  cor¬ 
rect  when  it  has  reference  to  transpor¬ 
tation  utilities. 

Mr.  MAGNUSON.  So  we  are  not  talk¬ 
ing  about  monopolies.  A  company  goes 
before  the  State  regulatory  body  in 
Idaho,  or  Washington,  or  Oregon,  with 
an  application  to  make  a  capital  invest¬ 
ment  to  serve  a  new  area.  It  is  invar¬ 
iably  accompanied  by  a  proposal  to  raise 
the  rates  because  of  the  capital  invest¬ 
ment  to  be  made. 

One  argument  has  been  proposed  on 
the  other  side  of  this  question,  also, 
and  the  Senator  from  Louisiana  can 
point  this  out,  I  am  sure;  namely,  that 
they  would  have  no  standing  if  this  pro- 
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vision  were  in  the  bill,  and  they  had 
made  a  capital  investment  to  serve  new 
areas,  when  they  came  before  the  State 
agency  and  asked  for  increased  rates. 
The  net  result  would  be  to  stimulate 
more  capital  investment  and  to  keep  the 
rates  at  the  same  level,  or  to  lower  the 
rates,  if  they  had  a  figure  to  support  a 
greater  revenue.  I  know  that  I  am 
speaking  as  a  lawyer,  on  both  sides,  but 
that  is  what  is  bothering  me  about  the 
provision  in  the  bill.  Does  the  Senator 
from  Wisconsin  consider  that  there 
might  be  that  possible  effect? 

Mr.  PROXMIRE.  There  is  no  ques¬ 
tion,  the  way  the  bill  is  drafted,  as  it 
comes  from  the  committee,  first,  that 
any  utility  that  needs  to  raise  money  in 
order  to  expand  its  facilities  to  serve 
additional  customers  is  in  a  position  to 
do  so;  and  if  the  committee  bill  remains 
as  it  is,  they  will  be  in  as  just  a  strong 
position  to  ask  for  an  increase  in  rates 
for  this  purpose  as  they  are  at  the  pres¬ 
ent  time.  They  might  even  be  in  a 
stronger  position. 

Mr.  MAGNUSON.  The  utility  com¬ 
mission  would  take  into  consideration 
the  fact  that  they  have  had  a  tax  credit 
and  therefore  the  justification  for  a 
raise  in  rates  would  be  rather  tem¬ 
porized. 

Mr.  PROXMIRE.  That  is  true  under 
the  present  law  and  under  my  amend¬ 
ment,  but  it  is  not  true  if  the  bill  stands 
as  it  is. 

Mr.  MAGNUSON.  I  cannot  agree,  if 
the  bill  stands  as  it  is,  that  a  State  util¬ 
ity  regulating  body  would  not,  under 
any  circumstances,  take  that  into  con¬ 
sideration. 

Mr.  PROXMIRE.  I  say  to  the  Senator 
from  Washington  that  this  is  the  entire 
issue.  Under  the  bill  as  it  is  presently 
drafted  and  reported  by  the  committee, 
a  Federal  regulatory  agency  cannot, 
but  a  State  agency  may.  The  State 
agency  will  often  follow  the  Federal 
practice.  There  will  be  tremendous 
pressure  for  it  to  do  so. 

Mr.  MAGNUSON.  I  know  that  our 
commission  feels  very  strongly  on  the 
subject. 

Mr.  PROXMIRE.  So  does  ours  in 
Wisconsin. 

Mr.  MAGNUSON.  Wisconsin  has 
probably  the  most  independent  regula¬ 
tory  body  of  any  State  in  the  Union.  It 
has  pioneered  in  this  field. 

Mr.  PROXMIRE.  We  are  very  proud 
of  that  fact.  Our  regulatory  body  has 
strongly  protested  this  provision  in  the 
bill.  It  has  indicated  that  the  pressure 
is  to  follow  the  Federal  practice,  and 
that  pressure  will  be  built  up  and  will 
become  stronger,  even  though  the  Com¬ 
mission  disagrees. 


Mr.  MAGNUSON.  I  am  directing  my 
discussion  primarily  to  the  hydro  side  of 
this  subject.  I  am  not  too  knowledge¬ 
able  about  the  figure,  but  when  the  tax 
credit  reaches  a  certain  figure — I  believe 
it  is  3  percent,  or  something  like  that — 
regardless  of  what  any  law  provides,  any 
profit  from  such  tax  credit  must  be 
passed  on.  _ _ 

Mr.  PROXMIRE.  What  it  provides 
for  the  electric  utilities  is  that  a  regula¬ 
tory  body  will  not  consider  the  invest¬ 
ment  credit  in  full  in  the  year  in  which 
the  investment  credit  is  earned.  It  will 
have  to  be  spread.  Let  me  explain  that. 
Let  us  take,  for  example,  a  utility  firm 
which  invests,  say,  $10  million  in  1 
year.  The  investment  credit  then  is 
$300,000.  Under  present  lawT,  in  accord¬ 
ance  with  the  amendment,  the  regula¬ 
tory  body  would  have  to  take  that  $300,- 
000  increase  in  after-tax  income  into 
consideration.  Does  the  Senator  follow 
me? 

Mr.  MAGNUSON.  Yes. 

Mr.  PROXMIRE.  Under  the  bill  re¬ 
ported  by  the  committee,  if  the  equip¬ 
ment  were  depreciated  over  a  20-year 
period,  the  regulatory  body  would  be 
able  to  take  only  the  $15,000  reduction 
into  consideration  in  establishing  rates. 
In  the  case  of  A.  T.  &  T.,  this  would 
amount  to  $22  million  each  year,  and  the 
loss  to  the  people  who  use  the  telephone 
service  would  be  $22  million  from  this 
one  utility.  This  is  true  because  of  the 
fact  that,  first,  the  amount  is  spread 
over  a  period  of  years,  and  we  would 
never  catch  up;  second,  the  equipment 
investment  is  growing  each  year  as  the 
Nation  grows  and  as  the  need  for  the 
services  grows. 

Mr.  MAGNUSON.  I  understand  that. 
It  seems  to  me  that  if  we  are  to  give  a 
tax  benefit  to  a  corporation — and  I  do 
not  care  which  corporation  it  is — it  is 
useless  to  say,  “We  will  give  you  a  tax 
benefit,  but  you  cannot  have  it;  you 
must  pass  it  on.”  We  might  as  well  let 
things  stand  the  way  they  are. 

Mr.  PROXMIRE.  I  believe  I  have  an 
answer  for  that  point.  The  utility  in¬ 
dustry  is  divided  on  that  issue.  However, 
there  are  important,  knowledgeable,  and 
experienced  people  in  the  industry,  in¬ 
cluding  the  head  of  A.  T.  &  T.,  and  Mr. 
Donald  Cook,  president  of  the  American 
Electric  Power  Co.,  who  say  that 
the  real  benefit  to  the  utility  will  be 
through  passing  the  credit  on.  If  it  is 
passed  on,  the  people  will  need  more 
service  and  more  equipment.  As  a  re¬ 
sult,  the  utility  will  make  a  bigger  in¬ 
vestment  in  equipment  than  if  it  were 
not  passed  on.  It  would  be  foolish  for 
the  stockholders  to  buy  equipment  merely 
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because  they  took  advantage  of  the  in¬ 
vestment  credit,  if  they  could  not  use  it. 
While  they  might  gain  a  little  by  taking 
advantage  of  the  investment  credit,  they 
would  lose  by  buying  an  asset  they  could 
not  use. 

Mr.  MAGNUSON.  Some  of  the  credit 
would  ultimately  be  passed  on,  regard¬ 
less  of  what  is  in  the  bill. 

Mr.  PROXMIRE.  No.  I  believe  that 
ultimately  some  of  it  will  be  passed  on 
for  the  3  percent;  none  of  it  for  the  7 
percent* 

Mr.  MAGNUSON.  The  officials  of  the 
regulatory  body  of  my  State  say  they 
will  compel  the  utilities  to  pass  it  on. 

Mr.  PROXMIRE.  That  is  the  State 
regulatory  body;  but  the  State  regula¬ 
tory  body  does  not  have  jurisdiction  over 
the  long  lines  of  A.  T.  &  T.,  for  example. 

Mr.  MAGNUSON.  I  am  concerned 
more  about  the  hydro  part  and  about 
the  pipelines. 

Mr.  PROXMIRE.  In  the  case  of  a 
utility  that  covers  many  States,  the  FPC 
would  have  jurisdiction.  In  such  a  case 
it  could  not  be  passed  on. 

Mr.  MAGNUSON.  I  am  in  somewhat 
of  a  dilemma.  I  believe  other  Senators 
will  find  themselves  in  it  also.  The  last 
vote  proved  it.  I  do  not  suppose  there  is 
any  greater  advocate  of  the  repeal  of  ex¬ 
cise  taxes  than  I.  I  go  on  the  theory 
that  we  get  more  money  in  the  Treasury 
by  repealing  nuisance  taxes  than  we  do 
by  collecting  them. 

We  have  repealed  the  transportation 
tax  and  the  theater  tax.  If  it  had  not 
been  for  the  fact  that  excise  taxes  will 
be  considered  between  now  and  June, 
and  that  we  shall  have  a  complete  look 
at  the  subject,  I  would  have  gone  along 
with  the  other  amendment.  I  did  not 
think  it  was  fair  to  have  only  one  seg¬ 
ment  taken  care  of. 

This  provision  might  affect  the  private 
utility  which  is  in  competition,  with  a 
public  power  body.  It  would  apply  as  an 
incentive,  I  hope,  to  the  whole  field  of 
transportation.  If  there  is  any  segment 
of  the  American  economy  that  needs 
that  kind  of  incentive,  it  is  transporta¬ 
tion,  because  it  is  the  most  sensitive  part 
of  our  American  economy.  Most  people 
do  not  realize  it,  but  it  represents  one- 
fourth  of  our  gross  national  product. 

Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect.  The  policy  of  the  transportation 

[P.  1957 ] 

industry,  as  established  by  the  ICC — 
that  is  the  prime  regulating  body — is  to 
pass  the  credit  through.  There  is  some 
ambiguity,  but  the  latest  official  state¬ 
ment  of  the  Commission  is  that  the  in¬ 


vestment  credit  should  be  recognized  for 
what  it  is — an  opportunity  for  a  utility 
to  reduce  its  taxes — and  that  therefore 
it  should  be  considered  as  an  element  of 
income,  and  should  be  passed  on. 

This  would  benefit  not  only  the  con¬ 
sumer,  but  also  the  utility  and  the  coun¬ 
try.  It  would  persuade  the  utility  to  buy 
more  equipment,  because  the  equipment 
would  be  bought  for  only  one  reason, 
that  is,  to  provide  more  service. 

Mr.  MAGNUSON.  If  there  is  a  bigger 
gross  income,  the  rates,  in  some  cases, 
ought  to  be  lowered.  I  have  heard  that 
this  action  might  put  to  rest  a  large 
number  of  applications — for  small 
amounts,  it  is  true — for  increased  rates, 
if  the  bill  can  be  passed,  because  the 
reason  for  the  applications  is  the  diffi¬ 
culty  some  utilities  have  in  raising  money 
to  provide  improved  service.  I  do  not 
know  how  true  that  is. 

Mr.  PROXMIRE.  The  applications 
have  been  made  on  the  assumption  that 
the  law  will  be  changed.  My  proposal 
would  keep  the  law  as  it  is  at  present. 

Mr.  MAGNUSON.  I  am  glad  the  Sen¬ 
ator  offered  the  amendment.  I  think  the 
subject  should  be  clarified.  Much  can 
be  said  on  both  sides  of  the  question. 
But  if  this  provision  were  to  apply  to  a 
monopoly  in  hydroelectric  power,  I 
would  go  even  further  than  does  the 
Senator  from  Wisconsin.  But  the  ques¬ 
tion  is  not  so  simple. 

I  have  found  over  the  years  that  com¬ 
petition  in  the  field  of  energy,  whether 
it  be  gas,  oil,  or  hydro,  is  becoming  quite 
keen  throughout  the  country.  There  is 
very  little  monopoly  anywhere  any  more. 
There  may  be  in  some  isolated  areas. 
When  the  utilities  are  stimulated  to  pro¬ 
vide  better  service  and  expand  their  serv¬ 
ice  to  the  consumer,  the  result  might 
be  that  rates  could  be  kept  as  they  are 
or  lowered,  and  the  consumer  would  re¬ 
ceive  better  service  because  of  the  fierce 
competition  involved. 

Mr.  PROXMIRE.  The  investment 
credit  in  competitive  industry  will  be 
passed  on  because  of  the  forces  of  compe¬ 
tition.  The  regulatory  agencies  should 
perform  the  same  function  for  utilities. 

Mr.  MAGNUSON.  Sooner  or  later. 

Mr.  PROXMIRE.  Sooner  or  later. 
But  where  there  is  a  monopoly,  or  a  util¬ 
ity  has  a  monopoly,  and  a  provision 
exists  in  the  law  that  a  regulatory  body 
cannot  pass  the  benefit  on  unless  the 
utility  consents,  there  will  be  a  situation 
in  which  the  benefit  will  not  be  passed 
on,  and  the  consumer  will  not  get  the 
benefit.  The  whole  purpose  of  Congress 
in  passing  the  investment  credit  was  to 
expand  the  economy,  through  investment 
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in  needed  equipment.  The  committee 
.  version  will  frustrate  this  purpose. 

Mr.  MAGNUSON.  Out  in  my  part  of 
the  country,  some  25  years  ago  hydro¬ 
electric  power  was  somewhat  of  a  monop¬ 
oly.  It  was  produced  at  the  lowest  cost. 
It  was  new;  it  was  fine;  people  liked  it. 
But  over  the  years,  even  though  we  have 
low-cost  hydropower  in  our  area,  as  the 
Senator  from  Idaho  [Mr.  Church] 
knows,  competition  from  gas,  oil,  and 
other  means  is  becoming  stronger  and 
stronger.  I  do  not  know  what  effect  nu¬ 
clear  power  will  have  on  hydropower,  in 
the  long  run.  It  is  not  noncompetitive 
any  more,  as  it  used  to  be. 

Surely  the  point  of  the  Senator  from 
Wisconsin  is  well  taken,  as  it  relates  to 
the  nature  of  a  monopoly.  I  agree  with 
him  on  that  point.  But  the  amendment 
covers  a  broad  field. 

Mr.  PROXMIRE.  Where  there  is  no 
monopoly,  I  argue  that  competitive  forces 
will  result  in  a  substantial  pass-through. 

Mr.  MAGNUSON.  I  thank  the  Senator 
from  Wisconsin.  I  did  not  mean  to  take 
so  much  time. 

Mr.  PROXMIRE.  The  Senator  from 
Washington  has  been  very  helpful. 

Mr.  President,  before  I  yield  to  the 
Senator  from  Vermont — and  I  shall  yield 
to  him  in  a  moment — I  ask  unanimous 
consent  to  have  printed  at  this  point  in 
the  Record  a  table  that  explains  why  it 
will  be  possible,  if  the  investment  credit 
is  maintained  in  its  present  form,  and  as 
it  will  be  if  my  amendment  is  agreed 
to,  to  reduce  rates  by  twice  the  value  of 
the  investment  credit. 

.  I  also  ask  unanimous  consent  to  have 
printed  at  this  point  in  the  Record  a 
table  compiled  by  Professor  Eisner,  which 
shows  $630  million  of  benefits  to  the  con¬ 
sumer,  under  my  amendment,  rising  by 
1997  to  $6,348  billion-  in  the  lower  rates, 
assuming  the  estimates  he  makes  are 
realistic. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows : 


Table  I 


No  in¬ 
vestment 
credit 

Invest¬ 

ment 

credit 

(without 

flow¬ 

through 

Invest¬ 

ment 

credit 

(with 

flow¬ 

through 

Net  income  before  taxes. 

200 

200 

186 

Taxes _ _ 

100 

100 

,  93 

Investment  credit _ 

0 

7 

7 

Net  income  after 

taxes . . 

100 

107 

100 

Table  II. — Potential  costs  to  consumers  of 
regulatory  provision  regarding  investment 
credit  (sec.  202(e))  in  H.R.  8363/  if  rate 
of  growth  of  investment  per  annum  is  8 
percent 

[In  millions  of  dollars] 


Year 

Annual 

Cumulative 

1964 _ 

630 

630 

1965 _ 

653 

1,283 

1966 _ _ 

693 

1,976 

1967 _ _ 

735 

2,711 

1968 _  . 

783 

3,  494 

1969 _ _ 

834 

4,  328 

1970 _ 

889 

5,217 

1971 _ _ 

950 

6, 167 

1972 _ 

1,016 

7,183 

1973 . . . 

1,088 

8,  271 

1974 _ _ 

1,164 

9,  435 

1975 . . . . . . 

1,248 

10, 683 

1976 _ 

1,340 

12, 023 

1977 . . 

1,438 

13,  461 

1978 _ _ 

1,545 

15, 006 

1979 . . 

1,661 

16,667 

1980 _ _ _ _ 

1,785 

18, 452 

1981 _ 

1,921 

20, 373 

1982 _ 

2, 067 

22,  440 

1983 _ _ 

2,224 

24,  664 

1984 _ _ _ 

2,394 

27, 058 

1985 . . 

2,  578 

29,636 

1986 _ i . 

2,  776 

32,  412 

1987 . . . . 

2,991 

35,403 

1988 . . . 

3,223 

38,626 

1989 . . 

3,473 

42,099 

Table  II. — Potential  costs  to  consumers  of 
regulatory  provision  regarding  investment 
credit  (sec.  202(e))  in  H.R.  8363/  if  rate 
of  growth  of  investment  per  annum  is  g 
percent — Continued 


[In  millions  of  dollars] 


Year 

Annual 

Cumulative 

1990 _ 

3,  743 

45, 842 

1991 _ 

4, 035 

49, 877 

1992 _ _ _ 

4, 350 

54, 227 

1993 _ 

4,  691 

58,  918 

1994 _ _ 

5,  058 

63,  976 

1995 _ 

5,  455 

69,  431 

1966 _ 

5,  884 

75,  315 

1997 _ _ — 

6,  348 

81,613 

1  Note  following  major  assumptions  underlying  calcu¬ 
lations: 

1.  Effective  total  corporate  profits  tax  rate  will  be 
reduced  to  50  percent  in  1964  and  48  percent  thereafter. 

2.  Costs  to  consumers  in  all  regulated  industries  will 
be  adjusted  to  give  “fair  rate  of  return’’  after  taxes. 

3.  Investment  tax  credit  in  1962  in  regulated  industries 
equaled  $279,000,000,  which  was  the  sum  estimated  in 
the  “Survey  of  Current  Business,”  July  1963,  p.  4,  for 
corporations  in  transportation,  public  utilities,  and 
communication . 

4.  Half  of  investment  credits  are  assumed  to  relate 
initially  to  “public  utility  property”  on  which  a  partial 
current  flowthrough  is  permissible  (subpar.  (1)).  This 
flowthrough  is  estimated  at  3  percent  per  year. 

5.  The  requirement  in  existing  law  for  reduction  in 
depreciation  basis  (the  Long  amendment)  is  not  re¬ 
moved.  If  this  requirement  is  eliminated  the  actual 
costs  to  consumers  would  rise  by  about  $30,000,000  per 
year  by  1974  in  the  case  of  4-percent  growth  and  rise 
gradually  thereafter.  In  the  case  of  8-percent  growth, 
repeal  of  the  Long  amendment  would  increase  the  cost 
to  consumers  of  the  regulatory  provision  by  some 
$40,000,000  per  year  by  1974  and  reach  an  amount  of 
increase  equal  to  $200,000,000  per  year  by  1997. 

Mr.  PROXMIRE.  Mr.  President,  I  now 
yield  to  the  Senator  from  Vermont. 
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Mr.  AIKEN.  Mr.  President,  I  desire 
to  ask  the  Senator  from  Wisconsin  a  few 
questions.  Before  doing  so,  I  should  like 
to  refer  briefly  to  the  colloquy  which  took 
place  between  the  Senator  from  Wiscon¬ 
sin  and  the  Senator  from  Washington, 
during  which  the  Senator  from  Wash¬ 
ington  referred  to  the  fierce  competition 
that  exists  among  utility  companies  to¬ 
day. 

Has  the  Senator  from  Wisconsin  ob¬ 
served,  as  I  have,  that  today,  apparently, 
a  fiercer  effort  is  being  made  on  the  part 
of  the  utilities  to  eliminate  competition 
than  during  the  past  25  years? 

Mr.  PROXMIRE.  The  Senator  from 
Vermont  is  correct.  There  is  no  doubt 
that  in  many  areas  utilities  having  mo¬ 
nopolies  will  not  be  challenged.  It  is 
true,  to  some  extent,  of  gas  and  oil  pipe¬ 
lines.  In  my  State,  one  firm,  until  re¬ 
cently,  supplied  about  95  percent  of  the 
natural  gas.  That  is  a  monopoly. 

Mr.  AIKEN.  The  adoption  of  this  pro¬ 
vision  of  the  tax  bill  would  not  lessen 
the  efforts  of  utilities  to  eliminate  com¬ 
petition. 

Mr.  PROXMIRE.  The  Senator  is  ab¬ 
solutely  correct. 

Mr.  AIKEN.  Does  the  Senator  know 
whether  the  President  approves  the  pro¬ 
vision  of  the  bill  as  reported  by  the  Com¬ 
mittee  on  Finance? 

Mr.  PROXMIRE.  It  is  my  under¬ 
standing  that  the  administration  has  not 
taken  a  position  for  or  against.  The  Sen¬ 
ator  from  Oregon  [Mr.  Morse]  yesterday 
supported  the  amendment  vigorously 
and  said  he  had  been  attempting  to  ob¬ 
tain  a  statement  from  the  administra¬ 
tion;  but  there  has  been  no  commitment 
from  the  administration  either  way. 

Mr.  AIKEN.  Next,  I  refer  to  the  Pres¬ 
ident’s  message  on  consumer  interests 
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that  was  sent  to  Congress  today.  I  refer 
to  the  statement  on  page  3,  item  No.  4; 

Federal  Power  Commission  orders  on  gas 
rates  have  channeled  millions  of  dollars  of 
refunds  of  past  overcharges  to  American 
families  who  use  gas  for  cooking  and  heat¬ 
ing. 

Does  the  Senator  from  Wisconsin  con¬ 
tend  that  this  provision  of  the  bill,  which 
he  is  seeking  to  eliminate,  would  affect 
the  power  of  the  Federal  Power  Commis¬ 
sion  to  order  refunds  of  past  overcharges 
.  to  American  families? 

Mr.  PROXMIRE.  The  Senator  is  ab¬ 
solutely  correct. 

Mr.  AIKENv  I  asked  the  Senator  a 
question.  I  do  not  know  what  the  correct 
answer  may  be. 

Mr.  PROXMIRE.  The  Senator’s  ques¬ 
tion  should  be  answered  in  the  affirma¬ 
tive.  The  provision  in  the  bill  would  in¬ 


terfere  with  the  power  of  the  Federal 
Power  Commission  to  reduce  rates. 

Mr.  AIKEN.  If  the  President  decided 
to  favor  the  provision  of  the  bill  as  re¬ 
ported  by  the  Committee  on  Finance,  it 
would  be  quite  inconsistent  with  this 
statement  in  his  consumer  message  to 
Congress,  would  it  not? 

Mr.  PROXMIRE.  Yes.  It  is  very 
helpful  to  have  the  Senator  from  Ver¬ 
mont  bring  up  this  excellent  consumer 
message  of  President  Johnson’s.  It  is 
one  of  his  finest  messages.  It  is  one  of 
the  few  times  a  President  has  addressed 
himself  to  the  entire  problem  of  con¬ 
sumer  interest.  It  seems  to  me  that  my 
amendment  fits  in  with  the  spirit  of  the 
President’s  message.  It  means  that  the 
consumer  will  have  an  opportunity  to 
benefit  from  this  tax  credit. 

The  important  thing  is  that  it  is  the 
most  effective  wray  to  develop  an  increase 
in  the  purchases  of  equipment  by  the 
utilities  industries,  through  the  trans¬ 
portation  and  electric  utilities.  Demand 
will  be  increased.  There  is  no  realistic 
basis  for  increasing  rates. 

Mr.  AIKEN.  I  thank  the  Senator 
from  Wisconsin. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  will  the  Senator  from  Wiscon¬ 
sin  yield? 

Mr.  PROXMIRE.  I  yield  to  the  Sena¬ 
tor  from  Delaware. 

Mr.  WILLIAMS  of  Delaware.  I  intend 
to  support  the  amendment  offered  by 
the  Senator  from  Wisconsin.  I  have  a 
similar  amendment  at  the  desk;  how¬ 
ever,  I  will  withhold  it  and  join  in  sup¬ 
port  of  the  amendment  of  the  Senator 
from  Wisconsin. 

Mr.  PROXMIRE.  The  Senator  from 
Delaware  spoke  to  me  about  the  amend¬ 
ment.  I  deeply  appreciate  that.  It  was 
a  most  cooperative  and  helpful  gesture. 
He  is  a  member  of  the  Committee  on 
Finance.  I  am  moving  into  his  territory. 
He  told  me  he  intended  to  offer  an 
amendment,  but  I  happened  to  have 
submitted  mine  a  few  hours  before  he 
had  his  ready.  He  graciously  deferred  to 
me,  and  I  appreciate  his  kindness. 

Mr.  WILLIAMS  of  Delaware.  I  shall 
support  the  Senator’s  amendment.  To 
keep  the  record  straight,  I  think  it  should 
be  made  clear  that  the  administration 
supported  the  language  in  the  bill  as  it 
was  presented  to  the  Committee  on 
Finance.  I  regret  to  have  to  say  that. 
But  I  believe  it  should  be  clear  so  that 
there  will  be  no  misunderstanding  when 
Senators  vote. 

Personally,  I  disagreed  with  their  rea¬ 
soning.  I  took  the  position  that  the 
section  should  be  stricken  because,  in 
fairness  to  all  taxpayers  and  particularly 
from  the  standpoint  of  consumers,  I 
cannot  understand  why  anyone  would 
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support  such  a  provision.  If  the  section 
is  allowed  to  remain  in  the  bill  it  will 
specifically  provide  that  the  regulatory 
agencies  cannot  under  any  circumstances 
_pass  through  any  of  the  benefits  of  the 
investment  credit  to  the  consumers. 
(That  is  spelled  out  in  clear  language.  I 
cannot  understand  that  reasoning,  par¬ 
ticularly  in  light  of  the  President’s  mes¬ 
sage  in  which  he  said  he  wanted  to  do 
something  for  the  consumers. 

Mr.  PROXMIRE.  It  is  my  under¬ 
standing  that  while  the  administration 
initially  took  that  position,  its  present 
position  is  one  of  not  taking  sides  either 
way  on  this  particular  amendment.  It 
is  true  that  initially  the  administration 
supported  this  provision  in  the  bill;  but 
the  Senator  from  Oregon  [Mr.  Morse] 
and  others  have  tried  to  learn  the  pres¬ 
ent  position  of  the  administration,  but 
the  administration  will  not  disclose  it. 
The  Senator  from  Delaware  is  correct; 
the  administration  will  not  disclose  its 
present  position. 

Mr.  WILLIAMS  of  Delaware.  The  ad¬ 
ministration  may  be  trying  to  back  away 
and  not  take  a  position  at  this  time. 
But  when  the  proposal  was  first  pre¬ 
sented  to  the  committee  the  administra¬ 
tion  endorsed  it  as  a  part  of  the  program, 
and  there  is  nothing  in  the  record  to 
show  any  official  change  in  its  position. 
That  point  should  be  made  clear  as  Sen¬ 
ators  vote.  I  hope  the  Senate  will  vote 
that  provision  out  of  the  bill. 

The  language  in  the  bill  which  the 
pending  amendment  proposes  to  strike, 
is  definitely  an  anticonsumer  proposal. 

Why  would  the  administration  or  any¬ 
one  else  be  so  determined  that  under  no 
circumstances  can  the  American  con¬ 
sumer  get  some  of  the  benefits  under 
this  tax- reduction  proposal? 

When  the  Congress  passed  the  invest¬ 
ment  credit  in  1962  it  specifically  pro¬ 
vided  that  the  regulatory  agencies  were 
free  to  pass  these  benefits  on  to  the 
consumer. 

The  language  in  the  pending  bill,  how¬ 
ever,  changes  that  and  provides  that  un¬ 
less  the  corporate  taxpayer  agrees,  the 
regulatory  agency  cannot  establish  rates 
wherein  any  of  this  tax  reduction  can 
be  passed  on  to  the  consumer. 

That  was  not  the  intention  of  the 
Congress  in  1962  when  the  investment 
credit  proposal  was  first  adopted  and  I  * 
hope  the  Congress  will  repudiate  the 
rights  of  the  consumer  here  today. 

The  Proxmire  amendment  striking 
this  section  from  the  pending  bill  should 
be  adopted. 

Mr.  PROXMIRE.  I  thank  the  distin¬ 
guished  Senator  from  Delaware,  the 
ranking  minority  member  of  the  Finance 
Committee,  and  an  outstanding  expert 


on  taxes.  Certainly  all  of  us  recognize 
that  he  lets  the  chips  fall  where  they 
may  and  he  represents  extremely  well 
the  public  interest. 

Mr.  MAGNUSON.  Mr.  President,  will 
the  Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MAGNUSON.  I  hope  the  Sena¬ 
tor  from  Vermont  [Mr.  Aiken]  did  not 
think  I  said  the  Commission  was  trying 
to  help  the  utilities  avoid  competition. 
To  the  contrary,  I  say  that  in  these  util¬ 
ity  media  there  is  more  competition  than 
ever  before. 

Mr.  AIKEN.  But  I  point  out  that 
their  executives  are  using  the  same  pro¬ 
cedures  that  were  being  used  30  years 
ago  in  the  effort  to  eliminate  competition. 

Mr.  MAGNUSON.  Yes,  they  have  not 
changed. 

Mr.  AIKEN.  I  had  hoped  the  younger 
generation,  which  is  taking  over,  would 
be  more  public  spirited.  However,  I  still 
find  the  same  school  of  thought  in  charge 
of  the  management,  and  in  their  at¬ 
tempts  to  eliminate  competititon  they 
still  use  the  same  practices  that  were 
used  many  years  ago. 

Mr.  MAGNUSON.  Yes;  and  the  Sen¬ 
ator  from  Vermont  and  I  have  joined  for 
many  years  in  this  fight. 

Mr.  AIKEN.  Yes. 

Mr.  MAGNUSON.  Mr.  President,  I 
wish  to  ask  a  question  or  two  of  the 
Senator  from  Wisconsin. 

First,  let  me  say  that  it  seems  to  me  it 
Is  not  good  policy  for  Congress  to  set  up 
the  Federal  Power  Commission  and  ex¬ 
pect  it  to  do  a  good  job  as  between  the 
consumers  and  the  utilities,  and  give  it 
sufficient  authority  for  that  purpose,  and 
then  include  in  a  tax  bill  a  provision 
which  would  prohibit  the  Commission 
from  doing  certain  necessary  or  desirable 
things.  It  seems  to  me  the  proposed  tax 
credit  should  be  provided;  I  think  that 
will  be  wise.  I  believe  it  should  be  pro¬ 
vided  to  the  utilities  throughout  the 
country,  for  I  believe  the  effect  will  be 
good  for  the  economy.  But  I  also  believe 
the  Congress  should  allow  the  Federal 
Power  Commission  to  decide  whether  the 
tax  credit  is  to  be  passed  on — in  short — 
permit  the  Commission  to  order  what  it 
believes  to  be  equitable  in  a  particular 
case  in  which  an  application  for  a  rate 
increase  or  a  rate  reduction  is  made. 

Mr.  PROXMIRE.  I  think  it  very 
significant,  Mr,  President,  that  the 
Chairman  of  the  Commerce  Committee, 
who  is  responsible  more  than  any  other 
Member  of  the  Senate  is  for  the  congres¬ 
sional  directions  given  the  regulatory 
bodies  and  commissions,  particularly  the 
Federal  Power  Commission,  has  made 
that  statement.  His  position — and  I  be¬ 
lieve  it  makes  all  the  sense  in  the  world — 
is  that  the  regulatory  body  should  have 
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authority  to  decide  for  itself  whether 
the  tax  credit  should  be  passed  on.  That 
is  the  way  the  law  now  reads,  and  that  is 
the  way  my  amendment  would  leave  it. 

Mr.  MAGNUSON.  Yes,  leave  that  pro¬ 
vision  in  the  bill,  and  leave  that  authority 
with  the  Commission,  which  then  could 
say  to  a  particular  utility,  “You  are  do¬ 
ing  a  good  job,  and  are  better  serving 
the  consumers,  and  are  doing  so  more 
efficiently  and  cheaper.” 

I  cannot  assume  that  in  every  case  the 
Commission  would  require  that  the  tax 
credit  be  passed  on.  Perhaps  the 
finances  of  a  particular  utility  company 
would  not  justify  a  requirement  that  the 
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credit  be  passed  on  at  this  particular 
time.  The  Commission  might  say  to  such 
a  committee,  “Keep  the  tax  credit  pro¬ 
ceeds  now ;  it  will  be  in  the  interest  of  the 
consumers  that  you  do  so” — whether  in 
the  case  of  one  of  the  pipelines  or  one 
of  the  bargelines  or  some  other  utility. 

So,  for  that  reason,  I  am  in  sympathy 
with  the  purpose  of  the  amendment. 

Furthermore,  I  do  not  believe  the 
Finance  Committee  should  determine 
that  policy;  I  do  not  think  the  Finance 
Committee  should,  after  Congress  has 
directed  that  a  tax  credit  be  given,  take 
the  position  that  Congress  should  in¬ 
struct  the  Commission  exactly  what 
should  be  done  with  the  tax  credit.  In 
other  words,  neither  do  I  think  Congress 
should  say  to  the  Commission,  “You  must 
see  to  it  that  the  tax  credit  goes  to  some¬ 
one  else.” 

I  believe  Congress  should  say  to  the 
Commission,  “Prescribe  rules  and  regu¬ 
lations  by  means  of  which  the  tax  credit 
will  be  given,  and  then  see  how  it  works 
out,  and  then  determine  what  should  be 
done  in  the  public  interest.”  In  other 
words,  we  should  permit  the  Federal 
Power  Commission  first  to  determine  the 
revenues  received,  the  rates  charged,  and 
so  forth. 

I  think  there  is  some  merit  in  follow¬ 
ing  such  a  procedure,  and  I  believe  that 
many  members  of  the  Finance  Commit¬ 
tee  feel  the  same  way. 

Mr.  PROXMIRE.  I  thank  the  Sen¬ 
ator  from  Washington  for  his  statement, 
which  is  extremely  helpful. 

I  point  out  that  unless  this  amendment 
is  enacted  into  law,  the  pending  tax  bill 
will  include  a  wholly  unprecedented  con¬ 
gressional  dictation  to  regulatory  bodies, 
by  prohibiting  them  from  deciding  the 
best  use  to  be  made  of  this  tax  credit,  and 
thus  will  fail  to  permit  the  Federal  Power 
Commission,  the  Interstate  Commerce 
Commission,  and  other  Government 
regulatory  commissions  to  decide  wheth¬ 


er  this  tax  credit  should  be  passed  on, 
and  if  so,  how  much. 

Mr.  President,  I  support  the  principle 
involved  in  allowing  that  discretion  to 
the  regulatory  commissions.  • 

I  hold  in  my  hand  certain  papers  in 
docket  No.  14850,  before  the  Federal 
Communications  Commission.  This  is  a 
report  and  order  which  was  adopted.  It 
is  dated  July  31,  1963;  and  from  page  6, 
I  read  the  following: 

In  this  connection,  if  the  investment  tax 
credit  is  viewed  as  a  reduction  in  taxes,  it 
would  appear  that  the  only  appropriate 
accounting  method  would  be  “flow  through.” 

Mr.  President,  that  quotation  comes 
from  docket  No.  14850.  Thus  we  find 
that  the  view  of  the  Federal  Communica¬ 
tions  Commission,  as  firmly  established 
in  that  docket,  is  that  the  tax  credit 
should  be  recognized  for  what  it  really 
is — a  reduction  in  cost. 

The  Federal  Power  Commission  took 
the  following  position  in  a  very  brief 
docket — No.  R-232,  dated  January  23, 
1964 — only  about  10  days  ago:  . 

The  Commission  has  reached  the  conclu¬ 
sion  that  on  the  basis  of  existing  law  the 
accounting  treatment  to  be  prescribed  should 
be  to  flow  through  the  credit  to  income. 

This  is  the  established  position  of  the 
Federal  Power  Commission;  but  the 
pending  bill,  as  it  now  stands  would  re¬ 
sult  in  action  by  Congress  to  flout  and 
reverse  that  position  of  the  Federal  Pow¬ 
er  Commission.  The  members  of  the 
Commission  are  appointed  by  the  Presi¬ 
dent,  and  their  nominations  are  con¬ 
firmed  by  the  Senate,  and  their  entire 
public  careers  are  devoted  to  the  study  of 
regulatory  matters. 

The  Senator  from  Washington  [Mr. 
MagnusonI,  who  is  an  outstanding  au¬ 
thority  in  this  field,  has  said — and  said 
it  very  well — that  Congress  should  dele¬ 
gate  this  discretion  to  the  Commission, 
so  as  to  enable  it  to  decide  just  what 
amount  of  the  tax  credit  should  be  passed 
on. 

Finally,  Mr.  President,  I  shall  quote 
from  a  February  1,  1963,  decision  of  the 
Interstate  Commerce  Commission  in 
docket  No.  34178,  “in  the  application  of 
uniform  system  of  accounts,  actual  Fed¬ 
eral  income  taxes  payable  for  each 
year” — that  is  after  credits. 

When  an  available  depreciation  allowance 
produces  a  reduction  in  Federal  income  taxes, 
no  matter  how  temporary  the  benefit  may  be, 
the  effect  on  net  income  should  be  the  same 
as  a  reduction  in  taxes  produced  by  lower 
tax  rates.  Possible  income  taxes  to  be  as¬ 
sessed  in  the  future  are  not  an  element  of 
tax  expense  for  the  current  year. 

And  so  forth.  The  Commission  con¬ 
cludes,  as  follows: 

We  have  carefully  considered  the  diver- 
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gent  views  and  all  of  the  arguments  pre¬ 
sented  by  the  respondents  in  this  proceeding 
and  affirm  the  ultimate  findings  contained 
in  our  preliminary  notice  herein  that  no  suffi¬ 
cient  justification  has  been  presented  to 
warrant  a  change  in  our  present  accounting 
rules  and  the  statement  of  policy  previously 
announced  under  date  of  February  9,  1959. 

In  other  words,  after  the  investment 
credit  provision  was  enacted  into  law, 
and  in  direct  consideration  of  that  fact, 
the  Interstate  Commerce  Commission 
said  it  was  not  changing  the  accounting 
rules. 

I  ask  unanimous  consent  that  these 
documents  or  dockets  pertaining  to  the 
investment  credit,  from  the  Federal 
Power  Commission,  the  Federal  Com¬ 
munications  Commission,  and  the  Inter¬ 
state  Commerce  Commission — the  major 
regulatory  bodies  of  this  Nation — be 
printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  docu¬ 
ments  were  ordered  to  be  printed  in  the 
Record,  as  follows: 

Exhibit  II-A 

Before  the  Federal  Communications  Com¬ 
mission,  Washington,  D.C. — Docket  No. 

14850  (RM-377)  (RM-381) 

(In  the  matter  of  amendment  of  pts.  31 
and  35  of  the  Commission’s  rules  (Uniform 
Systems  of  Accounts  for  Class  A  and  Class  B 
Telephone  Companies  and  for  Wire  Tele¬ 
graph  and  Ocean-Cable  Carriers,  respective¬ 
ly)  concerning  accounting  for  investment 
credits  made  available  by  the  Revenue  Act 
of  1962.  Possible  like  amendment  of  the 
Uniform  Systems  of  Accounts  for  Class  C 
Telephone  Companies  and  for  Radiotele¬ 
graph  Carriers  (pts.  33  and  34  of  the  rules, 
respectively) .) 

REPORT  AND  ORDER  OF  JULY  31,  1963 

(By  the  Commission:  Commissioner  Hyde 
dissenting  with  a  statement;  Commissioners 
Lee  and  Ford  dissenting.) 

1.  On  November  21,  1962,  the  Commission 
adopted  a  notice  of  proposed  rulemaking  in 
the  above-entitled  matter  which  was  pub¬ 
lished  in  the  Federal  Register  on  November 
29,  1962  (27  F.R.  11773)  in  accordance  with 
section  4(a)  of  the  Administrative  Procedure 
Act.  This  notice  presented  for  comment  on 
or  before  December  26,  1962  (with  allow¬ 
ance  for  reply  comments  on  or  before  Jan¬ 
uary  8,  1963),  proposals  of  the  American 
Telephone  &  Telegraph  Co.  (A.T.  &  T.) 
and  the  Western  Union  Telegraph  Co.  (WU) 
with  respect  to  accounting  for  investment 
tax  credits  made  available  under  the  Rev¬ 
enue  Act  of  1962.  By  order  dated  Decem¬ 
ber  13,  1962,  the  closing  dates  for  filing  com¬ 
ments  and  reply  comments  were  extended 
to  January  28,  1963,  and  February  18,  1963, 
respectively.  Pursuant  to  the  Commission’s 
order  released  June  7,  1963,  oral  argument 
directed  to  the  respective  merit  of  the  three 
basic  approaches  of  accounting  for  the  in¬ 
vestment  tax  credit  set  forth  in  the  notice 


of  proposed  rulemaking  was  heard  by  the 
Commission  on  July  15,  1963. 

2.  The  Revenue  Act  of  1962  provides  for 
the  deduction  of  “investment  tax  credits,” 
relating  to  the  construction  or  acquisition 
of  certain  facilities,  in  the  determination  of 
Federal  income  taxes  due  from  taxpayers  for 
1962  and  subsequent  years.  The  investment 
tax  credit  is  computed  by  applying  certain 
percentages  to  the  cost  of  qualifying  plant 
placed  in  service  during  the  taxable  year. 
Telephone  companies  and  domestic  telegraph 
companies  are  allowed  a  maximum  of  3  per¬ 
cent  of  the  cost  of  qualifying  property  with 
a  useful  life  of  8  years  or  more.  Lesser  per¬ 
centages  are  applicable  to  qualifying  plant 
with  a  useful  life  of  4  years  or  more  but  less 
than  8  years.  Nonutility  industries  gener¬ 
ally,  as  well  as  international  telegraph  com¬ 
panies,  gas  pipeline  companies  (other  than 
local  distribution  systems)  and  transporta¬ 
tion  companies  are  allowed  a  maximum  of 
7  percent  credit  rather  than  the  3  percent 
maximum  allowed  for  telephone  and  do¬ 
mestic  telegraph  companies.  The  property 
base  for  computing  depreciation  for  tax  pur¬ 
poses  over  the  life  of  the  property  is  reduced 
by  the  amount  of  the  investment  credit 
which  the  taxpayer  is  eligible  to  receive. 

3.  Under  the  proposal  for  amendment  of 
part  31  submitted  by  A.T.  &  T.,  the  plant 
accounts  would  be  reduced  by  the  amount 
of  the  investment  tax  credits  and  an  off¬ 
setting  amount  would  be  added  to  operating 
taxes.  The  proposed  amendment  to  part 
35  submitted  by  Western  Union  would  per¬ 
mit  52  percent  of  the  investment  tax  credit 
to  be  set  up  on  the  books  in  a  deferred  tax 
account  with  an  offsetting  amount  added 
to  operating  taxes.  The  remaining  48  per¬ 
cent  of  the  credit  would  be  permitted  to 
“flow  through”  to  income.  The  deferred 
taxes  under  Western  Union’s  proposal  would 
be  used  over  the  life  of  the  property  to  ab¬ 
sorb  the  calculated  additional  taxes  in  sub¬ 
sequent  years  resulting  from  the  lower  prop¬ 
erty  base  used  for  tax  depreciation  allow¬ 
ance. 

4.  The  notice  pointed  out  that,  the  Com¬ 
mission’s  uniform  systems  of  accounts,  as 
presently  worded,  permit  charges  to  the  tax 
expense  accounts  only  for  the  taxes  actually_ 
payable  and,  with  minor  exceptions,  arising' 
out  of  operations  during  the  current  ac¬ 
counting  period.  If  either  A.T.  &  T.’s  or 
Western  Union’s  requests  were  to  be  granted, 
it  would  involve  a  departure  from  this 
fundamental  theory  which  underlies  the 
present  systems  of  accounts. 

~  5.  The  notice  listed  the  following  basic 
ways  to  reflect  investment  tax  credits  in  the 
accounts : 

IP.  1 960~] 

(a)  “Flowthrough”  accounting,  which 
would  permit  the  investment  credits  to 
“flow  through”  immediately  to  net  income. 
This  would  require  no  change  in  any  of  our 
systems  of  accounts. 

(b)  “Flowthrough”  accounting  for  48 
percent  of  the  investment  credits  and  nor¬ 
malization  of  52  percent  of  such  credits  by 
setting  up  a  reserve  for  deferred  taxes.  The 
contra  entry  to  establish  the  reserve  would 
be  a  charge  to  operating  taxes.  (WU’s 
proposal) . 
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(c)  Normalization  by  entering  the  invest¬ 
ment  credits  as  a  credit  to  the  plant  ac¬ 
counts1  and  charging  operating  taxes.  (A.T. 
&  T.’s  proposal.) 

The  notice  incorporated  as  appendixes  A.T. 
&.  T.’s  and  WU’s  requests  for  rule  making 
and  asked  for  comments  concerning  the 
propriety  of  those  proposals  as  well  as  any 
alternative  accounting  proposals  which  were 
deemed  to  be  appropriate.  Comments  and 
briefs  were  also  requested  with  respect  to  the 
intent  of  Congress  in  enacting  the  invest¬ 
ment  credit  provisions  of  the  Revenue  Act 
of  1962  and  the  extent  to  which  this  Com¬ 
mission  should  recognize  such  intent  in 
considering  amendment  of  its  accounting 
rules.  Comments  were  also  requested  on 
whether,  if  we  were  to  amend  our  telephone 
and  wire-telegraph  and  ocean-cable  systems 
of  accounts,  like  amendments,  in  principle, 
should  be  made  to  the  uniform  systems  of 
accounts  for  small  telephone  companies  and 
for  radiotelegraph  carriers.  The  notice  also 
stated  that  whether  or  not  amendments  are 
made  in  our  accounting  rules  as  a  result  of 
this  proceeding,  we  intend  to  amend  our 
common  carrier  annual  report  forms  (forms 
M,  O  and  R)  to  the  extent,  if  any,  necessary 
to  disclose  clearly  therein  the  amounts  of 
the  investment  credits  received  and  how 
they  are  being  accounted  for. 

6.  Twenty-six  comments  were  received. 
Six  comments,  representing  the  views  of  five 
State  commissions  and  the  Administrator 
of  General  Services,  favored  “flowthrough” 
accounting.  One  carrier,  in  addition  to  the 
original  request  of  WU,  favored  partial  nor¬ 
malization  which  would  allow  48  percent  of 
the  credit  to  “flow  through”  and  defer  the 
remaining  52  percent.  Eighteen  comments 
favored  full  normalization  but  did  not  all 
agree  on  the  method  of  accounting  to  ac¬ 
complish  such  normalization.  Some  of  these 
18  favored  a  direct  credit  to  plant,  1 
favored  crediting  a  deferred  credit  account, 
several  did  not  specify  the  method  of  ac¬ 
counting  they  favored  to  accomplish  the  full 
normalization,  and  others  were  agreeable  to 
either  a  direct  credit  to  plant  or  a  credit  to 
an  account  offsetting  the  gross  plant  invest¬ 
ment.  Of  the  18  favoring  full  normaliza¬ 
tion,  5  were  from  carriers  or  groups  of  car¬ 
riers,  10  were  from  State  commissions,  2  were 
from  public  accounting  firms,  and  the  other 
was  from  the  American  Institute  of  Certi¬ 
fied  Public  Accountants.  One  State  com¬ 
mission  favored  uniformity  of  accounting  by 
Federal  agencies  consistent  with  accounting 
previously  prescribed  in  similar  situations. 
The  six -comments  favoring  “flowthrough” 
accounting  were  from  the  Wisconsin  Public 
Service  Commission,  Alabama  Public  Service 
Commission,  California  Public  Utilities  Com¬ 
mission,  New  Hampshire  Public  Utilities 
Commission,  New  York  Public  Service  Com¬ 
mission,  and  the  Administrator  of  General 
Services.  The  comment  favoring  48-percent 
“flowthrough”  and  52-percent  normaliza¬ 
tion  was  from  RCA  Communications,  Inc. 
The  18  comments  *  favoring  full  normaliza¬ 
tion  were  A.T.  &  T.,  American  Cable  &  Radio 


Corp.,  General  Telephone  &  Electronics 
Corp.,  Hawaiian  Telephone  Co.,  United 
States  Independent  Telephone  Association, 
Arizona  Corporation  Commission,  Delaware 
Public  Service  Commission,  Florida  Railroad 
and  Public  Utilities  Commission,  Massachu¬ 
setts  Department  of  Public  Utilities,  Min¬ 
nesota  Railroad  &  Warehouse  Commission, 
Montana  Board  of  Railroad  Commissioners, 
New  Mexico  State  Corporation  Commission, 
North  Dakota  Public  Service  Commission, 
South  Dakota  Public  Utilities  Commission, 
Virginia  State  Corporation  Commission, 
American  Institute  of  Certified  Public 
Accountants,  Arthur  Andersen  &  Co.,  and 
Lybrand,  Ross  Bros.  &  Montgomery.  The 
comment  favoring  uniformity  of  accounting 
was  from  the  Washington  Utilities  and 
Transportation  Commission.  The  only  com¬ 
ment  received  in  reply  to  the  original  com¬ 
ment  was  received  from  A.T.  &  T.  This 
comment  was  primarily  a  rebuttal  of  the 
arguments  for  “flow  through.”  The  com¬ 
ments  that  were  submitted  were  quite  ex¬ 
tensive  and  no  detailed  summary  of  such 
comments  is  incorporated  herein.  However, 
the  arguments  included  in  such  comments 
have  been  fully  considered. 

7.  The  comments  have  dwelt  at  some 
length  on  the  so-called  legislative  intent  be¬ 
hind  the  investment  tax  credit  and  many  of 
them  have  implied  that  the  Commission  is 
precluded  by  such  legislative  intent  from 
judging  the  appropriate  accounting  on  the 
merits  in  accordance  with  sound  public 
utility  regulatory  principles.  We  do  not 
agree  with  this  implication.  It  appears  to 
us  on  the  contrary  that  Congress  fully  in¬ 
tended  that  the  tax  legislation  here  involved 
should  fit  into  the  normal  regulatory  scheme. 
In  this  connection,  analysis  of  the  legisla¬ 
tive  history  in  light  of  the  comments  re¬ 
ferred  to  is  indicated.  Under  section  220  of 
the  Communications  Act,  the  commission 
is  given  plenary  powers  to  prescribe  account¬ 
ing  procedures  for  carriers  subject  to  its 
jurisdiction.  It  is  axiomatic  that  amend¬ 
ment  or  repeal  of  a  statute  by  indirect  im¬ 
plication  is  not  favored.  Georgia  v.  Penn¬ 
sylvania  Railroad  Co.,  324  U.S.  439,  456-7; 
Swettman  v.  Remington  Rand,  65  F.  Supp. 
940;  82  C.J.S.  section  419.  The  necessary 
inference  to  be  drawn  from  those  comments 
which  would  preclude  the  Commission’s 
judgment  of  the  regulatory  treatment  to  be 
accorded  the  tax  credit  is  that  Congress 
intended  by  the  tax  statute  to  amend  or 
repeal  that  portion  of  the  Communications 
Act  which  gives  the  Commission  authority 
to  prescribe  accounting  methods.  Aside 
from  the  fact  that  there  was  no  such  express 
statement  either  in  the  statutory  enactment 
itself  or  the  record  of  the  legislative  pro¬ 
ceedings  leading  up  to  such  enactment,  there 
are  several  clear  indications  in  the  legislation 
and  its  history  leading  to  a  contrary  con¬ 
clusion.  One  clear  indication  of  Congress 
thinking  stems  from  the  fact  that  several 
parties  testifying  in  the  congressional  hear¬ 
ings  (most  of  whom  filed  comments  in  favor 
of  full  normalization  in  this  proceedings) 


1  Another  method  of  accomplishing  full  normalization  would  be  to  credit  an  offsetting  reserve. 

2  The  Illinois  Commerce  Commission,  while  not  filing  comments,  appeared  at  the  oral  argument  in  favor 

of  full  normalization.  , 
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advocated  that  the  legislation  contain  ex¬ 
press  provisions  requiring  that  the  tax  bene¬ 
fits  conferred  be  spread  over  the  entire  life 
of  the  assets  which  provided  the  measure  of 
such  benefits.  Congress  did  not  see  fit  to 
include  such  provisions. 

8.  Another  clear  indication  that  Congress 
intended  the  tax  credit  to  be  compatible 
with,  and  not  in  derogation  of,  the  existing 
regulatory  scheme  is  found  in  the  House 
Ways  and  Means  Committee  Report  wherein 
it  explains  the  reason  for  the  difference  in 
the  percent  of  credit  allowed  most  regulated 
public  utilities  versus  other  enterprises.  The 
report  states: 

“The  investment  credit  in  the  case  of  most 
regulated  public  utilities  is  in  effect  4  per¬ 
cent  rather  than  8  percent.  The  smaller 
credit  is  provided  in  such  cases  because 
much  of  its  benefit  in  these  regulated  indus¬ 
tries  is  likely  to  be  passed  on  in  lower  rates 
to  consumers,  thereby  negating  much  of  the 
stimulative  effect  on  investments.  More¬ 
over,  the  size  of  the  investment  in  regulated 
public  utilities,  such  as  electric  companies, 
local  gas  companies,  telephone  companies, 
etc.,  will  in  large  part  be  determined  by  the 
growth  of  other  industries,  rather  than  their 
own.”  3 

A.T.  &  T.,  which  is  the  only  one  of  those 
favoring  full  normalization  to  take  note  of 
this  statement  in  its  comments,  attempts  to 
explain  this  statement  by  suggesting  that 
the  House  committee  really  meant  that  rate¬ 
payers  would  obtain  the  lower  rates  men¬ 
tioned  by  virtue  of  the  fact  that  the  credit 
would  reduce  the  rate  base  and  thus  in¬ 
crease  the  rate  of  return.  We  believe,  how¬ 
ever,  that  if  the  committee  had  had  in  mind 
only  this  indirect  effect,  it  would  have  stated 
it  as  such  and  would  not  have  couched  its 
explanation  in  terms  of  “passing  on”  the 
benefit  of  the  credit  in  lower  rates  to  con¬ 
sumers.  The  only  possible  way  in  which 
much  of  the  benefits  of  the  credit  can  be 
passed  on  immediately  to  consumers  is  by 
the  “flow  through”  technique. 

9.  The  comments  favoring  full  normaliza¬ 
tion  would  have  us  interpret  literally  the 
several  statements  contained  in  the  legisla¬ 
tive  history  that  the  tax  credit  in  effect  re¬ 
duces  the  cost  of  the  new  plant.  The  fal¬ 
lacy  of  such  a  literal  reading  is,  of  course, 
apparent  since  the  cash  outlay  for  new  plant 
is  the  same  with  or  without  the  tax  credit. 
No  benefits  of  the  credit  are  realized  until 
taxpaying  time  and  then  only  as  a  reduction 
in  the  total  amount  of  the  tax  paid.  The 
real  benefit  and  incentive  to  investment  are 
the  extra  dollars  made  available  at  this  time 
for,  as  will  be  pointed  out  later,  such  pur¬ 
poses  as  extra  dividends,  corporate  growth 
through  reinvestment,  et  cetera. 

10.  The  question  may  well  be  asked  as  to 
how  Congress  intended  the  tax  credit  to  be 
an  investment  incentive  to  utilities  if  the 
entire  amount  is  to  be  passed  along  to  con¬ 
sumers  in  the  form  of  lower  rates.  The  an¬ 
swer,  of  course,  is  that  in  most  cases  it  will 
not  all  be  passed  on  even  under  the  “flow 
through”  principle.  Only  in  the  case  of  a 
utility  which  has  already  reached  the  upper 
limits  of  a  reasonable  rate  of  return  is  such 


:I  H.  Rept.  No.  1447,  supra,  p.  8. 


a  result  possible,  and  even  then  rates  can¬ 
not  be  reduced  to  give  immediate  effect  to 
the  reduction  in  taxes.  In  the  case  of  mar¬ 
ginal  utilities,  such  as  some  railroads,  for 
example,  it  may  well  be  that  none  of  the 
amount  will  be  passed  on  to  the  consumer. 
It  is  this  factor,  present  to  some  degree  in 
the  case  of  most  utilities,  of  providing  the 
means  of  increasing  earnings  and  making  it 
easier  to  obtain  capital,  both  directly  through 
retained  earnings  and  indirectly  through 
rendering  its  securities  more  attractive  to 
investors,  that  constitutes  the  real  incen¬ 
tive.  It  is  worthy  of  note  in  this  connection 
that  the  comptroller  of  A.T.  &  T.,  one  of  the 
petitioners  in  this  proceeding,  testified  in 
opposition  to  any  tax  credit  of  this  nature 
for  utilities  on  the  ground,  inter  alia,  that 
it  was  not  necessary  to  encourage  the  Bell 
System  to  construct  additional  plant.  He 
pointed  out  that  the  Bell  System  has  a  duty 
to  construct  such  plant  as  is  necessary  to 
provide  service  to  its  customers  and  that  the 
Bell  System  companies  had  been  successful 
in  the  past  in  raising  sufficient  capital  to 
finance  the  additional  facilities  required. 
Representatives  of  other  utilities,  including 
Western  Union,  however,  spoke  in  favor  of 
the  legislation. 

11.  While  not  directly  indicative  of  con¬ 
gressional  intent,  it  is  interesting  to  note 
the  interpretation  placed  on  the  legislation 
by  the  agency  most  concerned.  The  Internal 
Revenue  Service  in  construing  section  38  of 
the  code  states  as  follows : 

“Under  these  circumstances,  it  would  be 
inappropriate  in  computing  earnings  and 
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profits  to  allow  as  a  decrease  thereto  the 
gross  amount  of  Federal  income  tax  liability 
before  reduction  by  the  amount  of  the  in¬ 
vestment  credit.  Similarly,  the  adjustment 
to  basis  required  by  section  48  of  the  code 
for  the  year  the  property  is  placed  in  service 
may  not  be  reflected  as  a  reduction  in  earn¬ 
ings  and  profits  for  such  year.”  (Rev.  Rul. 
63-63,  IRB  No.  1963,  15,  p.  7.) 

12.  One  statement  contained  in  the  con¬ 
ference  report  (H.  Rept.  No.  2508,  p.  14) 
requires  comment.  The  statement  is  as 
follows: 

“It  is  the  understanding  of  the  conferees 
on  the  part  of  both  the  House  and  the 
Senate  that  the  purpose  of  the  credit  for 
investment  in  certain  depreciable  property, 
in  the  case  of  both  regulated  and  nonregu- 
lated  industries,  is  to  encourage  moderniza¬ 
tion  and  expansion  of  the  Nation’s  produc¬ 
tive  facilities  and  to  improve  its  economic 
potential  by  reducing  the  net  cost  of  acquir¬ 
ing  new  equipment,  thereby  increasing  the 
earnings  of  the  new  facilities  over  their 
productive  lives.” 

The  proponents  of  a  “normalization”  ap¬ 
proach  urge  that  this  language  indicates  a 
congressional  intent  to  require  the  treat¬ 
ment  of  the  tax  credit  which  they  advance. 
We  disagree.  The  language  quoted  is,  of 
course,  one  way  of  describing  the  general 
effect  which  Congress  hoped  to  achieve.  The 
suggestion,  however,  is  that  this  description 
implies  a  congressional  intent  that  the  credit 
granted  should  never,  in  any  circumstances, 
be  passed  on  to  the  consumer  in  the  form 
of  lower  rates,  except  by  way  of  reduced  de¬ 
preciation  charges  and  reduced  earnings  re- 
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quirements  over  the  life  of  the  plant  In¬ 
volved.  No  language  preceding  or  following 
in  the  conference  report  suggests  such  an 
interpretation.  And  the  other  pertinent  in¬ 
dications  of  legislative  intent,  including  the 
failure  of  Congress  to  include  specific  statu¬ 
tory  language  on  the  point  although  re¬ 
quested  to  do  so,  are  to  the  contrary.  In 
light  of  all  the  circumstances,  we  do  not 
think  such  a  drastic  construction  is  war¬ 
ranted  by  a  single  detached  statement. 

13.  In  view  of  the  foregoing,  it  appears 
that  Congress  did  not  intend  to  tie  the 
Commission’s  hands  in  carrying  out  its  reg¬ 
ulatory  functions.  One  of  those  functions, 
imposed  by  section  220  of  the  Communica¬ 
tions  Act,  is  the  prescription  of  the  accounts 
to  be  maintained  by  carriers  subject  to  its 
jurisdiction.  It  appears  that  the  Commis¬ 
sion  is  free  to  consider  the  proper  account¬ 
ing  for  the  investment  tax  credit  on  its  own 
merits  with  due  icgard  for  sound  accounting 
and  regulatory  principles.  Here  it  is  appro¬ 
priate  to  emphasize  that  this  is  an  account¬ 
ing,  rather  than  a  ratemaking,  proceeding. 

14.  Extensive  arguments  were  included  in 
the  comments  received  and/or  in  the  original 
requests  for  rulemaking  in  favor  of  each 
of  the  three  basic  methods  of  accounting 
that  were  offered  for  comment.  After  con¬ 
sidering  all  of  the  comments  received,  we 
believe  it  appropriate  to  analyze  the  true 
nature  of  the  investment  tax  credit  as  a 
persuasive  guide  in  deciding  the  proper  ac¬ 
counting  to  be  followed.  In  this  connection, 
if  the  investment  tax  credit  is  viewed  a<& 
a  reduction  in  taxes,  it  would  appear  that 
the  only  appropriate  accounting  method 
would  be  “flow  through.”  If  the  investment 
credit  is  viewed  as  a  tax  deferral  which  can 
be  accurately  determined,  then  only  52  per¬ 
cent  of  the  investment  tax  credit  represents 
a  deferral  of  taxes.  Under  this  theory,  the 
remaining  48  percent  would  be  a  reduction 
in  taxes  and  could  be  appropriately  ac¬ 
counted  for  only  by  letting  it  “flow  through” 
to  income.  However,  if  the  investment  tax 
credit  is  viewed  as  a  reduction  in  the  cost  of 
plant  resulting  from  either  a  contribution 
by  the  Government  toward  the  construc¬ 
tion  of  plant  or  a  reduction  in  taxes  appli¬ 
cable  to  construction  that  should  be  capi¬ 
talized  negatively,  then  the  only  accounting 
which  would  seem  appropriate  would  be  full 
normalization  by  a  credit  to  plant  or  a 
variation  thereof  such  as  by  a  credit  to  a 
deferred  credit  account  or  to  an  offsetting 
reserve. 

15.  It  is  our  view  that  the  investment 
tax  credit  represents  a  reduction  of  income 
taxes  and  should  be  so  recorded  in  the  ac¬ 
counts.  The  Revenue  Act  of  1962  specif¬ 
ically  provides  that  the  Federal  income  tax 
liability  shall  be  reduced  by  the  amount  of, 
the  investment  tax  credit.  The  amount  of 
the  tax  due  the  Government  is  determined 
after  deductions  of  the  credit.  The  deduc¬ 
tion  of  the  investment  tax  credit  does  not 
appear  to  be  any  different  than  other  deduc¬ 
tions  such  as  the  foreign  tax  credit,  the 
dividends  received  credit  for  individuals,  and 
the  credit  from  regulated  investment  com¬ 
panies  which  are  deducted  to  determine  the 
income  tax  liability.  The  qualified  property 
on  which  the  credit  is  based  is  merely  a 
convenient  tool  used  to  compute  the  dollar 


amount  of  the  tax  reduction  intended  by 
Congress.  The  same  effect,  that  is,  the  re¬ 
duction  of  the  amount  of  the  income  tax, 
could  have  been  accomplished  by  some  other 
means  such  as  a  reduction  in  the  income 
tax  rates.  The  fact  that  the  basis  of  the 
property  is  reduced  to  compute  depreciation 
for  tax  purposes  is  merely  a  method  adopted 
by  Congress  to  avoid  duplication  of  a  por¬ 
tion  of  the  tax  reduction  derived  from  the 
investment  tax  credit  over  future  years. 

16.  The  avowed  purpose  of  the  investment 
credit,  to  encourage  the  modernization  and 
expansion  of  productive  facilities  and  thus 
to  stimulate  the  economy,  is  accomplished  by 
reducing  the  taxes  payable  by  those  tax¬ 
payers  who  construct  or  acquire  such  quali¬ 
fying  plant.  The  reward  for  adding  such 
plant  is  actual  cash  in  hand  as  the  result 
of  the  lower  income  tax  which  must  be  paid. 
The  benefit  is  received  currently  in  fewer 
dollars  paid  out  in  taxes,  thus  providing  more 
stimulation  for  reinvestment  than  is  spread 
over  the  life  of  the  property.  The  law,  how¬ 
ever,  does  not  restrict  the  manner  in  which 
the  tax  reduction  should  be  used.  It  can 
be  used  to  pay  dividends,  reduce  prices,  build 
additional  plant,  or  for  whatever  other  pur¬ 
pose  the  taxpayer  wishes.  The  increased 
earhings  resulting  from  the  tax  reduction  will 
tend  to  stimulate  the  economy  however  they 
are  used.  If  paid  out  in  dividends,  the  re¬ 
cipient  of  the  dividends  can  buy  additional 
goods  or  reinvest  the  funds  received  as 
dividends.  If  used  to  reduce  prices,  the  con¬ 
sumer  can  use  the  amount  of  the  price  re¬ 
duction  for  the  same  purposes.  If  retained 
by  the  taxpayer,  the  funds  can  be  reinvested 
in  additional  plant  facilities  and  the  in¬ 
creased  earnings  reported  in  the  financial 
statements  may  also  tend  to  stimulate  the 
economy.  Thus  it  appears  to  us  that  the 
true  nature  of  the  credit  is  best  reflected  by 
the  increased  earnings  resulting  from  the 
tax  reduction. 

17.  The  foregoing  view  is  also  in  accord 
with  this  Commission’s  position,  which  is  a 
well  settled  one  over  the  years  in  commis¬ 
sion  and  court  decisions,  that  the  actual  re¬ 
sults  of  operations  should  be  reflected  in  the 
accounts.  For  ratemaking  purposes,  it  may 
be  necessary  at  times  to  make  adjustments 
to  the  reported  results  of  operations  to  re¬ 
move  the  effect  of  abnormal  or  unusual  oc¬ 
currences.  This  can  and  should  be  done 
without  altering  the  records  of  actual  results 
reflected  in  the  accounts.  However,  we  can¬ 
not  agree  that  the  Federal  income  tax  ac¬ 
count  or  any  other  expense  account  should 
contain  amounts  for  income  tax  liabilities 
not  actually  incurred.  Likewise,  the  net 
income  resulting  from  this  tax  reduction, 
which,  like  the  rest  of  the  net  income  from 
operations  is  not  restricted,  should  not  be 
obscured  by  including  in  the  accounts, 
amounts  for  taxes  or  other  expenses  not  ac¬ 
tually  paid  or  incurred. 

18.  It  is  argued  by  some  that  inasmuch  as 
the  investment  tax  credit  must  be  deducted 
from  the  cost  of  plant  in  computing  depre¬ 
ciation  expenses  for  tax  purposes  in  future 
years,  provisions  for  such  future  taxes  should 
be  reflected  in  the  accounts  currently,  on  the 
theory  that  the  income  taxes  may  be  higher 
in  future  years  as  a  result  of  the  reduced  tax 
basis  of  the  plant  used  to  compute  deprecia- 
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tion  for  tax  purposes.  However,  it  is  not 
possible  to  predict  what  the  actual  amount 
of  such  higher  taxes  will  be  over  the  future 
life  of  the  plant.  A  number  of  factors  can 
change  the  effect  of  this  aspect  of  the  law. 
If  the  tax  rate  is  changed  the  amount  of 
the  tax  effect  of  this  part  of  the  law  will 
change.  Changes  in  the  tax  rates  are  cur¬ 
rently  being  discussed  by  Congress.  If  a  tax¬ 
able  loss  is  suffered  by  the  taxpayer  in  future 
years,  the  lower  amount  of  depreciation  for 
tax  purposes  may  not  result  in  any  more 
taxes  being  paid.  If  there  is  a  decline  in 
profits,  a  lower  tax  rate  may  be  applicable  to 
the  taxable  income  arising  from  the  lower 
depreciation  expenses  computed  for  tax  pur¬ 
poses.  With  continued  plant  expansion,  any 
higher  taxes  due  to  lower  depreciation  ex¬ 
penses  are  likely  to  be  more  than  offset  by 
the  investment  tax  credit  in  future  years  as 
additional  qualifying  property  is  constructed 
or  acquired.  The  theoretical  higher  taxes 
which  are  supposed  to  result  from  the  invest¬ 
ment  credit  would  thus  be  postponed  indefi¬ 
nitely  into  the  future.  Even  without  con¬ 
tinued  plant  expansion,  which  is  and  for  the 
foreseeable  future  will  be  typical  of  the  in¬ 
dustry,  the  average  life  of  communications 
property  is  so  long  that  it  is  inconceivable 
that  an  accurate  prediction  of  the  ultimate 
future  tax  effect  could  be  made.  We  do  not 
believe  that  current  taxes  actually  paid  and 
the  resulting  net  income  should  be  altered  on 
such  speculative  possibilities  of  higher  taxes 
in  the  future  years.  At  most,  the  prospects 
of  such  higher  taxes  in  future  years  is  a  con¬ 
tingent  liability  which  we  do  not  believe 
should  be  reflected  in  the  accounts. 

19.  Inasmuch  as  we  are  convinced  that 
the  investment  credit  is  a  reduction  in  the 
total  amount  of  income  taxes  and  should  be 
so  reflected  in  the  accounts,  it  follows,  of 
course,  that  we  do  not  believe  the  plant  ac¬ 
counts  should  be  reduced  by  such  credit. 
We  consider  the  property  constructed  or  ac¬ 
quired  as  merely  a  measuring  device  used  to 
compute  the  reduction  in  the  income  tax  lia¬ 
bility.  Furthermore,  the  actual  original 
cost  of  equipment  with  respect  to  which  an 
investment  tax  credit  has  been  received,  is 
no  different  from  the  original  cost  of  iden¬ 
tical  equipment  purchased  in  prior  years  at 
the  same  cost  with  respect  to  which  no  in¬ 
vestment  tax  credit  has  been  received.  Like¬ 
wise,  the  original  cost  of  equipment  quali¬ 
fying  for  the  investment  tax  credit  is  no  dif¬ 
ferent,  for  comparable  units,  from  the  origi¬ 
nal  cost  of  plant  additions  which  do  not 
qualify  for  the  investment  tax  credit.  More¬ 
over,  we  do  not  believe  that  the  original  cost 
of  equipment  recorded  in  the  accounts 
should  reflect  the  fluctuation  which  may  re¬ 
sult  from  any  subsequent  changes  which 
may  be  made  in  the  formula  used  to  compute 
the  amount  of  the  investment  tax  credit. 
We  are  convinced,  therefore,  that  our  orig¬ 
inal  cost  concept  should  be  preserved  and 
no  reduction  should  be  recorded,  either  di¬ 
rectly  or  indirectly,  in  the  plant  accounts 
with  respect  to  the  investment  tax  credit. 

20.  It  is  also  argued  that  the  accounting 
in  the  books  should  be  consistent  with  the 
tax  treatment  required  in  connection  with 
the  future  depreciation  of  the  qualified  prop¬ 
erty.  We  recognize  that  it  is  more  conven¬ 
ient  to  have  the  prescribed  accounting  for 
book  purposes  the  same  as  that  required  for 
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tax  purposes.  However,  we  do  not  consider 
this  feature  of  sufficient  importance  to  affect 
our  basic  concept  of  the  proper  accounting 
which  should  be  accorded  the  investment 
tax  credit.  If  in  all  other  respects,  the  argu¬ 
ments  for  two  approaches  to  accounting 
were  equal,  then  we  might  be  persuaded  by 
th$  desirability  of  consistent  treatment  be¬ 
cause  of  the  savings  in  work  and  record¬ 
keeping.  In  the  instant  case,  however,  we 
are  firmly  convinced  that  the  original  cost 
in  the  property  accounts  should  be  main¬ 
tained.  We  are  also  mindful  of  other  in¬ 
stances  where  the  prescribed  accounting 
treatment  on  the  books  differs  from  the 
treatment  for  tax  purposes,  such  as,  capital¬ 
ization  of  interest  during  construction,  pay¬ 
roll  taxes  and  other  labor  costs  connected 
with  construction.  It  does  not  appear, 
therefore,  that  the  argument  of  consistency 
of  treatment  between  book  and  tax  account¬ 
ing  is  of  sufficient  weight  to  affect  our  deci¬ 
sion  herein. 

21.  Also,  while  it  may  be  desirable  to  pre¬ 
scribe  accounting  which  will  coincide  with 
the  ratemaking  treatment  to  be  accorded 
items  affecting  income  and  the  balance  sheet, 
such  procedure  is  not  always  practicable, 
particularly  where  ratemaking  decisions 
have  not  yet  been  made.  In  such  circum¬ 
stances,  we  believe  that  the  accounting 
should  be  prescribed  on  its  own  merits  in 
such  manner  that  full  information  will  be 
available  for  any  rate  treatment  which  may 
be  deemed  appropriate  when  ratemaking  de¬ 
cisions  occur.  This  proceeding  is  purely  an 
accounting  matter  and  the  Commission  is 
not  deciding  at  this  time  what  ratemaking 
treatment  will  be  accorded  by  this  Commis¬ 
sion  to  investment  tax  credits.  In  view  of 
the  differences  of  opinion  among  the  State 
commissions  who  filed  comments  in  this 
proceeding,  it  appears  that  different  rate 
treatment  will  probably  be  accorded  the  in¬ 
vestment  tax  credit  in  various  jurisdictions. 
We  believe  that  flowthrough  accounting 
will  provide  more  useful  data  and  require 
the  maintenance  of  less  supplementary  rec¬ 
ords  than  either  of  the  other  basic  account¬ 
ing  methods  herein  considered.  It  offers 
the  further  advantage  of  simplicity  in  ac¬ 
counting  since  no  special  entries  are  re¬ 
quired.  Any  regulatory  authority  having 
rate  jurisdiction  may  order  such  supple¬ 
mental  records  to  be  maintained  as  it  sees 
fit,  which  may  involve  reservations  of  sur¬ 
plus  to  implement  the  ratemaking  policy. 

22.  In  view  of  the  foregoing  and  after  full 
consideration  of  all  the  comments  received 
as  well  as  other  information  which  is  avail¬ 
able  to  the  Commission,  we  conclude  that 
the  proper  accounting  with  respect  to  the 
investment  tax  credit  arising  from  both 
owned  and  leased  property  is  to  account  for 
it  as  a  reduction  in  income  taxes  and  let 
such  reduction  flow  through  to  operating 
income.  As  stated  in  the  notice  of  proposed 
rulemaking  in  this  proceeding,  we  have  in¬ 
terpreted  all  of  our  uniform  systems  of  ac¬ 
counts  as  presently  requiring  flowthrough 
accounting.  Consequently,  no  amendments 
to  our  systems  of  accounts  will  be  ordered 
herein. 

23.  Separate  instructions  will  be  issued 
with  respect  to  disposition  of  any  amounts 
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carried  in  the  “other  deferred  credits”  ac¬ 
counts  that  were  accrued  therein  with  re¬ 
spect  to  investment  tax  credits  under  the 
waiver  of  our  rules  for  which  permission  was 
granted  in  order  released  November  20,  1962. 

24.  In  view  of  the  foregoing,  it  is  ordered, 
that  the  proceeding  in  docket  No.  14850  is 
terminated  with  respect  to  proposed  changes 
in  the  uniform  systems  of  accounts. 

Federal  Communications 
Commission. 

Ben  F.  Waple, 

Secretary. 

Adopted:  July  29,  1963,  released:  July  31, 
1963. 


Dissenting  Statement  op  Commissioner 
Hyde 

I  dissent  to  the  order  adopting  the  100 
percent  or  initial  year  “flow  through” 
method  of  accounting  for  investment  tax 
credit.  In  my  opinion,  the  tax  credit  oper¬ 
ates  as  a  reduction  in  the  cost  of  plant  and 
should  be  spread  over  the  service  life  of 
plant  giving  rise  to  the  credit  (service  life 
flow  through  method). 

The  order  which  has  been  adopted  is  hot 
consistent  with  accounting  regulations  pre¬ 
viously  approved  by  the  Commission,  is  in¬ 
consistent  with  accounting  principles  sup¬ 
ported  by  a  preponderance  of  opinion  in  the 
accounting  profession,  is  contrary  to  the 
legislative  intent  of  the  investment  credit 
law,  and  results  in  accounts  giving  a  sub¬ 
stantial  distortion  of  income  for  the  initial 
year,  as  compared  to  the  remaining  years 
of  the  life  of  the  property. 

Part  35  of  the  Commission’s  rules,  which 
is  its  prescribed  system  of  accounts  for  wire- 
telegraph  and  ocean-cable  carriers,  contains 
in  section  1-3,  Components  of  Construction 
Costs,  under  subparagraph  (d),  a  mandatory 
provision  that  any  amounts  earned  during 
the  construction  period  incidental  to  the 
construction,  less  correlated  expenses,  shall 
be  credited  to  the  cost  of  construction.  “Cor¬ 
related  expenses”  includes  income  taxes  al¬ 
locable  to  the  amounts  earned  during  the 
construction  period.  Thus,  we  find  in  the 
Commission’s  most  recently  promulgated 
(and  consequently  presumably  its  system 
most  up  to  date  and  responsive  to  modern 
accounting  thought)  complete  system  of  car¬ 
rier  accounts,  that  if  the  conduct  of  con¬ 
struction  activities  is  the  proximate  cause 
of  the  incurrence  of  an  income  tax  liability, 
the  amount  thereof  must  be  used  to  increase 
the  cost  of  plant.  I  submit  that  if  this  is 
sound  accounting,  and  I  believe  it  is,  when 
the  conduct  of  construction  activities  is  the 
proximate  cause  of  a  reduction  in  income 
taxes,  the  amount  thereof  should  be  used 
to  reduce  the  cost  of  plant.  This  principle, 
applied  to  the  investment  tax  credit,  means 
tax  normalization,  balance  sheet  method  or 
service  life  flow  through — all  of  which  are 
the  same  tjiing  under  differing  titles. 

Now,  let  me  carry  the  above  income  tax 
analogy,  taken  from  part  35  of  the  Commis¬ 
sion’s  rules,  a  little  further.  Suppose  Con¬ 
gress  were  to  decide  to  encourage  American 
telegraph  companies  to  “buy  American” 
when  adding  to  their  communications  plant. 
Suppose  that  the  method  adopted  by  Con¬ 
gress  to  accomplish  this  were  to  provide  that 
the  income  tax  bill  of  any  telegraph  com¬ 


pany  purchasing  foreign-made  plant  and 
equipment  would  be  increased  by  a  3  percent 
of  the  cost  of  such  plant  and  equipment,  but 
not  in  excess  of  25  percent  of  the  income  tax 
liability  as  calculated  without  considering 
the  foreign  purchases  penalty.  It  seems  to 
me  that  this  would  be  an  “investment 
penalty,”  the  exact  reverse  of  the  investment 
credit  we  have  in  the  Revenue  Act  of  1962. 

I  imagine  we  could  all  agree  that  this  in¬ 
vestment  penalty  would  be  required  to  be 
capitalized.  If  so,  why  is  it  not  equally 
logical  that  the  investment  credit  be  given 
“negative  capitalization”  treatment? 

The  majority  does  not  deny  that  there  are 
deferred  income  taxes  involved  in  the  in¬ 
vestment  tax  credits.  Deferred  income  taxes 
are  involved  in  any  case  when  a  situation 
is  created  wherein  book  depreciation  expense, 
i.e.,  that  recorded  in  the  accounts  for  the 
future,  is  going  to  be  greater  than  the  de¬ 
preciation  expense  which  is  available  for  in¬ 
come  tax  purposes.  The  investment  credit 
fits  this  definition  exactly  since  the  tax  de¬ 
preciation  base  of  eligible  property  is  reduced 
by  the  amount  of  the  credit  while  the  ac¬ 
counting  depreciation  base  is  not.  The  adop¬ 
tion  of  initial  year  flow  through  accounting 
for  the  investment  credits  may  be  misinter¬ 
preted  as  an  indication  of  policy  for  rate¬ 
making  purposes  even  though  the  majority 
insists  that  it  is  deciding  an  accounting 
matter  only.  Such  an  interpretation  would 
be  inconsistent  with  ratemaking  policies 
adopted  by  the  Commission  just  recently  in 
the  Private  Line  case.  In  this  connection, 
reference  is  made  to  paragraph  265  of  that 
decision  reported  in  34  FCC  217,  356.  A  like 
ratemaking  policy  was  followed  by  the  Com¬ 
mission  involving  a  more  substantial  amount 
of  money  in  fixing  rates  for  Western  Union’s 
DATACOM.  The  failure  of  the  Commission’s 
accounting  rules  to  keep  in  step  with  its 
ratemaking  policies  is  the  subject  of  an  ac¬ 
countant’s  certificate  of  exception  on  page  20 
of  the  Western  Union  report  to  shareowners 
for  1962. 

There  are  those  who  would  argue  that  in¬ 
come  taxes,  either  positive  or  negative,  can¬ 
not  get  into  cost  of  construction  under  part 
31  of  our  rules  because  section  31.2-22  in 
subparagraph  (b)  (8)  mentions  taxes  on 
physical  property  only.  Such  argument  over¬ 
looks  interpretation  case  2  in  Appendix  A  of 
part  31  wherein  the  Commission  ruled  that 
social  security  taxes  should  be  charged  to 
construction  “so  as  to  apportion  the  total 
tax  equitably  among  the  costs  of  rendering 
public  utility  service,  of  construction  of 
telephone  plant,  and  of  other  operations  of 
the  company.”  This  is  an  excellent  state¬ 
ment  of  principle.  Its  application  to  the 
investment  credit  most  surely  calls  for  the 
service  life  flow  through  method  of  account¬ 
ing  as  well  as  ratemaking  for  the  investment 
credit.  Equitable  apportionment  calls  for 
attention  to  timing  as  well  as  amount  and 
the  service  life  method-  takes  care  of  the 
timing  whereas  initial  year  flow  through  does 
not.  _  _ __ 

Studies  submitted  by  the  United  States  In¬ 
dependent  Telephone  Association  illustrate 
the  fluctuations  in  recorded  earnings .  cre¬ 
ated  by  initial  year  flow  through  accounting 
for  the  investment  credit.  I  would  be  the 
last  one  to  suggest  that  accounting  should 
be  so  performed  as  to  minimize  legitimate 
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fluctuations  in  recorded  earnings.  The  func  ¬ 
tion  of  accounting  is  to  present  the  facts 
and  let  the  chips  fall  where  they  may.  How¬ 
ever,  where  the  investment  credits  are  con¬ 
cerned,  earnings  fluctuations  created  by  ini¬ 
tial  year  flow  through  accounting  are  not 
legitimate,  and  when  accounting  does  not 
meet  this  test  of  legitimacy,  it  is  requiring 
the  publication  of  distorted  earnings  results. 
I  deplore  this  backward  step  in  public  utility 
accounting  where  so  much  progress  has  been 
made  since  the  scandals  of  the  twenties  in 
obtaining  financial  statements  that  can  be 
relied  upon  by  regulatory  bodies  and  in¬ 
vestors  alike. 


Exhibit  II-B 

United  States  of  America,  Federal  Power 
Commission — Docket  No.  R-232 

(Investment  tax  credit  under  1962  amend¬ 
ment  to  Internal  Revenue  Code;  accounting 
treatment  by  public  utilities,  licensees,  and 
natural  gas  companies.  Before  Commis¬ 
sioners  Joseph  C.  Swidler,  Chairman;  L.  J. 
O’Connor,  Jr.,  Charles  R.  Ross,  Harold  C. 
Woodward,  and  David  S.  Black.) 

INTERIM  ORDER 

(Issued  Jan.  23,  1964) 

The  Commission  has  under  consideration 
in  this  docket 1  an  order  prescribing  the 
accounting  treatment  to  be  accorded  under 
the  Commission’s  Uniform  Systems  of  Ac¬ 
counts  to  the  investment  tax  credit  provided 
by  the  Revenue  Act  of  1962.2 

IP.  1963 ] 

The  Commission  has  reached  the  conclu¬ 
sion  that  on  the  basis  of  existing  law  the 
accounting  treatment  to  be  prescribed 
should  be  to  flow  through  the  credit  to  in¬ 
come.  We  recognize,  however,  that  legisla¬ 
tion  is  pending  in  the  Congress  dealing  with 
the  investment  credit  and  that  it  is  not  now 
possible  to  determine  whether  such  legisla¬ 
tion  as  might  be  adopted  would  require  a 
different  accounting  treatment  for  the  credit. 

In  order  to  enable  affected  companies  to 
close  their  books  of  account  for  the  year 
1963,  the  Commission  hereby  notifies  all  pub¬ 
lic  utilities,  licensees,  and  natural  gas  com¬ 
panies  that  the  interim  accounting  pre¬ 
scribed  for  the  investment  tax  credit  under 
order  No.  261,  docket  No.  R-231,  issued 
January  9,  1963, 3  continues  in  effect  for  cal¬ 
endar  year  1963  and  in  accounting  for  in¬ 
come  taxes  until  further  notice  or  order  of 
the  Commission. 

(By  the  Commission:  Commissioners 
O’Connor  and  Woodward  dissent  as  to  the 
statement  of  the  accounting  treatment 
which  is  appropriate  under  existing  law.  ( 
Commissioner  O’Connor  believes  decision  1 
should  be  deferred  until  Congress  has  acted 
on  the  pending  legislation.  Commissioner  ! 
Woodward  favors  deferred  tax  accounting.) 

Joseph  H.  Gutride, 

Secretary. 


1  Notice  issued  Jan.  15,  1963,  published  in 
28  F.R.  528  of  Jan.  19,  1963. 

2  76  Start;.  960,  Public  Law  87-834,  sec.  2, 
adding  new  secs.  38,  46-48,  181,  to  and 
amending  certain  existing  sections  of  the 
Internal  Revenue  Code  of  1954. 

3  29  FPC  62,  28  F.R.  402. 


Interstate  Commerce  Commission 
No.  34178 

ACCOUNTING  FOR  FEDERAL  INCOME  TAXES  UNDER 
NEW  DEPRECIATION  GUIDELINE  LIVES  AND  IN¬ 
VESTMENT  TAX  CREDIT:  DECIDED  FEBRUARY 
1,  1963 

(In  the  application  of  uniform  systems  of 
accounts,  actual  Federal  income  taxes  pay¬ 
able  for  each  year,  based  on  the  effective 
tax  regulation  for  the  year,  shall  be  recorded 
in  the  tax  accounts.  Change  in  present  ac¬ 
counting  regulations  with  respect  to  tax 
reductions  resulting  from  tax-depreciation 
guideline  lives  and  investment  tax  credit, 
found  to  be  not  necessary.  Appropriate 
order  entered.) 

Report  of  the  Commission,  Division  2,  Com¬ 
missioners  Freas,  Webb,  and  Herring,  by 
Division  2 

By  notice  of  proposed  rulemaking  pub¬ 
lished  in  the  Federal  Register  on  November 
8,  1962  (27  F.R.  10909),  we  initiated  an 
investigation  with  respect  to  carriers  in  all 
modes  of  transportation  subject  to  the  Inter- 
State  Commerce  Act  concerning  the  matter 
of  accounting  rules  to  be  applied  for  Federal 
income  taxes  in  connection  with  ( 1 )  the  new 
shortened  tax-depreciation  guideline  lives 
authorized  by  the  Internal  Revenue  Service 
in  Revenue  Procedure  No.  62-21,  July  1962, 
and  (2)  the  investment  tax  credit  authorized 
in  the  Revenue  Act  of  1962. 

The  material  facts  bearing  on  the  issue 
here  presented  are  not  in  dispute,  and  a 
public  hearing  or  oral  argument  would  serve 
no  useful  purpose.  In  view  of  the  close 
proximity  to  the  closing  of  the  carriers’ 
books  for  the  year  1962,  a  preliminary  notice, 
dated  December  17,  1962,  to  all  carriers  sub¬ 
ject  to  the  Commission’s  accounting  rules, 
embodying  our  ultimate  findings  on  the  issue 
before  us,  was  served  on  December  20,  1962. 

The  new  tax-depreciation  guideline  lives 
authorized  in  Revenue  Procedure  No.  62-21 
is  a  significant  development  in  income  tax 
methods  aiid  procedures.  This  tax  revenue 
procedure  authorizes  substantial  reductions 
in  the  lives  of  depreciable  property  effective 
with  tax  returns  for  the  year  1962.  For 
example,  the  tax  regulation  specifies  depre¬ 
ciation  guideline  lives  for  railroad  locomo¬ 
tives,  freight  and  passenger  cars,  and  other 
similar  equipment  as  14  years,  compared 
with  presently  used  service  lives  averaging 
15  to  25  years  for  locomotives,  and  25  to 
30  years  for  other  equipment;  for  bridges, 
trestles  and  culverts,  elevated  structures, 
shops  and  engine  houses,  and  similar  struc¬ 
tures,  the  guideline  life  is  30  years,  com¬ 
pared  with  presently  used  service  lives  aver¬ 
aging  about  50  to  70  years,  depending  upon 
the  structural  material.  Similar  substan¬ 
tially  shortened  guideline  lives  are  specified 
for  many  other  classes  of  property. 

The  tax-depreciation  guideline  lives  so 
authorized  may  be  used  by  taxpayers  for  3 
years  without  being  questioned  by  Internal 
Revenue  Service,  regardless  of  the  taxpayers’ 
past  experience  with  respect  to  life-of-service 
performance  in  replacing  property.  The 
guideline  lives  so  used  for  tax-depreciation 
deductions  are  subject  to  adjustment  in  later 
years  if  conditions  prescribed  in  the  tax 
regulations  as  to  replacement  performance 
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and  formula  for  depreciation  reserve  ratios 
prescribed  in  life  adjustment  tables  are  not 
met.  After  the  expiration  of  the  3 -year 
period  prescribed  in  the  tax  regulations,  end¬ 
ing  with  the  year  1964,  the  shortened  guide¬ 
line  lives  must  be  justified  by  demonstrating 
a  replacement  performance  policy  through 
the  reserve  ratio  tests.  If  the  prescribed  tax 
guideline  ratio  tests  are  not  met,  the  service 
lives  used  for  tax  depreciation  will  be  length¬ 
ened  percentagewise  annually. 

The  Revenue  Act  of  1962  contains  an  im¬ 
portant  provision  known  as  the  “Invest¬ 
ment  Tax  Credit.”  Under  this  provision  the 
taxpayer  is  allowed  a  credit  against  taxable 
net  income  equal  to  7  percent  of  the  cost  of 
new  property  acquired  during  the  taxable 
year,  provided  the  property  has  a  life  of  8 
years  or  more.  The  credit  for  property  with 
a  life  between  4  and  8  years  is  somewhat 
less  than  7  percent.  This  tax  credit  is  to  be 
applied  to  offset  tax  liability  up  to  a  speci¬ 
fied  amount  and  a  percentage  of  tax  liabil¬ 
ity  in  excess  thereof.  The  investment  tax 
credit  is  to  be  deducted  from  the  base  upon 
which  tax-depreciation  deductions  are  to 
be  allowed.  For  example,  a  taxpayer  pur¬ 
chasing  new  property  for  $100,000  becomes 
entitled  to  a  tax  credit  of  $7,000  against  his 
tax  liability  for  the  current  year;  this  credit 
is  then  applied  to  reduce  the  base  to  $93,000, 
upon  which  current  and  future  tax- depre¬ 
ciation  deductions  are  allowed. 

In  recording  depreciation  in  the  corporate 
books  of  account  under  our  accounting  rules, 
as  distinguished  from  Federal  income  tax  re¬ 
turns,  carriers  are  required  to  use  the 
straight-line  method  of  depreciation  applied 
to  the  estimated  useful  life,  based  on  past 
experience  and  informed  judgment  as  to 
probable  future  service,  for  each  class  of 
property.  The  initial  estimated  useful  life 
is  revised  and  rates  of  depreciation  are  ad¬ 
justed  as  may  be  found  necessary  from  time 
to  time  as  a  result  of  changes  in  conditions. 
Depreciation  procedures  are  so  prescribed  by 
us  in  uniform  systems  of  accounts  for  finan¬ 
cial  accounting  of  carriers,  notwithstanding 
unlike  depreciation  methods  and  other  spe¬ 
cial  provisions  authorized  by  the  Internal 
Revenue  Service  for  tax  purposes.1 

Tax-depreciation  deductions,  based  on  the 
tax-depreciation  guideline  lives,  will  be  much 
larger  in  amount  than  book  depreciation 
computed  under  this  Commission’s  account¬ 
ing  rules  in  the  early  years  of  the  service  lives 
of  facilities.  Question  therefore  arises,  (1) 
should  the  actual  Federal  income  tax  expense 
of  each  year,  based  on  taxable  income  re¬ 
ported  in  the  tax  return  for  the  year,  be  re¬ 
corded  in  the  corporate  books  of  account  and 
in  financial  statements  to  the  Commission; 
or  (2)  should  the  tax  reduction  realized  be¬ 
cause  of  tax  depreciation  in  excess  of  book 
depreciation  be  treated  as  tax  deferment 


1  Uniform  systems  of  accounts  for  carriers 
in  the  several  modes  of  transportation,  Code 
of  Federal  Regulations,  title  49.  The  rules 
for  motor  carriers  provide  that  the  straight- 
line  method  of  computing  depreciation  shall 
be  employed,  except  that  the  mileage  method 
may  be  used  for  automotive  equipment  in 
which  event  the  rate  per  mile  shall  be  ap¬ 
plied  to  the  number  of  miles  traveled  each 
year. 


and  included  in  a  suspense  or  reserve  account 
to  provide  for  taxes  that  may  have  to  be 
paid  in  later  years  to  offset  the  earlier  tax 
reductions,  under  a  continuing  procedure 
for  year-by-year  equalization  of  tax  charges 
in  computing  net  income,  without  regard  to 
actual  tax  liability  in  each  year’s  tax  return. 

Essentially  the  same  question  arises  as  to 
whether  tax  reduction  realized  from  the  in¬ 
vestment  tax  credit  should  be  included  in 
the  corporate  income  reports  and  financial 
statements  each  year  or  be  treated  as  tax 
deferment  under  a  continuing  procedure  for 
year-by-year  equalization  of  tax  charges. 
Such  income  equalization  procedure  could 
be  accomplished  in  the  same  manner  as  tax 
reduction  realized  through  use  of  the  tax- 
depreciation  guideline  lives,  or  by  regarding 
the  investment  tax  credit  as  a  reduction  in 
the  cost  of  property  and  the  depreciation 
base.  _ 

Carriers  in  the  several  modes  of  transpor¬ 
tation,  public  accountants,  and  others  filed 
responses  in  this  proceeding  pursuant  to  our 
Notice  of  Proposed  Rule  Making  inviting 
views  and  comments.  The  responses  con¬ 
tained  divergent  views  on  the  question  of 
proper  accounting  for  the  tax  reductions 
hereinbefore  discussed.  Respondents  ex¬ 
pressing  views  in  favor  of  treating  the  reduc¬ 
tion  in  tax  payments  resulting  from  use  of 
depreciation  guideline  lives  and  the  in¬ 
vestment  tax  credit  as  tax  deferment  and 
then  equalizing  the  distribution  of  such  pay¬ 
ments  to  income  by  a  process  of  interperiod 
tax  allocation,  assert  that  this  procedure  is 
essential  for  a  proper  matching  of  revenues 
and  expenses  for  each  year,  and  would  result 
in  equitable  allocation  of  income  taxes  to 
expenses  each  year  in  relation  to  earnings 
for  the  year  even  though  the  amount  so 
allocated  is  different  from  actual  tax  pay¬ 
ment  for  the  year.  Some  respondents  assert 
that  the  investment  tax  credit  is  a  true  re¬ 
duction  in  cost  of  property,  the  purchase  of 
which  gives  rise  to  the  credit.  These  re¬ 
spondents  declare  that  unless  allocation  or 
equalization  of  tax  payments  in  the  accounts 
is  authorized  in  order  to  compensate  for  the 
differences  between  tax  depreciation  and 
book  depreciation,  and  also  for  the  invest¬ 
ment  tax  credit,  the  reported  net  income 
from  year  to  year  will  be  distorted  and  un¬ 
realistic. 

These  proponents  of  deferred-tax  account¬ 
ing  propose  that,  accountingwise,  the  excess 
of  normal  income  taxes  (taxes  that  would 
have  been  payable  without  the  benefit  of  de¬ 
preciation  guideline  lives  and  investment  tax 
credit)  over  actual  tax  payments  should  be 
placed  in  a  suspense  or  equalization  account 
for  later  year-by-year  allocations,  so  that 
taxes  reported  in  financial  statements  each 
year  would  agree  with  the  taxes  that  would 
otherwise  be  payable  each  year  on  the  basis 
of  the  straight-line  depreciation  recorded  in 
the  corporate  accounts.2  In  advocating  this 
tax-deferral  or  tax-equalization  accounting 


2  Of  the  investment  tax  credit  realized, 
some  of  the  respondents  would  treat  52  per¬ 
cent  of  the  amount  as  deferred  taxes  and 
the  remaining  48  percent  as  a  true  reduction 
of  taxes  for  the  year  in  which  the  tax  credit 
is  obtained. 
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procedure,  they  point  out  that  such  method 
of  accounting  has  the  approval  of  public  ac¬ 
countants  as  being  in  accordance  with  “gen¬ 
erally  accepted  accounting  principles,”  and 
request  us  to  modify  our  rules  and  author¬ 
ize  that  procedure.  The  term  “generally 
accepted  accounting  principles”  is  commonly 
used  to  denote  broad  basic  principles  which 
have  received  general  business  acceptance, 
with  considerable  tolerance  for  variation 
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among  different  industries  because  of  special 
conditions  or  long -established  usage. 

On  the  other  hand,  most  of  the  responses 
filed  by  respondents  are  in  opposition  to  tax- 
deferrment  or  tax-equalization  procedure. 
They  express  the  view  that  actual  taxes  pay¬ 
able  for  each  year,  based  on  the  effective  tax 
regulations  of  the  year,  is  the  only  liability 
to  the  Government  and  the  true  amount  to 
be  recorded  in  the  corporate  accounts  and 
financial  statements  each  year  for  tax  ex¬ 
penses;  and  that  when  taxes  so  computed  are 
reported  in  the  tax  return  for  a  year  no  de¬ 
ferred-tax  liability  remains  unpaid  for  the 
year  and  no  amount  should  be  recorded  in 
the  accounts  and  financial  statements  for 
unpaid  taxes  or  for  tax-liability  contingency. 
These  respondents  assert  that  tax-defer¬ 
ment  or  tax-equalization  procedure,  whereby 
payments  would  be  allocated  over  a  period 
of  years  and  not  recorded  as  tax  expenses  in 
the  year  for  which  the  payment  is  made, 
would  obscure  the  true  tax  expense  for  each 
year  and  obliterate  the  tax  consequences  of 
transactions  and  events  within  each  year. 

In  opposing  tax-deferral  or  tax-equaliza¬ 
tion  accounting  procedures  the  opponents 
declare  that  the  ever  changing  tax  system 
does  not  lend  itself  to  interperiod  tax  alloca¬ 
tion  because  of  uncertainties  associated  with 
such  allocation;  and  that  tax  reductions 
resulting  from  tax-depreciation  guideline 
lives  and  investment  tax  credit  are  just  as 
real  as  though  statutory  tax  rates  were  de¬ 
creased. 

The  question  presented  in  this  proceeding 
with  respect  to  accounting  for  the  tax  effect 
of  tax-depreciation  guideline  lives  and  the 
investment  tax  credit  is  essentially  an  exten¬ 
sion  of  the  matter  of  accounting  for  tax  con¬ 
sequences  of  accelerated  depreciation  pur¬ 
suant  to  provisions  of  section  167  of  the 
Internal  Revenue  Code  of  1954,  previously 
considered  by  us,  and  which  resulted  in  our 
statement  of  policy  dated  February  9,  1959, 
wherein  we  stated  that  the  actual  Federal 
income  tax  expense  of  each  year,  based  on 
taxable  income  reported  in  tax  returns,  shall 
be  recorded  in  carrier’s  books  of  account  and 
in  financial  statements  to  the  Commission. 
Accounting  for  Federal  Income  Taxes,  24 
F.R.  1401. 8  That  statement  of  policy  con¬ 
tains  the  following  conclusions: 

“When  an  available  depreciation  allow¬ 
ance  produces  a  reduction  in  Federal  income 
taxes,  no  matter  how  temporary  the  benefit 
may  be,  the  effect  on  net  income  should  be 
the  same  as  a  reduction  in  taxes  produced 
by  lower  tax  rates.  Possible  income  taxes  to 
be  assessed  in  the  future  are  not  an  element 
of  tax  expense  for  the  current  year.  As  to 
depreciable  property  with  an  expected  life  of 


3  Reproduced  as  appendix  to  this  report. 


30  years,  or  even  less,  it  is  illogical  to  expect 
that  tax  reductions  resulting  from  ac¬ 
celerated  depreciation  allowances  can  be 
matched  with  tax  increases  of  the  future. 
New  property  units  acquired  in  the  future 
will  provide  increased  depreciation  allow¬ 
ances  to  offset  decreasing  allowances  for 
older  units.  Furthermore,  income  tax  rates 
and  tax  procedures  are  subject  to  change 
from  year  to  year,  and  the  computation  of 
income  taxes  differs  as  between  carriers,  and 
for  any  carrier  differs  as  between  years,  in 
too  many  respects  to  justify  special  provi¬ 
sion  for  a  fluctuation  in  taxes  resulting  only 
from  depreciation  allowances. 

“After  consideration  of  the  views  for  and 
against  normal  income  taxes,  different  in 
amount  from  the  income  taxes  actually  pay¬ 
able,  it  has  been  decided  that  the  charge 
to  income  each  year  for  that  year’s  Federal 
income  taxes  should  be  the  amount  produced 
by  application  of  the  effective  tax  regulations 
to  transactions  within  the  year.  The  pres¬ 
ent-day  shipper  should  not  be  required  to 
provide  from  current  freight  rates  for  pos¬ 
sible  increased  taxes  of  the  indefinite 
future.” 

We  have  carefully  considered  the  divergent 
views  and  all  of  the  arguments  presented  by 
the  respondents  in  this  proceeding  and  affirm 
the  ultimate  findings  contained  in  our 
preliminary  notice  herein  that  no  sufficient 
justification  has  been  presented  to  warrant 
a  change  in  our  present  accounting  rules  and 
the  statement  of  policy  previously  an¬ 
nounced  under  date  of  February  9,  1959.  We 
reach  the  same  conclusions  set  forth  in  that 
statement  of  policy,  that  actual  Federal  in¬ 
come  taxes  payable  for  each  year,  based  on 
the  effective  tax  regulations  for  the  year, 
shall  be  recorded  in  the  tax  accounts  of  the 
carriers’  books  of  account,  and  in  financial 
statements. 

Carriers  are  presently  required  to  disclose, 
in  explanatory  notes  in  their  annual  re¬ 
ports  to  us,  reductions  in  income  taxes  be¬ 
cause  of  accelerated  depreciation  pursuant 
to  section  167  of  the  Internal  Revenue  Code. 
The  requirement  for  disclosure  will  be  ex¬ 
tended  to  apply  to  tax  reductions  attrib¬ 
utable  to  tax-depreciation  guideline  lives, 
as  well  as  the  investment  tax  credit,  and 
appropriate  procedural  rules  will  be  issued 
to  implement  this  requirement. 

An  appropriate  order  will  be  entered  dis¬ 
continuing  the  proceeding. 

Appendix:  Interstate  Commerce  Commission 

(February  9,  1959,  Notice  to  All  Carriers  Sub¬ 
ject  to  Prescribed  Accounting  Rules — Ac¬ 
counting  for  Federal  Income  Taxes) 

The  Commission  has  given  consideration 
to  provisions  of  section  167  of  the  Internal 
Revenue  Code  of  1954,  which  permit  allow¬ 
ances  for  depreciation  to  be  computed  by 
accelerated  methods.  The  election  to  use 
such  allowances  reduces  Federal  income  taxes 
thereby  increasing  net  income  during  the 
early  life  of  property  newly  acquired  but, 
by  decreasing  depreciation  deductions  irl 
later  years,  permits  no  more  to  be  deducted 
for  any  unit  of  property  than  would  be  avail¬ 
able  under  straight  line  depreciation. 

This  optional  income  tax  treatment  pre¬ 
sents  a  problem  in  administering  prescribed 
accounting  regulations.  It  has  been  studied 
by  other  Federal  agencies  which  regulate  ac- 
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counts,  by  State  commissions  in  connection 
with  the  ratemaking  function,  and  by  the 
accounting  profession.  One  approach  has 
been  to  charge  to  operating  expenses  the 
same  amounts  that  are  claimed  as  deprecia¬ 
tion  allowances  for  income  tax  purposes. 
This  has  the  advantage  that  depreciation 
charges  within  net  income  are  comparable 
to  the  basis  on  which  income  taxes  are  com¬ 
puted.  Another  view  has  been  that  income 
should  be  normalized  by  including  therein 
the  amount  by  which  taxes  are  reduced 
when  depreciation  allowances  are  high  to 
create  a  reserve  which  would  be  reversed  as 
depreciation  allowances  diminish. 

The  Commission  has  repeatedly  held  that 
depreciation  by  the  straight  line  method  best 
serves  the  purpose  of  assigning  the  service 
loss  on  transportation  property  to  income 
of  the  years  in  which  the  property  is  in  rev¬ 
enue  service.  The  use  of  other  depreciation 
methods  for  income  tax  purposes  is  not  an 
acceptable  reason  for  changing  our  deprecia¬ 
tion  accounting  requirements.  Accelerated 
depreciation  allowances  available  under  the 
revenue  code  provide  an  earlier  recovery  of 
an  investment  with  resultant  tax  advantages, 
and  are  not  intended  to  be  a  standard  for 
measuring  the  rate  at  which  service  loss  is 
incurred. 

When  an  available  depreciation  allowance 
produces  a  reduction  in  Federal  income  taxes, 
no  matter  how  temporary  the  benefit  may  be 
the  effect  on  net  income  should  be  the  same 
as  a  reduction  in  taxes  produced  by  lower 
tax  rates.  Possible  income  taxes  to  be  as¬ 
sessed  in  the  future  are  not  an  element  of 
tax  expense  for  the  current  year.  As  to 
depreciable  property  with  an  expected  life 
of  30  years,  or  even  less,  it  is  illogical  to 
expect  that  tax  reductions  resulting  from 
accelerated  depreciation  allowances  can  be 
matched  with  tax  increases  of  the  future. 
New  property  units  acquired  in  the  future 
will  provide  increased  depreciation  allow¬ 
ances  to  offset  decreasing  allowances  for  older 
units.  Furthermore,  income  tax  rates  and 
tax  procedures  are  subject  to  change  from 
year  to  year,  and  the  computation  of  income 
taxes  differs  as  between  carriers,  and  for 
any  carrier  differs  as  between  years,  in  too 
many  respects  to  justify  special  provision  for 
a  fluctuation  in  taxes  resulting  only  from 
depreciation  allowances. 

After  consideration  of  the  views  for  and 
against  normal  income  taxes,  different  in 
amount  from  the  income  taxes  actually  pay¬ 
able,  it  has  been  decided  that  the  charge 
to  income  each  year  for  that  year’s  Federal 
income  taxes  should  be  the  amount  produced 
by  application  of  the  effective  tax  regulations 
to  transactions  within  the  year.  The  pres¬ 
ent-day  shipper  should  not  be  required  to 
provide  from  current  freight  rates  for  pos¬ 
sible  increased  taxes  of  the  indefinite  future. 

The  amount  of  reduction  in  Federal  income 
tax  payments  realized  for  each  year  and  the 
accumulated  sum  for  the  current  and  prior 
years  due  to  the  use  of  accelerated  deprecia¬ 
tion  in  tax  returns  will  be  disclosed  by  ex¬ 
planatory  notes  in  reports  filed  with  this 
Commission.  Carriers  are  urged  to  disclose 
this  information  in  their  reports  to  stock¬ 
holders  and  in  financial  statements  released 
to  the  press. 

As  a  statement  of  policy  this  notice  will 


be  served  on  all  carriers  subject  to  prescribed 
accounting  regulations,  and  notice  will  be 
given  to  the  general  public  by  depositing 
a  copy  in  the  office  of  the  secretary  of  the 
Commission  in  Washington,  D.C.,  and  by 
filing  it  with  the  Federal  Register. 

Harold  D.  McCoy, 

Secretary. 

Mr.  PROXMIRE.  Mr.  President,  the 
precedent  which  the  pending  bill  would 
establish  in  the  absence  of  the  inclusion 
of  this  amendment  would  constitute  an 
initial  breakthrough  for  utility  lobbyists, 
and  thus  would  enable  them  to  exert 
pressure  upon  Congress  to  act  to  pro¬ 
hibit  other  regulatory  bodies  from  order¬ 
ing  that  other  tax  credits,  amounting  to 
cost  reductions,  be  passed  on.  After  all, 
if  we  are  to  make  an  exception  in  the 
case  of  this  investment  credit,  where 
shall  we  draw  the  line? 

We  know  how  active  the  lobbyists  are. 
They  do  a  thorough  job,  and  they  are 
necessary  and  desirable.  But  a  failure 
by  Congress  to  include  this  amendment 
in  the  law  would  be  a  negation  of  the 
existing  policy  and  would  be  a  clear  in¬ 
dication  to  the  lobbyists — if  the  pending 
bill,  as  enacted  into  law,  did  not  contain 
this  amendment — that  in  connection 
with  other  situations  of  this  sort,  they 
would  be  able  to  succeed  in  attempts  to 
have  the  entire  amount  of  such  a  fair 
tax  credit  or  return  retained  by  the  util¬ 
ity  companies,  and  thus  result  in  negat¬ 
ing  and  ending  the  present  fair-return 
concept. 

Mr.  President,  what  sense  would  the 
fair-return  concept  make  if  it  could  be 
changed  into  a  superfair  return — which 
would  be  the  result  of  the  proposed  in¬ 
vestment  credit,  in  the  absence  of  this 
amendment. 

Mr.  President,  I  submit  that  this  prin¬ 
ciple  is  plainly  ridiculous. 

I  am  happy  to  yield  to  the  Senator 
from  Iowa. 

Mr.  MILLER.  The  Senator’s  amend¬ 
ment  is  appealing  to  me  with  respect  to 
a  part  of  the  matter  proposed  to  be  de- 
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leted  and  with  respect  to  another  part 
with  which  I  am*  concerned.  Insofar  as 
the  Senator’s  amendment  would  repeal 
or  delete  that  part  of  the  bill  which 
provides  that  no  pass  through  is  neces¬ 
sary  “in  the  case  of  any  other  prop¬ 
erty” — and  I  am  reading  now  from  lines 
5  and  6,  page  39,  “any  other  property”  re¬ 
lates  to  the  nonregulated  public  utility — 
except  for  what  is  included  in  subpara¬ 
graph  1  on  page  38,  line  18. 

The  Senator’s  amendment  seems  to 
have  a  great  deal  of  equity,  because  it 
would  make  sure  that  customers  would 
share  the  benefits.  But  insofar  as  the 
Senator’s  amendment  would  repeal  sub- 
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section  (1)  on  line  18  on  page  38  of  the 
bill,  as  I  understand  the  position  of  the 
Senator  from  Wisconsin,  he  wishes  to 
permit  the  Federal  Power  Commission  to 
require  a  passthrough  in  the  case  of 
certain  public  utilities  in  the  year  in 
which  the  tax  credit  is  achieved.  That 
is  the  position  of  the  Federal  Power  Com¬ 
mission.  The  Senator  from  Wisconsin 
wishes  that  position  to  be  maintained. 

On  the  other  hand,  the  position  of  a 
good  many  utilities  is  that  they  are  will¬ 
ing  to  pass  through  to  the  customer  but 
they  wish  to  pass  through  over  the  life 
of  the  property. 

Mr.  PROXMIRE.  There  is  a  good  an¬ 
swer  to  that - 

Mr.  MILLER.  May  I  make  one  point? 
Not  only  is  this  position  of  a  good  many 
utilities,  but  I  am  sure  the  Senator  from 
Wisconsin  knows  it  is  also  the  position 
of  the  Accounting  Principles  Board  of 
the  American  Institute  of  Certified  Pub¬ 
lic  Accountants,  as  set  forth  in  opinion 
No.  2,  entitled  “Accounting  for  the  In¬ 
vestment  Credit.” 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  this  opinion  printed  in  the 
Record. 

The  being  no  objection,  the  opinion 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

The  Accounting  Principles  Board  (Ameri¬ 
can  Institute  of  Certified  Public  Account¬ 
ants)  in  opinion  No.  2,  entitled  “Accounting 
for  the  Investment  Credit”: 

“We  believe  that  the  interpretation  of  the 
investment  credit  as  a  reduction  in  or  offset 
against  a  cost  otherwise  chargeable  in  a 
greater  amount  to  future  accounting  periods 
is  supported  by  the  weight  of  the  pertinent 
factors  and  is  based  upon  existing  accounting 
principles. 

“In  concluding  that  the  cost  reduction 
concept  is  based  upon  existing  accounting 
principles  we  attach  substantial  weight  to 
two  points  in  particular.  First,  in  our 
opinion,  earnings  arise  from  the  use  of  facil¬ 
ities,  not  from  their  acquisition.  Second, 
the  ultimate  realization  of  the  credit  is  con¬ 
tingent  to  some  degree  on  future  develop¬ 
ments.  Where  the  incidence  of  realization  of 
income  is  uncertain,  as  in  the  present  cir¬ 
cumstances,  we  believe  the  record  does  not 
support  the  treatment  of  the  investment 
credit  as  income  at  the  earliest  possible  point 
of  time.  In  our  opinion  the  alternative 
choice  of  spreading  the  income  in  some  ra¬ 
tional  manner  over  a  series  of  future  ac¬ 
counting  periods  is  more  logical  and  sup¬ 
portable. 

.“We  conclude  that  the  allowable  invest¬ 
ment  credit  should  be  reflected  in  net  income 
over  the  productive  life  of  acquired  property 
and  not  in  the  year  in  which  it  is  placed  in 
service.” _ 

Mr.  PROXMIRE.  May  I  say  to  the 
Senator  from  Iowa  that  in  the  argument 
that  the  credit  should  be  passed  through 
over  a  period  of  years  over  the  life  of  the 


assets,  he  overlooks  how  utilities  operate. 
Utilities  rarely,  if  ever,  will  have  one 
isolated  year  in  which  they  will  make 
vast  purchases  of  equipment.  In  virtu¬ 
ally  all  cases  they  will  purchase  similar 
amounts  of  equipment  each  year.  So 
there  is  rarely  an  occasion  during  which 
the  utility  would  take  a  large  credit  one 
year  and  suffer  the  risk  of  a  dispropor¬ 
tionate  cut  in  rates  so  that  the  utility 
might  suffer  in  the  future. 

Furthermore  we  should  have  some 
faith  in  regulatory  bodies.  After  all, 
they  are  appointed  to  establish  equitable 
rates  fair  to  all.  And  I  am  convinced, 
from  the  experience  I  have  had  with 
such  regulatory  bodies,  that  they  are  not 
going  to  have  punishing  reductions  in 
rates  because  of  one  year’s  unusual  cir¬ 
cumstances  in  which  the  utility  buys  a 
great  deal  of  equipment. 

Furthermore,  over  the  great  spectrum 
of  utilities,  9  out  of  10,  or  99  out  of  100, 
will  have  somewhat  the  same  amount  of 
investment — a  little  more  or  a  little  less, 
year  after  year.  Furthermore,  if  we 
adopt  the  proposal  in  the  bill  for  3  per¬ 
cent  utilities  and  permit  a  spread-over, 
it  means  a  loss  of  more  than  $20  million 
to  American  phone  users  alone.  The 
A.T.  &  T.  opposes  this  provision.  It  takes 
the  statesmanlike  position  that  the  pro¬ 
vision  in  the  committee  bill  is  wrong. 
It  recognizes  that  its  stockholders  will 
receive  more  than  $20  million  in  wind¬ 
fall  gains,  which  they  recognize  does 
not  make  sense. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  further? 

The  PRESIDING  OFFICER  (Mr. 
Ribicoff  in  the  chair) .  Does  the  Sena¬ 
tor  from  Wisconsin  yield  to  the  Senator 
from  Iowa? 

Mr.  PROXMIRE.  Before  I  yield,  let 
me  give  the  Senator  from  Iowa  an  ex¬ 
ample. 

Mr.  MILLER.  If  they  pass  it  through 
over  the  life  of  the  property? 

Mr.  PROXMIRE.  Each  year  the 
A.T.  &  T.  now  buys  about  $2y2  billion 
worth  of  equipment  subject  to  investment 
credit.  Obviously  the  impact  'with  this 
single  utility  on  consumers  is  very  great. 
Let  us  take  a  simple  example,  a  firm 
which  would  buy  $10  million  worth  of 
equipment  on  which  it  earns  an  invest¬ 
ment  credit  of  3  percent.  It  would  get 
a  $300,000  credit.  Now,  if  the  pass¬ 
through  is  required  that  year,  it  will 
have  to  be  a  passthrough  rate  reduction 
of  $300,000. 

Mr.  MILLER.  For  only  1  year? 

Mr.  PROXMIRE.  But  if  it  is  spread 
over  a  number  of  years,  the  first  year  it 
will  provide  only  a  rate  reduction,  if  it 
is  20  percent  of  its  life,  of  $15,000. 
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Mr.  MILLER.  I  understand  that,  but 
they  will  have  to  give  their  customers 
the  benefit  of  that  $300,000  either  this 
year  or  next  year  or  over  a  series  of 
years.  I  do  not  understand  where  the 
windfall  is  going  to  come  from,  whether 
the  customer  will  get  it  in  1  year  or  over 
a  period  of  10  years. 

Mr.  PROXMIRE.  There  are  two  rea¬ 
sons  for  it.  One  is  the  interest  rate 
factor,  the  fact  that  they  will  have  $285,- 
000  to  work  with,  interest-free,  which 
they  would  not  otherwise  have.  The 
other  reason  is  that  utilities  in  this 
country  grow  as  the  population  grows, 
and  the  utilities  have  grown  at  an  8- 
percent  rate — they  never  catch  up.  I 
have  placed  in  the  Record  a  statement 
showing  hundreds  of  millions  of  dollars 
involved  with  all  the  utilities  accounted 
for  in  the  country.  It  is  a  substantial 
advantage.  This  was  carefully  calcu¬ 
lated  by  a  professor  of  Northwestern 
University,  who  has  devoted  his  life  to 
this  subject  and  is  an  expert  in  the 
field.  There  will  be  a  substantial  ad¬ 
vantage  for  utilities  because  they  are 
growing  and  because  they  will  have  this 
interest-free  money. 

Mr.  MILLER.  With  all  deference  to 
the  professor  to  whom  the  distinguished 
Senator  from  Wisconsin  referred,  when 
the  Senator  from  Wisconsin  talks  about 
a  windfall  and  uses  that  example,  and 
in  effect  says  there  is  a  windfall  of 
$300,000,  I  believe  we  must  be  careful 
because,  first  of  all,  the  fact  that  utili¬ 
ties  are  growing  seems  to  me  to  be  irrel¬ 
evant.  I  recognize  that  utilities  aa:e 
growing  and  that  is  one  reason  why  I 
voted  against  the  investment  tax  credit. 
I  still  believe  it  is  a  bad  law,  but  I  do  not 
see  the  relevance  between  that  and  the 
windfall  to  which  the  Senator  from  Wis¬ 
consin  refers. 

The  Senator  pointed  out  there  is  an  in¬ 
terest  factor.  To  that  extent,  possibly, 
we  might  say  the  stockholders  of  the 
corporations  would  benefit,  because  the 
$300,000  has  to  be  paid  out  only  over  a 
period  of  10  years,  or  in  1  year;  and  the 
utility  could  not  invest  the  extra  money. 

Mr.  PROXMIRE.  The  interest  factor 
becomes  important  when  this  vast 
amount  involved  is  considered. 

Mr.  MILLER.  With  a  growing  invest¬ 
ment  in  equipment- — 

Mr.  PROXMIRE.  Let  me  make  one 
further  point.  I  believe  the  Senator  from 
Iowa  is  absolutely  correct,  that  for  the 
3 -percent  utilities  it  is  not  a  question  of 
a  comprehensive  windfall  to  the  stock¬ 
holders  under  any  circumstances.  Why 
not  share  the  benefit  as  a  prominent 
utility  spokesman,  Donald  Cook,  head  of 
the  American  Electric  Power  Co., 
has  argued,  by  passing  it  on?  Then  the 


utility  would  benefit.  It  would  grow  and 
develop,  and  its  stockholders  would  ben¬ 
efit  in  the  normal  way.  The  customer 
would  also  benefit.  So,  why  not  let  the 
regulatory  body  which  has  the  responsi¬ 
bility  and  the  competency  decide  wheth¬ 
er  or  not  the  credit  should  be  passed  on? 

Mr.  MILLER.  I  am  not  going  to  argue 
with  the  Senator  from  Wisconsin  about 
the  desirability  of  passing  it  on.  I  be¬ 
lieve  where  we  part  company  is  that  I 
believe  the  American  Institute  of  Ac¬ 
countants,  which  is  a  practical  group  of 
people,  a  realistic  group  of  experienced 
people  who  know  far  more  about  the  ac¬ 
counting  problems  in  this  field  than  any¬ 
one  in  the  Chamber,  might  well  follow 
the  suggestion  that  the  passthrough 
be  over  the  life  of  the  property. 

[P.  1966] 

Would  the  Senator  from  Wisconsin 
consider  dividing  his  amendment  into 
two  parts,  so  that  the  Senate  will  have 
an  opportunity  to  vote  with  respect  to 
deleting  subparagraph  1,  which  I  do 
not  wish  to  do,  and  vote  with  respect  to 
deleting  subparagraph  2,  which  I  believe 
is  responsive  to  most  arguments  that 
the  Senator  from  Wisconsin  has  ad¬ 
vanced?  The  case  is  certainly  much 
stronger  with  respect  to  subparagraph 
2,  and  I  know  the  Senator  from  Wis¬ 
consin  recognizes  that  we  both  wish 
to  have  a  passthrough.  Under  sub- 
paragraph  2,  there  would  be  no  pass¬ 
through,  so  there  should  be  no  argument 
between  us  on  that.  We  are  together 
on  the  amendment  in  so  far  as  that  is 
concerned. 

Mr.  PROXMIRE.  Mr.  President,  my 
understanding  is  that  the  Senator  from 
Louisiana  has  at  least  strongly  opposed 
any  amendment  that  would  strike  out 
the  7-percent  benefit  than  he  is  in  rela¬ 
tion  to  the  3 -percent  provision.  I  feel 
that  perhaps  a  stronger  argument  can 
be  made  against  the  section  relating  to 
the  3  percent  to  be  spread  over  a  period 
of  time  than  can  be  made  against  the 
section  relating  to  7  percent,  which 
would  apply  only  to  transportation  fa¬ 
cilities,  in  order  to  afford  some  element 
of  competition.  Is  that  correct? 

Mr.  LONG  of  Louisiana.  In  the 
opinion  of  the  Senator  from  Louisiana, 
if  the  Senator  from  Wisconsin  desires 
to  strike  any  section  of  the  bill,  he  ought 
to  move  to  strike  the  entire  section  203. 
I  believe  it  is  unfair  to  heap  more  and 
more  tax  benefits  on  some  segments  of 
industry  without  affording  an  oppor¬ 
tunity  to  other  segments  of  industry  to 
enjoy  the  same  ability  to  compete  and 
have  the  same  incentives  that  are  avail¬ 
able  to  the  industries  differently  situated. 

I  believe  that  the  Senator  has  an 
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amendment  which  would  strike  section 
203(a)  which  he  proposes  to  offer  be¬ 
fore  the  debate  is  over.  If  section  203(e) 
were  deleted,  the  Senator  from  Louis¬ 
iana  would  be  inclined  to  feel  that  sec¬ 
tion  203(a)  should  be  deleted  also. 

Mr.  PROXMIRE.  The  Senator  from 
Iowa  is  posing  a  different  kind  of  ques¬ 
tion.  He  wished  to  divide  the  pass 
through  amendment  into  two  parts,  so 
that  there  would  be  one  vote  on  the  por¬ 
tion  of  the  amendment  relating  to  the 
7-percent '  compulsion  against  passing 
through,  and  a  separate  vote  on  the  re¬ 
quirement  relating  to  the  3  percent  ap¬ 
plying  to  transportation  facilities,  the 
benefit  to  be  spread  over  the  life  of  the 
asset.  The  Senator  feels  that  two  sepa¬ 
rate  questions  are  involved. 

Mr.  LONG  of  Louisiana.  If  any  Sen¬ 
ator  hopes  to  arrange  things  so  that 
every  carrier  except  the  pipelines  would 
obtain  the  benefit  of  the  tax  credit,  the 
Senator  f  rom  Louisiana  serves  notice 
that  he  is  against  such  a  proposal.  If 
any  Senator  wishes  to  arrange  things  so 
that,  as  between  utilities,  every  utility 
except  the  electric  companies  and  the 
gas  pipelines  would  receive  the  benefit, 
he  is  against  that,  too. 

The  whole  transportation  industry  be¬ 
lieves  that  the  fair  and  proper  way  to 
handle  the  situation  is  to  not  require  a 
“flowthrough.” 

But  if  the  proposal  is  to  be  one  under 
which  one  segment  of  industry  would  be 
benefited  and  others  would  be  discrim¬ 
inated  against,  the  Senator  from  Loui¬ 
siana  would  be  against  it.  He  would  be 
against  the  inclusion  of  section  203(e) 
(1)  unless  paragraph  (2)  were  also  in¬ 
cluded.  If  subsection  (e)  is  eliminated, 
the  Senator  from  Louisiana  would  like  to 
see  the  entire  section  taken  out.  Inci¬ 
dentally,  I  believe  that  is  what  the  Sen¬ 
ator  from  Wisconsin  would  like  as  a  sec¬ 
ond  best.  As  the  Senator  knows,  the 
provision  was  sent  to  us  by  the  House. 
We  did  not  originate  it. 

Mr.  PROXMIRE.  I  have  some  an¬ 
swers  to  the  argument  which  he  has 
made.  The  Senator  from  Louisiana  has 
stated  that  the  transportation  utilities 
should  all  be  treated  alike.  I  believe  that 
is  exactly  what  my  amendment  would  do 
and  what  the  present  law  provides. 
Nothing  requires  a  regulatory  body  to 
permit  the  pass-through.  Furthermore, 
if  a  competitive  phase  of  the  transporta¬ 
tion  industry  were  involved,  the  invest¬ 
ment  credit  would  be  passed  through  by 
force  of  competition,  because  competi¬ 
tion  would  keep  the  price  down.  We 
need  the  regulatory  body  only  where 
there  is  no  competition.  As  the  Senator 
from  Louisiana  knows,  the  whole  justifi¬ 
cation  for  a  regulatory  body  is  that  the 


public  needs  protection  from  excessive 
rates.  Otherwise  the  rates  would  go 
higher  than  they  would  otherwise  go.  It 
is  a  substitute  for  competition.  There¬ 
fore,  the  amendment  of  the  Senator 
from  Wisconsin  would  keep  the  present 
law,  which  would  put  utilities  on  the 
same  basis  as  other  business  which  is  not 
regulated  except  by  the  regulatory  power 
of  competition. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Louisiana  will  state  his  argument 
when  he  obtains  the  floor.  He  feels  that 
it  would  not  be  helpful  to  state  his  argu¬ 
ment  in  colloquy  with  the  Senator  from 
Wisconsin. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Wisconsin  permit  the  Sen¬ 
ator  from  Iowa  to  ask  a  question  on  this 
subject  of  the  Senator  from  Louisiana? 

Mr.  PROXMIRE.  I  yield  for  that 
purpose. 

Mr.  MILLER.  I  should  like  to  ask  the 
Senator  from  Louisiana  the  following 
question:  The  Senator  has  indicated  his 
opposition  to  enacting  section  203(e) 
subsection  (1)  without  subsection  (2). 
It  seems  to  the  Senator  from  Iowa  that 
if  section  203(e)  (1)  were  in  the  bill,  and 
section  203(e)  (2)  were  not  in  the  bill, 
the  regulating  agencies  would  have  to 
take  into  account  the  competitive  situ¬ 
ation  which  the  regulated  and  the  non- 
regulated  utility  under  section  203(e)  (2) 
would  face.  If  they  do  not,  they  are  not 
really  regulatory  agencies.  Why  is  the 
Senator  so  worried? 

Mr.  LONG  of  Louisiana.  I  do  not 
agree  with  the  Senator  on  that  point. 
When  I  can  obtain  the  floor,  I  shall  ex¬ 
plain  my  views. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  Before  I  yield  to 
the  Senator  from  Vermont,  I  should  like 
to  make  it  clear  that  my  amendment 
would  not  abolish,  reduce,  or  affect  the 
investment  credit  at  all — not  in  any 
way — except  to  provide  that  the  regula¬ 
tory  body  shall  have  the  power  it  has  to¬ 
day,  to  decide,  if  it  thinks  it  is  right,  that 
the  benefit  of  the  investment  credit  may 
be  passed  on  to  the  consumer.  That  is 
all  it  does. 

Mr.  MAGNUSON.  “May.” 

Mr.  PROXMIRE.  “May,”  not  “shall.” 
The  discretion  is  left  in  the  regulatory 
body. 

I  yield  to  the  Senator  from  Vermont. 

Mr.  AIKEN.  I  have  heard  the  pro¬ 
vision  of  the  bill  referred  to  as  a  “wind¬ 
fall”  to  the  utilities  many  times  this 
afternoon. 

Mr.  PROXMIRE:  I  should  like  to  in¬ 
terrupt  at  that  point  by  saying  that  in 
1962,  when  I  debated  the  subject  with 
the  Senator  from  Oklahoma,  I  said  that 
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the  investment  credit  would  be  a  wind¬ 
fall  to  the  utility  stockholder.  He  said 
it  would  not  be  for  one  reason,  and  that 
was  because  the  amount  received  would 
be  passed  through  to  the  customers  of 
the  utility.  That  was  his  whole  defense. 
He  had  no  other. 

Mr.  AIKEN.  That  is  the  point  I  was 
leading  up  to.  Would  not  the  Senator 
from  Wisconsin  consider  referring  to  the 
proposal,  at  least  part  of  the  time,  as  an 
attempted  raid  upon  the  consumers  and 
the  taxpayers  of  our  country?  I  think 
that  might  be  a  better  category  for  it  to 
fall  into  than  the  category  of  a  windfall, 
because  whether  the  amount  is  $300  mil¬ 
lion  or  $1  billion,  we  know  for  a  fact  that 
it  will  not  be  passed  on  to  the  consumers. 
So  why  not  call  it  by  its  right  name? 

Mr.  PROXMIRE.  I  agree  with  the 
Senator  from  Vermont  wholeheartedly. 

With  relation  to  the  3 -percent  item, 
which  troubles  many  Senators  who  have 
a  solid  knowledge  of  the  subject  and  feel 
very  strongly  about  it,  I  think  we  should 
recognize  what  the  3 -percent  item  would 
do  in  providing  a  spread  over  the  life  of 
the  asset.  The  committee  bill  provides 
an  entirely  fictitious  hypothesis,  which 
does  not  exist.  It  is  said,  “Let  us  assume 
that  the  utility,  instead  of  buying  the  as¬ 
set  in  1  year,  paying  for  it  in  1  year,  and 
having  it  1  year,  buys  it  over  a  period  of 
20  years,  pays  for  it  in  20  years,  and  has 
it  only  for  20  years.”  I  say  that  is  a  fic¬ 
tion  which  has  no  connection  with  reality 
at  all. 

Furthermore,  if  the  regulatory  body 
wishes  to  regulate  in  that  way,  it  is  per¬ 
fectly  free  to  do  so  under  my  amend¬ 
ment.  Therefore,  it  seems  to  me  that 
the  amendment,  which  applies  to  both 
the  7 -percent  and  the  3 -percent  credit, 
makes  sense,  because  it  is  the  only  way 
in  which  discretion  can  be  left  in  the 
hands  of  the  regulatory  body  completely. 

Mr.  CHURCH.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  am  happy  to  yield 
to  the  Senator  from  Idaho. 

Mr.  CHURCH.  I  should  like  to  ask 
the  Senator  if  he  does  not  feel  that  it 
would  be  well  for  us  to  remind  ourselves 
as  to  why  we  treat  utilities  differently 
than  we  treat  other  forms  of  business? 
Is  it  not  true  that  the  regulatory  com¬ 
missions  were  established  in  the  first 
place,  either  because  of  the  monopoly 
character  of  utilities  or ‘because  their 
central  role  in  the  economy  was  so  great 

[P.  / 967] 

that  all  other  businesses  depended  on 
them? 

Therefore,  it  was  found  to  be  neces¬ 
sary  to  establish  regulatory  commissions 
in  order  to  regulate  utility  rates,  to  as¬ 


sure  them  of  a  fair  return,  but  to  pro¬ 
tect  the  general  consumer  interest 
against  overreaching  or  excessive  profi¬ 
teering? 

Mr.  PROXMIRE.  The  Senator  could 
not  be  more  correct.  The  ultimate  ob¬ 
jective  was,  as  he  has  stated  so  well,  to 
protect  the  consumer  interest.  That  is 
correct. 

Mr.  CHURCH.  And,  in  order  to  pro¬ 
tect  the  consumer  interest,  while  giving 
the  utilities  a  fair  return,  we  found  it 
necessary,  as  a  matter  of  good  policy, 
to  permit  -  the  regulatory  agencies, 
whether  they  were  State  or  Federal,  to 
have  broad  discretionary  power  in  de¬ 
termining  a  fair  rate  of  return  for  each 
utility,  based  upon  its  fiscal  situation  in 
the  community  it  served. 

Mr.  PROXMIRE.  Yes,  indeed.  It  is 
my  understanding  that  in  Wisconsin  the 
electric  utilities  are  allowed  to  earn  about 
6  percent  on  their  capital  investment. 
In  Ohio  it  is  9  percent.  The  rate  varies 
in  other  States.  Regulatory  bodies  will 
permit  the  utilities  to  have  large  earn¬ 
ings  in  certain  years  because  of  unusual 
circumstances,  and  not  enforce  rates  on 
utilities  that  might  be  upsetting  to  them. 

Mr.  CHURCH.  The  Senator’s  amend¬ 
ment  is  addressed  to  a  single  provision 
in  the  bill  which  interferes  with  the  kind 
of  discretion  which  the  regulatory  com¬ 
missions  have  always  had.  In  other 
words,  it  seeks  to  give  to  the  regulated, 
a  measure  of  control  over  their  regula¬ 
tors,  which  they  have  never  enjoyed  be¬ 
fore? 

Mr.  PROXMIRE.  That  is  correct. 

Mr.  CHURCH.  This  is  unprecedented 
so  far  as  Federal  law  is  concerned.  Is 
that  correct? 

Mr.  PROXMIRE.  Within  the  knowl¬ 
edge  of  the  Senator  from  Wisconsin,  it  is. 

Mr.  CHURCH.  If  all  this  is  so,  is  not 
this  a  matter  of  public  policy  that  prop¬ 
erly  should  be  considered  by  the  legisla¬ 
tive  committee  which  is  charged  with 
such  responsibility? 

Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect.  That  is  what  my  amendment  would 
do.  It  would  eliminate  from  the  bill  the 
provision  in  question.  It  would  eliminate 
from  the  bill  a  matter  which  I  believe 
comes  under  the  jurisdiction  of  the  Com¬ 
merce  Committee,  and  provides  that  this 
shall  be  a  tax-cut  bill,  and  only  a  tax-cut 
bill.  Other  committees  which  have  re¬ 
sponsibility  over  regulatory  bodies  could 
decide  whether  or  not  a  change  in  policy 
was  justified,  on  the  basis  of  examination 
into  the  subject  through  committee  hear¬ 
ings. 

Mr.  CHURCH.  I  agree  that  this  is  a 
legislative  matter  which  should  be  con¬ 
sidered  by  the  Commerce  Committee.  It 
is  a  very  important  departure  from  what 
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has  been  established  policy  in  the  past. 
Therefore,  I  think  the  Senator’s  amend¬ 
ment  is  well  designed.  It  ought  to  be 
adopted.  I  hope  it  will  be. 

I  should  like,  with  the  Senator’s  per¬ 
mission,  to  ask  unanimous  consent  to 
have  printed  here  in  the  Record  a  more 
extended  statement  of  my  reasons  for 
supporting  the  Senator’s  amendment. 

Mr.  PROXMIRE.  I  have  no  objec¬ 
tion. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Church 

Section  203  (e)  states  that  no  Federal  reg¬ 
ulatory  agency  shall  take  certain  actions 
to  flow  through  the  tax  savings  from  the 
investment  tax  credit  to  the  utility's  custom¬ 
ers  without  the  consent  of  the  utility. 
This  section  says  quite  openly  that  it  is  to 
be  the  utility — not  the  regulatory  commis¬ 
sion — that  determines  finally  how  the  tax 
savings  from  the  investment  tax  credit  shall 
be  handled. 

But  the  first  part  of  section  203(e)  says 
that  in  passing  the  investment  tax  credit  in 
1962,  Congress  intended  “to  provide  an  incen¬ 
tive  for  modernization  and  growth  of  private 
industry  (including  that  portion  thereof 
which  is  regulated) .” 

The  assumption  is  clear:  the  only  way  to 
assure  modernization  and  growth  of  regu¬ 
lated  utilities  is  to  make  certain  that  the 
utilities  keep  the  tax  savings  from  the  in¬ 
vestment  tax  credit.  Obviously  a  dire  emer¬ 
gency  exists  if  the  utilities  are  compelled  to 
ask  Congress  to  get  into  the  details  of  the 
regulatory  business.  According  to  Federal 
Power  Commission  Chairman  Joseph  C. 
Swidler — this  would  be  the  first  time  that 
Congress  had  prescribed  the  details,  the 
specifics,  of  rate  treatment  of  costs  by  any 
utility  commission  so  far  as  I  am  aware. 

A  drastic  step,  this  unprecedented  attempt 
to  bypass  the  Federal  regulatory  agencies. 
But  the  evidence  is  substantial  that  Con¬ 
gress’  aim — to  spur  modernization  and 
growth — might  be  just  as  successfully 
achieved  if  the  tax  savings  from  the  invest¬ 
ment  tax  credit  were  passed  on  to  utliity 
customers. 

FPC  Chairman  Swidler,  testifying  before 
the  Senate  Finance  Committee,  said:  “There 
is  much  to  be  said  for  the  position  that  in 
the  case  of  public  utilities  and  natural  gas 
pipelines  it  is  the  rate  of  growth  in  the  use 
of  their  product  or  service  which  controls 
their  investment  in  new  facilities,  and  that 
the  rate  of  growth  is  in  turn  largely  affected 
by  the  level  of  rates  which  their  customers 
must  pay.  In  this  view,  utilizing  the  credit 
as  a  basis  for  reducing  rates,  and  increasing 
consumption  might  well  achieve  the  objec¬ 
tives  of  the  statute  far  better  than  either 
of  the  specific  formulas  it  prescribes.” 

This  statement,  and  a  similar  one  by 
President  Donald  Cook  of  American  Electric 
Power  Co.,  a  major  private  utility,  show  that 
there  are  at  least  two  ways  in  which  the  tax 
savings  from  the  investment  tax  credit  might 
be  used  to  stimulate  modernization  and 
growth  of  regulated  utilities : 

1.  The  dollars  of  tax  reduction  from  the 


investment  tax  credit  could  be  kept  by  the 
utility  and  invested  in  new  facilities.  It  is 
this  alternative  that  the  utilities  have  asked 
Congress  to  write  into  the  law  of.  the  land, 
leaving  no  other  route  open. 

2.  These  dollars  of  tax  reduction  could  be 
used  by .  the  utilities  to  lower  their  rates, 
thus  encouraging  more  use  of  utility  services, 
and  thus  stimulating  added  utility  growth  to 
meet  the  increased  demands. 

There  is  more  than  one  way  to  stimulate 
utility  modernization  and  growth  (which  is 
the  Congressional  aim) ,  and  it  would  be  most 
unwise  to  write  into  law  a  provision  which 
prevents  alternative  approaches. 

But  there  is  another  matter  that  cannot 
be  overlooked,  even  if  those  who  favor  Sec¬ 
tion  203  (e)  would  like  to  overlook  it. 

Where  does  the  money  come  from  in  the  first 
place?  Where  do  the  regulated  utilities  ob¬ 
tain  the  extra  funds  that  result  from  the 
tax  reduction  available  through  the  invest¬ 
ment  tax  credit? 

The  fact  is  that  these  funds  come  from 
the  utility  customer.  The  utility  customer 
pays  the  utility  for  services  on  the  basis  of 
rates  set  to  include  normal  Federal  income 
taxes.  But  when  the  utility  does  not  pay 
these  taxes — because  the  investment  tax 
credit  permits  the  utility  to  reduce  its  tax 
payments  to  the  Federal  Government — the 
customer  has  paid  phantom  taxes — takes 
which  are  not  paid  by  the  utility  to  the 
Federal  Government. 

In  the  interest  of  fairness  and  equity,  the 
utility  should  return  this  money  to  the  cus¬ 
tomer  through  reduced  rates.  If,  on  the 
other  hapd,  the  utility  keeps  the  money, 
then  the  customer  has  contributed  interest- 
free  capital  to  the  utility,  without  the 
knowledge  of  the  customer  that  he  has  made 
an  interest-free  loan  to  the  utility. 

This  is  what  the  regulated  utilities  are 
asking  Congress  to  do — to  put  its  OK  on 
an  arrangement  through  which  the  utilities 
will  be  guaranteed  the  right  to  keep  the 
money  which  the  utility  customers  have  paid 
in  phantom  taxes  to  the  utility;  and  to  pre¬ 
vent  any  Federal  regulatory  commission 
from  taking  action  to  see  that  the  utility 
customer  gets  his  money  back,  in  some  way 
or  other. 

I  say  we  should  vote  down  this  proposal, 
which  Senator  Douglas  has  called  the  worst 
single  feature  in  the  bill.  Section  203(e) 
puts  the  wolves  in  charge  of  the  henhouse, 
giving  the  private  utilities  regulatory  au¬ 
thority  which  should  belong  to  the  Federal 
regulatory  commissions.  Section  203(e) 
writes  into  law  a  single  solution  to  the  prob¬ 
lem  of  using  investment  tax  credit  savings 
to  stimulate  utility  growth,  although  there 
are  obviously  other  approaches  that  would 
produce  more  growth,  and  at  the  same  time 
produce  more  consumer  benefits.  Section 
203(e)  would  legalize  the  utility's  attempt 
to  take  money  from  the  consumer  and  slip 
it  in  the  pockets  of  the  stockholders. 

If  we  believe  in  the  regulatory  process, 
let  us  protect  it  from  this  attack  by  the 
utilities,  rather  than  permitting  the  utili¬ 
ties  to  control  the  regulatory  commissions 
with  the  approval  of  Congress.  I  urge  my 
colleagues  to  vote  down  this  anticonsumer 
provision,  and  vote  it  down  by  a  decisive 
margin. 
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Mr.  CHURCH.  Mr.  President,  one 
further  point.  I  take  it,  from  the  Sena¬ 
tor’s  lucid  explanation  of  his  amend¬ 
ment,  that  if  it  is  adopted,  it  will  do 
nothing  other  than  strike  from  the  bill 
the  particular  provision  we  have  been 
discussing. 

Mr.  PROXMIRE.  The  Senator  is 
correct. 

Mr.  CHURCH.  Investment  tax  credit 
would  remain  available  for  utilities;  but 
this  deliberate  interference  with  the  dis¬ 
cretion  we  have  customarily  given  to 
regulatory  commissions  would  be  the 
only  part  stricken  from  the  bill.  Is  that 
correct? 

Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect.  I  thank  him  very  much. 

Mr.  MCCARTHY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MCCARTHY.  Generally  I  am  in 
support  of  the  position  of  the  Senator 
from  Wisconsin,  but  I  think  the  case  is 
not  as  clear  and  simple  as  some  Members 
of  the  Senate  would  like  to  make  it.  If 
we  go  back  to  the  basis  on  which  invest¬ 
ment  credit  was  approved  by  the  Con¬ 
gress,  we  start  on  a  somewhat  different 
basis.  Some  of  us  opposed  it.  The  Sena¬ 
tor  from  Tennessee  and  I  proposed  a 
simple  reduction  in  corporate  taxes  at 
that  time  as  an  alternative  to  investment 
credit,  on  the  ground  that  a  corporation 
could  then  decide  how  it  wanted  to  use 
its  tax  savings,  whether  to  invest  it  for 
[P.  1968 ] 

capital  equipment  or  otherwise,  depend¬ 
ing  on  what  the  particular  circumstances 
might  be.  But  the  investment  credit  was 
approved;  and  the  theory  was  that  it 
would  have  the  effect  of  encouraging 
both  the  utilities  and  other  businesses 
and  industries  to  invest  in  capital  equip¬ 
ment,  and  thereby  stimulate  the  econ¬ 
omy.  That  was  the  argument  made  for 
It.  We  now  see  that  the  provision  that 
the  tax  credit  should  not  pass  through 
to  the  consumers  is  not  inconsistent  with 
the  justification  for  adopting  investment 
credit. 

The  argument  which  could  be  made 
for  the  position  of  the  Senator  from  Wis¬ 
consin  [Mr.  Proxmire]  is  that  eventually 
this  advantage  should  be  reflected  in 
rates  in  any  case,  and  it  should  be  as¬ 
sumed  that  regulatory  agencies  will 
exercise  discretion  early  in  the  admin¬ 
istration  of  their  offices  with  reference  to 
the  tax  credit,  so  that  the  ultimate  effect 
would  be  the  same  as  if  we  had  approved 
the  language  proposed. 

Theoretically  a  case  could  be  made 
against  adoption  of  the  provision  but 
practically,  the  case  is  not  particularly 
good. 


Mr.  PROXMIRE.  May  I  say  to  the 
Senator  from  Minnesota,  who  speaks 
with  very  expert  knowledge  as  a  member 
of  the  committee,  and  who  has  studied 
this  subject,  that  on  the  record  made  by 
Donald  Cook  and  others,  the  only  way 
the  investment  credit  can  expand  ex¬ 
penditures  for  equipment  purchase  is  for 
the  investment  credit  to  be  passed 
through.  There  may  be  other  ways,  but 
this  is  one  way  to  promote  expansion. 
Therefore,  the  practical  argument  is  on 
the  side  of  permitting  a  passthrough  if 
the  regulatory  body  thinks  it  Is  appro¬ 
priate. 

Mr.  President,  the  Senator  from  South 
Dakota  [Mr.  McGovern]  has  been  pa¬ 
tiently  waiting  a  long  time,  and  I  yield 
to  him. 

Mr.  McGOVERN.  Mr.  President,  I 
wish  to  support,  as  best  I  can,  the 
amendment  offered  by  the  Senator  from 
Wisconsin,  because  I  think  it  is  the  most 
valuable  and  compelling  amendment  that 
has  been  offered  to  the  tax  bill.  Those 
of  us  who  are  supporting  the  tax  bill 
have  been  sold  the  tax  bill  mainly  on  the 
ground  that  it  is  a  device  that  will  help 
consumers;  that  passing  on  tax  reduc¬ 
tions  to  consumers  will  stimulate  the 
whole  economy;  and  this  is  supposed  to 
have  a  favorable  impact  on  such  prob¬ 
lems  as  unemployment.  But  in  the  sec¬ 
tion  of  the  bill  which  the  Senator  from 
Wisconsin  is  trying  to  correct,  the  tax¬ 
writing  committee  provided  a  device  that 
would  bring  about  the  opposite  result. 
It  would  prevent  the  regulatory  agencies 
that  have  been  established  to  protect 
consumers  and  the  public  from  exercis¬ 
ing  their  prerogatives,  by  preventing  the 
passing  to  consumers  of  the  tax  savings 
called  for  in  the  bill. 

Mr.  President,  there  is  probably  no 
provision  in  the  tax  bill  before  us  which 
has  more  far  reaching  implications  and 
importance  than  section  203(e). 

I  find  myself  in  agreement  with  Sena¬ 
tor  Proxmire  and  others  who  oppose  this 
section  on  the  grounds  that  it  permits 
licensed,  or  franchised,  public  service  in¬ 
stitutions,  acting  as  agents  of  the  Gov¬ 
ernment  in  the  performance  of  public 
functions,  to  gain  windfall  profits  in  ex¬ 
cess  of  the  fair  return  for  which  they 
agreed  to  render  the  public  service.  Prof. 
Robert  Eisman  of  Northwestern  Uni¬ 
versity,  a  leading  authority  in  this  field, 
has  made  a  compelling  case  for  the  Prox¬ 
mire  amendment  and  his  conversations 
with  me  have  given  me  a  keen  apprecia¬ 
tion  of  the  public’s  stake  in  this  amend¬ 
ment. 

I  am  in  agreement  that  we  should  not, 
in  a  tax  bill,  attempt  to  legislate  the 
manner  in  which  utilities  should  be  regu¬ 
lated.  But  I  have  a  deep  concern  beyond 
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those  very  basic  considerations  as  to  the 
effect  on  our  whole  economy  of  this  new 
concept  of  higher  profits  for  suppliers  of 
energy  and  transportation. 

If  our  concept  of  a  fair  return  to  sup¬ 
pliers  of  electricity  and  transportation 
is  to  be  increased  from  6  percent  to  8  or 
10  or  12  percent  a  rise  in  consumer  costs 
results.  And  if  the  costs  of  energy  and 
transportation  are  increased,  this  in¬ 
crease  will  spread  throughout  our  econ¬ 
omy  and  retard  the  economic  develop¬ 
ment  <?f  the  Nation. 

As  a  result  of  the  discussion  of  sec¬ 
tion  203(e),  I  recently  reviewed  the  re¬ 
port  of  the  Paley  Commission,  “Re¬ 
sources  for  Freedom,”  issued  in  1952. 
That  distinguished  Commission  included 
Edward  S.  Paley,  then  president  of  the 
Columbia  Broadcasting  System;  George 
R.  Brown,  president  of  Brown  &  Root, 
large  Texas  contractors;  Arthur  H.  Bun¬ 
ker,  president  of  American  Metals  Cli¬ 
max  Corp.;  Eric  Hodgins,  of  Fortune 
magazine;  and  Edward  S.  Mason,  of 
Harvard  University. 

Throughout  their  discussion  of  energy, 
and  particularly  of  electricity,  the  Paley 
Commission  emphasized  the  importance 
of  the  cost  of  energy  to  the  whole  econ¬ 
omy. 

The  general  economic  objective  of  keeping 
costs  of  all  materials  as  low  as  possible  ap¬ 
plies  with  particular  force  to  electricity — 

This  distinguished  Commission  re¬ 
ported — 

because  it  enters  into  the  cost  of  practically 
all  goods  and  services  produced  in  the  econ¬ 
omy  and  into  the  budget  of  nearly  every 
family. 

Even  though  electricity  typically  repre¬ 
sents  only  a  small  fraction  of  total  produc¬ 
tion  costs  for  most  items,  a  substantial  In¬ 
crease  in  its  real  costs,  reflected  in  corre¬ 
spondingly  higher  prices  for  industrial  and 
other  consumers,  could  have  a  considerable 
retarding  effect  on  economic  growth. 

The  Commission  then  points  out  the 
especially  serious  effect  that  higher 
power  costs  would  have  on  the  electro¬ 
chemical  industries,  illustrating  by  cit¬ 
ing  the  fact  that  each  1  mill  increase  in 
power  cost  increases  the  price  of  alumi¬ 
num  by  5  percent. 

I  ask  unanimous  consent,  Mr.  Presi¬ 
dent,  to  include  in  the  Record  a  table 
from  the  Paley  Commission  report  show¬ 
ing  the  electric  energy  used  per  ton  of 
product  by  certain  electrochemical  in¬ 
dustries,  illustrative  of  the  importance  of 
electricity  costs. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows: 


Table  V. — Power  requirements  for  selected 
electro-process  materials 

[Appropriate  kilowatt-hour  requirement  per 
ton  of  product] 


Titanium  metal 1 _  40,  000 

Aluminum  metal _ 18,  000 

95  percent  silicon  metal _ 17,  500 

Electrolytic  magnesium _ 16,  000 

35  percent  hydrogen  peroxide  (100 

present  basic) _ 16,  000 

Electrolytic  manganese _ 10,  200 

Silicon  carbide _  8,  600 

70  percent  ferrotungsten _  7,  600 

Sodium  chlorate _  5,  200 

Rayon -  5,  200 

Phosphoric  acid  (via  electric 

furnace) _ -  3,  900 

Electrolytic  zinc _  3,  400 

Chlorine _  3,  000 


1  Kilowatt-hour  per  pound  of  titanium 
from  the  President’s  Materials  Policy  Com¬ 
mission  staff  report  on  titanium. 

Source:  Adapted  from  chart  of  “Process 
Power  Requirements,”  Chemical  Engineering, 
March  1951,  p.  115. 

Mr.  McGOVERN.  The  Commission 
then  states: 

Changes  in  production  technology  will 
probably  increase  the  number  of  electro- 
process  materials  and  will  enlarge  the  power 
requirements  of  many  other  materials  by 
1975.  Broadly  and  over  the  long  run  as 
important  materials  like  copper  become 
more  difficult  to  obtain,  the  Nation  will  need 
to  develop  substitutes  to  replace  them. 
Moreover,  as  high  grade  ore  reserves  of  im¬ 
portant  minerals  dwindle,  more  electric 
energy  will  be  needed  in  some  cases  to  use 
lower  grade  ores.  To  mine  and  concentrate 
the  low  grade  ore  of  the  Lake  Superior 
region  will  require  75  to  80  kilowatt  hours 
per  ton  of  concentrates  as  compared  to  3 
kilowatt  hours  per  ton  of  useable  high  grade 
ore. 

Unless  sufficient  electric  energy  is  avail¬ 
able  at  favorable  costs  the  expansion  of  sub¬ 
stitute  materials  and  of  output  from  low- 
grade  ores  will  be  retarded. 

%  The  Commission  points  out  that  many 
scientific  processes  are  dependent  en¬ 
tirely  on  economic  feasibility,  and  that 
with  increases  in  costs — including  elec¬ 
tricity  and  transportation  involved  in 
the  amendment  before  us — many  other¬ 
wise  feasible  processes — and  resources — 
are  denied  to  us. 

Mr.  President,  this  is  only  a  glimpse 
into  one  field  at  the  potential  serious 
effect  of  adopting,  in  this  tax  measure, 
an  inflated  profits  policy  for  the  pro¬ 
vision  of  public  services. 

The  provision  proposed  is  too  far 
reaching,  too  dangerous  to  the  economy 
of  the  Nation,  to  be  adopted  casually. 

By  prohibiting  any  of  the  benefit  of 
the  investment  credit  extended  to  public 
service  companies  to  be  passed  on  to 
consumers,  we  may  very  well  jeopardize 
rather  than  increase  economic  growth. 
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Housewives  buy  appliances  when 
energy  costs  are  low — when  it  is  cheap 
to  let  an  appliance  do  the  work. 

Industries  adopt  new  processes,  build 
new  plants  and  employ  new  work  forces, 
when  lost  cost  energy  makes  new  proc¬ 
esses  feasible. 

The  new,  high -profit  utility  policy  in¬ 
herent  in  section  203(e)  could  poten¬ 
tially  do  more  harm  over  the  years  to  the 
economy  of  this  Nation  than  the  good 
done  by  other  portions  of  the  bill. 

In  this  connection,  the  New  York 
Times  yesterday  carried  an  editorial 
which  I  ask  unanimous  consent  to  have 
[P.  1969 ] 

printed  in  the  Record  at  this  point,  as 
well  as  an  editorial  in  today’s  Washing¬ 
ton  Post. 

There  being  no  objection,  the  edito¬ 
rials  were  ordered  to  be  printed  in  the 
Record,  as  follows: 

[Prom  the  New  York  (N.Y.)  Times, 
Feb.  4,  1964] 

Gift  to  the  Utilities 

There  are  many  questionable  provisions  in 
the  tax  reduction  bill  now  being  considered 
in  the  Senate,  but  none  is  more  unconscion¬ 
able  than  the  gift  proposed  for  the  utility 
industry. 

The  gift  is  in  the  form  of  an  amendment 
forbidding  the  Federal  Power  Commission 
and  other  regulatory  agencies  from  exercis¬ 
ing  any  control  over  the  investment  credit 
provided  for  public  utilities.  The  regulatory 
agencies  are  supposed  to  set  rates  that  insure 
a  fair  return  on  utility  investments.  The 
proposed  amendment  means  that  the  FPC 
could  not  take  the  tax  credit  into  account 
in  setting  rates.  As  a  result,  electric  and  gas 
companies  would  receive  a  windfall  esti¬ 
mated  at  $300  million,  which  would  not  be 
passed  along  to  consumers. 

The  size  of  this  windfall  alone  should  give 
pause.  Yet  big  as  it  is,  it  is  not  the  most 
disturbing  element  in  the  proposed  amend¬ 
ment.  By  limiting  the  power  of  the  FPC  in 
setting  rates,  Congress  will  increase  the  cost 
of  utility  services  to  consumers.  And  it  will 
encourage  the  utility  lobby,  and  pressure 
groups  representing  other  regulated  indus¬ 
tries,  to  press  for  new  restrictions  on  the 
ratesetting  function  of  the  regulatory  agen¬ 
cies. 

Even  so,  there  could  be  a  case  for  the 
amendment  if  it  were  to  spur  corporate 
spending  and  cut  costs  to  consumers,  which 
were  the  original  objectives  of  the  invest¬ 
ment  credit.  But  utilities  will  not  have  any 
extra  inducement  to  spend  and  consumers 
will  not  be  benefited.  This  is  not  the  kind 
of  gift  that  the  Congress  should  be  bestow¬ 
ing. 


[From  the  Washington  (D.C.)  Post,  Feb.  5, 

1964] 

Loophole  To  Be  Closed 
We  hope  that  the  Senate,  which  struck 
down  a  reduction  in  the  tax  rate  on  capital 
gains  because  a  crucial  loophole  was  not 
closed  in  the  House  version  of  the  tax  bill. 


will  also  eliminate  an  obscure  rider  which 
would  hamper  the  Government  regulation  of 
gas  and  electricity  rates  and  add  billions  to 
the  burden  borne  by  consumers. 

Section  202(e)  of  H.R.  8363 — the  Revenue 
Act  of  1964 — would  bar  the  Federal  regula¬ 
tory  agencies,  notably  the  Federal  Power 
Commission,  from  taking  into  account  in 
rate  determinations  the  tax  savings  granted 
under  the  “investment  credit”  provisions  of 
the  1962  tax  act.  Permitting  a  utility  to 
include  in  its  rate  base  taxes  which  it  never 
paid  would  burden  consumers  with  between 
$300  and  $600  million  in  extra  charges  during 
1964,  and  costs  of  this  tax  morsel  would  in¬ 
crease  sharply  over  time.  Moreover,  a  dan¬ 
gerous  precedent  would  be  established  for 
direct  congressional  intrusion  into  the  rate¬ 
making  process. 

Public  utility  regulation  has  been  tradi¬ 
tionally  based  on  the  premise  that  cost  sav¬ 
ings  are  to  be  passed  on  to  the  public  in  the 
form  of  lower  rates.  But  this  principle  will 
be  subverted  and  public  utility  regulation 
left  in  a  state  of  shambles  unless  the  Senate 
deletes  this  devious  provision  from  the  tax 
bill. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  who  has  the  floor? 

Mr.  PROXMIRE.  Mr.  President,  I 
have  the  floor.  I  yielded  temporarily. 

The  PRESIDING  OFFICER.  The 
Senator  from  Wisconsin  had  the  floor, 
and  yielded. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  can  a  Senator  yield  for  other  than 
a  question?  -  . 

The  PRESIDING  OFFICER.  If  the 
regular  order  is  called  for,  a  Senator  may 
yield  only  for  a  question. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  have  no  objection  to  having  the 
Senator  place  in  the  Record  what  he  re¬ 
quested,  but  under  the  conditions  that 
exist  at  this  time,  I  do  think  we  should 
follow  the  regular  order. 

The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  has  asked  for 
the  regular  order. 

Mr.  PROXMIRE.  Mr.  President,  I 
think  the  Senator  from  Louisiana  will 
agree  that  what  I  have  been  doing  in  an¬ 
swering  questions  asked  by  the  Senator 
from  Idaho  [Mr.  Church],  the  Senator 
from  Vermont  [Mr.  Aiken]  ,  and  the  Sen¬ 
ator  from  Minnesota  [Mr.  McCarthy]. 

I  ask  unanimous  consent  that  the  Sen¬ 
ator  agree  to  let  me  yield  2  minutes  more 
to  the  Senator  from  South  Dakota. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  for  the  regular  order. 

Mr.  PROXMIRE.  Does  the  Senator 
object? 

The  PRESIDING  OFFICER.  The 
regular  order  has  been  called  for. 

Mr.  McGOVERN.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  PROXMIRE.  Mr.  President,  may 
I  yield  for  a  question  to  the  Senator  from 
South  Dakota? 
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The  PRESIDING  OFFICER.  The 
Senator  has  that  right. 

Mr.  McGOVERN.  I  should  like  to  ask 
the  Senator  from  Wisconsin  a  question. 
Even  if  we  were  to  assume — which  I  do 
not  think  we  should  assume — that  it 
might  be  desirable  to  change  the  powers 
of  the  regulatory  commissions,  should 
that  be  done  in  a  tax  bill,  or  should  it 
be  done  after  careful  consideration  and 
review  by  the  Commerce  Committee, 
which  properly  has  jurisdiction  over  this 
field? 

Mr.  PROXMIRE.  That  is  a  crucial 
element  in  the  debate,  and  one  of  the 
prime  reasons  for  offering  the  amend¬ 
ment.  We  should  not,  in  a  tax  bill,  de¬ 
cide  legislative  policy  with  regard  to 
regulatory  bodies.  That  is  something 
which  is  the  responsibility  and  function 
and  duty  of  the  Committee  on  Com¬ 
merce.  I  am  happy  that  the  distin¬ 
guished  chairman  of  the  Committee  on 
Commerce,  the  senior  Senator  from 
Washington  [Mr.  Magnuson],  has  said 
exactly  the  same  thing.  Although  he 
thinks  there  is  some  merit  in  what  the 
committee  has  done,  I  hope  he  will  sup¬ 
port  my  amendment.  However,  he,  too, 
feels  that  the  policy  should  be  decided 
by  his  committee  on  the  basis  of  hear¬ 
ings  and  committee  discussion.  They 
are  the  experts  in  this  area,  and  they 
should  be  accorded  due  courtesy,  and  the 
opportunity  to  decide  this  policy. 

Mr.  McGOVERN.  This  is  the  first' 
time  that  I  have  had  an  opportunity  to 
take  the  floor  during  the  discussion  of 
the  bill. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  call  for  the  regular  order. 

The  PRESIDING  OFFICER.  The  reg¬ 
ular  order  is  asked  for. 

Mr.  McGOVERN.  I  thank  the  Sen¬ 
ator  from  Wisconsin  for  yielding  to  me. 

Mr.  PROXMIRE.  I  shall  conclude 
very  quickly.  I  have  referred  to  the  fact 
that  Mr.  Donald  Cook,  who  is  the  presi¬ 
dent  of  the  American  Electric  Power  Co., 
has  taken  a  very  strong  position  on  the 
investment  credit,  and  that  he  feels  it 
should  be  passed  through.  Who  is  Mr. 
Donald  Cook?  Mr.  Donald  Cook  is  such 
a  prominent  spokesman  of  the  utility 
industry  that  he  is  one  of  two  or  three 
utility  representatives  who  were  asked 
by  the  Finance  Committee  to  testify  in 
1962  on  the  investment  credit,  so  that 
the  committee  might  gain  a  practical 
understanding  of  whether  or  not  the  in¬ 
vestment  credit  should  be  adopted  and, 
if  so,  how  it  would  work. 

The  American  Telephone  &  Telegraph 
Co.  is  opposed  to  the  investment  credit. 
It  has  been  against  it.  It  has  said  that 
it  would  not  accept  it.  Even  though 


it  meant  a  benefit  of  $75  million  to  them, 
it  said  it  would  not  take  it,  and  is  op¬ 
posed  to  it. 

I  wish  to  quote  in  part  what  Mr.  Don¬ 
ald  C.  Cook  said  before  the  Finance  Com¬ 
mittee  in  1962  in  favor  of  the  investment 
credit  for  utilities.  He  said: 

From  the  point  of  view  of  whether  the 
tax  credit  would  apply  as  an  incentive  to 
construct  additional  plant  and  equipment, 
it  is  almost  a  matter  of  indifference  as  to 
whether  the  tax  reduction  is  passed  on  to 
customers  or  not. 

This  is  true  because  as  indicated  above, 
it  is  the  reduction  in  fixed  charges  with 
the  resulting  decrease  in  revenues  necessary 
to  support  the  expenditures  for  plant  that 
operates  as  the  incentive  to  build,  not  the 
receipt,  and  retention  of  cash  resulting  from 
reduced  expenditures  for  taxes. 

In  other  words,  if  there  is  an  invest¬ 
ment  credit  and  it  is  not  passed  on,  it 
means  that  more  cash  is  available  for 
stockholders. 

Why  should  they  invest  in  equipment 
unless  it  is  needed  to  service  customers? 
What  makes  customers  want  and  need 
more  service?  Lower  rates.  There  is 
nothing  else.  Lower  rates.  It  is  a  mat¬ 
ter  of  arithmetic.  A  little  further  on 
Mr.  Donald  Cook  said,  in  his  testimony: 

What  I  have  tried  to  say  to  the  committee, 
Senator,  is  that  reduction  in  taxes  will  re¬ 
duce  our  fixed  charges,  and  by  reducing  the 
fixed  charges,  it  will  make  marginal  projects 
feasible.  We  do  not  need  the  cash  that  would 
become  available — although  some  industries 
may,  we  do  not  need  the  cash  that  would 
become  available  from  this  tax  reduction 
in  order  to  finance  the  additions  to  our  plant. 
If  we  can  reduce  our  fixed  charges,  we  would 
be  in  a  position  to  finance  out  of  our  own 
resources  or  by  going  to  the  capital  markets 
all  of  this  plant  and  any  other  plant  that 
we  need  to  construct. 

On  January  3,  Mr.  Donald  Cook  wrote 
a  letter  to  the  chairman  of  the  Finance 
Committee,  in  which  he  supported  his 
position  very  eloquently.  I  ask  unani¬ 
mous  consent  that  the  letter  may  be 
printed  in  the  Record  at  this  point  in  my 
remarks. 

[ P .  197 0~\ 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

American  Electric  Power  Co.,  Inc., 

New  York,  N.Y.,  January  3, 1964. 
Hon.  Harry  Flood  Byrd, 

U  S.  Senate, 

Washington,  D.C . 

Dear  Senator  Byrd:  My  attention  has  re¬ 
cently  been  called  to  a  statement,  dated  No¬ 
vember  15,  1963,  filed  with  the  Finance  Com¬ 
mittee  in  behalf  of  Edison  Electric  Institute 
by  Walter  Bouldin,  its  president.  The 
statement  supports  the  enactment  of  section 
202(e)  of  H.R.  8363,  relating  to  the  treatment 
of  the  investment  credit  by  Federal  regula¬ 
tory  agencies. 
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The  statement  argues  that  (1)  the  invest¬ 
ment  credit  does  not  have  the  characteris¬ 
tics  of  a  reduction  of  tax  expense,  and  (2) 
the  investment  credit’s  objective. of  stimulat¬ 
ing  capital  expenditures  will  not  be  attained 
by  passing  on  the  benefit  of  the  credit  to 
utility  customers. 

Although  American  Electric  Power  Co.  is 
a  member  of  EEI  and  I  am  a  member  of  the 
EEI  board  of  directors,  the  statement  was  not 
seen  by  me  or  by  any  representative  of  my 
company  prior  to  its  submission.  I  strongly 
disagree  with  the  above  arguments.  Since  I 
expressed  contrary  views  in  testimony  before 
the  Finance  Committee  in  April  1962,  when 
the  committee  was  considering  the  invest¬ 
ment  credit  provisions  of  H  R.  10650,  and  to 
remove  any  implication  that  the  statement 
reflects  the  views  of  all  EEI  member  com¬ 
panies,  I  feel  impelled  to  write  you  to  set  the 
record  straight. 

It  is  my  view  that  the  investment  credit 
does  in  fact  represent  a  reduction  in  current 
Federal  income  tax  expense,  and  therefore  a 
reduction  in  current  operating  expenses; 
that  the  investment  credit  will  stimulate 
capital  expenditures  by  utilities  even  if  all 
or  part  of  the  tax  saving  is  passed  on  to  cus¬ 
tomers,  or  if  the  tax  saving  forestalls  or  re¬ 
duces  an  otherwise  necessary  increase  in 
rates;  and,  indeed,  that  the  use  of  this  tax 
saving  to  reduce  or  avoid  an  increase  in  the 
price  of  the  taxpayer’s  product  is  best  cal¬ 
culated  to  increase  demand  and  in  turn  to 
stimulate  plant  investment,  and  thus  to 
carry  out  the  basic  objectives  underlying  the 
adoption  of  the  credit. 

It  is  my  understanding  that  these  views 
are  also  shared  by  a  number  of  other  utility 
companies  and  are  advocated  by  many  Fed¬ 
eral  and  State  regulatory  agencies. 

I  am  sending  a  copy  of  this  letter  to  each 
member  of  the  Finance  Committee. 

Sincerely  yours, 

Donald  C.  Cook, 

President. 

Mr.  PROXMIRE.  Mr.  President,  I 
have  almost  concluded  my  remarks.  Be¬ 
fore  I  yield  the  floor,  I  should  like  to 
call  attention  to  the  fact  that  the  utili¬ 
ties  not  only  have  the  investment  credit 
advantage,  but  they  are  also  in  the  posi¬ 
tion  if  they  need  capital,  to  go  to  the 
regular  financial  markets  to  obtain  it. 

The  50-utility  index  by  Standard  & 
Poor’s,  which  includes  gas,  electric,  and 
telephone,  was  21.1  for  September  1963. 

I  believe  anyone  who  has  studied  this 
subject  knows  that  it  is  an  excellent 
ratio.  There  used  to  be  a  rule  of  thumb 
that  if  the  price-earnings  ratio  on  a 
stock  goes  above  17,  it  is  time  to  sell  the 
stock.  The  average  in  the  industry  is 
far  above  what  the  rule  of  thumb  would 
indicate  for  high-priced  stock.  The  util¬ 
ities  are  in  an  excellent  position  to  get 
all  the  money  they  need. 

The  25  utility  price-earnings  index  by 
FPC— which  is  all  electric  utilities— was 
20.8  for  December,  1963. 


A  few  of  the  latest  available  price 
earnings  ratios  from  FPC  are: 


Baltimore  Gas  &  Electric - 21.  2 

Commonwealth  Edison _ 22.  2 

Consolidated  Edison _ 20.  4 

Detroit  Edison _ 20.  4 

Florida  Power  &  Light _ 29.4 

Virginia  Electric  &  Power _ 27.7 


The  Standard  &  Poor’s  railroad  index 
for  September  was  11.3. 

Senators  who  vote  against  the  amend¬ 
ment,  in  my  judgment,  are  contradicting 
the  policy  of  their  own  State  regulatory 
bodies,  which  those  bodies  have  arrived 
at  after  very  careful  study.  They  are  the 
most  competent  people  in  their  States  in 
this  area.  They  have  devoted  their 
whole  lives  to  this  field. 

Mr.  President,  the  New  York  Times 
editorial,  which  strongly  supports  the 
amendment,  has  already  been  placed  in 
the  Record.  I  should  also  like  to  call 
attention  to  an  editorial  published  in 
this  morning’s  Washington  Post. 

I  ask  unanimous  consent  that  the  edi¬ 
torial  may  be  printed  in  the  Record  at 
this  point. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Loopehole  To  Be  Closed 

We  hope  that  the  Senate,  which  struck 
down  a  reduction  in  the  tax  rate  on  capital 
gains  because  a  crucial  loophole  was  not 
closed  in  the  House  version  of  the  tax  bill, 
will  also  eliminate  an  obscure  rider  which 
would  hamper  the  Government  regulation  of 
gas  and  electricity  rates  and  add  billions  to 
the  burden  borne  by  consumers. 

Section  202(e)  of  H.R.  8363 — the  Revenue 
Act  of  1964 — would  bar  the  Federal  regulatory 
agencies,  notably  the  Federal  Power  Com¬ 
mission,  from  taking  into  account  in  rate 
determinations  the  tax  savings  granted  under 
the  investment  credit  provisions  of  the 
1962  Tax  Act.  Permitting  a  utility  to  include 
in  its  rate  base  taxes  which  it  never  paid 
would  burden  consumers  with  between  $300 
and  $600  million  in  extra  charges  during  1964, 
and  costs  of  this  tax  morsel  would  increase 
sharply  over  time.  Moreover,  a  dangerous 
precedent  would  be  established  for  direct 
congressional  intrusion  into  the  ratemaking 
process. 

Public  utility  regulation  has  been  tradi¬ 
tionally  based  on  the  premise  that  cost  sav¬ 
ings  are  to  be  passed  on  to  the  public  in  the 
form  of  lower  rates.  But  this  principle  will 
be  subverted  and  public  utility  regulation 
left  in  a  state  of  shambles  unless  the  Senate 
deletes  this  devious  provision  from  the  tax 
bill. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  am  happy  to 
yield. 

Mr.  DOUGLAS.  First,  I  commend 
the  Senator  from  Wisconsin  for  the 
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amendment  he  has  offered.  It  is  very 
much  needed.  I  should  like  to  ask  the 
Senator  one  or  two  questions,  if  I  may. 

Yesterday,  as  shown  at  pages  1802  and 
1803  of  the  Congressional  Record,  the 
Senator  from  Montana  [Mr.  Metcalf], 
referred  to  earnings  figures  for  the  50 
largest  utilities  in  the  country.  This 
compilation  shows  that  they  had  invest¬ 
ed  capital  of  $34,952,933,000.  They  made 
a  profit  of  $3,145  billion.  If  my  arith¬ 
metic  is  correct,  that  is  an  average  rate 
of  earnings  of  9  percent.  Does  not  the 
Senator  think  this  is  a  very  good  profit? 

Mr.  PROXMIRE.  I  believe  the  figure 
indicate  very  clearly  that  any  further 
advantage  to  stockholders  who  get  the 
benefit  of  this  figure  is  wholly  unneces¬ 
sary.  I  could  characterize  it  as  notice 
to  the  customer. 

Mr.  DOUGLAS.  Is  it  not  correct  to 
say  that  what  the  bill  does,  so  far  as  the 
federally  regulated  utilities  are  con¬ 
cerned,  is  to  prohibit  the  federally  regu¬ 
lated  utilities  from  passing  any  of  these 
amounts  to  the  consuming  public;  that 
it  does  not  allow  them  discretion,  but 
prohibits  them,  actually? 

Mr.  PROXMIRE.  Yes.  This  is  a 
crucial  point.  I  believe  it  should  be  un¬ 
derstood  by  the  Senate.  If  we  pass  the 
bill  as  drawn,  we  compel  the  public  util¬ 
ity  commissions  not  to  pass  on  this  reduc¬ 
tion  in  taxes  and  this  increase  in  in¬ 
come.  Instead  we  prohibit  them  from 
passing  it  on. 

Mr.  GRUENING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  GRUENING.  Has  the  Senator 
from  Wisconsin,  who  is  very  properly 
fighting  this  provision  in  the  bill,  ever 
heard  of  a  provision  in  the  tax  bill  which 
compelled  people  not  to  pass  their  profits 
on? 

Mr.  PROXMIRE.  There  are  two  ele¬ 
ments  in  the  Senator’s  question. 

First.  This  provision  should  not  be  in 
the  tax  bill.  If  it  should  be  anywhere, 
it  should  be  in  a  bill  reported  by  the 
Committee  on  Commerce  dealing  with 
regulatory  policy. 

Second.  Congress  should  not  dictate 
that  a  fair  return  is  not  enough,  and  that 
utility  stockholders  should  receive  more 
than  a  fair  return. 

That  is  what  the  provision  in  the  bill 
would  require.  On  top  of  a  fair  return, 
the  utility  would  receive  more.  It  would 
receive  more  on  top  of  the  9  percent. 
As  the  Senator  from  Illinois  has  said,  get 
their  9  percent  and  then  some  by  law. 
If  the  utility  regulatory  body  decided 
that  9  percent  was  a  fair  return,  that 
would  be  the  amount  the  utility  would 
receive. 

Mr.  GRUENING.  Is  there  any  un¬ 
derstanding  as  to  the  origin  of  this 


strange  provision?  Was  a  lobbyist 
working  on  the  program?  It  sounds  like 
the  days  of  Sam  Insull. 

Mr.  PROXMIRE.  I  do  not  know  the 
origin  of  it.  I  presume  there  are  those 
who  would  directly  benefit.  I  am  sure 
they  made  their  views  and  convictions 
plain  before  the  Committee  on  Finance. 

Mr.  DOUGLAS.  Is  it  not  true  that 
what  the  Senator  from  Wisconsin  is  try¬ 
ing  to  do  is  to  give  Federal  regulatory 
bodies  discretion  as  to  whether  or  not 
they  will  pass  on  the  benefit? 

Mr.  PROXMIRE.  I  am  trying  in  this 
amendment  to  maintain  the  discretion 
which  the  regulatory  bodies  now  have. 
This  would  mean  that  present  law  woirid 
remain  as  it  is,  as  it  has  always  been 
in  the  past,  and  as  we  hope  it  will  be  in 
the  future.  The  regulatory  body  would 
decide  what  is  a  fair  return. 

Mr.  DOUGLAS.  Is  it  not  true  that 
possibly  in  the  case  of  some  railroads — 
I  am  not  certain  that  it  would  hold  true 
for  every  railroad — the  Interstate  Com¬ 
merce  Commission  may  find  that  the 
rates  at  present  are  inadequate  to  en¬ 
able  them  to  earn  a  fair  return  on  the 
fair  value,  and  that  in  those  cases  the 
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Interstate  Commerce  Commission  may 
say  that  the  benefit  should  not  be  passed 
on? 

Mr.  PROXMIRE.  Yes;  furthermore, 
there  is  nothing  in  the  amendment  or  in 
present  law  that  would  prohibit  regula¬ 
tory  bodies  from  not  passing  the  invest¬ 
ment  credit  on  and  establishing  a  rate 
over  and  above  a  fair  return,  if  they 
desired  to  do  so. 

So  far  as  the  Interstate  Commerce 
Commission  is  concerned,  I  quoted  from 
its  latest  order  or  determination,  in 
which  it  said  that  it  thought  this  factor 
should  be  a  consideration. 

As  the  Senator  from  Illinois  knows, 
many  railroads  are  not  doing  well  finan¬ 
cially.  In  those  cases,  the  benefit  would 
not  be  passed  on.  The  railroads  would 
always  be  entitled  to  earn  a  fair  return. 

Mr.  DOUGLAS.  But  in  cases  in  which 
the  present  rate  of  return  was  fair,  or 
more  than  fair,  the  Senator  would  give 
to  the  regulatory  bodies  the  power  to  say 
that  the  benefit  should  not  be  passed  on 
but  should  be  retained? 

Mr.  PROXMIRE.  That  is  correct. 
The  regulatory  agencies  have  power  to  do 
that,  but  are  under  no  compulsion  to  do 
it. 

Mr.  DOUGLAS.  Is  it  not  true  that  the 
accounting  forms  which  the  various 
State  commissions  prescribe  for  the 
regulation  of  electric  utilities  are  largely 
modeled  upon  the  forms  prescribed  by 
the  Federal  Power  Commission? 
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Mr.  PROXMIRE.  The  Senator  from 
Illinois  is  correct.  This  is  one  of  the 
transparent  reasons  why,  if  the  Federal 
Power  Commission  is  compelled  to  act  as 
the  bill  provides— that  is,  to  give  all  the 
benefit  of  the  credit  to  the  stockholders, 
and  none  to  the  consumers — the  regula¬ 
tory  agencies  of  the  States  will  almost  in¬ 
evitably  follow  such  a  procedure.  Some 
States  will  resist.  Wisconsin  will  resist 
temporarily;  so,  perhaps,  will  Illinois. 
But  as  other  States  adopt  such  a  pro¬ 
cedure,  eventually  all  States  will  adopt  it. 

Mr.  DOUGLAS.  In  other  words,  the 
gains  which  the  electric  and  gas  utilities 
may  make  as  the  result  of  the  benefit 
from  not  passing  the  profits  through  will 
not  show  up  in  the  statements  prescribed 
by  the  Federal  Power  Commission,  and 
therefore  will  not  show  up  in  the  state¬ 
ments  prescribed  by  State  utility  com¬ 
missions.  Is  not  that  true? 

Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect.  That  accounting  idiosyncrasy  or 
peculiarity  is  something  that  has  been 
overlooked.  One  of  the  arguments  made 
by  the  Committee  on  Finance  is  that  this 
requirement  would  not  be  effective  for 
State  electric  utilities  because  they  are 
not  regulated  by  a  Federal  regulatory 
body.  The  accounting  procedures  forms 
are  the  same,  and  this  is  one  of  the  big 
elements  that  would  put  all  utilities  in 
the  same  position. 

Mr.  DOUGLAS.  As  I  understand,  the 
Senator  from  Wisconsin  believes  that  if 
this  practice  spreads  into  the  States,  the 
initial  cost — or,  I  should  say,  the  initial 
windfall — would  be  around  $600  million. 

Mr.  PROXMIRE.  Yes.  Estimates 
made  by  Professor  Eisner — and  they 
were  made  carefully — are  that  the 
benefit  to  the  consumer  would  be  twice 
the  size  of  the  investment  credit  because 
the  credit  is  against  income  tax — the  in¬ 
come  could  drop  by  twice  any  investment 
credit.  Without  passthrough,  the  initial 
loss  to  consumers  would  be  about  $630 
million;  by  1972,  there  would  be  a  loss  of 
$1  billion;  and  by  1997,  on  an  estimated 
8-percent  growth  assumption,  the  loss 
would  be  around  $5  billion  or  $6  billion 
a  year. 

Mr.  DOUGLAS.  That  would  be  at 
previous  growth  rates? 

Mr.  PROXMIRE.  That  is  correct. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Wisconsin. 

He  has  thrown  much  light  on  the 
question.  I  hope  his  amendment  will 
be  agreed  to.  It  seems  to  me  that  it 
would  be  scandalous  if  it  were  rejected. 

Mr.  KUCHEL.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  Mr.  President,  I 
yield  to  the  Senator  from  California. 

Mr.  KUCHEL.  I  object  to  the  provi¬ 


sion  in  the  bill.  I  shall  support  the 
Senator’s  amendment. 

Mr.  President,  the  Senate  is  being 
asked  to  accept  a  very  dubious  “hitch¬ 
hiker”  to  the  tax  bill  in  the  form  of  a 
proposal  to  weaken  the  utility  regula¬ 
tory  process. 

I  refer  to  section  203(e),  which  would 
instruct  the  Federal  regulatory  agencies 
on  how  to  treat  for  ratemaking  purposes 
the  reduction  in  taxes  for  public  utilities 
resulting  from  the  investment  tax  credit. 

This  “hitchhiker”  is  dangerous — and 
that  he  has  a  lot  of  friends  down  the 
road  who  are  even  more  dangerous. 

It  has  been  recognized  by  many  that 
section  203(e)  is  not  a  tax  proposal  at 
all — it  is  a  regulatory  proposal,  and  thus 
it  should  not  be  in  a  tax  bill. 

I  have  been  impressed  by  the  testi¬ 
mony  given  the  Senate  Committee  on 
Finance  on  section  203(e)  by  California 
Utilities  Commissioner  George  G.  Gro¬ 
ver,  speaking  as  official  representative 
of  the  entire  State  commission. 

Commissioner  Grover  declared  at  the 
outset  that  section  203(e)  has  only  an 
“incidental  connection”  with  tax  legis¬ 
lation  and  is,  in  reality,  a  regulatory 
proposal.  He  explained : 

Suppose  the  regulatory  commissions  were 
called  upon  to  pretend  that  wages  are  more 
than  they  are,  or  that  pencils  cost  more  than 
they  do.  You  would  not  feel  that  that  was 
anything  but  a  regulatory  proposal.  But 
because  it  is  put  in  a  tax  bill,  and  because 
Congress  happens  to  have,  in  addition  to  its 
regulatory  jurisdiction,  tax  authority,  it 
tends  I  think  to  give  the  impression  that 
Congress  has  a  special  power  over  taxes  as 
utility  expense,  which  it  does  not  have  over 
wages  as  utility  expense. 

Federal  Power  Commission  Chairman 
Joseph  C.  Swidler  also  made  the  point 
during  the  hearings  that  section  203(e) 
is  not  a  revenue  section,  and  he  hinted 
that  more  hitchhikers  are  waiting  down 
the  road  for  future  tax  bills  if  Congress 
sets  this  precedent  of  legislating  the  de¬ 
tails  of  the  treatment  of  the  items  of 
cost  for  ratemaking  purposes. 

Public  utility  commissions  were  creat¬ 
ed  in  the  first  place  because  legislative 
ratemaking  had  proved  to  be  infeasible. 
If  Congress  now  prescribes  the  specifics 
of  rate  treatment  of  costs  by  the  regula¬ 
tory  agencies,  Congress  henceforth  in 
Swidler’s  words,  “will  be  beseiged  on 
both  sides  to  allow  more  or  less  for  this 
item  or  that  until,  I  think,  one  can  vis¬ 
ualize,  the  decline  of  the  regulatory  proc¬ 
ess  progresses  to  the  point  where  it  could 
no  longer  produce  just  and  reasonable 
rates  in  the  current  legal  sense  of  that 
term.” 

Commissioner  Grover,  speaking  for  the 
California  Commission,  made  it  clear 
that  in  our  State  the  regulatory  body  is 
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insisting  and  probably  will  continue  to 
insist  that  the  benefits  of  the  tax  incen¬ 
tive  be  “flowed  through”  to  consumers. 
He  said,  however,  that  in  some  States  the 
commissions  may  be  expected  to  follow 
the  Federal  lead,  if  Congress  insists  upon 
prescribing  ratemaking  criteria  for  the 
Federal  agencies. 

Commissioner  Grover  noted  that  while 
section  203(e)  ostensibly  provides  equal 
treatment  for  the  utility  and  nonutility 
industries,  it  does  not  in  fact  provide 
equal  treatment.  At  the  same  time,  he 
said,  Congress  does  not  in  this  section 
recognize  the  fundamental  differences 
between  utilities  and  nonutilities. 

Utilities  are  regulated — directly  compre¬ 
hensively,  continuously  regulated — 

He  told  the  Finance  Committee. 

If  profits  are  too  high,  rates  are  reduced; 
if  profits  are  too  low,  rates  are  increased;  it 
is  unlawful  to  charge  more,  or  less,  than 
the  rates  fixed  by  public  authority. 

He  stated  further  that  utility  con¬ 
struction  may  be  ordered  if  the  regula¬ 
tory  authority  finds  its  facilities  to  be 
inadequate. 

All  of  this,  in  the  judgment  of  those 
most  familiar  with  this  field,  is  different 
in  the  case  of  nonregulated  companies. 
Since  Government  control  is  limited  in 
nonutility  situations,  the  taxing  power 
can  be  used  as  an  indirect  method  of 
control — as  in  the  investment  tax  credit. 
While  section  203(e)  ostensibly  would 
treat  utilities  the  same  as  nonutilities  in 
providing  the  tax  credit  incentive  it 
would,  in  reality,  not  treat  them  alike. 

In  the  case  of  a  manufacturing  com¬ 
pany,  the  tax  saving  would  increase  net 
profit,  or  to  put  it  another  way,  would 
“flow  through”  to  profit.  The  manufac¬ 
turer  then  could  decide  whether  to  use 
the  additional  profit  to  reduce  prices,  to 
build  new  facilities,  or  to  increase  divi¬ 
dends. 

For  the  regulated  utility,  this  “flow 
through”  to  profit  would  be  highly  de¬ 
sirable  from  the  regulatory  standpoint, 
Commissioner  Grover  said.  The  Cali¬ 
fornia  Commission  wants  this  tax  saving 
to  “flow  through”  to  profit  in  the  case  of 
regulated  utilities,  because  it  accurately 
records  the  financial  facts  about  the 
utility. 

The  utilities,  on  the  other  hand,  do  not 
want  to  record  these  financial  facts  in 
the  same  way  as  an  unregulated  com¬ 
pany,  because  their  profit  is  subject 
*o  regulatory  control.  Commissioner 
Grover  declared  that  section  203(e)  “is 
nothing  more  nor  less  than  a  proposal  to 
remove  a  portion  of  the  profits  of  public 
utilities  from  the  jurisdiction  of  Federal 
regulatory  agencies.  As  such,  it  is  a  di¬ 


rect  assault  upon  the  integrity  of  the 
regulatory  process.” 

While  section  203(e)  affects  directly 
only  the  Federal  regulatory  agencies, 
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Commissioner  Grover  predicted  that  its 
passage  will  create  difficulties,  both  for 
the  State  commissions  and  the  regulated 
utilities. 

With  the  California  commission  hold¬ 
ing  fast  to  its  present  requirement  for 
“flow  through”  of  the  tax  incentive  bene¬ 
fits  to  consumers,  and  the  Federal  Power 
Commission  required  to  take  an  opposite 
position,  many  utilities  in  California 
would  be  placed  under  a  dual  system  of 
control  which  would  force  them  to  main¬ 
tain  two  accounting  systems.  The  very 
fact  that  the  FPC  had  not  taken  a  posi¬ 
tion  on  the  investment  tax  credit  at  the 
time  of  Commissioner  Grover’s  appear¬ 
ance  before  the  Senate  committee  had 
rendered  the  California  commission’s  job 
more  difficult,  he  reported.  One  large 
California  utility,  he  said,  has  had  to 
keep  the  amount  of  the  credit  in  a  spe¬ 
cial  suspense  account,  and  because  of  the 
uncertainty  the  California  commission 
had  not  sought  to  reach  that  account 
for  rate  reduction  purposes.  Millions  of 
dollars  each  year  are  involved  in  con¬ 
nection  with  this  one  company  alone, 
he  added. 

The  purpose  of  the  investment  credit, 
of  course,  is  to  stimulate  the  economy. 
Commissioner  Grover  made  it  clear  in 
his  testimony  before  the  Senate  com¬ 
mittee  that  he  favors  extending  the  credit 
to  regulated  utilities  and,  in  fact  declared 
that  he  personally  favors  giving  such 
utilities  the  full  7 -percent  credit  rather 
than  3  percent. 

At  the  same  time,  he  opposes  giving 
the  utilities  the  right  to  say  how  this 
tax  saving  will  be  used,  on  grounds  that 
this  is  properly  the  responsibility  of  a 
regulatory  commission. 

In  some  cases,  he  said,  the  commis¬ 
sions  will  permit  the  utilities  to  keep  all 
or  part  of  the  tax  saving,  where  earn¬ 
ings  have  fallen  below  reasonable  levels. 
In  other  cases,  where  profits  are  at  rea¬ 
sonable  levels,  the  regulatory  commis¬ 
sions  will  use  all  or  part  of  the  invest¬ 
ment  tax  credit  to  reduce  utility  rates. 

This  is  a  very  important  point.  If 
utility  rates  are  reduced,  that  stimula¬ 
tion  of  the  economy  which  is  intended 
by  Congress  will,  in  fact,  take  place.  As 
Commissioner  Grover  put  it: 

Like  taxes,  the  cost  of  buying  utility  serv¬ 
ice  is  very  close  to  a  necessity  for  most  peo¬ 
ple.  Utility  rate  reductions,  like  tax  reduc¬ 
tions,  therefore,  have  the  effect  of  improving 
public  purchasing  power  and  stimulating 
economic  activity.  These  rate  reductions 
are  not  at  the  utilities’  expense,  and  the  net 
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result  is  to  spread  the  tax  reduction,  more 
widely  over  the  economy. 

Where  utility  consumers  are  manu¬ 
facturing  industries  and  commercial 
establishments,  these  rate  reductions  will 
be  particularly  effective  in  stimulating 
business. 

Regulated  utilities  themselves  are  by 
no  means  unanimous  in  their  eagerness 
to  obtain  this  regulatory  concession  from 
Congress.  It  has  been  noted  earlier  that 
the  American  Electric  Power  system  has 
proposed  to  pass  along  its  tax  incentive 
savings  to  consumers  in  the  form  of 
lower  rates,  on  grounds  that  it  will  stim¬ 
ulate  greater  use  of  electricity  and,  in 
the  long  run,  result  in  stronger  financial 
position  for  the  electric  companies. 

Another  group  of  forward-looking 
electric  utilities,  represented  by  Cameron 
F.  MacRae,  of  the  New  York  law  firm  of 
LeBoeuf,  Lamb  &  Leiby,  submitted  testi¬ 
mony  at  FPC’s  hearing  on  accounting 
treatment  of  the  tax  incentive  in  favor 
of  “flowthrough”  of  the  benefits  to 
consumers : 

We  regard  it  as  a  tax  reduction  and  we 
think  that  is  the  commonsense  view  of  it, 
and  there  we  stand — 

Mr.  MacRae  stated,  explaining  that  he 
spoke  for  Consolidated  Edison  Co., 
Niagara  Mohawk  Power  Corp.,  Orange  & 
Rockland  Utilities  Co.,  Portland  General 
Electric  Co.,  and  Pacific  Power  &  Light 
Co. 

Reluctantly,  I  have  come  to  the  con¬ 
clusion  that  section  203(e)  represents  an 
attempt  to  use  Congress  as  an  instru¬ 
ment  by  which  to  erode  the  regulatory 
wall  which  was  created  simply  because 
the  public  interest  demanded  it.  I  want 
to  see  a  continuance  and  a  strengthen¬ 
ing  of  an  American  public  utility  indus¬ 
try  dedicated  to  providing  American 
consumers  with  the  best  possible  service 
at  the  lowest  possible  cost. 

I  urge  the  Senate  to  delete  section 
203(e)  from  the  pending  bill. 

Mr.  PROXMIRE.  I  thank  the  distin¬ 
guished  Senator  from  California.  His 
support  means  a  great  deal.  He  is  a 
man  whose  reputation  has  been  hard 
won.  It  is  a  reputation  that  is  very  high 
in  Wisconsin,  as  it  is  in  California  and 
throughout  the  country.  His  support  for 
my  amendment  means  much,  both  per¬ 
sonally  and,  I  am  sure,  in  terms  of  his 
influence  on  other  Senators. 

Mr.  KUCHEL.  I  thank  the  Senator 
from  Wisconsin. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  am  happy  to  yield 
to  the  Senator  from  New  York. 

Mr.  JAVITS.  There  is  one  thing  that 
I  believe  has  not  been  made  sufficiently 


clear  by  the  Senator  from  Wisconsin, 
namely  the  relationship  between  State 
and  Federal  regulation.  I  see  much  mer¬ 
it  in  the  Senator’s  amendment,  and  I 
am  sympathetic  toward  it.  But  I  should 
like  to  have  this  point  clarified. 

Does  the  Senator  contend  that  there 
are  areas  in  which  there  is  both  State 
and  Federal  regulation? 

Mr.  PROXMIRE.  In  fairness,  it  should 
be  said  that  my  amendment  would  have 
no  direct  effect  on  State  regulatory 
bodies.  A  State  regulatory  body  would 
be  free  to  ignore  it. 

The  Senator  from  Illinois  [Mr.  Doug¬ 
las]  has  pointed  out  that  because  of  uni¬ 
form  accounting  forms  used  and  because 
of  the  general  pattern  followed  by  Fed¬ 
eral  agencies,  especially  in  matters  of 
Federal  taxation,  it  is  his  expectation, 
as  it  is  mine,  that  many  States  will  im¬ 
mediately  follow  Federal  policy  and  do 
the  same  thing.  Within  a  few  years,  vir¬ 
tually  all  States  will  be  following  that 
practice. 

The  Senator  from  New  York  is  correct 
in  saying  that  Uiere  are  cloudy  areas 
where  the  situation  is  confusing.  I 
should  think  that  would  add  force  to 
my  amendment.  Obviously,  if  there  is 
one  policy  on  a  statewide  basis  and  a 
sharply  conflicting  policy  on  a  national 
basis,  that  would  tend  to  complicate  the 
administration  of  the  law  and  result  in 
inequities. 

Mr.  JAVITS.  Can  the  Senator  from 
Wisconsin  give  any  illustration  of  how 
his  proposal  would  force  a  State  to  adopt 
the  same  rule? 

Mr.  PROXMIRE.  It  would  not  be 
forced  to  do  so,  but  that  great  pressure 
would  be  exerted  on  the  States. 

I  am  sure  the  Senator  from  New  York 
knows,  from  his  wide  experience  as  at¬ 
torney  general  of  his  State  and  in  other 
public  positions,  the  pressure  that  a  pub¬ 
lic  utility  regulatory  body  is  under  from 
the  utilities  it  regulates.  The  pressure 
is  intense  to  raise  rates.  But  the  pres¬ 
sure  to  lower  rates  is  very  slight. 

Really,  there  is  virtually  no  pressure 
from  or  on  behalf  of  the  consumers,  ex¬ 
cept  from  a  few  public-spirited  officials. 
The  result  is  that,  on  a  national  basis, 
if  this  provision  of  the  pending  bill  goes 
into  effect,  the  concentrated  power  of 
the  public  utility  lobbyists  will  be  very 
great,  and,  in  that  event,  in  my  opinion, 
it  will  not  be  very  long  before  the  State 
commissions  will  be  subjected  to  similar 
pressures  and  will  proceed  to  follow  the 
Federal  practice. 

Mr.  JAVITS.  The  Senator  from  Wis¬ 
consin  has  stated  the  facts  in  regard  to 
action  by  the  Federal  Power  Commis¬ 
sion  on  this  tax  credit  and  in  regard  to 
the  question  of  passing  the  credit 
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through;  and  he  has  also  discussed  the 
situation  in  the  case  of  the  Interstate 
Commerce  Commission.  Does  he  have 
other  examples  to  cite? 

Mr.  PROXMIRE.  I  now  quote  from 
the  January  23,  1964,  order  of  the  Fed¬ 
eral  Power  Commission: 

The  Commission  has  reached  the  conclu¬ 
sion  that  on  the  basis  of  existing  law  the 
accounting  treatment  to  be  prescribed 
should  be  to  flow  through  the  credit  to  in¬ 
come. 

That  is  a  very  clear  statement  by  the 
Federal  Power  Commission. 

In  my  judgment — although  I  antic¬ 
ipate  that  this  will  be  contested  by  the 
Senator  from  Louisiana — it  is  also  clear 
that  the  Interstate  Commerce  Commis¬ 
sion  has  taken  the  same  position  in  its 
order  of  February  1,  1963. 

Mr.  JAVITS.  What  about  the  ones 
who  regulate  the  aircraft  companies,  and 
so  forth;  does  the  Senator  from  Wis¬ 
consin  have  information  from  them? 

Mr. 'PROXMIRE.  I  have  none  from 
the  Civil  Aeronautics  Board,  although  I 
understand  that  this  would  be  a  fairly 
academic  question  at  the  present  time, 
because  I  think  most  of  those  companies 
are  not  earning  in  excess  of  a  fair  re¬ 
turn. 

Mr.  JAVITS.  I  should  like  to  pursue 
another  line  of  questioning,  and  I  hope 
the  Senator  from  Wisconsin  will  join 
me  in  exploring  it:  Apparently  the  argu¬ 
ment  in  regard  to  the  3  percent  for  the 
public  utilities  is  very  different  from  that 
for  the  forms  of  activity  subject  to  the 
7  percent,  the  basis  for  the  distinction 
being  that  the  prohibition  now  contained 
in  the  pending  bill  would  absolutely 
prevent  a  pass-through,  whereas  for  the 
other  utilities  it  would  still  require  amor- 
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tization  over  the  life  of  the  asset  or  the 
utility. 

Mr.  PROXMIRE.  In  other  words,  for 
the  transportation  utilities  which  would 
be  permitted  a  7 -percent  tax  credit,  the 
prohibition  would  be  absolute  and  cer¬ 
tain;  for  the  utilities  which  would  be 
permitted  the  3 -percent  tax  credit — the 
American  Telephone  &  Telegraph  Co., 
the  electric  utilities,  and  so  forth — the 
passthrough  would  have  to  be  over  the 
life  of  the  asset. 

Mr.  JAVITS.  The  Senator  from  Wis¬ 
consin  has  referred  to  the  competitive¬ 
ness  in  other  areas,  especially  in  connec¬ 
tion  with  the  truck  transportation  indus¬ 
try,  and  similar  ones.  Can  he  qualify 
the  amendment  as  being  an  effort  to 
equalize  the  competition?  In  other 
words,  if  the  pass-through  is  prohibited, 
competition  is  equalized  for  all  truck 
transporters  and  the  others  in  that  area, 


where  there  is  a  heavy  competitive 
factor. 

Mr.  PROXMIRE.  Yes,  indeed;  and  I 
think  that  is  an  excellent  point,  because 
some  have  tried  to  argue  the  other  way. 
The  Senator  from  Louisiana  said  that 
the  other  firms,  which  are  outside  public- 
utility  regulation,  are  in  a  position  to 
hold  on  to  the  investment  credit.  I  say 
they  are  not,  because  the  competition  it¬ 
self  requires — on  the  basis  of  any  under¬ 
standing  or  practical  comprehension  of 
how  the  tax  credit  operates — that  it  will 
pass  through. 

So  I  say  the  tax  credit  would  be  passed 
on  in  competitive  industries.  My  amend¬ 
ment  would  make  the  pass-on  of  the  tax 
credit  apply  to  noncompetitive  regulated 
industries. 

Mr.  JAVITS.  Or  the  converse  would 
be  that  if  the  pass-on  were  prohibited 
in  the  case  of  the  regulated  transporta¬ 
tion  companies,  the  other  companies 
might  figure  that  all  of  them  would  hold 
on  to  it,  too;  and,  in  that  event,  the  com¬ 
petitive  situation  would  not  affect  at  all 
the  question  of  whether  the  credit  was 
passed  through.  So  the  question  could 
be  as  broad  as  it  is  long. 

Mr.  PROXMIRE.  It  could  be,  if  the 
competition  were  imperfect — as  it  often 
is  in  the  United  States. 

Mr.  JAVITS.  But  thereby  the  public 
utilities  would  be  put  to  a  disadvantage, 
by  means  of  this  mandatory  require¬ 
ment. 

Mr.  PROXMIRE.  That  is  correct. 

Mr.  JAVITS.  Has  the  author  of  the 
amendment  considered  the  possibility  of 
a  plan  somewhat  more  adaptable  to  spe¬ 
cific  situations  than  the  pending  amend¬ 
ment,  with  its  rather  broad  sweep? 

Mr.  PROXMIRE.  In  reply  to  that 
question,  I  say  that  I  feel  that  this 
amendment  is  exactly  as  it  should  be, 
for  the  reason  that  it  leaves  this  matter 
completely  to  the  discretion  of  the  regu¬ 
latory  body — which  is  the  way  it  should 
be.  If  we  permit  Congress  to  give  a  little 
direction  as  to  rates,  I  think  we  shall  lose 
the  main  argument  in  regard  to  the  ver¬ 
sion  of  the  bill  the  committee  has  re¬ 
ported. 

Mr.  JAVITS.  Will  the  Senator  from 
Wisconsin,  the  author  of  the  amend¬ 
ment,  now  say  that  if  his  amendment  is 
enacted  into  law,  the  legislative  intent  of 
the  amendment  will  not  be  the  negative 
one  of  attempting  to  deprive  any  board 
of  that  discretion — thereby  indicating 
the  attitude  of  the  Senate  or  the  Con¬ 
gress — but  that  he  understands  that 
there  are  situations  in  which  the  pass¬ 
through  may  not  be  required,  either  in 
whole  or  in  part. 

Mr.  PROXMIRE.  I  think  I  must  state 
my  own  position  on  the  amendment,  as 
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its  author — namely,  that  it  would  main¬ 
tain  the  present  policy  on  the  part  of  the 
regulatory  bodies.  The  purpose  of  the 
amendment  is  not  to  change  that  in  any 
way  or  to  say  that  the  tax  credit  must 
be  passed  through;  but  my  position  is 
that  the  regulatory  bodies — which,  in  my 
judgment,  have  said  they  intend  to  pass 
the  tax  credit  through;  and  I  have 
placed  in  the  Record  documentation  to 
show  that — should  be  permitted  to  con¬ 
tinue  this  policy,  without  dictation  by 
Congress;  and  I  think  the  Senator  from 
Washington  [Mr.  Magnuson],  the  chair¬ 
man  of  the  Commerce  Committee,  con¬ 
tributed  greatly  to  the  legislative  his¬ 
tory  in  this  connection  when  he  said  that 
is  his  opinion,  discretion  on  the  pass¬ 
through  should  be  left  with  the  regula¬ 
tory  bodies. 

Mr.  MAGNUSON.  Yes.  If  there  were 
to  be  included  in  the  bill  a  requirement 
that  the  companies  must  pass  the  tax 
credit  through,  that  would  be  as  unfair 
as  the  others,  for  then  Congress  would 
be  saying  to  the  utilities,  “You  cannot 
keep  the  tax  credit;  you  must  pass  it 
through.”  In  that  event,  the  Commis¬ 
sion  could  do  nothing. 

Mr.  JAVITS.  I  take  it  that  the  Sena¬ 
tor  from  Wisconsin  has  in  mind  the 
policy  of  the  regulatory  agency  for  the 
time  being. 

Mr.  PROXMIRE.  The  whole  point  of 
the  amendment  is  to  let  them — not  Con¬ 
gress — determine  their  policy. 

Mr.  JAVITS.  I  thank  the  Senator 
from  Wisconsin. 

Mr.  PROXMIRE.  I  thank  the  Senator 
from  New  York  for  his  very  helpful 
questions. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  GORE.  Is  it  not  true  that  the 
intent  of  the  Senate,  in  the  first  place, 
in  voting  for  the  investment  credit  to 
the  regulated  utilities  was — and  at  the 
time  was  made  perfectly  clear — that  the 
benefits  should  be  passed  through  and 
would  be  passed  through  to  the  con¬ 
sumers? 

Mr.  PROXMIRE.  When  I  voted  on 
that  bill  in  1962,  that  was  certainly  my 
understanding;  and  it  was  corroborated 
and  emphasized  by  the  Senator  from 
Oklahoma,  who,  in  debate  with  me, 
stated  exactly  that. 

However,  it  is  true  that  the  conference 
report  and  the  House  took  a  different 
point  of  view.  Therefore,  I  think  the 
legislative  history  is  not  explicit,  ex¬ 
press,  and  clear. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Wisconsin  yield  further 
to  me? 

Mr.  PROXMIRE.  I  yield. 


Mr.  GORE.  Lest  someone  impute  to 
the  author  of  the  amendment  some  un¬ 
usual  power  to  interpret  the  legislative 
intent,  I  wish  to  ask  the  able  Senator 
from  Wisconsin  whether  it  is  true  that 
he,  the  senior  Senator  from  Illinois  [Mr. 
Douglas],  the  senior  Senator  from  Ten¬ 
nessee,  and  other  Senators  agreed,  in 
concert,  in  conference  among  them¬ 
selves,  that  certain  amendments  would 
be  offered  by  various  members  of  that 
group. 

Mr.  PROXMIRE.  Yes,  indeed;  and  I 
am  certainly  a  junior  member  of  the 
group,  if  ever  there  was  one. 

Mr.  DOUGLAS.  But  the  Senator  from 
Wisconsin  is  a  very  valued  and  valuable 
member  of  it. 

Mr.  PROXMIRE.  Certainly  the  Sen¬ 
ator  from  Tennessee  [Mr.  Gore]  and  the 
Senator  from  Illinois  [Mr.  Douglas] 
were  the  leaders;  and  they  made  the 
suggestions,  and  they  have  done  all  the 
work  on  this  matter. 

Mr.  GORE.  But  the  Senator  from 
Wisconsin  is  a  very  able  and  very  re¬ 
spected  member  of  any  group  of  which 
he  is  a  part. 

This  amendment  was  one  of  the  key 
and  important  amendments  which  the 
group  considered. 

Incidentally,  the  press  has  been  wont 
to  dismiss  those  of  us  who  have  been 
waging  the  battle  for  what  we  regard  as 
the  public  interest,  as  “a  little  band  of 
liberals.” 

I  must  suggest  that  before  the  fight  is 
finally  over  in  both  committee  and  in 
the  Chamber,  this  so-called  little  band 
will  leave  a  little  footprint  on  the  bill 
including,  I  believe,  the  adoption  of  this 
amendment.  Therefore,  I  suggest  that 
the  intent  of  the  amendment  which  the 
senior  Senator  from  Wisconsin  offers  em¬ 
bodies  the  legislative  will  and  intent  of 
many  Senators,  and  that  intent  is  to  pre¬ 
serve  the  law  as  it  is  with  respect  to  the 
pass-through  of  benefits  from  the  in¬ 
vestment  credit. 

Mr.  PROXMIRE.  That  is  absolutely 
correct.  To  preserve  the  law  as  is. 
There  is  no  question  about  that. 

Mr.  GORE.  The  question  has  been 
raised  here  as  to  whether  it  would  be 
proper  to  give  the  benefit  and  then  to 
take  it  away.  That  is  not  the  case  at  all. 
As  I  shall  try  to  demonstrate  later,  taxes 
are  considered  by  regulatory  agencies  as 
a  part  of  the  cost  of  providing  services. 
The  regulatory  agencies,  by  decisions 
which  I  shall  read,  have  ruled  that  the 
amount  of  taxes  actually  paid,  which  is 
the  tax  liability  less  the  investment 
credit,  is  the  proper  item  of  cost. 

Is  it  not  true  that  what  the  biil  would 
do  would  be  to  require  the  Federal  regu¬ 
latory  agencies  to  treat  the  investment 
in  equipment,  for  purposes  of  determin- 
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ing  fair  and  reasonable  rates,  at  100  per¬ 
cent,  rather  than  the  actual  effective 
cost,  which  in  one  instance  is  97  percent 
and  in  the  other  93  percent  of  purchase 
price. 

Mr.  PROXMIRE.  I  can  answer  the 
question  which  the  Senator  from  Ten¬ 
nessee  asked  before:  clearly  and  em¬ 
phatically,  “Yes.”  That  is  why  we  wish 
to  preserve  the  law  as  it  is  now.  But  as 
I  understand,  we  have  to  recognize  that 
it  was  the  full  and  complete  legislative 
history  of  the  1963  investment  credit 
with  regard  to  utilities  that  was  con¬ 
fusing  and  ambiguous.  I  am  happy  that 
that  the  Federal  Power  Commission  and 
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the  Federal  Communications  Commis¬ 
sion  have  taken  a  clear  and  unequivocal 
position  that  the  tax  credit  should  be 
passed  on.  I  think  the  ICC  has  taken 
the  same  position,  but  there  is  some  dis¬ 
pute  about  it.  All  I  can  say,  in  complete 
honesty,  is  that  what  I  am  purporting 
to  do  is  to  keep  the  present  law  as  it  is. 
On  the  basis  of  what  I  have  said  be¬ 
fore — and  I  must  be  consistent — this 
leaves  discretion  with  the  regulatory 
bodies.  I  am  satisfied  that  that  discre¬ 
tion  will  be  exercised,  as  it  always  has 
been  in  the  past,  and  that  the  full  tax 
liability,  and  only  the  tax  liability,  will 
be  taken  into  account,  and  no  more. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Wisconsin 
yield  for  a  question? 

Mr.  PROXMIRE.  I  am  glad  to  yield. 

Mr.  LONG  of  Louisiana.  Assuming 
that  some  agencies  are  not  required  to 
pass  through  the  benefits  of  the  credit, 
as  I  am  certain  they  are  not;  and  inas¬ 
much  as  the  Senator  from  Wisconsin  is 
saying  that  he  believes  in  passing  on  the 
credit,  why  does  he  not  offer  his  amend¬ 
ment  to  require  that  they  all  pass  it  on? 
The  Senator  says  that  he  believes  in  a 
pass  on.  If  he  believes  it  is  evil  not  to 
pass  it  on,  why  does  he  wish  to  condone 
anything  less,  such  as  a  pass  on  in  some 
cases  and  not  in  others? 

Mr.  PROXMIRE.  The  answer  to  that 
is  easy  and  simple,  and  has  been  given 
by  the  Senator  from  Washington,  the 
Senator  from  New  York  and  other  Sen¬ 
ators,  and  that  is  that  we  strongly  believe 
that  the  regulation  of  utilities  should  be 
left  to  the  regulatory  bodies.  That  is 
why  Congress  created  them.  It  is  not 
up  to  the  Senate  to  tell  them  how  to  reg¬ 
ulate  utilities.  It  is  not  up  to  the  Senate 
to  say  what  is  a  fair  return  and  what  is 
not  a  fair  return.  That  is  the  job  of  the 
regulatory  bodies.  If  they  are  not  doing 
a  good  job  in  that  regard  we  should  not 
approve  the  appointees  the  President  ap¬ 
points  to  these  commissions. 


Mr.  LONG  of  Louisiana.  Do  we  not 
tell  them  how  they  are  to  regulate  when 
we  enact  the  statutes  that  created  them? 
We  instruct  them  how  to  regulate  not 
only  in  the  statutes  which  create  them, 
but  also  in  subsequent  laws  which'  we 
have  passed  which  relate  to  them. 

Mr.  PROXMIRE.  We  do,  indeed. 
We  tell  them  that  they  should  represent 
both  the  producer  and  the  consumer,  and 
that  they  should  permit  a  rate  which 
would  provide  a  fair  return;  but  we  do 
not  go  so  far  as  to  say  that  a  fair  return 
must  ignore  a  definite  and  clear  gain 
which  they  can  get  by  reason  of  a  provi¬ 
sion  in  a  Federal  income  tax;  or  we  have 
not  done  that  until  today.  This  will  be 
the  first  time  we  have  ever  done  any¬ 
thing  like  that. 

Mr.  LONG  of  Louisiana.  If  there  is  to 
be  an  investment  credit,  is  the  carrier  to 
receive  the  benefit  of  the  credit,  or  not? 
The  issue  is  just  that  simple.  When  we 
passed  the  statutes,  which  did  we  intend? 

Mr.  PROXMIRE.  Let  me  say  to  the 
junior  Senator  from  Louisiana  that  in 
my  judgment  the  carrier  will  get  the 
benefit  of  the  credit  if  it  is  passed  on. 
That  is  a  position  that  has  been  taken 
by  the  leaders  of  the  utilities. 

Mr.  LONG  of  Louisiana.  I  am  satis¬ 
fied  that  the  ICC  does  not  require  any 
carrier  to  pass  on  any  of  the  credit.  If 
the  Senator  from  Louisiana  is  correct,  it 
would  be  outrageous  to  require  the  car¬ 
rier  to  pass  it  on. 

Mr.  PROXMIRE.  No,  indeed. 

Mr.  LONG  of  Louisiana.  Why  does 
not  the  Senator  from  Wisconsin  speak  to 
that  point,  instead  of  making  legislative 
history  that  would  indicate  that  the  pres¬ 
ent  practice  of  spending  to  require  pass¬ 
ing  on  should  continue?  ' 

Mr.  PROXMIRE.  Because  the  most 
important  argument  which  I  have  made 
is  that  we  should  not  dictate  that  kind 
of  policy.  It  is  up  to  the  regulatory 
bodies  to  decide,  with  some  legislative 
committee  established  by  the  Senate  it¬ 
self,  such  as  the  Commerce  Committee, 
headed  by  the  Senator  from  Washing¬ 
ton,  not  the  Finance  Committee,  which 
deals  with  taxation,  what  kind  of  regu¬ 
latory  policy  there  should  be. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  DOUGLAS.  I  should  like  to  clari¬ 
fy  the  situation  with  a  homely  illustra¬ 
tion. 

Suppose  there  were  two  men,  one  of 
whom  ate  only  two  meals  a  day  and  the 
other  ate  four  meals  a  day,  and  we  gave 
the  equivalent  of  a  meal  a  day  in  tax 
credit.  The  regulatory  body  says,  “The 
man  who  has  only  two  meals  a  day  de¬ 
serves  it  so  that  he  can  get  three  meals  a 
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day.”  He  gets  his  three  meals  a  day 
through  the  investment  credit. 

Are  we  then  going  to  say,  because  we 
give  an  extra  meal  to  an  underfed  man, 
that  we  must  “superstuff”  a  man  who  Is 
already  getting  four  meals? 

Mr.  PROXMIRE.  The  point  the  Sen¬ 
ator  from  Illinois  makes  is  logical,  and 
it  follows  directly  from  what  the  Sen¬ 
ator  from  Louisiana  has  said.  Of  course, 
the  ICC  permits  the  investment  credit 
to  be  passed  on,  but  many  of  these  in¬ 
dustries  are  not  earning  a  fair  return,  in 
some  cases.  Under  the  circumstances, 
they  should  receive  full  value  as  stock¬ 
holders  of  the  investment  credit  with  no 
passthrough. 

Mr.  DOUGLAS.  What  about  the  gas 
pipelines?  Are  they  doing  badly? 

Mr.  PROXMIRE.  The  Senator  from 
Illinois  is  more  expert  in  that  area  than 
I  am,  but  they  are  doing  very  well. 

Mr.  DOUGLAS.  Yes.  Nevertheless, 
they  will  get  the  7-percent  credit  and 
cannot  be  ordered  to  pass  it  on.  Are  our 
electric  utilities  as  a  whole  doing  very 
well? 

Mr.  PROXMIRE.  The  Senator  from 
Illinois  recently  mentioned  that  they 
were  earning  9  percent  on  their  invest¬ 
ment  capital. 

Mr.  DOUGLAS.  Yes,  on  the  average. 
Is  it  necessary  to  “stuff”  them  with  an 
“additional  meal”  a  day  when  they  are 
already  at  least  comfortably  fed,  and 
some  of  them  are  overfed? 

Mr.  PROXMIRE.  The  record  shows 
that  this  provision  would  not  accom¬ 
plish  the  objective  that  the  Senate  had 
in  mind  for  the  investment  credit,  be¬ 
cause  it  would  not  mean  that  they  would 
purchase  more  equipment.  The  way  to 
induce  them  to  purchase  more  equipment 
is  to  lower  the  rate  and  increase  their 
market  so  as  to  make  necessary  the  pur¬ 
chase  of  additional  equipment. 

Merely  because  the  company  can  save 
7  percent  in  the  price  of  equipment  does 
not  mean  that  they  are  going  to  buy  un¬ 
necessary,  useless  equipment. 

Mr.  PELL.  Mr.  President,  will  the 
Senator  from  Wisconsin  yield  ? 

Mr.  PROXMIRE.  I  yield. 

Mr.  PELL.  The  original  study  of  the 
7 -percent  investment  credit  was  designed 
to  encourage  new  investments.  Will  not 
the  amendment  run  against  the  thrust 
of  the  general  purpose,  in  that  the  reg¬ 
ulatory  agencies  will  be  applying  set  rates 
in  such  a  way  as  to  keep  profits  uni¬ 
form?  I  should  like  to  see  investment 
credit  even  larger  than  it  is,  from  the 
standpoint  of  the  growth  of  our  Nation, 
so  that  there  will  be  capital  construc¬ 
tion.  I  am  thinking  particularly  of  the 
railroads,  and  the  money  that  is  spent 
in  new  construction  or  in  capital  equip¬ 


ment.  To  my  mind,  anything  we  can  do 
to  increase  such  investment  is  impor¬ 
tant.  Would  not  the  amendment  go 
against  this  theory? 

Mr.  PROXMIRE.  It  would  not,  for 
several  reasons.  In  the  first  place,  a  util¬ 
ity  which  is  earning  a  fair  return  each 
year  is  able  to  earn  more  when  its  custo¬ 
mers  are  able  and  willing  to  buy  more 
because  rates  are  lower. 

The  utility  can  always  go  to  the  regula¬ 
tory  body  and  obtain  higher  rates  if  such 
higher  rates  are  necessary  for  the  com¬ 
pany  to  finance  the  purchase  of  addi¬ 
tional  equipment.  As  Mr.  Donald  Cook 
said,  they  have  plenty  of  cash.  They 
can  always  get  the  rates  they  desire  if 
they  need  them  in  order  to  obtain  addi¬ 
tional  equipment. 

In  a  situation  such  as  that  of  railroads 
which  are  not  earning  a  fair  return,  the 
investment  credit  would  automatically  be 
passed  through  because  they  would  be 
allowed  to  earn  up  to  6,  7,  8,  or  9  percent. 
As  the  Senator  from  Rhode  Island 
knows,  most  railroads  are  losing  money 
or  making  only  1,  2,  or  3  percent 
on  their  investment.  So  there  is  no 
question  that  the  program  could  work  to 
stimulate  railroad  investment. 

Furthermore,  the  greatest  tragedy  for 
the  investment  credit  in  terms  of  frus¬ 
trating  congressional  intent — I  have 
made  the  statement  several  times,  but  I 
shall  say  it  again — lies  in  the  fact  that  if 
the  investment  credit  is  merely  kept  in 
cash  by  the  utility,  or  if  it  is  paid  out  in 
dividends  to  stockholders,  it  is  not  used 
to  buy  equipment.  If  instead  the  money 
is  used  to  lower  rates,  and  those  rates 
can  be  lowered  twice  as  much  as  the 
credit,  on  the  basis  of  the  calculation 
I  put  into  the  Record,  the  customers 
would  be  likely  to  buy  more.  If  custom¬ 
ers  would  buy  more,  more  equipment 
would  be  required,  and  the  utility  would 
expand  its  purchases  of  equipment.  That 
is  the  way  to  make  the  investment  work 
the  way  we  want  it  to  work. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  I  am  happy  to  yield 
to  the  Senator  from  Tennessee.  I  have 
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held  the  floor  much  too  long.  I  shall 
yield  the  floor  after  the  Senator  from 
Tennessee  has  asked  his  question. 

Mr.  GORE.  I  shall  have  some  addi¬ 
tional  remarks  to  make  later,  but  it 
seems  to  me  that  this  is  an  appropriate 
time  to  point  out  that  the  railroads  are 
not  generally  seeking  higher  rates.  In 
almost  all  cases,  the  railroads  are  seek¬ 
ing  to  lower  rates.  So  we  have  an  en¬ 
tirely  different  situation  as  between  a 
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natural  gas  pipeline,  which  is  seeking  to 
raise  rates,  and  a  railroad  which  is  seek¬ 
ing  to  lower  rates.  In  fact,  we  have  two 
separate  regulatory  agencies,  each  with 
proper  jurisdiction,  and  each  with  a 
mandate  under  the  law  to  protect  the 
public  interest.  I  do  not  believe  that 
the  ICC  and  the  FPC  could  be  merged 
into  one  agency  and  be  expected  to  reach 
the  same  conclusion  on  an  application 
by  a  railroad  which  seeks  to  lower  rates 
as  it  would  on  an  application  by  a  pipe¬ 
line  company  which  seeks  to  raise  rates. 
The  problem  is  complicated.  It  is  not  a 
simple  question  of  why  give  them  the 
benefit  and  then  take  it  away?  That  is 
not  the  case.  I  shall  seek  to  develop  this 
point  in  my  own  remarks. 

Mr.  PROXMIRE.  I  thank  the  Sena¬ 
tor  from  Tennessee.  He  has  stated  a 
helpful  correction.  His  superior  knowl¬ 
edge  of  the  railroad  industry  is  very 
helpful,  because  that  was  not  my  under¬ 
standing.  I  did  not  appreciate  the  fact 
that  railroads  have  been  seeking  overall 
and  generally  lower  rates. 

Mr.  MAGNUSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MAGNUSON.  I  dislike  to  pro¬ 
long  the  debate,  but  I  do  not  wish  the 
two  Senators  to  let  the  Record  stand  in 
resnect  to  what  it  shows  about  railroad 
rates.  Railroads  seek  to  lower  rates  for 
some  commodities  only.  They  seek  to 
raise  rates  on  other  commodities.  Some 
railroads  desire  to  lower  rates;  some 
want  higher  rates.  It  is  a  complicated 
field.  I  suggest  that  the  Record  not 
show  that  railroads  generally  desire  low 
rates.  They  would  like  to  lower  rates  if 
their  financial  position  would  permit 
them  to  do  so.  But  a  great  game  of 
chess  goes  on  about  lowering  rates  be¬ 
tween  modes  of  transportation.  Gen¬ 
erally  speaking,  there  are  some  areas  in 
which  the  railroads  would  like  to  lower 
rates. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  GORE.  One  should  not  undertake 
to  make  absolute  statements  in  that  re¬ 
gard.  A  general  statement  has  excep¬ 
tions.  The  statement  I  made  has  excep¬ 
tions.  I  believe  it  is  generally  true  that 
the  overwhelming  proportion  of  railroad 
petitions  before  the  ICC  is  directed  to¬ 
ward  a  lowering  of  commodity  rates. 

Mr.  MAGNUSON.  Bulk  commodity 
rates. 

Mr.  GORE.  Bulk  commodity  rates. 
But  what  the  Senator  said,  and  what  I 
now  acknowledge,  seems  to  me  to  illus¬ 
trate  that  the  question  is  one  which 
should  properly  be  vested  in  a  regulatory 
agency,  a  quasi-judicial  agency,  that 


could  take  proof,  hold  hearings,  and 
would  be  charged  with  the  responsibility 
of  the  public  interest.  It  does  not  lend 
itself  to  detailed  legislative  action. 

Mr.  PROXMIRE.  Mr.  President,  I 
yield  to  my  colleague  from  Wisconsin. 

Mr.  NELSON.  Mr.  President,  I  wish 
briefly  to  commend  the  senior  Senator 
from  Wisconsin  for  a  remarkably  able 
presentation  of  an  overwhelmingly  per¬ 
suasive  case  on  behalf  of  his  amendment. 

What  I  am  about  to  say  has  been  re¬ 
peatedly  said  this  afternoon,  but  there 
continues  to  appear  to  be  some  confusion 
on  the  part  of  some  Senators  about  the 
function  of  regulatory  bodies.  As  the 
senior  Senator  from  Wisconsin  has  said, 
it  is  the  function  of  the  regulatory  bodies 
to  protect  both  the  public  interest  and 
the  legitimate  private  interest  of  the  util¬ 
ity.  The  test  is  that  they  should  set 
rates  to  be  paid  by  the  consumers  which 
assure  the  company  a  fair  rate  of  return. 
Every  single  item  that  goes  into  consti¬ 
tuting  a  part  of  that  profit  is  a  part  of 
the  fair  rate  of  return. 

Every  single  item  that  constitutes  a 
part  of  that  profit  is  a  part  of  the  fair 
rate  of  return.  The  present  bill  would 
provide  a  fair  rate  of  return  plus.  The 
regulatory  agencies  are  not  in  the  busi¬ 
ness  of  giving  cost-plus  profits.  They 
are  in  the  business  of  assuring  a  fair  rate 
of  return  and  protecting  the  public  in¬ 
terest. 

Wisconsin  has  a  great  and  distin¬ 
guished  tradition  through  its  regulatory 
bodies.  David  Lillienthal  was  the  chair¬ 
man  of  our  public  service  commission 
in  Wisconsin  back  in  the  1930’s. 

He  went  from  there  to  the  Tennessee 
Valley  Authority,  where  he  became 
Chairman  of  the  Authority.  Today  we 
have  as  chairman  of  the  public  service 
commission  in  Wisconsin  a  man  whom, 
I  am  proud  to  say,  I  appointed  as  chair¬ 
man  of  that  commission — Leonard  Bess- 
man — who  seeks  as  conscientiously  and 
as  ably  as  any  man  we  have  ever  had  in 
history  to  protect  the  public  interest. 

But  I  point  out  that  the  public  service 
commission  in  Wisconsin  is  not  typical 
of  regulatory  bodies  in  all  the  States. 
There  are  only  a  few  exceptions,  in  which 
consistently  the  regulatory  bodies  have 
been  regulating  in  behalf  of  the  public 
interest.  If  the  public  service  commis¬ 
sion  should  decide  not  to  pass  on  the 
benefit  to  the  consumer,  it  might,  by  the 
calculations  of  our  public  service  com¬ 
mission,  cost  the  consumers  a  total  of 
over  $10  million  per  year  in  Wisconsin. 

Mr.  PROXMIRE.  That  is  in  Wiscon¬ 
sin  alone. 

Mr.  NELSON.  In  Wisconsin  alone. 
There  would  be  a  $10  million  a  year  loss  to 
the  consumers  in  a  State  with  4  million 
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people.  That  means  that  hundreds  of 
millions  of  dollars  are  involved  when  this 
is  added  up  for  all  the  States  of  the 
Nation. 

The  senior  Senator  from  Wisconsin 
has  said  the  State  agencies  will  not  be 
compelled  to  pass  this  tax  saving  on  or 
to  hold  it  back.  I  am  confident,  however, 
that  when  we  get  into  something  involv¬ 
ing  hundreds  of  millions  of  dollars,  we 
shall  see  the  most  fantastic  lobbying  of 
the  regulatory  agencies,  in  all  the  States 
of  the  Nation  that  has  ever  occurred. 
It  will  be  unlike  anything  we  have  seen 
before  in  history.  The  utilities  are  not 
going  to  pass  up  an  opportunity  to  in¬ 
fluence  their  own  regulatory  agencies. 
They  will  use  the  argument  that  the  Fed¬ 
eral  agency  cannot  pass  on  the  benefit 
so  therefore  they  have  some  status  on 
which  to  argue  that  the  State  should  not 
pass  on  the  benefit  to  the  consumer. 

With  the  support  they  will  get,  they 
will  lobby  against  the  consumer’s  inter¬ 
est,  successfully,  over  the  country,  and 
only  a  handful  of  regulatory  agencies  will 
stand  up  for  the  consumer’s  interest. 

The  day  will  come  in  my  State  when 
we  shall  not  have  a  regulatory  agency 
that  is  as  interested  in  the  public  inter¬ 
est  as  the  present  one  is,  because  all  the 
Governors  in  the  future  will  not  ap¬ 
point  to  the  commission  those  who  have 
the  same  public  interest  at  heart.  So 
there  is  at  stake  hundreds  of  millions  of 
dollars,  and  in  a  decade  billions  of  .dol¬ 
lars,  of  the  consumer’s  interest.  That  in¬ 
terest  should  be  protected  by  adoption 
of  the  amendment  offered  by  the  Senator 
from  Wisconsin. 

In  conclusion,  Mr.  President,  there  are 
at  least  five,  good  reasons  for  supporting 
this  amendment. 

First.  The  provision  would  interfere 
with  the  whole  history  and  tradition  of 
independent  regulatory  operations. 

Second.  The  provision  is  contrary  to 
the  intent  of  the  Senate  when  it  approved 
the  Revenue  Act  of  1962. 

Third.  The  provision  would  represent 
a  direct  subsidy  of  millions  and  perhaps 
billions  of  dollars  to  the  private  utilities 
by  the  consumer. 

Fourth.  The  provision,  by  forcing  the 
regulatory  agencies  to  maintain  artifi- 
cally  high  rates,  would  directly  contrib¬ 
ute  to  inflation. 

Fifth.  The  provision,  contrary  to  the 
whole  intent  of  the  Revenue  Act  of  1962 
and  the  bill  we  are  now  considering, 
would  not  stimulate  investment.  In  fact, 
by  maintaining  artifically  high  rates,  it 
may  even  reduce  demand,  therefore,  re¬ 
duce  investment  in  the  utility  industry. 

This  last  point  deserves  emphasis. 
There  is  very  little  evidence  to  suggest 
that  the  investment  credit  encourages 


the  utilities  to  increase  their  plant  and 
investment.  The  whole  purpose  of  the 
Revenue  Act  of  1962  was  to  stimulate 
investment.  Last  year  the  utilities  were 
not  forced  to  flow  through  the  tax  credit. 
But  a  report  published  by  the  Depart¬ 
ment  of  Commerce  in  the  Survey  of  Cur¬ 
rent  Business  stated  that  the  public  util¬ 
ity  investment  plans  for  1963  were  little 
changed  from  the  plans  in  1961  and 
1962.  In  fact,  according  to  the  Edison 
Electric  Institute,  as  reported  in  News¬ 
week  magazine,  the  utilities  cut  back 
their  investment  plans  by  19  percent  for 
the  second  and  third  quarters  of  1963. 
Last  week’s  January  27  issue  of  Electrical 
World  showed  that  1962  capital  expendi¬ 
tures  for  the  entire  electrical  utilities 
industry  had  not  yet  reached  the  level 
of  1957,  1958,  1959,  1960,  or  1961— and 
they  were  only  slightly  above  the  1962 
level  for  this  industry. 

Sometimes  it  is  argued  that  the  utili¬ 
ties  need  this  extra  benefit  in  order  to 
attract  capital.  Nothing  could  be  fur¬ 
ther  from  the  truth.  I  have  before  me 
the  Bear,  Stearns  &  Co.,  monthly  com¬ 
parison  of  electric  utilities  common 
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stocks  for  January  1964.  This  indicates 
that  the  average  gross  income  as  a  per¬ 
cent  of  total  capitalization  is  6.8  per¬ 
cent  for  the  private  utilities.  In  my 
own  State  of  Wisconsin,  the  most  im¬ 
portant  companies  all  had  earnings  in 
this  range. 

The  Wisconsin  Electric  Power  Co. 
earned  6.1  percent. 

The  Wisconsin  Power  &  Light  Co. 
earned  6.4  percent. 

The  Wisconsin  Public  Service  Corp. 
earned  7.2  percent. 

These  are  well-managed,  successful 
companies  that  have  no  difficulty  in  at¬ 
tracting  capital. 

In  sum,  there  is  little  evidence  that  the 
utilities  have  been  encouraged  to  expand 
their  investment  by  the  tax  credit  pro¬ 
vision  of  the  Revenue  Act  of  1962. 
Moreover,  the  evidence  suggests  that 
when  and  if  the  utilities  wish  to  expand 
their  investment,  they  have  no  need  of 
the  provision:  They  have  no  difficulty 
in  getting  capital.  Thus  the  basic  argu¬ 
ment  that  this  benefit  is  required 
to  stimulate  investment  and  thereby 
stimulate  the  economy  seems  false.  In 
fact,  we  find  the  utilities  simply  coming 
before  the  Congress  asking  us  to  direct 
the  regulatory  agencies  to  force  the  con¬ 
sumers  to  increase  the  profits  of  the 
utilities.  Indeed,  there  are  a  number  of 
enlightened  members  of  the  industry  who 
recognize  that  this  attitude  is  bound  to 
hurt  the  industry  itself.  The  utilities  are 
divided  on  this  question. 
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There  is  ample  evidence,  for  example, 
in  a  speech  by  Mr.  Donald  C.  Cook,  presi¬ 
dent  of  the  American  Electric  Power  Co., 
at  the  Great  Lakes  Conference  of  Rail¬ 
road  and  Utilities  Commissioners  on 
June  21,  1963,  that  a  major  fight  is  raging 
within  the  industry.  There  are  many  in 
the  industry  like  Mr.  Cook  who  realize 
the  need  for  moderation.  They  under¬ 
stand  that  they  cannot  continue  to  de¬ 
mand  undue  benefits  at  the  taxpayer’s 
expense.  Moreover,  they  realize  that 
flowing  through  the  tax  credit  in  order 
to  lower  rates  is  the  best  way  to  stimu¬ 
late  demand. 

In  fact,  Mr.  Cook  has  been  fighting 
an  uphill  battle  against  many  other  rep¬ 
resentatives  of  his  own  industry.  Mr. 
Cook  rightly  notes  that  the  congressional 
intent  of  the  tax  credit  to  utilities  was 
that  this  should  be  treated  as  a  normal 
tax  reduction;  that  is,  it  should  be  flowed 
through  to  the  consumer.  Others  in  his 
industry,  such  as  Mr.  Walter  Bouldin, 
president  of  the  Edison  Electric  Insti¬ 
tute — an  organization  of  private  power 
companies — argue  incorrectly,  I  think, 
that  the  legislative  history  does  not  in¬ 
dicate  an  intent  to  treat  the  tax  credit 
as  an  ordinary  tax  reduction. 

Thus,  the  industry  itself  is  split  on  this 
issue.  It  is  divided  between  those  who 
feel  it  both  prudent  and  profitable  to 
flow  through  the  credit  and  reduce 
rates — and  between  those  who  want  to 
take  everything  they  can  at  the  expense 
of  the  taxpayer  and  the  consumer. 

The  implications  of  section  203(e)  for 
the  Wisconsin  consumer  are  only  too  ob¬ 
vious.  For  one  thing,  Wisconsin  is  an 
area  greatly  dependent  upon  rural  elec¬ 
tric  systems.  Throughout  the  Nation 
nearly  one  half  of  the  energy  purchased 
annually  by  the  rural  electric  systems  is 
purchased  from  the  private  power  com¬ 
panies.  During  fiscal  year  1963,  the 
total  power  purchased  from  commercial 
power  companies  by  REA-financed  sys¬ 
tems  was  $109,200,000.  In  Wisconsin, 
the  total  was  $1,647,936. 

We  in  Wisconsin  have  a  direct  stake 
here.  The  exact  extent  of  that  stake  is 
difficult  to  measure  for  we  must  predict 
how  much  of  the  credit  thus  should  be 
passed  on  to  the  consumer.  Having 
made  this  prediction,  we  must  analyze 
what  would  happen  if  section  203(e)  is 
approved  and  the  regulatory  agencies  are 
directed  not  to  flow  through  the  credit 
to  the  consumer.  Furthermore,  we  must 
make  some  assumptions  about  the  way 
State  regulatory  agencies  will  act  once 
the  Federal  agencies  set  the  precedent. 

There  are  many  aspects  to  this  prob¬ 
lem.  I  have  asked  the  Federal  Com¬ 
munications  Commission  to  estimate  how 
much  the  tax  credit  for  investment  in 


interstate  telephone  services  might  be 
kept  or  passed  on  to  Wisconsin  con¬ 
sumers.  Mr.  Robert  E.  Stromberg  has 
provided  a  very  rough  estimate  that  the 
investment  credit  related  to  interstate 
service  in  Wisconsin  in  1963  amounted  to 
about  $350,000.  Assuming  that  the  cor¬ 
porate  Federal  income  tax  rate  is  re¬ 
duced  to  50  percent,  this  means  that  a 
rate  reduction  of  approximately  $700,000 
could  have  been  flowed  through  to  Wis¬ 
consin  consumers. 

I  have  asked  the  Federal  Power  Com¬ 
mission  to  estimate  a  rough  measure  of 
the  impact  on  Wisconsin  gas  consumers 
of  section  203(e) .  Mr.  Joseph  E.  Swidler 
has  provided  an  estimate  of  $1,600,000  a 
year  cost  to  the  Wisconsin  consumer. 

Finally,  if  the  Wisconsin  Public  Service 
Commission  were  to  follow  suit  and  adopt 
the  pattern  of  the  Federal  regulatory 
agencies  in  its  own  operation,  there 
would  be  a  further  cost  to  Wisconsin  con¬ 
sumers  due  to  local  service  of  approxi¬ 
mately  $8,160,000  per  year.  I  ask  unani¬ 
mous  consent  to  insert  at  this  point  a 
statement  provided  by  Mr.  Leonard  Bess- 
man,  chairman  of  the  Wisconsin  Public 
Service  Commission.  It  should  be  noted 
that  Mr.  Bessman  forecasts  an  annual 
amount  of  investment  credit  of  $4,080,- 
000.  Assuming  a  50-percent  corporate 
tax  rate,  if  this  investment  credit  were 
passed  on  in  the  form  of  rate  reductions, 
the  reductions  would  amount  to  $8,160,- 
000. 

If  section  203(e)  is  approved  and  if 
the  Wisconsin  Public  Service  Commis¬ 
sion  follows  the  Federal  precedent,  the 
Wisconsin  consumer  will  be  forced  to 
pay  an  additional  $10  million  each  year 
to  the  private  utilities.  In  10  years,  the 
most  conservative  estimate  is  that  he  will 
have  been  milked  by  the  utilities  for 
more  that  $100  million. 

Mr.  President,  I  urge  that  this  pro¬ 
vision  be  deleted  from  the  bill  we  are 
now  considering.  I  hope  it  is  deleted  and 
that  the  House  of  Representatives  will 
agree  with  such  action.  However,  if  the 
Congress  does  not  agree  to  remove  this 
unwise  and  inequitable  provision,  I  would 
strongly  urge  the  State  regulatory  agen¬ 
cies  to  stand  together  and  refuse  to  fol¬ 
low  the  Federal  precedent  in  their  own 
operations.  There  will,  however,  be  tre¬ 
mendous  pressure  upon  the  State  agen¬ 
cies  to  follow  the  Federal  precedent. 
There  will  be  lobbying  with  the  regu¬ 
latory  agencies  unlike  anything  we  have 
even  seen  before  in  history  because  of 
the  hundreds  of  millions  of  dollars  at 
stake. 

There  is  no  doubt  that  the  present 
Wisconsin  Public  Service  Commission 
will  stand  up  for  the  public  interest,  but 
what  will  happen  to  the  Wisconsin  con- 
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sumer  when  we  have  a  commission,  as  we 
sometime  surely  will,  that  is  not  so  con¬ 
cerned  with  the  public  interest? 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  at 
this  point  the  following:  a  chart  which 
specifies  the  cost  to  the  Wisconsin  con¬ 
sumer  due  to  higher  rates  if  the  tax 
benefit  is  not  “flowed  through”;  a  state¬ 
ment  by  Robert  E.  Stromberg;  a  letter 
written  by  Mr.  Joseph  C.  Swidler,  Chair¬ 
man  of  the  Federal  Power  Commission; 
and  a  breakdown  of  the  Wisconsin  class 
A  privately  owned  electric,  gas,  water, 
and  telephone  utilities  forecast  of  in¬ 
vestment  tax  credit. 

There  being  no  objection,  the  material 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Cost  to  Wisconsin  consumer  due  to  higher 
rates  if  tax  benefit  is  not  ‘‘flowed  through” 
(sec.  203(e) ) 


1903 

Minimal 

10-year 

estimate 

Interstate  telephone  service 
cost . . . 

$700,  000 
1,  GOO,  000 

8, 160,  000 

$7, 000, 000 
16, 000, 000 

81, 600, 000 

Interstate  gas  pipeline  cost _ 

Wisconsin  electric,  gas,  water, 
and  telephone  costs. . . 

Total _ _ _ 

10,  400,  000 

104, 600, 000 

Interstate  telephone  services  in  the  United 
States  had  a  total  investment  credit  in  1963 
of  about  $17  million.  The  total  telephones 
in  Wisconsin  amount  to  about  2.1  percent 
of  the  total  telephones  in  the  United  States. 
On  this  basis  it  is  estimated  that  the  invest¬ 
ment  credit  related  to  interstate  services  in 
Wisconsin  in  1963  amounted  to  about 
$350,000. 

Wisconsin  Telephone  Co.  and  General 
Telephone  Co.  of  Wisconsin  in  1962  had 
investment  credit  for  the  two  of  them  com¬ 
bined  of  about  $900,000.  This  amount 
should  not  change  much  in  1963.  Since  the 
two  named  companies  combined  account  for 
about  90  percent  of  the  telephone  business 
in  Wisconsin  as  measured  by  plant  invest¬ 
ment  and  revenues  it  is  estimated  that  all 
telephone  companies  in  Wisconsin  will  re¬ 
ceive  investment  credits  in  1963  totaling 
about  $1  million. 

So,  if  the  Wisconsin  Public  Service  Com¬ 
mission  were  to  go  along  with  “service  life 
flow  through”  of  the  investment  credit  for 
telephone  companies  as  required  of  Federal 
regulatory  agencies  (specifically  FCC)  by  the 
tax  bill  the  total  amount  kept  from  being 
flowed  through  to  telephone  users  in  Wis¬ 
consin  in  the  initial  year  by  the  tax  bill 
would  be  on  the  order  of  $1,350,000  per  year. 
In  terms  of  giving  the  telephone  companies 
$1,350,000  additional  net  income  by  means 
of  a  rate  increase  or  reducing  their,  net  in¬ 
come  by  means  of  a  rate  reduction  a  factor 
of  208.33  must  be  applied  to  provide  for  the 
effect  of  a  52-percent  corporate  Federal  in¬ 
come  tax  rate.  On  this  basis  $1,350,000 
becomes  $2,812,500. 

Robert  E.  Stromberg. 

FCC,  February  1,  1964. 
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Federal  Power  Commission, 
Washington,  D.C.,  February  3,  1964. 
Hon.  Gaylord  Nelson, 

U.S.  Senate, 

Committee  on  Interior  and  Insular  Affairs, 
Washington,  D.C. 

Dear  Senator  Nelson:  This  is  in  response 
to  your  letter  of  January  31,  1964,  asking  for 
any  information  we  have  available  of  the 
impact  on  consumers  in  Wisconsin  of  sec¬ 
tion  202(e)  of  the  Revenue  Act  of  1964,  H.R. 
8363  (sec.  203(e)  of  the  Senate  bill). 

A  rough  measure  of  the  impact  on  Wiscon¬ 
sin  gas  consumers  can  be  obtained  from  the 
attached  computations  with  respect  to  Michi- 
gan-Wisconsin  Pipe  Line  Co.  which  is  the 
principal  wholesale  supplier  of  gas  to  con¬ 
sumers  in  Wisconsin.  The  attachments  in¬ 
dicate  that  on  the  basis  of  the  investment 
tax  credit  reported  by  Michigan-Wisconsin 
in  1962,  the  impact  on  Wisconsin  consumers 
if  section  202(e)  is  enacted  could  be  ap¬ 
proximately  $800,000  per  year.  If  the  esti¬ 
mate  is  based  upon  the  investments  of  Mich¬ 
igan-Wisconsin  over  the  past  5  years,  the 
figure  would  be  approximately  $1,600,000  a 
year. 

Sincerely, 

Joseph  C.  Swidler, 

Chairman. 

Dollar  impact  on  Wisconsin  consumers  if 
investment  tax  credit  of  Michigan-Wiscon¬ 
sin  Pipe  Line  Co.  is  allowed,  in  cost  of  serv¬ 
ice  for  future  dates  basis — Investment  tax 


credit  reported  for  1962 
Investment  tax  credit  reported 
in  FPC  form  No.  2  for  year 

1962 _  $800, 000 

Portion  applicable  to  Wiscon¬ 
sin  consumers _  400,  000 

Impact  on  Wisconsin  consum¬ 
ers  if  investment  tax  credit  is 

allowed  in  future  rates -  800,  000 

Revenues  from  Wisconsin  (50 

percent) _  58,634,421 

Total  revenues _  116,  475, 122 

$800,000  X  50  percent  equals  $400,000. 


Dollar  impact  on  Wisconsin  consumers  if 
investment  tax  credit  of  Michigan-Wiscon¬ 
sin  Pipe  Line  Co.  is  allowed  in  cost  of  serv¬ 
ice  for  future  dates  basis — Average  addi¬ 
tions  for  years  1958-1962 
Additions  as  reported  in  FPC  form  No.  2: 


1958  _ $6,389,406 

1959  _ _ _  36,071,254 

1960  _ _ _  70,  852,  418 

1961  . . .  8,737,922 

1962  _  14,  157,  515 


Total _  136,208,515 


Less  15  percent  of  nonqualified 

property -  20,431,277 


Qualified  property _  115,777,238 

Average  for  5  years _  23,  155,  447 

Investment  tax  credit  at  7  per¬ 
cent -  1,620,881 

Effect  if  investment  tax  credit  is 

allowed  in  future  rates _  3,241,762 

Impact  on  Wisconsin  consumers 
if  investment  tax  credit  is  al¬ 
lowed  in  futures  rates  (50 
percent  of  line  19) _  1,620,881 
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Wisconsin  class  A  privately  owned  electric , 
gas,  water,  and  telephone  utilities  forecast 
of  investment  tax  credit,  1963-67 


[In  millions] 


Year 

(a) 

Actual 

qualified 

plant 

additions 

(b) 

Smoothed 

plant 

additions 

(c) 

Forecast 
of  plant 
additions 

(d) 

1966. . 

$91 

$107. 1 
110.3 

1967 . 

118 

1968 . . . 

111 

113.5 

Wisconsin  class  A  privately  owned  electric, 
gas,  water,  and  telephone  utilities  forecast 
of  investment  tax  credit,  1963-67 — Con. 


[In  millions] 


Year 

(a) 

Actual 

qualified 

plant 

additions 

(b) 

Smoothed 

plant 

addition^ 

(c) 

Forecast 
of  plant 
additions 

(d) 

1959 _ 

$136 

121 

130 

no 

$110.7 
120.0 
123. 1 
126.3 

1960 . . . 

1961  _ _ 

1962  i . . 

1963 _ _ 

$129.  5 
132.7 
135.9 
139. 1 
142.3 

1964 _ 

1965... _ _ 

_ _ 

1966 _ 

1967. _ _ 

Total _ 

817 

817.0 

679.5 

Total  qualified  plant  additions  forecast 


for  5  years,  1903-67.. . . . . $680,000,000 

Investment  tax  credit  at  3  percent . .  20, 400, 000 

Forecast  of  average  annual  amount  of  in¬ 
vestment  tax  credit . . .  4, 080, 000 


1  Estimated. 

Note— (1)  Smoothed  additions  in  col.  (c)  are  least 
squares  smoothing  of  amounts  in  col.  (b).  (2)  Amounts 
in  col.  (d)  are  extension  of  smoothed  amounts  in  col.  (c). 

Mr.  PROXMIRE.  Mr.  President,  I 
point  out  that  my  colleague  was  Gover¬ 
nor  of  Wisconsin  for  4  years.  He  made 
a  distinguished  record.  One  of  the  fields 
in  which  he  distinguished  himself  was  in 
his  appointments  to  the  public  utility 
commission  of  persons  who  had  a  deep 
understanding  of  the  necessity  of  being 
devoted  to  the  public  interest  and  who 
had  the  fiber  and  strength  to  resist  un¬ 
justified  importunities  which  they  al¬ 
ways  undergo  from  the  public  utilities 
they  are  regulating. 

I  thank  the  Senator  for  his  eloquent 
and  most  effective  statement. 

I  yield  the  floor. 

Mr.  TOWER  obtained  the  floor. 

Mr.  TOWER.  Mr.  President,  X  ask 
unanimous  consent  that  I  may  suggest 
the  absence  of  a  quorum  without  losing 
my  right  to  the  floor. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered.  The  clerk 
will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  fur¬ 


ther  proceedings  under  the  quorum  call 
be  dispensed  with. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  TOWER.  Mr.  President,  I  yield 
the  floor. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  any  Member  of  this  body  is  privi¬ 
leged  to  take  a  self-righteous  attitude 
with  regard  to  any  legislation  in  which 
he  thinks  he  is  not  only  right,  but  a  hun¬ 
dred  percent  right,  and  thinks  that  the 
other  person  is  not  only  wrong,  but  a 
hundred  percent  wrong  and  that  such  a 
person  is  little  short  of  being  a  robber 
baron. 

On  occasion  I  have  taken  that  attitude, 
and  have  spoken  on  a  matter,  having 
difficulty  staying  within  the  rules  of  the 
Senate.  I  can  remember  when  Senators 
were  conducting  a  filibuster  against  the 
satellite  communication  bill,  which  the 
Senator  from  Louisiana  contended  would 
give  at  least  50  percent  of  that  monopoly 
to  a  private  telephone  company.  TTie 
Senator  from  Wisconsin  voted  for  it.  It 
was  all  I  could  do  to  say  what  a  horrible 
bill  he  was  voting  for,  in  giving  the  big¬ 
gest  monopoly  in  the  world  an  even  big¬ 
ger  monopoly. 

There  is  before  the  Senate  a  relatively 
simple  proposal.  If  we  brush  aside  all 
the  complicated  arguments  and  look  at 
what  we  are  really  talk’ng  about,  we  find 
that  2  years  ago  Congress  passed  the  bill 
providing  for  the  so-called  investment 
credit. 

When  it  adopted  the  investment  credit 
provision,  Congress  provided  that  there 
would  be  a  3-percent  investment  credit 
for  regulated  utilities  that  were  regarded 
as  being  monopolistic  in  character  to  the 
extent  that  they  had  no  competitors  for 
the  service.  In  other  words,  the  3-per¬ 
cent  investment  credit  would  apply  to  a 
telephone  company  on  the  theory  that 
people  had  to  have  telephones,  and  there¬ 
fore  the  utility  had  captive  customers 
whether  the  public  wanted  that  situation 
or  not.  This  would  also  apply  to  an 
electric  company,  which  although  peo¬ 
ple  do  not  have  to  heat  their  homes  by 
electricity,  nevertheless  they  have  to 
have  electric  lights  in  their  homes. 

So  Congress  made  a  distinction  in  reg¬ 
ulated  utilities  which  are  regarded  on 
the  one  hand  as  being  locked-in  monop¬ 
olies,  and  allowed  them  only  3 -percent 
investment  credit,  while  it  looked  at  the 
transportation  industry  and  regarded  it 
as  being  a  competitive  industry.  Rail¬ 
roads  were  competing  with  other  rail¬ 
roads.  All  the  railroads  were  competing 
with  the  trucking  lines.  Both  types  of 
carriers  were  in  turn  competing  with 
pipelines  for  customers.  Even  pipelines 
were  competing  with  other  pipelines. 
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They  were  all  competing  with  the  barge 
lines,  which  were  in  turn  competing  with 
tanker  fleets. 

We  recognized  the  competitive  nature 
of  the  industry  which  existed,  for  ex¬ 
ample,  in  New  York,  where  pipelines 
carrying  gas  are  trying  to  take  custom¬ 
ers  away  from  railroads  carrying  coal. 
Both  of  them  are  fighting  the  trucking 
lines  for  customers  carrying  coal  or  oil. 
All  of  them  compete  with  the  enormous 
tankers,  some  with  a  draft  of  70  feet, 
some  having  twice  the  tonnage  of  the 
Queen  Elizabeth,  which  carry  the  lowest 
cost  fuel  of  all;  namely,  residual  oil.  So 
here  they  were  all  trying  to  get  business, 
and  all  are  competitive. 

Congress  took  the  attitude  at  that  time 
that  the  carriers  were  entitled  to  the  7- 
percent  tax  credit  just  as  other  manu¬ 
facturing  industries  were  entitled  to  it. 
For  the  reasons  that  these  industries 
were  in  competition  with  one  another  in 
seeking  to  do  business  with  others,  Con¬ 
gress  took  the  attitude  that  if  we  were 
to  provide  the  7-percent  tax  credit  to  en¬ 
courage  industry  to  have  the  latest  ma¬ 
chinery  and  the  most  efficient  operation, 
we  would  not  want  to  work  toward  the 
day  when  we  had  a  space  age  manufac¬ 
turing  industry  and  a  horse  and  buggy 
transportation  industry,  but  that  we 
would  let  them  go  forward  together. 

The  legislative  history  as  made  on  the 
floor  of  the  Senate  by  the  late  Senator 
Kerr  of  Oklahoma,  who  was  the  Senator 

[ P .  1978 ] 

in  charge  of  the  bill,  suggested,  when  the 
bill  was  initially  considered,  that  it  was 
the  intention  of  the  Senate  that  the  tax 
credit  be  passed  through.  When  the 
matter  went  to  conference,  the  House 
and  Senate  conferees  reached  an  agree¬ 
ment.  The  understanding  between  Sen¬ 
ator  Kerr  and  the  House  managers  was 
that  the  tax  credit  would  not  be  passed 
through. 

Apparently  the  House  had  one  thing 
in  mind  and  the  Senate  another.  It  is 
clearly  stated  in  the  report  of  the  man¬ 
agers  for  the  House  that  it  was  intended 
by  the  managers  and  by  those  who  draft¬ 
ed  the  report  that  it  was  not  to  be  passed 
through.  This  is  also  what  Senator 
Kerr  said.  He  was  speaking  for  the  con¬ 
ferees  of  the  Senate  when  he  said: 

It  is  the  understanding  of  the  conferees  on 
the  part  of  both  the  House  and  Senate  that 
the  purpose  of  the  credit  for  investment  in 
certain  depreciable  property,  in  the  case  of 
both  regulated  and  nonregulated  industries, 
is  to  encourage  modernization  and  expan¬ 
sion  of  the  Nation’s  productive  facilities  and 
to  improve  its  economic  potential  by  reduc¬ 
ing  the  net  cost  of  acquiring  new  equipment, 
thereby  increasing  the  earnings  of  new  facili¬ 
ties  over  their  productive  lives. 


That  would  suggest  that  what  Senator 
Kerr  said  on  the  floor  when  he  was  man¬ 
aging  the  bill  was  no  longer  the  opinion 
to  which  the  conferees  agreed  when  he 
spoke  for  the  conferees  of  the  Senate 
on  returning  the  conference  report  to 
the  Senate. 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  TOWER.  Apparently  speaking 
for  the  administration,  Secretary  Dillon, 
on  May  3,  1961,  in  his  testimony  before 
the  Ways  and  Means  Committee,  in 
speaking  of  the  transportation  industry, 
said: 

Although  subject  to  various  forms  of  regu¬ 
lations  of  their  charges,  are  in  fact  highly 
competitive  businesses  with  varying  rates  of 
return  on  investment.  Many  of  these  enter¬ 
prises  are  not  only  competitive  among  them¬ 
selves  at  given  regulated  prices,  but  also 
must  compete  with  private  truck  fleets,  pri¬ 
vate  airplanes,  and  other  transportation  fa¬ 
cilities  operated  by  industrial  corporations 
which  would  be  eligible  for  the  credit. 

Mr.  LONG  of  Louisiana.  The  Senator 
is  correct.  When  the  Senator  from  Okla¬ 
homa  made  the  statement  on  tlje  floor 
that  the  utilities — not  only  the  utilities, 
but  the  transportation  industry  as  well — 
would  be  required  to  pass  the  tax  credit 
through  to  their  customers  in  reduced 
prices,  he  was  in  large  measure  relying 
upon  the  testimony  of  Mr.  Donald  Cook, 
to  whom  reference  has  been  made,  but  as 
I  have  said,  his  position  was  changed 
after  the  conference. 

The  House,  in  considering  this  legisla¬ 
tion  in  1963,  recognized  the  difference  be¬ 
tween  the  problem  involved  with  the  elec¬ 
tric  utilities  and  that  with  respect  to  the 
transportation  industry.  Recognizing 
the  complete  monopolistic  situation  with 
regard  to  the  electric  utilities  and  tele¬ 
phone  companies,  the  House  had  said 
that  these  companies  would  be  required 
to  pass  the  credit  through,  but  only  over 
the  life  of  the  asset.  That  would  mean 
that  the  companies  could  benefit  from 
the  interest  on  the  money  during  the 
time  that  they  were  passing  it  through  to 
the  users,  and  no  longer. 

Mr.  McNAMARA.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  McNAMARA.  In  relation  to  pass¬ 
ing  through  on  the  part  of  the  utilities — 
the  telephone  companies  and  electric 
companies — it  is  true,  is  it  not,  that  they 
are  regulated  generally  by  State  agen¬ 
cies?  Would  they  be  forced  under  the 
Proxmire  amendment  to  pass  it  through 
immediately,  or  could  it  be  done  over  the 
life  of  the  asset? 

Mr.  LONG  of  Louisiana.  The  State 
agencies  would  not  be  affected.  They 
could  do  as  they  wished. 
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Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McNAMARA.  Does  that  satisfy 
the  Senator  from  Wisconsin? 

Mr.  LONG  of  Louisiana.  If  the  Sena¬ 
tor  will  permit  me,  I  would  rather  settle 
that  point  later.  I  would  like  to  explain 
my  position. 

Mr.  McNAMARA.  The  Senator  bases 
his  argument  on  what  was  adopted  2 
years  ago  when  the  7-percent  tax  credit 
was  created. 

I  voted  against  it.  The  Senator  lost 
me  to  start  with,  and  he  will  have  to  pick 
me  up,  because  I  am  sure  he  needs  my 
vote. 

Mr.  LONG  of  Louisiana.  So  far  as  the 
law  stands  today,  I  believe  it  would  make 
no  difference  as  to  State  regulation  if 
the  Proxmire  amendment  were  agreed  to, 
or  if  the  committee  amendment  were  re¬ 
tained.  In  any  event,  what  we  are  talk¬ 
ing  about  is  the  federally  regulated  com¬ 
missions  established  by  Congress,  which 
are  regarded  as  arms  of  Congress.  We 
are  talking  about  how  those  agencies 
would  handle  their  responsibility.  This 
has  no  reference  at  all  to  how  a  State 
agency  would  handle  its  decision  to  reg¬ 
ulate. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  know  that 
the  Senator  will  disagree.  I  know  the 
Senator  will  suggest  that  someone  in  the 
State  agency  might  say  that  this  is  the 
Federal  practice,  and  that  they  would 
want  to  adopt  it.  They  may  if  they  so 
desire,  but  they  do  not  have  to  do  so. 

Mr.  McNAMARA.  I  am  not  impressed 
by  the  “fallout”  argument. 

Mr.  LONG  of  Louisiana.  The  Inter¬ 
state  .  Commerce  Commission  takes  the 
position  that  Congress  intended  this 
credit  to  be  an  incentive.  In  its  letter 
of  September  26,  1963,  it  takes  the  posi¬ 
tion  that  in  its  judgment  Congress  in¬ 
tended  the  tax  credit  to  be  an  incentive 
for  modernizing  and  improving  and  ex¬ 
panding  the  services  of  the  carriers  that 
they  regulate.  Therefore  the  Commis¬ 
sion  says  that  it  is  not  attempting  to  take 
this  credit  back  from  the  carriers,  and 
does  not  propose  to  do  so. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  listened  to  the  Senator  from  Wis¬ 
consin.  I  would  appreciate  it  if  he  would 
let  me  finish  my  argument.  I  know  he 
will  disagree.  I  should  like  to  state  my 
case  in  chief. 

The  letter  to  which  I  have  referred,  on 
page  3,  makes  it  very  clear  that  the  ICC 
took  the  exact  attitude  that  was  ex¬ 
pressed  by  he  House  managers,  and  by 


Senator  Kerr  after  the  conference,  in 
unequivocal  terms,  that  it  was  intended 
as  an  incentive  to  modernize  the  rail¬ 
roads,  the  bargelines,  and  the  trucklines. 

So  far  as  the  CAB  is  concerned,  that 
regulatory  agency  does  not  fix  the  rates 
of  the  airlines.  Those  rates  are  fixed  by 
competition.  Therefore,  so  far  as  that 
agency  is  concerned,  this  does  not  make 
any  difference. 

So  there  is  no  real  reason  why  that 
agency  should  become  involved  one  way 
or  the  other.  We  have  heard  much  de¬ 
bate  to  the  effect  that  if  we  do  not  let 
the  Federal  Power  Commission  require 
the  utilities  to  give  up  their  investment 
credit,  there  will  be  higher  rates.  Those 
who  make  that  argument  completely 
overlook  the  value  of  competition. 

Let  us  look  for  a  moment  at  the  car 
riers  of  persons.  Which  carrier  is  it 
that  is  making  all  other  carriers  more 
efficient?  It  is  the  airlines;  and  the  air¬ 
lines  are  the  carriers  whose  rates  are  not 
regulated.  The  airlines  have  taken 
away  practically  all  the  long-distance 
transportation  of  railroads  and  buses. 
Airlines  have  taken  step  after  step  to 
buy  new  equipment,  even  when  they  were 
losing  money,  and  have  gone  head  over 
heels  in  debt,  year  after  year,  to  buy 
new  equipment,  knowing  that  by  pro¬ 
viding  better  service  to  the  public,  they 
would  be  enabled  to  compete  more 
strongly  with  the  railroads  and  buslines. 
It  is  the  airlines  that  are  battling  the 
railroads  and  buses  and  are  causing  the 
railroads  to  face  the  problem  of  feather¬ 
bedding  and  to  face  a  strike  by  labor,  in 
order  to  eliminate  unprofitable  service. 

Airline  fares  are  not  regulated  by  a 
regulatory  agency.  They  provide  faster 
and  better  service.  I  can  now  go  to  my 
hometown  in  Louisiana  in  one-third  of 
the  time  it  took  me  to  go  there  when 
I  first  came  to  the  U.S.  Senate. 
Why?  Because  the  airlines  did  what  the 
House  is  suggesting  that  the  Senate  do 
for  air  carriers;  that  is,  encourage  them 
to  invest  money  to  improve  equipment 
and  provide  better  service. 

There  has  been  much  unfavorable  talk 
about  pipelines,  as  though  they  were 
robber  barons.  I  have  heard  that  said 
before.  Some  years  ago,  the  public  in 
this  area  was  served  with  manufactured 
gas.  It  is  no  longer  served  with  manu¬ 
factured  gas.  Years  ago,  gas  was  manu¬ 
factured  from  coal.  That  gas  left  a 
residue  in  the  pipes,  which  meant  that 
over  a  period  of  time  the  pipes  had  to 
be  taken  up  and  replaced.  Further¬ 
more,  those  who  used  the  gas  manu¬ 
factured  from  coal  were  well  advised  to 
wash  down  their  walls  from  time  to  time 
because  of  the  residue  that  was  left  in¬ 
side  the  house. 
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Today,  the  atmosphere  in  Washington, 
D.C.,  is  cleaner  than  it  was  before  the 
coming  of  natural  gas.  The  atmosphere 
in  Washington  is  cleaner  than  it  is  in 
New  York  City,  where  large  quantities 
of  residual  fuel  oil  are  still  used.  The 
reason  is  that  the  gas  pipelines  coming 
to  this  area  supply  a  cleaner,  better, 
more  efficient,  cheaper  product,  at  a  low- 
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er  price.  Everyone  who  uses  natural 
gas  has  a  lower  priced  commodity  and 
has  been  saved  substantial  value. 

That  would  have  no  impact  one  way  or 
the  other,  except  to  this  extent:  One  of 
these  days,  if  the  gas  suppliers  find  new 
customers  and  new  uses  for  their  prod¬ 
ucts,  it  may  become  necessary  for  them 
to  build  additional  pipelines.  If  so,  they 
will  be  able  to  make  a  tremendous  saving 
by  what  is  called  looping  the  pipelines. 
A  line  already  exists;  an  organization  is 
in  being  to  do  business.  Pumping  sta¬ 
tions  are  already  operating;  the  cost  is 
much  less  to  lay  a  new  pipe  alongside  an 
existing  pipe  than  it  is  to  condemn  a 
route  and  engage  in  all  the  processes 
necessary  to  lay  the  first  pipeline 
initially. 

As  the  law  stands  today,  it  provides 
credit  for  the  enormous  new  tanker 
fleets  that  carry  residual  fuel  oil  from 
Venezuela  to  New  York  City.  On  a  B.t.u. 
basis,  residual  fuel  oil  is  cheaper  than 
natural  gas.  That  is  one  reason  why 
the  atmosphere  in  New  York  City  is  not 
so  clean  as  it  is  in  Washington.  The 
apartment  house  owners  in  New  York 
use  large  amounts  of  residual  fuel  oil  for 
heating  purposes.  The  fuel  oil  carrier 
obtains  an  investment  credit  to  encour¬ 
age  him  to  modernize  and  improve  his 
fleet.  Congress  provides  such  invest¬ 
ment  credit  for  the  barge  lines  and  the 
railroads,  to  encourage  them  to  improve 
and  modernize  their  facilities,  which  they 
are  doing.  Congress  provides  such  in¬ 
vestment  credit  to  enable  the  airlines  to 
do  tl\e  same  thing. 

What, would  happen  if  the  committee 
amendment  were  not  adopted?  The 
Federal  Power  Commission  is  the  one 
agency  that  stays  always  at  loggerheads, 
always  at  dagger  points,  with  the  utilities 
it  regulates.  I  think  I  know  why  that 
happens  to  be  the  case.  It  is  because 
the  railroads  seem  to  have  a  little  in¬ 
fluence  concerning  who  is  appointed  to 
the  Interstate  Commerce  Commission. 
The  railroads  seem  to  have  a  commission 
that  is  somewhat  friendly  to  their  point 
of  view. 

Similarly,  the  airlines  seem  to  have 
some  influence  as  to  who  is  appointed  to 
the  Civil  Aeronautics  Board,  because  the 
airlines  seem  to  have  a  commission  that  ■» 
is  friendly  to  their  problems. 


But  the  pipelines  have  no  influence  as 
to  who  is  appointed  to  the  Federal  Power 
Commission.  The  Federal  Power  Com¬ 
mission  would  drink  the  blood  of  the 
pipelines,  and  vice  versa,  with  the  result 
that  the  pipelines  are  regulated  by  a 
majority  recommended  by  Drew  Pearson, 
and  the  like.  So  the  Federal  Power 
Commission  now  proceeds  to  wage  its 
war  on  the  pipelines.  It  says,  in  effect, 
“We  want  to  make  you  give  up  your  in¬ 
vestment  credit,  because  you  have  had  a 
tax  saving  that  we  want  to  have  you  give 
up  for  the  benefit  of  the  consumers.” 

The  pipelines  say,  in  reply,  “If  you  do 
that,  we  cannot  borrow  money  in  the 
money  market  in  New  York  in  competi¬ 
tion  with  the  fellow  with  whom  we  are 
competing.” 

_  Ordinarily,  one  would  think  the  rail¬ 
roads  would  like  that.  The  railroads 
can  obtain  an  investment  credit;  the 
pipelines  cannot.  By  the  time  the  rail¬ 
roads  have  finished  fighting  their  case 
through  the  Supreme  Court  of  the 
United  States,  trying  to  decide  what 
Congress  meant  in  the  first  place,  and 
they  finally  get  a  decision,  what  hap¬ 
pens?  Assuming  that  the  Federal  Power 
Commission  wins  its  case  against  the 
pipelines,  then  the  Interstate  Commerce 
Commission  might  well  undertake  simi¬ 
lar  action  against  the  railroads.  So  the 
railroads  begin  to  see  the  threat  down 
the  road  if  they  were  to  have  their  in¬ 
vestment  credit  taken  away  from  them. 
That,  of  course,  would  be  a  threat  to  all 
industries. 

As  the  President  said  in  his  state  of 
the  Union  message,  nothing  bothers  a 
businessman  like  uncertainty.  The 
businessman  who  plans  to  use  his  in¬ 
vestment  credit  to  improve  his  business 
is  uncertain  whether  he  can  keep  it  or 
not. 

Mr.  SALTONSTALL.  Mr.  President, 
will  the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield  to  the 
Senator  from  Massachusetts. 

Mr.  SALTONSTALL.  I  have  listened 
attentively  to  the  Senator  from  Louisi¬ 
ana.  Two  questions  occur  to  me.  One 
is  with  respect  to  utilities,  which  receive 
a  3 -percent  investment  credit.  If  the 
committee  is  sustained  and  the  Federal 
Power  Commission  has  no  power  to  reg¬ 
ulate,  will  there  not  be  different  systems 
in  the  various  States?  In  Massachusetts 
the  utilities  commission  might  do  one 
thing,  and  in  Louisiana  the  commission 
might  do  another  thing.  That  is  one 
question  that  occurs  to  me,  if  the  com¬ 
mittee’s  action  is  sustained. 

The  other  question  relates  to  the  7- 
percent  credit,  in  cases  of  competition, 
as  the  Senator  has  mentioned. 

Do  we  not  have  to  rely  on  the  integrity 
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and  intelligence  of  the  Interstate  Com¬ 
merce  Commission  and  the  various  other 
Federal  regulatory  commissions  to  de¬ 
cide  what  is  fair  and  to  pass  it  through, 
to  use  the  expression,  or  to  permit  it  to 
be  used  for  investment?  Those  two 
questions  occurred  to  me  as  I  listened  to 
the  Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  As  the  bill 
stands  before  the  Senate  at  this  moment, 
it  does  not,  quite  correctly,  in  my  judg¬ 
ment,  attempt  to  tell  a  State  regulatory 
agency  how  that  agency  shall  conduct  its 
business.  That  agency  is  privileged  to 
require  the  carriers  to  set  up  its  books 
as  the  Commission  directs  it  to.  It  is 
privileged  to  regulate  the  utilities’  profits, 
and  to  include  anything  else  the  Com¬ 
mission  desires  to  have  included,  and  to 
leave  out  anything  the  Commission 
wants  left  out.  As  a  strong  believer  in 
States  rights,  I  believe  that  is  the  way 
State  regulatory  agencies  should  act. 
State  commissions  will  vary  on  that 
point. 

So  far  as  Federal  commissions  are  con¬ 
cerned,  they  are  created  by  Congress  and 
are  regarded  as  an  arm  of  Congress.  We 
establish  them  and  say  how  they  are  to 
do  business.  We  prescribe  the  general 
standards  that  are  to  be  used  in  deter¬ 
mining  what  a  fair  return  is. 

When  we  vote  a  tax  cut,  a  big  question 
is  raised.  So  far  as  ordinary  competitive 
industry  is  concerned,  industry  that  is 
not  subject  to  regulation,  it  is  very  clear 

that  we  intended  it  to  get  the  benefit  of 
the  tax  cut  which  is  an  investment  credit. 

But  Congress  also  voted  a  similar  tax 
cut  for  regulated  industries.  Are  we  to 
leave  the  Commissions  in  doubt  as  to 
whether  that  credit  should  be  recouped 
from  the  carrier  or  the  utility?  Should 
we  not  have  the  responsibility  of  in¬ 
structing  them  and  saying,  “Yes;  we  in¬ 
tended  that  they  should  have  this  tax 
cut  as  an  incentive  to  modernize  and 
expand”? 

Mr.  SALTONSTALL.  In  other  words, 
the  Senator  from  Louisiana  is  saying 
that  the  Federal  Power  Commission, 
with  respect  to  pipelines,  the  Interstate 
Commerce  Commission,  with  respect  to 
railroads,  and  the  CAB,  with  respect  to 
airlines,  should  not  have  any  discretion 
with  relation  to  the  tax  investment 
credit? 

Mr.  LONG  of  Louisiana.  It  seems  to 
me  we  should  tell  them,  one  way  or  the 
other.  We  should  say,  “This  is  a  tax  cut 
that  we  will  provide  you.  We  will  give 
you  an  investment  credit  if  you  will  mod¬ 
ernize  your  service.” 

It  seems  to  me  we  should  say,  “Here  is 
an  investment  credit.  We  propose  that 
you  should  keep  it  because  it  will  be 
profitable  for  you  to  modernize  your 
business  and  reduce  your  rates.” 


Incidentally,  a  friend  has  just  handed 
me  a  picture  of  a  Southern  Pacific  mam¬ 
moth  freight  car  which  has  just  been  put 
in  operation.  That  enormous  freight 
car  is  being  placed  in  service  by  the 
Southern  Pacific  Railroad,  and  the  re¬ 
sult  will  be  to  reduce  costs  and  modern¬ 
ize  the  service  and  provide  better  and 
more  efficient  transportation  service. 
That  company  is  one  of  those  which  will 
get  the  tax  credit. 

The  question  is  whether  "we  want  all 
these  utilities  to  be  treated  alike.  Secre¬ 
tary  Dillon  said — according  to  his 
lights — that  he  wants  that  to  be  done; 
and  I  say  so,  too.  All  who  compete 
should  be  treated  alike;  and  we  think 
that  those  who  later  on  will  compete 
should  receive  the  same  treatment. 

So,  Mr.  President,  this  is  what  the 
House  thinks,  and  this  is  what  the  ad¬ 
ministration  seems  to  think. 

I  have  before  me  a  memorandum  which 
gives  the  position  of  the  administration. 
The  Treasury  says  it  thinks  this  is  con¬ 
sistent  with  the  tax  policy  of  the  invest¬ 
ment  credit  because  these  are  compet¬ 
ing  carriers,  and  that  if  we  are  to  do  this 
for  one  of  them,  we  should  do  it  for  all. 
However,  the  Treasury  deferred  to  the 
regulatory  Commissions  on  the  overall 
policy. 

As  to  the  regulated  carriers,  the  Treas¬ 
ury  says  we  should  consult  the  regula¬ 
tory  Commissions.  But  among  some  of 
the  Commissions  there  is  great  uncer¬ 
tainty.  The  Interstate  Commerce  Com¬ 
mission  says  none  of  the  carriers  should 
be  allowed  to  keep  the  tax  credit. 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  TOWER.  Were  the  regulatory 
agencies  originally  given  the  power  to 
compel  the  transportation  companies  to 
flow  through  the  credit,  in  the  first  place? 
Was  that  authority  conferred  on  them 
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by  the  original  bill?  I  understand  it 
was  not. 

Mr.  ANDERSON.  Just  the  reverse 
was  the  case. 

Mr.  LONG  of  Louisiana.  The  Senator 
says  just  the  reverse  was  the  case;  and 
he  was  one  of  the  conferees.  He  says 
just  the  opposite  intention  was  expressed. 

Mr.  TOWER.  But  we  are  informed 
that  that  power  is  not  conferred  by  this 
measure. 

Mr.  LONG  of  Louisiana.  The  Senator 
is  referring  to  the  statement  made  by 
the  House,  in  connection  with  its  con¬ 
sideration  of  the  bill,  before  the  House 
version  of  the  bill  was  referred  to  the 
Senate  committee. 
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Mr.  TOWER.  But  the  bill  contained 
no  such  provision;  therefore,  we  would 
not  now  be  removing  from  the  regulatory 
agencies  a  power  Congress  previously 
gave  them. 

Furthermore,  is  not  a  regulatory 
agency  possessed  of  quasi-executive  and 
quasi -judicial  powers  given  it  by  Con¬ 
gress;  and  is  it  not  a  creature  of  Con¬ 
gress;  and  should  not  its  policy  be  de¬ 
termined  by  Congress,  or  else  Congress 
would  have  unlawfully  delegated  away 
that  mueh  congressional  authority? 

Mr.  LONG  of  Louisiana.  That  is  cor¬ 
rect. 

Mr.  SIMPSON.  Mr.  President,  let  me 
ask  whether  the  Senator  agrees  that  this 
is  a  case  in  which  Congress  should  reach 
its  decision,  after  careful  deliberation,  as 
opposed  to  a  decision  by  the  regulatory 
agencies  as  to  what  should  be  done? 

Mr.  LONG  of  Louisiana.  I  agree.  But 
I  submit  that  if  the  bill  as  it  now  stands 
is  not  enacted  and  if  the  existing  situa¬ 
tion  is  allowed  to  continue,  the  confusion 
will  continue,  for  I  am  told  that  even  the 
members  of  the  Federal  Power  Commis¬ 
sion  cannot  agree  on  this  point,  and  that 
a  majority  of  the  Commission  takes  the 
position  that  a  passthrough  should  be 
required,  but  that  a  substantial  minority 
takes  the  opposite  view;  and  I  under¬ 
stand  that  the  Interstate  Commerce 
Commission  takes  a  different  view,  and 
that  all  of  its  members  are  arguing  about 
what  Congress  intended.  In  that  case, 
Congress  should  state  what  it  intended 
and  what  it  means. 

Mr.  TOWER.  In  the  FCC,  the  vote 
was  4  to  3;  and  in  the  Federal  Power 
Commission,  the  vote  was  3  to  2. 

Mr.  LONG  of  Louisiana.  Yes.  Imag¬ 
ine  that,  Mr.  President — such  a  deter¬ 
mination  by  a  3-to-2  vote.  The  Federal 
Power  Commission  decided,  by  that  close 
vote,  that  it  believed  Congress  required 
it  to  make  the  passthrough;  the  others 
say  just  the  opposite.  If  the  present 
situation  is  allowed  to  continue,  the 
argument  will  continue  for  years  and 
years,  and  the  members  of  the  commis¬ 
sions  will  still  be  confronted  with  the 
question,  “What  did  Congress  want  us 
to  do?”  That  is  why  I  challenged  the 
position  taken  by  the  Senator  from  Wis¬ 
consin  and  by  other  Senators  who  sup¬ 
port  his  point  of  view.  I  say  to  them 
that  if  they  do  not  agree  with  me  and  if 
they  think  the  passthroughs  should  be 
required,  why  not  have  Congress  tell  the 
commissions  what  Congress  wants  done. 
But  those  Senators  do  not  want  that  to 
be  done;  they  want  to  do  what  President 
Johnson  has  said  should  not  be  done. 
But  he  has  said  that  about  the  worst 
thing  Congress  could  do  in  this  situation 
would  be  to  refrain  from  telling  the 


businessmen  what  Congress  believes 
should  be  done. 

I  challenge  Senators  who  disagree  with 
me  in  regard  to  the  proper  point  of  view 
for  Senators  to  take:  If  they  do  not 
agree  with  my  view  of  this  matter,  let 
them  offer  an  amendment  to  require  the 
passthrough  to  be  made. 

Mr.  SALTONSTALL.  Mr.  President, 
will  the  Senator  from  Louisiana  yield  to 
me? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  SALTONSTALL.  Is  it  not  true 
that  the  3-percent  pass-through  would 
be  regulated  by  the  State  regulatory 
commissions?  I  point  out  that,  as  the 
Senator  from  Louisiana  has  said,  no 
doubt  different  regulations  would  be  es¬ 
tablished  in  different  States.  Is  it  not 
true  that  the  utilities  subject  to  the  7- 
percent  tax  credit  would  not  pass  it 
through?  In  that  event,  should  not  a 
separation  be  made? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  believe  I  understand  the  point 
the  Senator  from  Massachusetts  is  mak¬ 
ing,  although  I  believe  he  slightly  mis¬ 
understands  the  situation. 

Subsection  (e)  (1)  directs  what  proce¬ 
dure  shall  be  followed  in  the  case  of  the 
regulated  interstate  carriers,  so  far  as 
they  are  being  regulated  by  the  Federal 
Power  Commission.  It  would  direct  the 
Federal  Power  Commission  as  to  how  it 
shall  exercise  its  activities  in  regulating 
the  interstate  transmission.  When  pow¬ 
er  is  transmitted  across  a  State  line,  the 
interstate  transmission  is  regulated  by 
the  Federal  Power  Commission;  but  the 
transportation  within  a  State  is  subject 
to  regulation  by  the  agency  having  ju¬ 
risdiction  of  the  local  service  area — for 
example,  let  us  say,  the  Massachusetts 
Public  Service  Commission.  So  the 
Federal  Power  Commission  is  instructed 
as  to  how  it  should  exercise  its  respon¬ 
sibilities  over  the  interstate  transmis¬ 
sion  lir^es;  and  it  would  be  entirely  up  to 
the  local  agency  to  determine  how  it 
would  regulate  the  carriers  and  distribu¬ 
tors  in  the  intrastate  service — the  por¬ 
tion  it  regulates. 

Let  us  consider  the  situation  in  the 
case  of  a  natural  gas  pipeline:  The  Fed¬ 
eral  Power  Commission  would  determine 
how  it  would  exercise  its  responsibility  in 
connection  with  the  transmission  of  the 
gas  from  Texas  to  Washington,  let  us 
say,  or  from  Washington  to  Virginia. 
The  Virginia  Public  Service  Commission 
would  have  its  own  procedures,  and  it 
would  have  authority  to  require  that  they 
be  followed  in  connection  with  the  intra¬ 
state  transportation  of  the  gas — within 
the  State  of  Virginia.  The  Virginia 
Commission  could  either  follow  the  Fed¬ 
eral  Commission  practice  or  it  could 
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require  an  entirely  different  practice, 
both  in  connection  with  accounting  and 
profitmaking,  for  the  distribution  sys¬ 
tems  for  the  purely  intrastate  functions 
which  are  regulated  by  the  State  public 
service  commissions. 

Mr.  SALTONSTALL.  I  understand 
that  the  basis  of  the  argument  the  Sena¬ 
tor  from  Louisiana  is  making  really  is 
that  unless  Congress  adopts  the  position 
which  has  been  taken  by  the  Finance 
Committee,  the  existing  law  will  remain 
in  its  presently  completely  uncertain 
position,  as  has  been  the  case  for  a  con¬ 
siderable  length  of  time. 

Mr.  LONG  of  Louisiana.  Yes;  and  it 
is  now  completely  uncertain. 

Some  argue  that  Congress  should  let 
the  commissions  decide.  However,  it  is 
clear  that  the  commissions  cannot 
agree;  so  even  if  Congress  were  to  de¬ 
cide  to  let  the  commissions  decide,  it  is 
clear  that  the  commissions  would  be  un¬ 
able  to  decide,  and  eventually  would  take 
the  matter  to  court;  and  in  the  court 
case,  the  principal  basis  of  the  argument 
would  be,  “What  did  Congress  mean,  in 
the  first  place?”  Then,  2  or  3  years  later 
the  case  would  come  up  in  the  Supreme 
Court  of  the  United  States,  and  no  doubt 
finally  some  relief  would  be  provided. 
But  throughout  that  long,  tedious  proc¬ 
ess,  the  uncertainty  and  the  debate 
would  continue. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MILLER.  I  think  this  is  the  point 
the  Senator  from  Wisconsin  was  trying 
to  make  earlier  today.  It  seems  to  me 
we  could  very  properly  divide  the  amend¬ 
ment  of  the  Senator  from  Wisconsin,  or 
perhaps  we  could  modify  it,  so  as  to  have 
it  do  one  or  another  of  several  things. 
Perhaps  we  could  have  it  provide 
whether  subsection  (e)  (1)  would  remain 
in  the  bill  by  itself  or  whether  both  sub¬ 
section  (e)  (1)  and  subsection  (e)  (2) 
would  remain  in  the  bill. 

Of  course,  if  Congress  voted  to  have 
subsection  (e)  (1)  remain  in  the  bill  and 
to  have  subsection  (e)  (2)  go  out  of  the 
bill,  then  what  the  Senator  Trom  Louisi¬ 
ana  has  been  saying  about  the  un¬ 
certainty  and  the  problems  of  the  vari¬ 
ous  regulatory  agencies  would  continue 
to  be  the  case.  On  the  other  hand,  it 
seems  that  we  are  getting  ourselves  into 
an  inconsistency  here  by  the  way  the 
committee  bill  is  presented.  There  is  a 
difference  in  treatment  under  (e)  (1) 
and  (e)(2).  Under  (e)(1),  we  say  in 
the  case  of  electrical  energy,  water 
sewage  disposal  services,  gas  through 
local  distribution  systems,  telephone  and 
telegraphic  services,  that  we  are  not  go¬ 
ing  to  have  a  passthrough  more  than  a 
proportionate  part  over  the  life  of  the 


property  unless  we  want  to,  regardless  of 
what  the  regulatory  agencies  have  to  say 
about  it.  But  with  respect  to  other  types 
of  pipeline  companies,  we  are  saying, 
“You  do  not  have  to  pass  through  at  all.” 
Why  the  difference?  Perhaps  there 
should  not  be  a  difference,  but  perhaps 
the  Senate  should  be  permitted  to  vote 
on  whether  they  will  be  treated  the  same 
or  not. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Iowa  may  not  agree,  but  the  House 
Ways  and  Means  Committee  drafted  this 
language.  As  far  as  I  can  determine, 
the  electric  utility  companies  and  the 
telephone  companies  are  completely 
satisfied  that  this  is  a  fair  distinction 
between  the  two.  Various  companies 
have  a  locked-in  monopoly,  and  they  are 
not  under  the  competitive  pressure  that 
exists  in  the  transportation  industry,  so 
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that  the  transportation  industry  has  a 
better  claim  on  retaining  its  tax  credit 
because  of  the  competitive  nature  of 
those  industries. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  further? 

The  PRESIDING  OFFICER  (Mr.  Mc¬ 
Govern  in  the  chair) .  Does  the  Senator 
from  Louisiana  yield  to  the  Senator  from 
Iowa? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MILLER.  This  is  exactly  the 
reason  why  Congress  said,  “You  are  only 
going  to  have  a  3 -percent  investment  tax 
credit  instead  of  7  percent.”  Now  we 
come  along  and  say,  “We  gave  you  too 
much  with  the  3  percent.  You  must  cut 
that  down  and  pass  it  through  to  your 
customers.” 

First  we  go  up  the  hill  and  now  we  go 
down. 

Mr.  LONG  of  Louisiana.  That  is  how 
we  got  into  the  hiatus  to  begin  with. 
Someone  representing  the  electric  utility 
says,  “As  far  as  we  are  concerned,  we 
propose  to  pass  this  through  anyhow,” 
and  that  is  Mr.  Cook  they  are  talking 
about.  He  proposes  to  pass  this  on  now. 
That  is  just  dandy  with  us.  That  is  what 
we  try  to  do.  Someone  says,  “Mr.  Cook 
is  speaking  for  a  monopoly  that  has  a 
locked-in  advantage,  which  has  the 
public  as  its  complete  captive.  It  is  fair 
and  proper  that  we  should  reduce  rates 
and  pass  them  on  through  over  the  life 
of  the  asset,  or  even  sooner.” 

Then  those  who  are  in  a  competitive 
situation  come  forward.  Some  of  the 
railroads  do  not  know  what  it  is  to  be  out 
of  bankruptcy  because  of  competition. 
Perhaps  one  day  the  pipelines  will  be 
knocked  out  of  business  by  the  super¬ 
tankers.  Perhaps  someone  will  come 
along  and  pass  atomic  energy  through 
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an  electric  wire  in  a  most  efficient  way, 
which  will  put  them  both  out  of  business. 
These  people  are  in  a  competitive  indus¬ 
try.  Both  carriers  and  manufacturers  of 
competing  commodities  make  the  point 
that  competition  is  good  for  the  public, 
and  that  we  will  get  better  rate  reduc¬ 
tions  by  competition  and  by  encouraging 
competition  than  we  will  by  the  dead 
grasp  of  regulation  seeking  to  freeze 
every  last  nickel  out  of  the  transporta¬ 
tion  industry.  So  capital  and  the  best 
management  finds  its  way  into  other  in¬ 
dustries  rather  than  into  their  industry, 
so  that  their  industry  tends  to  become 
backward  and  does  not  keep  up  with  the 
times,  while  other  industries  of  a  com¬ 
petitive  nature  surge  ahead. 

Mr.  MILLER.  If  that  is  so — and  I  be¬ 
lieve  what  the  Senator  from  Louisiana 
has  just  enunciated  is  sound  economic 
philosophy — why  do  we  not  provide  in 
the  bill  for  any  pass  through  with  re¬ 
spect  to  subsection  (e)  (1)  ?  Why  do  we 
not  say  the  same  as  we  do  with  (e)  (2) 
regarding  competition  to  take  care  of  it? 

Mr.  LONG  of  Louisiana.  If  the  Sena¬ 
tor  from  Iowa  wishes  to  strike  that  sec¬ 
tion,  (e)  (1) ,  so  far  as  I  know - 

Mr.  MILLER.  The  Senator  would  not 
suggest  striking  section  (e)(1),  but  I 
would  suggest - 

Mr.  LONG  of  Louisiana.  I  do  not  wish 
to  do  that  either. 

Mr.  MILLER.  I  would  suggest  mak¬ 
ing  (e)(1)  read  the  same  as  (e)(2),  if 
we  wish  to  be  consistent. 

Mr.  LONG  of  Louisiana.  My  best  un¬ 
derstanding  of  it  is - 

Mr.  MILLER.  This  will  tie  in  with  the 
statement  of  the  Senator  from  Louisiana 
about  the  flow-through  coming  about 
through  competition. 

Mr.  LONG  of  Louisiana.  My  under¬ 
standing  is  that,  as  far  as  the  telephone 
company  and  the  electric  utilities  are 
concerned,  they  expect  a  flowthrough, 
and  they  want  the  flowthrough.  I  be¬ 
lieve  it  would  be  a  disservice  to  strike 
section  (e)(1).  They  would  not  like 
that.  If  the  Senator  from  Iowa  thinks 
they  are  doing  us  a  favor,  they  would 
not  regard  that  as  a  favor  at  all. 

I  believe  one  thing  they  are  trying  to 
do  is  to  get  prices  down  so  that  they  can 
compete  more  effectively  in  the  field  of 
household  heating,  so  that  to  a  consid¬ 
erable  degree  they  are  trying  to  make 
competition  more  vigorous  against  the 
pipelines  and  the  users  of  residual  fuel 
oil  and  coal,  which  of  course  will  eventu¬ 
ally  cause  the  other  industry  to  find  ways 
to  bring  its  costs  down  below  the  cost  of 
the  electrical  household  heat,  if  they 
can  get  the  cost  down  below  the  cost  of 
residual  fuel  oil. 


Mr.  TOWER.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  TOWER.  Is  not  the  whole  pur¬ 
pose  of  this  legislation  to  stimulate  eco¬ 
nomic  growth?  Is  that  not  the  original 
concept  behind  it?  Is  that  not  why  it 
is  being  offered  as  it  is  with  a  substan¬ 
tial  reduction  in  tax  liability?  Does  it 
not  embody  the  philosophy  of  economic 
growth,  the  trickle-down  theory  and  the 
trickle-up  theory?  Is  it  not  the  intent 
to  produce  balanced  legislation  so  that 
the  incentive  will  go  both  to  consumer 
and  to  business?  Is  not  section  203(e) 
an  incentive  to  business;  and  should  it 
not,  therefore,  remain  in  the  bill? 

Mr.  LONG  of  Louisiana.  The  Senator 
is  correct.  Some  sections  of  the  bill, 
such  as  the  minimum  standard  deduc¬ 
tion,  are  intended  primarily  to  put  more 
spending  power  into  the  pockets  of  the 
consumer,  to  benefit  people  in  the  lower 
income  brackets.  There  are  certain  sec¬ 
tions  which  are  designed  to  put  more 
money  into  the  pockets  of  the  consumer. 
That  is  where  most  of  the  tax  impact 
goes  in  the  bill.  But  certain  other  sec¬ 
tions  are  designed  to  encourage  more 
investment,  modernization,  and  expan¬ 
sion.  This  section  is  based  on  the  theory 
that  we  will  give  a  person  a  tax  cut  if 
he  will  do  something  that  we  wish  him 
to  do.  What  we  wish  him  to  do  is  to 
modernize,  to  improve  his  service,  to 
build  new  plants  and  new  equipment;  and 
if  he  will  do  something  in  the  public 
interest  we  will  give  him  a  better  tax 
break  than  he  would  otherwise  receive. 
This  is  where  we  do  something  for  some¬ 
one  provided  he  does  something  which 
is  believed  to  be  in  the  national  interest. 

Section  203(a)  would  repeal  the  Long 
amendment  of  2  years  ago.  That  was  my 
amendment.  That  was  an  amendment 
to  depreciate  the  7  points  of  investment 
credit  which  had  been  allowed  under  the 
law.  Section  203(a)  would  repeal  the 
Long  amendment  that  would  permit  de¬ 
preciation  which  from  one  point  of  view 
was  something  never  really  paid  for,  that 
is,  to  make  investment  credit  even  more 
attractive  than  it  is  now.  I  believe  it 
will  be  a  big  incentive  to  business  to  go 
even  further  toward  providing  more 
modernization  and  better  services. 

Section  203(e)  also  applies  to  the 
transportation  industry.  In  this  sub¬ 
section  in  paragraph  (1)  there  is  spelled 
out  the  passthrough  with  regard  to  cer¬ 
tain  industries — the  electrical  industry, 
and  the  telephone  industry.  They  are 
completely  satisfied  that  they  have  a 
locked-in  monopoly;  that  they  do  not 
have  to  worry  about  a  competitor  put¬ 
ting  them  out  of  business;  and  that 
these  are,  therefore,  adequate  incentives, 
as  far  as  they  are  concerned. 
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Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  Mr.  President,  we  have 
heard  a  great  deal  of  debate  about  the 
legislative  intent  of  the  Congress  in  1962. 
It  is  beyond  the  power  of  the  present 
Congress  to  determine  or  to  alter  the 
legislative  intent  of  the  1962  period. 
The  legislative  intent  of  1962  has  been 
interpreted  by  quasi-judicial  bodies. 

The  question  before  the  Senate  is  not 
what  the  legislative  intent  was  in  1962. 
It  is  not  what  the  intent  of  the  late  be¬ 
loved  Senator  Kerr  was. 

The  question  before  the  Senate  is 
whether  it  will  approve  a  certain  provi¬ 
sion  in  the  bill  or  whether  it  will  strike 
from  the  bill,  as  proposed  by  the  pend¬ 
ing  amendment,  the  provision  which 
would  prohibit  a  regulatory  agency  from 
taking  into  consideration  the  benefit  of 
the  investment  credit  in  determining 
what  it  is  charged  by  law  to  determine, 
that  is,  fair  and  reasonable  rates  for  con¬ 
sumers  to  pay. 

Even  without  the  provision  in  the 
pending  bill,  not  all  of  the  benefit  of  the 
investment  credit  is  passed  through. 
Only  in  the  cases  of  utilities  whose  earn¬ 
ings  have  reached  the  upper  limits  of 
what  is  determined  to  be  a  fair  and  rea¬ 
sonable  return  on  investment  is  the  pass¬ 
through  effective.  In  the  case  of  the 
utility  which  receives  an  investment 
credit  on  its  taxes,  thereby  reducing  its 
tax  payment,  but  which  nevertheless 
does  not  in  its  operation  show  a  reason¬ 
able  return  upon  investment,  under  the 
existing  situation  the  pass  through  is  not 
required,  and  is  not  effective. 

Why?  Because  the  overweening  di¬ 
rection  of  the  law  to  the  regulatory 
agencies  is  to  protect  the  public  interest 
and  to  fix  rates  which  are,  first,  fair  and 
reasonable  to  consumers  and,  second, 
which  will  provide  a  reasonable  return 
on  investment  for  the  utilities  concerned. 

We  have  heard  a  considerable  amount 
of  extraneous  debate.  Lest  this  be  in¬ 
terpreted  only  as  the  opinion  of  the  senior 
Senator  from  Tennessee,  I  should  like  to 
refer  to  a  decision. 

Before  doing  so,  I  hope  Senators  will 
permit  the  observation  that  the  debate 
today  and  for  the  last  few  days  demon- 
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strates  the  great  difficulty  which  one 
faces  in  serving  in  this  body,  and  par¬ 
ticularly  for  a  member  of  the  Senate 
Finance  Committee.  He  must  be  a 
lawyer,  a  scientist,  an  accountant,  an 
engineer,  a  tax  specialist,  and  an  expert 
in  many  respects.  Unfortunately,  not 
many  are  possessed  of  such  talents.  I 
sometimes  think  least  of  all  the  senior 


Senator  from  Tennessee.  Our  limita¬ 
tions  therefore  dictate  the  burning  of 
the  midnight  oil. 

That  aside,  I  should  like  to  refer  to  a 
decision  of  the  Federal  Communications 
Commission  dated  July  31,  1963.  I  read 
from  page  4  of  the  copy  of  the  decision 
which  I  have: 

Point  7.  The  comments  have  dwelt  at 
some  length  on  the  so-called  legislative  in¬ 
tent  behind  the  investment  tax  credit  and 
many  of  them  have  implied  that  the  Com¬ 
mission  is  precluded  by  such  legislative  in¬ 
tent  from  judging  the  appropriate  account¬ 
ing  on  the  merits  in  accordance  with  sound 
public  utility  regulatory  principles.  We  do 
not  agree  with  this  implication.  It  appears 
to  us  on  the  contrary  that  Congress  fully 
intended  that  the  tax  legislation  here  in¬ 
volved  should  fit  into  the  normal  regulatory 
scheme. 

I  now  turn  to  point  10. 

The  question  may  well  be  asked  as  to  how 
Congress  intended  the  tax  credit  to  be  an 
investment  incentive  to  utilities  if  the  en¬ 
tire  amount  is  to  be  passed  along  to  con¬ 
sumers  in  the  form  of  lower  rates. 

I  digress  from  the  quotation  to  say  that 
that  bears  directly  upon  the  point  which 
has  been  raised  repeatedly  in  debate  to¬ 
day.  Why  would  Congress  give  the  bene¬ 
fit  with  one  hand  and  take  it  away  with 
the  other?  I  have  tried  to  say  that  the 
question  is  not  that  simple.  I  now  re¬ 
turn  to  reading  from  the  decision: 

The  answer,  of  course,  is  that  in  most  cases 
it  will  not  all  be  passed  on,  even  under  the 
“flow  through”  principle.  Only  in  the  case 
of  the  utility  which  has  already  reached  the 
upper  limits  of  a  reasonable  rate  of  return 
is  such  a  result  possible,  and  even  then  rates 
cannot  be  reduced  to  give  immediate  effect 
to  the  reduction  in  taxes.  In  the  case  of 
marginal  utilities,  such  as  some  railroads, 
for  example,  it  may  well  be  that  none  of  the 
amount  will  be  passed  on  to  the  consumer. 

It  is  this  factor,  present  to  some  degree 
in  the  case  of  most  utilities,  of  providing 
the  means  of  increasing  earnings  and  making 
it  easier  to  obtain  capital,  both  directly 
through  retained  earnings  and  indirectly 
throrigh  rendering  its  securities  more  attrac¬ 
tive  to  investors,  that  constitutes  the  real 
incentive.  It  is  worthy  of  note  in  this  con¬ 
nection  that  the  comptroller  of  A.T.  &  T.  one 
of  the  petitioners  in  this  proceeding,  testi¬ 
fied  in  opposition  to  any  tax  credit  of  this 
nature  for  utilities  on  the  ground,  inter  alia, 
that  it  was  not  necessary  to  encourage  the 
Bell  System  to  construct  additional  plant. 

I  digress  to  recall  that  I  was  present 
the  day  the  official  of  the  A.T.  &  T.  testi¬ 
fied.  He  opposed  investment  credit  for 
regulated  utilities,  and  very  eloquently 
made  the  point  that  a  regulated  utility 
is  not  only  regulated  as  to  rates,  but  is 
beneficially  regulated,  too,  and  protected 
from  competition,  thus  being  given  a 
monopoly  supplier  position. 
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The  overall  requirement  was  that  the 
utility  was  to  serve  adequately  the  serv¬ 
ice  area  for  which  it  had  a  franchise,  and 
with  respect  to  which  the  laws  and  or¬ 
ders  of  regulatory  commissions  of  both 

the  Federal  Government  and  the  States 
protect  the  position  of  the  monopoly  sup¬ 
plier.  Therefore,  he  opposed  it. 

Earlier  today  reference  was  made  to 
the  opposition  of  Mr.  Donald  Cook, 
president  of  a  large  electric  utility,  op¬ 
posing  the  provision  in  the  bill. 

So  it  is  not  a  simple  question  of 
whether  Congress  is  going  to  force  the 
passthrough  or  prevent  the  pass¬ 
through. 

The  question  is  whether  we  will  permit 
the  regulatory  agencies  the  freedom  and 
the  latitude  to  take  into  consideration, 
in  the  individual  cases  that  come  before 
them,  the  true  financial  position  of  the 
utility  in  arriving  at  what  is  a  fair  and 
reasonable  rate  of  return  on  investment 
and  what  are  fair  and  reasonable  rates 
for  consumers  to  pay. 

I  should  like  to  read  again  from  the 
decision : 

It  is  our  view  that  the  investment  tax 
credit  represents  a  reduction  of  income  taxes 
and  should  be  so  recorded  in  the  accounts. 
The  Revenue  Act  of  1962  specifically  provides 
that  the  Federal  income  tax  liability  shall  be 
reduced  by  the  amount  of  the  investment 
tax  credit.  The  amount  of  the  tax  due  the 
Government  is  determined  after  deductions 
of  the  credit. 

Lest  I  take  too  much  time,  I  hurry 
now  to  read  the  conclusion  in  the 
decision: 

We  conclude  that  the  proper  accounting, 
with  respect  to  the  investment  tax  credit 
arising  from  both  owned  and  leased  prop¬ 
erty,  is  to  account  for  it  as  a  reduction  in 
income  taxes  and  let  such  reduction  flow 
through  to  operating  income. 

I  digress.  It  is  this  operating  income 
that  is  the  key  factor  in  determining 
what  is  a  reasonable  rate  of  return 
upon  investment;  and  it  is  the  adequacy 
of  a  reasonable  return  upon  investment 
that  determines  whether  or  not  the 
rates  charged  to  customers  are  fair  and 
reasonable. 

This  is  the  simple  issue.  I  should  not 
say  simple;  but  it  is  the  issue  before 
the  Senate  stated  as  simply  as  I  can 
state  it. 

I  read  further  from  the  conclusion: 

As  stated  in  the  notice  of  proposed 
rulemaking  in  this  proceeding,  we  have  in¬ 
terpreted  all  of  our  uniform  systems  of  ac¬ 
counts  as  presently  requiring  flow-through 
accounting.  Consequently,  no  amendments 
to  our  systems  of  accounts  will  be  ordered 
herein. 

Mr.  President,  the  very  able,  the  very 
engaging,  lovable  junior  Senator  from 
Louisiana  [Mr.  Long],  has  made  an  able 


argument.  For  him  I  have  deep  affec¬ 
tion  and  great  respect.  He  recalled  the 
fight  in  which  he  and  I  engaged  with 
respect  to  the  Communications  Satel¬ 
lite  Corp.  I  shall  not  refer  to  it  at 
length.  I  point  out  that  one  of  the  key 
points  in  the  debate  on  that  bill  was 
that  the  Government  reserved  to  itself 
the  right  to  establish  its  own  satellite 
communications  system  for  the  use  of  the 
armed  services.  But  now  we  see  the 
hand  of  Esau.  The  Government,  is  tak¬ 
ing  the  position  that  it  will  not  do  so, 
but  will  use,  instead,  the  facilities  of  the 
satellite  corporation.  Please*  pardon 
the  reference.  Lest  I  get  into  flight  on 
that  subject,  I  shall  say  no  more  about 
it.  I  shall  return  to  the  junior  Senator 

from  Louisiana.  I  can  speak  more 
pleasantly,  if  not  more  eloquently,  about 
him. 

He  read  a  portion  of  a  letter  from  the 
Chairman  of  the  Interstate  Commerce 
Commission  which  bore  the  date  of  Sep¬ 
tember  26,  1963. 

I  did  not  have  an  opportunity  to  read 
the  full  letter,  but  I  have  a  letter  dated 
January  13,  1964,  in  response  to  a  letter 
which  I  directed  to  the  Director,  Bureau 
of  Accounts  of  the  ICC  on  January  10, 
1964,  which  I  think  bears  more  speci¬ 
fically  upon  the  question  at  issue.  This 
letter  to  me,  bearing  the  date  of  January 
13,  in  reply  to  my  letter  of  January 
10,  bears  the  signature  of  Mr.  Paolo,  Di¬ 
rector  of  the  Bureau  of  Accounts. 

I  ask  unanimous  consent  that  the  full 
letter  be  placed  in  the  Record  at  this 
point. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

January  13,  1964. 

Hon.  Albert  Gore, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Gore:  This  refers  to  your 
letter  dated  January  10,  1964,  and  the  mem¬ 
orandum  attached  thereto,  requesting  a  very 
brief  memorandum  concerning  guideline  and 
liberalized  depreciation,  investment  tax 
credit,  and  related  annual  income  tax  reduc¬ 
tions  realized  by  carriers  regulated  by  this 
Commission;  and  including,  also,  tax  reduc¬ 
tions  realized  in  filing  consolidated  returns. 

The  information  referred  to  in  the  memo¬ 
randum  attached  to  your  letter  cannot  be 
assembled  from  the  financial  reports  of  the 
several  thousand  regulated  carriers  in  time 
to  send  the  information  to  you  today,  as  you 
request.  We  are  therefore  sending  you  here¬ 
in  the  available  information  concerning  the 
annual  amount  of  tax  reductions  realized  by 
railroads,  together  with  an  explanation  of 
the  accounting  and  rate-making  treatment 
of  depreciation  and  income  taxes  in  this 
agency.  This  is  in  line  with  the  suggestion 
in  the  note  in  your  memorandum.  The  ac¬ 
counting  and  rate-making  treatment  is  uni¬ 
form  for  railroads,  motor  carriers  and  car- 


3174 


riers  in  the  other  modes  of  transportation 
regulated  by  this  agency. 

Annual  reports  for  the  year  1962  filed  with 
us  by  railroads  indicate  that  tax  reductions 
resulting  from  guideline  and  liberalized  de¬ 
preciation,  combined,  amounted  to  about 
$164  million;  and  tax  reductions  resulting 
from  the  investment  tax  credit  amounted  to 
about  $27  million.  Annual  reports  for  the 
year  1963  are  due  to  be  filed  by  March  31, 
1964. 

We  do  not  have  assembled  at  this  time 
sufficient  information  to  enable  us  to  furnish 
you  with  a  reliable  estimate  of  tax  reductions 
realized  by  motor  carriers  and  carriers  in 
the  other  modes  of  regulated  transportation, 
but,  of  course,  the  sum  is  substantial. 

The  following  is  a  brief  description  of  the 
accounting  and  ratemaking  treatment  of 
the  tax  reductions : 

For  accounting  and  financial  reporting 
purposes,  we  require  regulated  carriers  to  use 
the  so-called  flow  through  method  of  treat¬ 
ing  the  tax  reductions,  including  the  full 
amount  realized  from  the  investment  tax 
credit.  This  means  that  the  reductions  are 
applied  to  reduce  the  tax  expense  thereby 
increasing  net  income  shown  in  financial 
statements.  This  Commission  decided  that 
financial  statements  should  show  the  actual 
income  tax  payments  for  each  year  based  on 
the  taxable  income  reported  in  tax  returns. 
This  accounting  and  financial  reporting  regu¬ 
lation,  however,  has  not  been  controlling  in 
our  ratemaking  work. 

IP.  1983 ] 

Present-day  ratemaking  in  this  agency 
consists,  not  so  much  in  broad  overall  per¬ 
centage  increases  in  rates,  but  in  case-by¬ 
case  consideration  of  applications  made  for 
changes  in  individual  rates  published  by 
carriers  for  transportation  of  commodities 
between  designated  points  of  origins  and 
destinations.  These  involve  principally  min¬ 
imum  rates.  In  determining  the  cost  to 
carriers  of  furnishing  transportation  in  these 
cases,  we  use  straight-line  method  of  de¬ 
preciation  and  generally  compute  the  tax 
expense  on  the  same  basis.  Thus,  the  tax 
reductions  realized  from  accelerated  and 
liberalized  depreciation  are  not  used  to  re¬ 
duce  transportation  rates.  This  applies  also 
to  the  tax  reduction  realized  from  the  invest¬ 
ment  tax  credit. 

Tax  savings  realized  by  filing  of  consoli¬ 
dated  returns  has  not  been  a  matter  of 
much  consequence  in  accounting  and  rate¬ 
making  in  this  agency.  For  accounting  pur¬ 
poses  we  expect  carriers  to  allocate  the  total 
payment  to  the  participating  companies  in 
an  ecuitable  manner.  For  ratemaking,  we 
determine  the  tax  expense  on  the  basis  of  the 
statutory  tax  rate  applied  to  the  income 
derived  from  transportation  service.  Under 
this  procedure  tax  savings  not  assignable  to 
transportation  service  are  not  used  to  reduce 
rates.  We  have  no  information  available  at 
present  on  which  to  determine  the  annual 
tax  savings  from  filing  of  consolidated  re¬ 
turns  by  regulated  carriers. 

A  separate  statement  is  attached  setting 
forth  certain  information  concerning  de¬ 
preciation  of  property  authorized  under  in¬ 
come  tax  regulations,  including  guideline 


lives,  and  depreciation  methods  prescribed  by 
this  Commission  under  our  regulations. 

Very  truly  yours, 

M.  Paolo, 

Director ,  Bureau  of  Accounts,  ICC. 
Information  Concerning  Depreciation  Au¬ 
thorized  Under  Income  Tax  Regulations 

and  Methods  Authorized  by  Interstate 

Commerce  Commission 

The  tax  regulations  specify  depreciation 
guideline  lives  for  property  much  shorter 
than  those  authorized  by  this  Commission. 
In  addition,  larger  depreciation  deductions 
are  authorized  under  fast  writeoff  tax  pro¬ 
cedures  in  the  early  years  of  the  useful  life 
than  we  authorize  under  our  uniform 
straight-line  method.  For  example,  the  tax 
regulations  specify  guideline  lives  for  rail¬ 
road  locomotives,  freight  and  passengers  cars, 
and  similar  equipment  as  14  years,  compared 
with  ICC  prescribed  service  lives,  based  on 
past  experience  of  each  individual  carrier, 
averaging  15  to  25  years  for  locomotives,  and 
25  years  for  other  equipment.  For  bridges, 
trestles,  and  culverts,  elevated  structures, 
shops  and  enginehouses,  and  similar  struc¬ 
tures,  the  guideline  life  is  30  years,  compared 
with  ICC  prescribed  lives  averaging  about  50 
to  70  years,  depending  upon  the  structural 
material.  Similar  substantially  shortened 
guideline  lives  are  specified  in  the  tax  reg¬ 
ulations  for  many  other  classes  of  property. 

Mr.  GORE.  Mr.  President,  I  should 
new  like  to  read  two  paragraphs  from  the 
letter  which  I  think  are  pertinent.  Lest 
someone  think  they  are  taken  out  of  con¬ 
text,  I  shall  leave  the  letter  on  my  desk 
for  all  Senators  to  read  until  it  goes  to  the 
Public  Printer. 

I  read : 

For  accounting  and  financial  reporting  we 
require  regulated  carriers  to  use  the  so-called 
flowthrough  method  of  treating  the  tax  re¬ 
ductions,  including  the  full  amount  realized 
from  the  investment  credit. 

Whence  does  the  argument  come,  that 
only  the  Federal  Power  Commission  is 
looking  to  the  public  interest  with  re¬ 
spect  to  the  pass-through  of  the  invest¬ 
ment  credit? 

I  continue  to  read : 

This  means  that  the  reductions  are  ap¬ 
plied  to  reduce  the  tax  expense  thereby  in¬ 
creasing  net  income  shown  in  financial  state¬ 
ments.  This  Commission  decided  that  fi¬ 
nancial  statements  should  show  the  actual 
income  tax  payments  for  each  year  based  on 
the  taxable  income  reported  in  tax  returns. 
This  accounting  and  financial  reporting 
regulation,  however,  has  not  been  controlling 
in  our  ratemaking  work. 

Present-day  ratemaking  in  this  agency 
consists,  not  so  much  in  broad  overall  per¬ 
centage  increases  in  rates,  but  in  case-by¬ 
case  consideration  of  applications  made  for 
changes  in  individual  rates  published  by 
carriers  for  transportation  of  commodities 
between  designated  points  of  origins  and 
destinations.  These  involve  principally 
minimum  rates.  In  determining  the  cost  to 
carriers  of  furnishing  transportation  in  these 
cases,  we  use  straight-line  method  of  de- 
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predation  and  generally  compute  the  tax 
expense  on  the  same  basis.  Thus,  the  tax 
reductions  realized  from  accelerated  and 
liberalized  depreciation  are  not  used  to  re¬ 
duce  transportation  rates.  This  applies  also 
to  the  tax  reduction  realized  from  the  in¬ 
vestment  tax  credit. 

I  ask  unanimous  consent  to  have 
printed  in  the  Record  at  this  point  let¬ 
ters  which  I  received  from  the  Federal 
Power  Commission,  the  Federal  Mari¬ 
time  Commission,  and  the  Civil  Aero¬ 
nautics  Board,  and  a  copy  of  my  letter 
to  these  Commissions,  and  also  to  the 
Interstate  Commerce  Commission,  of 
January  10,  1964,  requesting  certain  in¬ 
formation. 

There  being  no  objection,  the  letters 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

Federal  Power  Commission, 
Washington,  D.C.,  January  29, 196.'/. 
Hon.  Albert  Gore, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Gore  :  This  supplements  our 
response  to  your  request  of  January  10,  1964, 
for  information  concerning  the  tax  savings 
to  utilities  subject  to  our  jurisdiction. 

The  actual  1962  investment  tax  credit  re¬ 
ported  in  the  1962  annual  reports  by  62 
interstate  gas  companies,  mainly  pipelines, 
with  gross  sales  of  10,560,170,829  thousand 
cubic  feet,  amounted  to  $26,054,132. 

The  list  of  companies  and  the  amounts  of 
investment  tax  credit  reported  to  the  Com¬ 
mission  for  each  are  contained  on  the  at¬ 
tached  list. 

There  are  an  additional  19  interstate  gas 
companies,  over  which  the  Federal  Power 
Commission  has  jurisdiction,  which  filed 
1962  annual  reports  showing  no  investment 
tax  credit  taken. 

A  sampling  of  the  investment  credit  taken 
by  the  natural  gas  pipelines  for  1963  indi¬ 
cates  that  the  amount  of  the  investment 
credit  in  1963  is  substantially  the  same  as 
the  amount  taken  in  1962. 

It  should  be  kept  in  mind  that  the 
amounts  taken  in  1962  and  1963  do  not  rep¬ 
resent  the  full  amount  of  the  credit  avail¬ 
able  to  the  pipelines  because  many  of  the 
pipelines  made  large  refunds  pursuant  to 
Commission  order  during  these  years  and, 
therefore,  had  no  income  tax  against  which 
to  apply  the  investment  credit.  The  invest¬ 
ment  credit  can  be  carried  back  3  years  and 
forward  5  years  and  any  residue  can  be  de¬ 
ducted  from  Federal  income  taxes  in  the 
sixth  year.  It  should  also  be  kept  in  mind 
that  the  effect  of  the  investment  credit  on 
the  rates  consumers  pay  is  approximately 
double  the  amount  of  the  credit  taken. 

The  total  amount  of  the  investment  tax 
credit  will  undoubtedly  increase  for  1964 
and  for  a  number  of  years  beyond,  not  only 
for  the  jurisdictional  companies  listed  on  the 
attached  sheet,  but  for  the  entire  industry. 
This  is  true  because  the  investment  tax 
credit  is  geared  directly  to  plant  additions 
and  the  official  forecasts  of  the  American 
Gas  Association  show  increases  in  the  an¬ 


nual  plant  additions  of  6.1  percent  for  1963, 
5.9  percent  for  1964,  6  percent  for  1965,  and 
similar  increases,  none  Lss  than  5  percent, 
for  each  year  through  1972. 

The  Commission  approved  $812  million  of 
new  pipeline  construction  in  1963.  The  in¬ 
vestment  credit  from  this  new  construction 
is  approximately  $57  million,  which  is  a 
fair  estimate  of  the  amount  the  natural 
gas  pipelines  will  eventually  save.  The  po¬ 
tential  savings  to  consumers  is  thus  in  the 
order  of  $120  million  a  year,  as  I  testified 
before  the  Senate  Finance  Committee. 

Inquiries  have  been  received  from  Sena¬ 
tor  Paul  H.  Douglas  and  Senator  Gaylord 
Nelson  concerning  this  matter  and  similar 
replies  have  been  made. 

Sincerely  yours, 

Joseph  C.  Swidler, 

Chairman. 

Schedule  of  pipeline  companies  reporting  in¬ 
vestment  tax  credit  in  annual  report,  form 


2,  for  the  year  1962 

Algonquin  Gas  Transmission  Co_  $121,  153 

Amere  Gas  Utilities  Co _  4,  867 

American  Louisiana  Pipeline  Co_  100,  000 

Arkansas-Louisiana  Gas  Co _  590,  000 

Arkansas-Missouri  Power  Co _  34,  750 

Atlantic  Seaboard  Corp _  399,  179 

Carnegie  Natural  Gas  Co _  25,  880 

Chicago  District  Pipeline  Co _  10,  500 

Cimarron  Transmission  Co _  2, 108 

Cities  Service  Gas  Co _  525,  000 

Colorado  Interstate  Gas  Co _  250,  000 

Colorado -Wyoming  Gas  Co _  29,  700 

Columbia  Gulf  Transmission  Co_  1,  345,  679 

Cumberland  &  Allegheny  Gas  Co_  11,275 

Eastern  Shore  Natural  Gas  Co _  4,  568 

El  Paso  Natural  Gas  Co _  1,  768,  697 

Equitable  Gas  Co _  392,  261 

Florida  Gas  Transmission  Co _  20,  878 

Fort  Smith  Gas  Corp _  42,  707 

Home  Gas  Co _  8,  525 

Hope  Natural  Gas  Co _  460,  000 

Humble  Gas  Transmission  Co _  30,  000 

Interstate  Power  Co _  163,  000 

Iowa-Illinois  Gas  &  Electric  Co_  135,  000 

Iowa  Public  Service  Co _  118,  840 

Iroquois  Gas  Corp _  218,  073 

Kansas-Nebraska  Natural  Gas 

Co.,  Inc -  372,  370 

Kentucky  Gas  Transmission 

Corp -  13, 164 

Lake  Shore  Pipe  Line  Co _  12,  000 

Lone  Star  Gas  Co _  760,  806 

Manufacturers  Light  &  Heat  Co., 

The -  324,  014 

Michigan  Gas  Storage  Co _  17,  021 

Michigan-Wisconsin  Pipeline  Co_  800,  000 
Mississippi  River  Transmission 

Corp -  6,  700 

Montana-Dakota  Utilities  Co _  522,  841 

Mountain  Fuel  Supply  Co _  404,  518 

Natural  Gas  Pipe  Line  Co.  of 

America -  2,  714,  898 

New  York  State  Natural  Gas 

Corp -  300,  000 

North  Central  Gas  Co _  13,  483 

North  Penn  Gas _  16,  000 

Northern  Natural  Gas  Co _  880 !  000 

Northern  Natural  Gas  Pipe  Line 

Co -  200 

Ohio  Fuel  Gas  Co _  498,  000 
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Schedule  of  pipeline  companies  reporting  in¬ 
vestment  tax  credit  in  annual  report,  form 


2,  for  the  year  1962 — Continued 
Oklahoma  Natural  Gas  Gather¬ 
ing  Corp -  2,  192 

Orange  &  Rockland  Utilities,  Inc_  170,  824 

Pennsylvania  Gas  Co _  68,  188 

South  Georgia  Natural  Gas  Co _  14,  180 

Southern  Natural  Gas  Co _  333,  000 

Southwest  Gas  Corp _  32,  972 

Texas  Eastern  Transmission 

Corp _  2,  591,  900 

Texas  Gas  Transmission  Corp _  1,835,900 

[P.  1984 ] 

Transcontinental  Gas  Pipe  Line 

Corp _ $3,  594,  000 

Trunkline  Gas  Co -  212,  500 

Union  Gas  System,  Inc -  8,  616 

Union  Light,  Heat  &  Power  Co_  68,  514 

United  Fuel  Gas  Co _  315,  415 

United  Gas  Pipe  Line  Co _  1,  733,  000 

United  Natural  Gas  Co -  79,  889 

Valley  Gas  Co _  17,387 

Valley  Gas  Transmission,  Inc -  11,000 

Washington  Gas  Light  Co -  460,  000 

Western  Gas  Service  Co _  36,  000 


Total _  26,  054,  132 


Federal  Maritime  Commission, 
Washington,  D.C.,  January  13,  1964. 
Hon.  Albert  Gore, 

U.S.  Senate, 

Committee  on  Foreign  Relations, 

Washington,  D.C. 

Dear  Senator  Gore:  I  am  pleased  to  .fur¬ 
nish  the  following  information  in  reply  to  /- 
your  letter  of  January  10,  1964  and  the  ac¬ 
companying  outline  of  “Information  to  be 
supplied.”  In  keeping  with  your  needs  as 
indicated  in  the  outline,  time  has  not  per¬ 
mitted  the  development  of  all  data  which 
may  be  available  in  the  files  of  the  Commis¬ 
sion.  The  replies  are  limited,  therefore,  to 
information  which  is  readily  obtainable. 

While  the  Federal  Maritime  Commission 
has  certain  regulatory  responsibilities  in 
connection  with  offshore  foreign  water  car¬ 
riers  and  other  related  persons,  its  authority 
to  prescribe  just  and  reasonable  maximum 
rates  is  limited  to  those  common  carriers  by 
water  who  operate  in  the  various  domestic 
offshore  services,  (section  18,  Shipping  Act, 
1916,  as  amended),  i.e.,  between  continental 
United  States,  Alaska,  Hawaii,  any  territory, 
and  possession  of  the  United  States;  and  be¬ 
tween  places  within  the  same  territory  or 
possession  (except  intrastate  commerce  in 
Hawaii  and  Alaska).  Financial  and  operat¬ 
ing  statements  are  required  only  from  those 
carriers  operating  in  the  domestic  offshore 
services  pursuant  to  the  authority  contained 
in  section  21  of  the  Shipping  Act,  1916,  as 
amended. 

Vessels  are  the  significant  assets  owned  by 
the  domestic  offshore  carriers  which  are  sub¬ 
ject  to  depreciation.  None  of  the  vessels 
owned  by  these  carriers  were  purchased  new. 
The  majority  of  the  vessels  in  the  domestic 
offshore  fleet  were  acquired  from  the  Federal 
Government  pursuant  to  provisions  of  the 
Merchant  Ship  Sales  Act  of  1946,  as  amended. 
Other  used  vessels  have  been  acquired  from 
American  corporations  operating  in  offshore 


foreign  trades.  Therefore,  vessels  in  this 
segment  of  the  industry  are  not  acquired 
new  and  are  not  provided  for  in  the  accele¬ 
rated  depreoiation  rates  provided  by  section 
167  of  the  Internal  Revenue  Code.  Gener¬ 
ally,  these  carriers  have  depreciated  their 
vessels,  on  a  straight-line  basis,  over  a  period 
of  20  years.  The  Bureau  of  Internal  Rev¬ 
enue  has  permitted,  in  some  instances,  car¬ 
riers  to  extend  the  economic  life  of  particu¬ 
lar  vessels  as  a  result  of  major  alteration  or 
conversion.  The  Commission  has  recently 
held,  in  one  rate  proceeding,  that  for  rate 
making  purposes,  the  domestic  offshore  ves¬ 
sels  of  the  carrier  are  to  be  depreciated  on 
a  straight-line  basis  over  a  period  of  25 
years.  Experience  reveals  that  vessels  in  the 
domestic  offshore  services  are  used  for  25 
years  or  more. 

The  following  replies  are  enumerated  in 
accordance  with  your  outline  of  “Informa¬ 
tion  to  be  supplied  by  the  Federal  Regulatory 
Agencies.” 

1.  The  Commission,  except  as  noted  above, 
has  not  prescribed  depreciation  rates  to  be 
used  by  carriers  subject  to  its  regulation. 
The  Commission  has  developed  no  statistics 
which  would  enable  it  to  compare  deprecia¬ 
tion  rates  used  for  tax  purposes  with  those 
used  by  the  carriers  in  regulatory  proceed¬ 
ings  before  the  Commission.  Consequently, 
it  is  unable  to  state  the  difference  between 
average  book  depreciation  rates  and  rates 
permissible  if  guideline  rates  were  used.  The 
Commission,  to  date,  has  not  issued  any 
prescribed  accounting  procedure  for  carriers 
subject  to  its  regulation  with  respect  to  rate 
treatment  for  such  tax  savings. 

2.  The  Federal  Maritime  Commission,  at 
present  has  no  established  policy  as  to  the 
treatment  of  liberalized  depreciation  tax  sav¬ 
ings,  nor  does  it  have  a  reporting  system 
whereby  this  data  could  be  obtained.  How¬ 
ever,  it  appears  that  under  the  instant  cir¬ 
cumstances,  the  effect  of  this  provision  upon 
its  domestic  offshore  carriers  is  probably 
minimal.  This  is  dictated  by  the  following: 

The  domestic  offshore  trade  utilizes  a  rela¬ 
tively  small  number  of  vessels,  to  which  the 
liberalized  depreciation  provisions  of  section 
167  do  not  apply,  since  predominantly  all 
vessels  in  the  trade  were  built  by  the  Govern¬ 
ment  prior  to  1947,  and  are  categorized  as 
secondhand  assets.  If  increases  in  value 
arising  from  recent  purchases  or  vessel  bet¬ 
terments  and  conversions  were  eliminated, 
virtually  all  of  these  vessels  have  exceeded, 
or  in  the  near  future,  will  exceed,  the  pres¬ 
cribed  guideline  life  of  18  years. 

Under  these  circumstances,  the  Commis¬ 
sion  has  not  been  required  to  consider  the 
question  of  liberalized  depreciation,  and  the 
amount  of  savings,  if  any,  is  not  available. 
If  however,  unknown  to  the  Commission, 
carriers  have  availed  themselves  of  the  provi¬ 
sions  of  section  167,  the  funds  resulting  from 
such  savings  have  been  included  in  the 
Commission’s  rate  base  calculations  and 
allowed  the  same  return  as  other  assets  em¬ 
ployed  in  the  service. 

3.  The  Commission  has  generally  ignored 
tax  savings  realized  from  the  filing  of  con¬ 
solidated  returns.  In  some  cases,  however, 
the  Commission  has  recognized  a  reduction 
in  tax  liability  of  a  carrier  in  a  regulated 
service  when  another  service  or  division  of 
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the  same  carrier  is  operating  at  a  loss.  The 
net  effect  of  such  a  determination  might  be 
said  to  result  in  reduced  rates.  The  Com¬ 
mission  has  no  means  of  estimating  the 
amount  of  the  tax  savings  resulting  from 
such  decisions,  nor  the  consequent  reduc¬ 
tions  in  rates,  if  any. 

4.  The  Commission  has  been  unable  to  ac¬ 
cumulate  any  statistical  financial  data.  In 
the  limited  time  allowed  by  your  request,  no 
investment  tax  credit  has  been  found  in  the 
financial  statements  for  1962  of  carriers  re¬ 
porting  to  the  Commission.  In  connection 
with  an  investigation  of  an  increase  in  rates, 
one  carrier  has  indicated  an  investment  tax 
credit  of  $7,000  for  1963.  This  claim  has  not 
been  investigated  or  verified  other  than 
superficially. 

As  stated  herein,  no  industry  statistics  are 
accumulated  by  the  Commission  and  the 
aggregate  gross  investment  in  1962  and  1983 
is  not  available.  Neither  the  Commisssion 
nor  any  of  the  examiners  on  the  staff  have 
issued  any  decisions  in  which  investment 
tax  credit  has  been  an  issue.  The  Commis¬ 
sion, to  date,  has  not  issued  any  prescribed 
accounting  procedure  for  carriers  subject 
to  its  regulation  with  respect  to  investment 
tax  credit  provisions. 

I  am  sorry  that  I  cannot  furnish  more  com¬ 
plete  replies  to  your  inquiries,  but  this  is 
all  that  is  available  under  the  conditions 
of  your  request. 

Sincerely  yours, 

James  L.  Wallace, 

Director,  Bureau  of  Financial  Analysis. 


Civil  Aeronautics  Board, 
Washington,  D.C.,  January  14, 1964. 
Hon.  Albert  Gore: 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Gore:  This  is  in  reply  to 
your  letter  and  attached  memorandum  of 
January  10,  1964,  with  regard  to  guideline 
tax  depreciation,  liberalized  depreciation, 
and  the  investment  tax  credit  as  they  affect 
the  air  transportation  industry.  Each  item 
is  numbered  in  the  sequence  reflected  in  the 
attached  memorandum. 

1.  The  Board  does  not  have  the  authority 
under  its  act  to  prescribe  or  approve  depre¬ 
ciation  rates  of  the  carriers  for  accounting 
purposes.  However,  the  Board  for  ratemak¬ 
ing  purposes  set  a  10-year  life  for  jet  air¬ 
craft  and  7  years  for  large  piston  aircraft. 
The  carriers  have  generally  conformed  their 
accounting  to  these  rates  although  longer 
lives,  up  to  14  years,  are  used  by  some  car¬ 
riers  for  jet  aircraft.  This  compares  with 
the  6-year  life  permitted  by  the  depreciation 
guidelines.  We  are  enclosing  herewith  an 
information  memo  dated  December  16,  1963, 
which  indicates  the  extent  of  the  use  of 
guideline  depreciation  by  the  route  carriers 
in  their  tax  returns  for  1962.  The  reported 
flight  equipment  depreciation  expense  of  the 
9  carriers  included  in  the  summary  attached 
to  the  memo  was  44  percent  of  such  expense 
for  the  industry.  Accordingly,  assuming 
that  the  nine  carriers  reflected  in  the  sum¬ 
mary  are  representative  of  the  industry,  de¬ 
preciation  for  the  industry  under  the  guide¬ 
lines  would  have  approximated  $447,500,000 
as  compared  with  $342,900,000  under  prior 


tax  policy,  a  net  increase  of  $104,600,000  in 
depreciation  for  tax  return  purposes.  The 
Board  has  not  formulated  a  specific  policy 
on  the  accounting  or  rate  treatment  for  tax 
amounts  associated  with  guideline  depre¬ 
ciation;  however,  when  tax  and  accounting 
depreciation  do  not  agree  the  substantive 
import  would  be  the  same  as  for  liberalized 
depreciation  discussed  below. 

2.  Air  carriers  generally  depreciate  prop¬ 
erty  and  equipment  on  the  straightline  basis 
for  book  purposes.  Where  liberalized  depre¬ 
ciation  under  section  167  of  the  Internal 
Revenue  Code  is  used  in  the  tax  returns  a 
related  tax  amount  may  be  deferred  for  both 
accounting  and  rate  purposes  thus  normal¬ 
izing  reported  income  taxes  from  year  to 
year.  During  the  calendar  year  1962,  the 
form  41  reports  for  the  industry  indicated 
provisions  of  $65,517,319  in  the  deferred  in¬ 
come  tax  account  which  had  a  cumulative 
balance  art  December  31,  1962,  of  $168,639,730. 
At  September  30,  1963,  the  latest  informa¬ 
tion  available,  the  cumulative  balance  of  the 
deferred  tax  account  was  $216,457,105. 

The  Board  does  not  consider  that  the 
higher  depreciation  expenses  which  are  per¬ 
mitted  for  tax  purposes  under  section  167 
of  the  Internal  Revenue  Code  reflect  tax 
savings.  Rather,  the  Board  considers  that 
the  effect  of  section  167  is  to  produce  a  tax 
saving  with  respect  to  the  early  years  which 
is  offset  by  increased  taxes  in  the  later  years. 

The  Board’s  rate  policy  with  respect  to 
the  treatment  of  liberalized  depreciation  ex¬ 
penses  under  section  167  of  the  Internal 
Revenue  Code  is  set  forth  in  its  opinion  in 
the  General  Passenger  Fare  Investigation, 
docket  8008,  et  al.,  order  E-16068,  dated  No¬ 
vember  25,  1960.  In  concluding  therein  that 
the  income  tax  allowance  should  be  normal¬ 
ized,  the  Board  found  that  the  denial  of 
normalized  taxes  would  be  contrary  to  the 
intent  of  Congress  to  grant  all  taxpayers 
what  amounts  to  an  interest-free  loan  to 
assist  business  in  the  modernization  and 
expansion  of  industrial  capacity.  The  Board 
does  not  recognize  any  balance  in  the  nor¬ 
malizing  account  as  funds  upon  which  a 
rate  of  return  should  be  allowed.  (The 
Board  found  an  overall  10^ -percent  rate  of 
return  as  a  fair  and  reasonable  rate  of  re¬ 
turn  for  the  net  working  capital,  net  operat¬ 
ing  property  and  equipment  after  deductions 
for  depreciation  and  overhaul  reservation, 
and  other  used  and  useful  assets  including 
equipment  purchase  deposits.) 

3.  As  a  general  rule,  air  carriers  do  not 
file  consolidated  tax  returns.  The  existence 
of  conditions  which  would  permit  or  be 
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conducive  to  the  filing  of  such  returns  is 
extremely  limited  in  the  industry.  There¬ 
fore,  the  Board  has  not  established  any 
policy  in  respect  to  tax  savings  which  could 
result  from  the  filing  of  such  returns. 

4.  Based  upon  reports  by  the  carriers  the 
amount  of  investment  tax  credit  actually 
taken  in  reduction  of  tax  liabilities  in  1962 
is  estimated  to  be  $1,732,600.  The  Board 
has  not  completed  a  rulemaking  proceeding 
on  accounting  for  the  investment  tax  credit. 
However,  on  January  25,  1963,  all  carriers 
were  informally  requested  to  defer  the  full 
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amount  of  the  credit  actually  taken  in  1962. 
The  deferred  tax  element  of  the  credit  (52 
percent)  would  be  amortized  to  income  tax 
expense  over  the  service  life  of  the  related 
equipment  and  the  income  element  (48  per¬ 
cent)  would  be  amortized  to  income  tax 
expense  over  the  statutory  periods  set  forth 
in  section  46(c)  (2)  of  the  Internal  Revenue 
Code.  A  proposed  rule  was  issued  October  2, 
1963,  which  corresponded  with  the  informal 
request  except  that  the  48-percent  portion 
for  nonsubsidized  carriers  would  be  taken 
into  income  when  realized  and  100  percent 
of  the  credit  would  be  taken  into  income 
by  subsidized  carriers  when  realized.  Final 
action  on  this  matter  has  been  deferred 
pending  disposition  of  House  Resolution 
8363. 

We  trust  the  foregoing  meets  your  needs. 
If  you  have  further  questions  we  will  be 
happy  to  answer  them. 

Very  truly  yours, 

Warner  H.  Hord, 

Chief,  Office  of  Carrier  Accounts 

and  Statistics. 


Civil  Aeronautics  Board, 

December  16,  1963. 

To:  The  Board. 

From:  Chief,  Office  of  Carrier  Accounts  and 
Statistics. 

Subject:  Use  of  depreciation  guidelines  by 
certificated  route  carriers. 

Because  of  the  expected  impact  of  the 
depreciation  guidelines  and  rules  issued  by 
the  Internal  Revenue  Service  upon  actual 
income  tax  expense,  the  route  carriers  were 
requested  to  inform  this  Office  as  to  the  ex¬ 
tent  of  use  of  the  method. 

Under  the  guidelines  carriers  can,  for  in¬ 
come  tax  purposes,  depreciate  aircraft  over 
a  period  of  6  years  which  is  generally  shorter 
than  the  periods  previously  used.  Nine  car¬ 
riers  using  the  guidelines  for  computing  de¬ 
preciation  in  their  tax  returns  indicated  an 
increase  of  $46  million  over  the  amount 
which  would  have  been  reported  for  depreci¬ 
ation  in  1962  under  prior  tax  policy.  The 
impact  of  the  increased  depreciation  for  the 
nine  carriers  would  be  to  reduce  actual  1962 
income  tax  of  the  nonsubsidized  carriers  by 
approximately  $23.6  million  and  of  the  sub¬ 
sidized  carriers  by  $0.3  million,  thus  tem¬ 
porarily  freeing  such  funds  for  other  uses. 

However,  the  use  of  guideline  depreciation 
for  tax  purposes  would  have  little  impact 
upon  reported  net  earnings  of  the  nonsub¬ 
sidized  carriers  since  they  generally  follow 
the  practice  of  accounting  for  deferred  in¬ 
come  taxes.  In  view  of  the  Board’s  actual  tax 
policy  for  determining  subsidy,  the  subsi¬ 
dized  carriers  are  not  permitted  to  record  de¬ 
ferred  income  taxes  associated  with  guide¬ 
line  depreciation.  Therefore,  its  use  by  sub¬ 
sidized  carriers  would  ordinarily  result  in 
their  reporting  lower  income  taxes  and  higher 
net  earnings. 

A  10th  carrier,  Trans-Texas,  apparently 
used  the  guideline  depreciation  period  but 
the  data  submitted  was  incomplete  and 
therefor  was  not  included  in  the  attached 
summary.  Also,  the  information  submitted 
by  Chicago  Helicopter,  one  of  the  nine  car¬ 
riers,  is  questionable  since  depreciation  un¬ 
der  the  guidelines  is  indicated  as  being  lower 
than  depreciation  expense  under  prior  tax 
policy. 


It  will  be  noted  from  examination  of  the 
attached  summary  that  there  is  no  pattern 
among  the  carriers  using  the  guidelines. 

Warner  H.  Hord. 


Certificated  route  carriers — Income  tax  de 
preciation  allowed  by  IRS  guidelines 


Carrier 

Deprecia¬ 
tion  prior 
policy 

Deprecia¬ 
tion  IRS 
guidelines 

Guide¬ 

lines 

increase 

(decrease) 

1.  Allegheny 

Airlines . 

$2,  425. 177 

$2,  786, 616 

$361,  439 

2.  American 

Airlines . 

34, 636,  438 

55,  889, 666 

21,253,228 

3.  Chicago  Heli¬ 
copter  Air¬ 
ways _ _ 

359,  770 

344,  599 

(15. 171) 

4.  Delta  Airlines _ 

16,  950,  802 

25, 026,  710 

8, 075.  848 

5.  Mohawk 

Airlines _ 

1,772,  465 

2, 078,160 

305,  695 

6.  Northwest 

Airlines _ 

16, 174,  237 

18,  414, 187 

2,  239,  950 

7.  Pan  American 
World. _ 

64,  502,  000 

74,  537, 000 

10,035,000 

8.  Slick  Corpora¬ 
tion _  _ 

1,  856,  680 

2, 320, 850 

464, 170 

9.  Western  Air 

Lines.  . 

11,630,949 

14, 957, 307 

3, 326, 358 

Total _ 

150, 308,  578 

196,  355,  095 

46,046,517 

Estimated  cash  conserved  (computed  at  52  percent 


tax  rate): 

Nonsubsidized  carriers.- . . $23,605,168 

Subsidized  carriers _  339,021 


January  10,  1964. 

Chief  Accountant, 

Civil  Aeronautics  Board, 

Washington,  D.C. 

Dear  Sir:  I  would  appreciate  it  very  much 
if  you  could  supply  me  with  a  very  brief 
memorandum  setting  forth  answers  to  the 
questions  outlined  in  the  attached  memo¬ 
randum. 

Sincerely  yours, 

Albert  Gore. 


Information  To  Be  Supplied  by  the  Federal 
Regulatory  Agencies 

1.  Please  prepare  a  brief  statement  show¬ 
ing  the  difference  in  average  book  deprecia¬ 
tion  rates  prescribed  or  approved  by  the 
agency  and  the  maximum  depreciation  rate 
permissible  under  guideline  tax  deprecia¬ 
tion  and  the  annual  tax  savings  if  the  guide¬ 
line  rates  were  used  (to  be  computed  by 
applying  the  differential  in  depreciation  rate 
to  the  total  gross  investment  of  the  industry 
concerned).  If  available,  supply  any  data 
already  collected  concerning  the  extent  of 
the  use  of  guideline  depreciation  by  such 
regulated  industries.  Has  the  agency  for¬ 
mulated  any  policy  on  the  proper  account¬ 
ing  and  rate  treatment  of  such  tax  savings? 
If  so,  please  describe  them. 

2.  Describe  your  agency’s  present  rate  and 
accounting  treatment  of  liberalized  depreci¬ 
ation  tax  savings,  under  section  167  of  the 
Internal  Revenue  Code,  and  advise  as  to  the 
amount  of  such  tax  savings  in  1962  and 
1963,  if  available.  If  these  tax  savings  are 
normalized,  what  is  the  present  cumulative 
balance  in  the  normalizing  account?  What 
rate  of  return,  if  any,  does  the  agency  allow 
on  such  funds? 
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3.  Does  your  agency  have  any  policy  con¬ 
cerning  tax  savings  realized  by  the  filing  of 
consolidated  tax  returns?  If  such  savings 
are  used  to  reduce  rates,  please  estimate  the 
annual  amount  of  such  tax  savings  for  the 
industry  concerned. 

4.  If  available,  what  was  the  amount  of 
investment  tax  credit  actually  taken  by  the 
regulated  industry  in  1962?  Otherwise, 
what  was  the  aggregate  gross  investment  in 
1962  and  1963,  if  available.  Assuming  that 
85  percent  of  such  investment  was  eligible 
for  the  credit,  what  were  the  tax  savings  in 
those  years.  Has  your  agency  formulated 
any  policy  on  the  proper  accounting  and 
rate  treatment  of  such  tax  savings?  If  so, 
please  describe  them. 

Note. — Information  is  needed  as  soon  as 
possible.  If  answer  to  any  question  will 
delay  full  reply  beyond  Monday,  January  13. 
omit  such  answers. 

Mr.  GORE.  Mr.  President,  I  shall  not 
detain  the  Senate  further.  This  is  a 
complicated  issue  on  which  one  could 
speak  at  great  length  if  he  were  suffi¬ 
ciently  informed.  I  close  by  calling  the 
attention  of  the  Senate  to  the  message 
of  President  Johnson,  which  was  received 
in  the  Congress  today.  He  expresses 
great  concern  for  the  consumer  interest, 
and  indicates  the  appointment  of  a  spe¬ 
cial  assistant  and  a  new  consumer  com¬ 
mittee.  I  applaud  the  President.  I  hope 
there  will  be  greater  activity  in  the  pro¬ 
tection  of  the  consumer  interest.  I  re¬ 
spectfully  suggest  that  the  pending 
amendment  would  be  a  good  place  at 
which  to  start. 

On  page  2  of  the  President’s  message 
he  refers  to  action  to  assure  fair  rates 
in  transportation,  power,  fuel,  communi¬ 
cations,  and  the  like. 

Then  he  says: 

What  is  new  is  the  concern  for  the  total 
interest  of  the  consumer,  the  recognition  of 
certain  basic  consumer  rights. 

What  are  some  of  those  rights?  He 
lists  them: 

The  right  to  safety,  the  right  to  be  in¬ 
formed,  the  right  to  choose,  the  right  to 
be  heard. 

Consumers  have  a  right  to  have  their 
representatives  in  Congress  heard.  The 
full  profit  position  of  the  utilities  should 
be  revealed  and  the  consumers  should  be 
informed  in  that  regard. 

I  do  not  wish  to  go  at  length  into  a 
discussion  of  the  President’s  message, 
which  I  applaud.  I  should  like  to  read 
this  paragraph: 

Our  record  of  overall  price  stability  in  re¬ 
cent  years  has  been  excellent.  But  the  trend 
of  consumer  spending  for  services  has  been 
constantly  rising;  and  the  safeguarding  of 
the  consumer’s  interest  in  the  area  of  serv¬ 
ices  is  comparatively  weak. 

The  provision  in  the  pending  bill  would 
make  it  weaker. 


Briefly,  I  suggest  the  advisability  of 
adopting  the  amendment  now  pending, 
because  it  would  preserve  for  the  regula¬ 
tory  agencies,  quasi-judicial  as  they  are 
in  nature,  the  power,  the  authority,  and 
the  responsibility  to  legulate  in  the  pub¬ 
lic  interest,  in  the  interest  of  the  con¬ 
sumers,  and  in  the  interest  of  the  utili¬ 
ties  over  which  they  have  jurisdiction. 

This  regulation,  as  I  have  indicated  by 
the  decision  cited,  is  done  in  some  re¬ 
spects  according  to  broad  general  prin¬ 
ciples,  but  in  large  measure  by  decisions 
upon  individual  cases,  one  utility  having 
one  situation,  another  having  an¬ 
other,  a  fair  rate  appearing  to  be  one 
thing  in  one  part  of  the  country,  but 
quite  another  in  a  different  part  of  the 
country,  because  of  the  differences  in 
operating  costs  and  in  return  on  invest¬ 
ment.  This  involves  all  costs,  including 
tax  costs,  which,  of  course,  are  affected 
by  the  investment  credit. 

Mr.  TOWER.  Mr.  President,  I  have 
no  desire  to  prolong  the  debate.  There¬ 
fore  I  ask  unanimous  consent  to  have 
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printed  in  the  Record  my  statement  in 
opposition  to  the  amendment. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Tower 

INVESTMENT  CREDIT 

In  1962,  Congress  was  concerned  about  the 
failure  of  American  industry  to  expand  and 
modernize  plant  and  equipment.  Accord¬ 
ingly,  it  considered  means  of  increasing  in¬ 
vestment  by  domestic  industry.  Among  the 
means  considered  were  corporate  rate  re¬ 
duction,  increased  depreciation  allowances, 
and  the  provision  of  a  credit  directly  against 
tax  liability.  The  investment  tax  credit  was 
chosen  in  preference  to  other  incentive  de¬ 
vices  primarily  because  the  credit  was  be¬ 
lieved  to  be  a  more  potent  stimulus  since  it 
confers  the  tax  benefit  directly  upon  the 
company  making  the  qualified  investment. 

Throughout  the  procedures  leading  to  the 
enactment  of  the  investment  tax  credit,  dis¬ 
tinctions  were  made  between  investments 
which  qualified  for  the  maximum  credit,  in¬ 
vestments  which  qualified  for  a  partial 
credit,  and  nonqualifying  investments.  At 
all  times,  it  was  recognized  that  investments 
made  by  the  transportation  industry  should 
qualify  for  the  maximum  credit.  Participa¬ 
tion  by  the  transportation  industry  in  the 
tax  incentive  program  was  correctly  be¬ 
lieved  to  be  essential  to  the  program’s  suc¬ 
cess  since  transportation  expenditures  con¬ 
stitute  more  than  20  percent  of  gross 
national  product,  since  transportation  gen¬ 
erates  about  20  percent  of  all  taxes  collected 
by  the  Federal  Government,  and  since  trans¬ 
portation  provides  14  percent  of  the  Na¬ 
tion’s  civilian  employment. 

When  the  investment  tax  credit  was  first 
proposed  by  President  Kennedy  in  his  tax 
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message  to  Congress,  he  specifically  recom¬ 
mended  that  investments  by  regulated  trans¬ 
portation  companies  be  eligible  for  the 
credit. 

Th§  President’s  position  was  explained  in 
greater  detail  by  the  Secretary  of  the  Treas¬ 
ury  in  May  of  1961  while  testifying  in  sup¬ 
port  of  the  President’s  then  proposed  in¬ 
vestment  tax  credit.  In  a  detailed  statement 
before  the  Ways  and  Means  Committee  on 
May  3,  1961,  Secretary  Dillon  recommended 
that  the  proposed  investment  credit  be  made 
applicable  to  regulated  transportation  com¬ 
panies  (other  than  subsidized  merchant  ma¬ 
rine  companies) ,  and  that  the  credit  not 
be  made  applicable  to  “regulated  monopoly 
industries.”  The  reason  for  the  proposed 
distinction  was  stated  to  be  that  “invest¬ 
ments  by  these  regulated  monopoly  indus¬ 
tries  are  largely  governed  by  determined  pub¬ 
lic  requirements  and  are  subject  to  regu¬ 
lated  consumer  service  charges  designed  to 
provide  a  prescribed  after-tax  rate  of  return 
on  investment.”  On  the  other  hand,  the 
Secretary  testified  that  enterprises  in  the 
transportation  field,  “although  subject  to 
various  forms  of  regulations  of  their  charges, 
are  in  fact  highly  competitive  businesses 
with  varying  rates  of  return  on  invest¬ 
ment.  *  *  *  Many  of  these  enterprises  are 
not  only  competitive  among  themselves  at 
given  regulated  prices,  but  also  must  compete 
with  private  truck  fleets,  private  airplanes, 
and  other  transportation  facilities  operated 
by  industrial  corporations  which  would  be 
eligible  for  the  credit.” 

Thus,  as  proposed  by  the  administration, 
transportation  companies  would  be  fully 
entitled  to  the  benefits  of  the  investment 
credit  just  like  nonregulated  companies, 
while  noncompetitive  public  utilities  would 
not  qualify  for  the  credit. 

Secretary  Dillon’s  distinction  was  adopted 
by  the  Ways  and  Means  Committee  which 
recommended  that  transportation  companies 
subject  to  regulation  be  treated  like  other 
competitive  industries  as  fully  qualifying  for 
the  credit.  However,  instead  of  completely 
excluding  regulated  public  utilities  from  the 
benefits  of  the  credit,  the  Ways  and  Means 
Committee  provided  a  4-percent  credit  for 
such  companies.  As  one  of  the  principal 
reasons  for  giving  noncompetitive  public 
utilities  a  smaller  credit,  the  committee 
stated : 

“The  smaller  credit  is  provided  in  such 
cases  because  much  of  its  benefit  in  these 
regulated  industries  is  likely  to  be  passed  on 
in  lower  rates  to  consumers,  thereby  negat¬ 
ing  much  of  the  stimulative  effect  on  invest¬ 
ments.” 

Thus,  it  was  made  clear  that  the  full  bene¬ 
fit  of  the  investment  credit  was  intended  for 
regulated  companies  qualifying  for  the  7- 
percent  (then  8 -percent)  credit. 

While  the  Finance  Committee  recommend¬ 
ed  that  the  maximum  investment  credit  be 
reduced  to  7  percent  for  taxpayers  generally, 
and  to  3  percent  for  noncompetitive  public 
utilities,  it  also  recognized  the  validity  of  the 
distinction  made  by  Secretary  Dillon. 

Finally,  the  distinction  between  competi¬ 
tive  transportation  companies  and  noncom¬ 
petitive  public  utilities  was  enacted  into  law 
as  section  46(c)  (3)  of  the  Internal  Revenue 
Code  of  1954. 


As  was  made  clear  initially  by  Secretary 
Dillon,  transportation  companies  which  are 
engaged  in  a  highly  competitive  industry 
should  be  entitled  to  the  full  benefits  of  the 
investment  credit  using  such  benefits  as  their 
management  sees  fit.  However,  as  previously 
indicated,  there  are  reasons  for  providing 
regulated  noncompetitive  industries  with  a 
smaller  credit  and  for  allowing  regulatory 
agencies  having  jurisdiction  with  respect  to 
such  companies  to  pass  a  proportionate  part 
of  the  credit  on  to  consumers. 

Nevertheless,  since  the  enactment  of  the 
credit,  a  majority  of  the  commissioners  of 
some  Federal  regulatory  agencies  have  taken 
the  position  that  companies  subject  to  their 
jurisdiction  should  not  retain  any  of  the 
benefits  of  the  investment  tax  credit. 

For  example,  on  July  29,  1963,  the  Federal 
Communications  Commission  decided  by  a 
4-to-3  vote,  “that  the  best  method  to  reflect 
investment  incentive  tax  credits  made  avail¬ 
able  by  the  Revenue  Act  of  1962  is  to  per¬ 
mit  the  investment  credits  to  ‘flow  through’ 
immediately  to  net  income  *  *  *” 

Specifically,  the  majority  of  the  Commis¬ 
sion  concluded  that  “the  proper  account¬ 
ing  with  respect  to  the  investment  tax  credit 
arising  from  both  owned  and  leased  property 
is  to  account  for  it  as  a  reduction  in  income 
taxes  and  let  such  reduction  ‘flow  through’ 
to  operating  income.  As  stated  in  the  Notice 
of  Proposed  Rule  Making  in  this  proceed¬ 
ing,  we  have  interpreted  all  of  our  uniform 
systems  of  accounts  as  presently  requiring 
‘flowthrough’  accounting.  Consequently,  no 
amendments  to  our  systems  of  accounts  will 
be  ordered  herein.” 

Under  the  majority’s  decision,  noncom¬ 
petitive  public  utilities  would  receive  abso¬ 
lutely  no  benefit  from  the  credit  in  spite  of 
the  fact  that  Congress  specifically  provided 
a  partial  credit  for  such  companies. 

More  recently,  in  an  order  issued  January 
23,  1964,  the  Federal  Power  Commission,  by 
a  3-to-2  vote,  announced  its  conclusion  that 
“on  the  basis  of  existing  law  the  accounting 
treatment  to  be  prescribed  should  be  to  ‘flow 
through’  the  credit  to  income.”  Other  deci¬ 
sions  have  indicated  that  this  accounting 
treatment  will  be  followed  for  rate  purposes. 

These  commissions  have  not  acted  with 
unanimity.  As  is  evident  from  the  illus¬ 
trations  previously  given,  a  strong  minority 
of  each  commission  favors  the  treatment 
under  present  law  which  section  203(e) 
would  clearly  prescribe.  In  the  case  of  the 
one  commission,  only  one  vote  separated  the 
majority  favoring  a  “flowthrough”  interpre¬ 
tation  of  present  law  from  the  minority 
opposed  to  the  “flowthrough”  interpretation. 
Nor  was  this  commission  able  to  present  its 
views  regarding  section  203(e)  unanimously 
to  the  Finance  Committee.  To  prevent  such 
a  narrow  majority  of  commissioners  from 
frustrating  congressional  intent,  section 
203(e)  would  prescribe  the  permissible  limits 
of  Federal  regulatory  agency  treatment. 

Those  opposing  the  enactment  of  section 
203(e)  have  taken  the  position  that  the  in¬ 
vestment  credit  should  “flow  through”  to 
ultimate  consumers,  that  regulated  com¬ 
panies  do  not  need  the  incentive  effect  of  the 
investment  credit,  and  that  retention  of  the 
benefits  of  the  investment  credit  will  result 
in  an  unintended  windfall  to  regulated  tax¬ 
payers.  I  do  not  believe  that  Federal  regu- 
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latory  agencies  should  be  the  sole  arbiters  of 
whether  the  benefit  from  the  investment 
credit  should  lie  retained  by  regulated  com¬ 
panies. 

These  arguments  in  opposition  to  section 
203(e)  are  based  upon  basic  misconceptions 
regarding  the  purpose  of  the  investment  tax 
credit,  the  role  and  power  of  Federal  agencies, 
and  the  benefits  of  “flowthrough.” 

The  truth  is  that  the  investment  credit 
was  intended  to  stimulate  investment,  not 
consumption.  That  interference  by  Federal 
regulatory  agencies  would  upset  the  balance 
achieved  by  the  administration’s  bill  be¬ 
tween  measures  designed  to  stimulate 
consumption,  and  measures  designed  to  stim¬ 
ulate  investment,  and  would  require  a  reap¬ 
praisal  of  the  relative  size  of  the  rate  reduc¬ 
tion  going  to  consumers. 

That  even  if  the  maximum  amount  of  the 
attempted  “flow  through”  ever  reached  con¬ 
sumers,  it  would  be  insignificant  in 
amount — less  than  $1  per  year  per  consumer. 

That  the  transportation  industry,  like 
nonregulated  industry,  is  a  highly  competi¬ 
tive  industry  which  is  not  required  to  ex¬ 
pand  by  law,  but  which  will  be  stimulated 
to  modernize  plant  and  expand  facilities  and 
services  if  permitted  to  retain  the  benefits 
of  the  investment  credit. 

That  enactment  of  section  203(e)  will  not 
result  in  any  increase  in  rates  to  consumers; 
it  simply  will  not  work  to  decrease  them  at 
extra  cost  to  the  Treasury  and  to  the  in¬ 
vestment  incentive  which  was  intended. 

These  facts,  together  with  the  other  facts 
outlined  above,  clearly  require  the  enact¬ 
ment  of  section  203(e)  to  assure  that  the 
original  intent  of  Congress  will  be  executed 
by  Federal  regulatory  agencies  and  to  ob¬ 
tain  the  participation  of  regulated  trans¬ 
portation  companies  in  the  growth  of  the 
economy. 

Mr.  TOWER.  Mr.  President,  I  believe 
that  a  mistaken  impression  is  being  con¬ 
veyed  by  the  debate;  namely,  that  there 
is  some  great  dichotomy  of  the  Ameri¬ 
can  people  which  divides  them  into  two 
classes,  producers  and  consumers.  I 
maintain  that  no  such  dichotomy  exists. 
We  are  all  consumers.  Every  one  who 
works  is  a  producer  of  a  product  or  a 
service.  I  reject  the  notion  that  the  con¬ 
sumer  interests  and  the  producer  inter¬ 
ests  are  always  in  conflict.  That  is  not 
true.  I  believe  that  what  is  good  for 
business  is  good  for  everyone.  The  bill 
was  designed  as  a  stimulant  to  eco¬ 
nomic  growth.  If  business  prospers, 
everyone  prospers.  The  bill  assaults  the 
problem  from  two  directions.  It  helps 
the  wage  earner,  the  income  earner,  and 
the  consumer,  and  also  helps  business. 
It  makes  the  benefits  both  trickle  up  and 
trickle  down,  according  to  the  two  clas¬ 
sic  theories. 

I  reject  the  notion  that  the  amend¬ 
ment  is  properly  a  matter  for  considera¬ 
tion  by  the  Commerce  Committee,  rather 
than  by  the  Finance  Committee.  After 
all,  this  is  a  tax  measure,  designed  to 
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stimulate  economic  growth  and  to  give 
full  effect  to  the  full  concept  of  the  bill. 
It  was  fully  within  the  purview  of  the 
Finance  Committee  to  include  section 
203.  I  hope  that  the  amendment  pro¬ 
posed  by  the  Senator  from  Wisconsin 
will  be  rejected. 

I  commend  the  Senator  from  Louisi¬ 
ana  for  his  comprehensive  presentation 
of  the  case  against  the  amendment  and 
associate  myself  with  his  remarks. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  hold  in  my  hand  a  list  of  all  the 
pipeline  company  investment  tax  credits 
for  the  year  1962.  The  amount  involved 
is  a  grand  total  of  $26  million.  So  far 
as  I  know,  the  other  carriers  are  not 
being  required  to  flow  this  credit 
through. 

Something  was  said  to  the  effect  that 
that  was  a  case  for  the  ICC.  It  is  my 
impression  that  the  ICC,  perhaps,  re¬ 
quires  the  information  for  accounting 
purposes,  but  not  for  ratemaking  pur¬ 
poses.  So  the  figure  $26  million  is  at 
rate  variance  with  the  $600  million,  or, 
I  believe:  even  the  $6  billion  figure,  that 
was  mentioned  on  the  floor  of  the  Sen¬ 
ate.  It  is  like  some  of  the  things  that, 
when  boiled  down  to  what  one  is  acutally 
talking  about,  mean  that  we  are  talking 
about  $1  for  every  $100  someone  else  is 
talking  about. 

Mr.  SIMPSON.  Mr.  President,  will 
the  Senator  from  Texas  yield? 

Mr.  TOWER.  I  yield. 

Mr.  SIMPSON.  I  associate  myself 
with  the  remarks  of  the  Senator  from 
Texas  and  with  the  colloquy  between  the 
Senator  from  Louisiana  [Mr.  Long]  and 
the  Senator  from  Massachusetts  [Mr. 
Saltonstall],  as  well. 

I  shall  not  labor  the  question  at 
length,  because  I  know  the  Senate  is 
ready  to  vote.  However,  the  reason  why 
the  1962  Revenue  Act  allowed  monopo¬ 
listic  utilities  a  3-percent  tax  credit,  but 
allowed  the  transportation  industry  a  7- 
percent  credit  was  the  substantial  com¬ 
petition  the  transportation  industry 
faces.  After  the  Committee  on  Finance 
acted,  the  Federal  Power  Commission,  on 
January  23,  1964,  ordered,  for  accounting 
purposes,  “flowthrough”  to  consumers  of 
all  the  incentive  of  the  tax  credit. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  that  order  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  order 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Interim  Order  Issued  January  23,  1964 

United  States  of  America,  Federal  Power 
Commission  before  Commissioners  Joseph  C. 
Swidler,  Chairman;  L.  J.  O’Connor,  Jr., 
Charles  R.  Ross,  Harold  C.  Woodward,  and 
David  S.  Black. 
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Investment  tax  credit  under  1962  amend¬ 
ment  to  Internal  Revenue  Code;  accounting 
treatment  by  public  utilities,  licensees,  and 
natural  gas  companies — Docket  No.  R-232. 

The  Commission  has  under  consideration 
in  this  docket 1  an  order  prescribing  the 
accounting  treatment  to  be  accorded  under 
the  Commission’s  Uniform  Systems  of  Ac¬ 
counts  to  the  investment  tax  credit  provided 
by  the  Revenue  Act  of  1962.2 

The  Commission  has  reached  the  conclu¬ 
sion  that  on  the  basis  of  existing  law  the  ac¬ 
counting  treatment  to  be  prescribed  should 
be  to  “flow  through”  the  credit  to  income. 
We  recognize,  however,  that  legislation  is 
pending  in  the  Congress  dealing  with  the  in¬ 
vestment  credit  and  that  it  is  not  now  pos¬ 
sible  to  determine  whether  such  legislation  as 
might  be  adopted  would  require  a  different 
accounting  treatment  for  the  credit. 

In  order  to  enable  affected  companies  to 
close  their  books  of  account  for  the  year 
1963,  the  Commission  hereby  notifies  all  pub¬ 
lic  utilities,  licensees,  and  natural  gas  com¬ 
panies  that  the  interim  accounting  prescribed 
for  the  investment  tax  credit  under  Order 
No.  261,  Docket  No.  R-231,  issued  January  9, 
1963,:>  continues  in  effect  for  calendar  year 
1963  and  in  accounting  for  income  taxes  un¬ 
til  further  notice  or  order  of  the  Commission. 

By  the  Commission.  Commissioners 
O’Connor  and  Woodward  dissent  as  to  the 
statement  of  the  accounting  treatment 
which  is  appropriate  under  existing  law. 
Commissioner  O’Connor  believes  decision 
should  be  deferred  until  Congress  has  acted 
on  the  pending  legislation.  Commissioner 
Woodward  favors  deferred  tax  accounting. 

Joseph  H.  Gtttride, 

[ seal  J  Secretary. 

Mr.  SIMPSON.  Mr.  President,  this 
was  in  defiance  of  the  House  action  and 
the  action  of  the  Committee  on  Finance, 
as  shown  by  their  actions. 

I  ask  unanimous  consent  that  a  sum¬ 
mary  of  my  argument  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  sum¬ 
mary  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Summary  of  Argument  in  Support  of  Sec¬ 
tion  202(e) (2) 

1.  The  purpose  of  the  1962  tax  provision 
authorizing  the  investment  tax  credit  was  to 
stimulate  the  expansion  of  the  Nation’s  pro¬ 
ductive  facilities.  It  was  intended  for  the 
use  of  industry  and  not  for  the  direct  bene¬ 
fit  of  the  consumer.  (See  TAA  statement, 
pp.  1,  3,  10,  16,  17.)  The  consumer  is  being 
provided  for  in  the  present  tax  bill  through 
reduction  in  individual  income  tax  rates. 

2.  The  reason  the  1962  Revenue  Act  al¬ 
lowed  monopolistic  utilities  a  3-percent  tax 


1  Notice  issued  Jan.  15,  1963,  published  in 
28  F.R.  528  of  Jan.  19,  1963. 

2  76  Stat.  960,  Public  Law  87-834,  sec.  2, 
adding  new  secs.  38,  46-48,  181,  to  and  amend¬ 
ing  certain  existing  sections  of  the  Internal 
Revenue  Code  of  1954. 

8  29  FPC  62,  28  F.R.  402. 


credit  but  allowed  the  transportation  indus¬ 
try  a  7-percent  credit  was  the  substantial 
competition  the  transportation  industry 
faces.  (TAA  statement,  pp.  2,  3,  10,  11.) 

3.  The  conference  report  on  the  1962  tax 
bill  made  clear  that  the  investment  tax 
credit  applies  to  “both  regulated  and  non- 
regulated  industries.”  (H.  Rept.  No.  2508,  on 
H.R.  10650,  87th  Cong.,  2d  sess.,  p.  14.) 
(TAA  statement,  pp.  16,  17.) 

4.  Section  202(e)  (2)  of  the  present  tax  bill 
was  passed  by  the  House  and  approved  by 
the  Senate  Finance  Committee.  It  assures 
that  the  incentive  effect  of  the  investment 
tax  credit  will  not  be  denied  the  transporta¬ 
tion  industry  as  certain  Federal  regulatory 
agencies  are  attempting.  (TAA  statement, 
p.  15.) 

5.  After  the  Senate  Finance  Committee 
acted,  the  FPC  on  January  23,  1964,  ordered, 
for  accounting  purposes,  “flow  through”  to 
consumers  of  all  the  incentive  of  the  tax 
credit.  A  copy  of  the  order  is  enclosed.  This 
is  in  defiance  of  the  House  and  the  Senate 
Finance  Committee  actions  on  section  202 
(e) (2). 

6.  The  foremost  private  advocate  of  sec¬ 
tion  202(e)(2)  is  the  Transportation  Asso¬ 
ciation  of  America  whose  panels  of  air,  oil 
pipelines,  freight  forwarders,  highways,  wa¬ 
ter  carriers,  investors,  and  users  support  its 
position.  Certain  elements  are  attempting  to 
tag  the  provision  as  a  “natural  gas  pipeline” 
measure  only.  Although  the  competitive 
pipeline  industry  has  a  valid  interest,  the 
allegation  that  it  is  just  a  pipeline  amend¬ 
ment  is  false  and  misleading.  (TAA  state¬ 
ment,  pp.  7-10.) 

7.  The  transportation  industry  asks  only 
for  equal  treatment  with  other  industries. 

8.  The  transportation  industry  is  not  re¬ 
quired  by  law  to  expand,  but  must  have  the 
same  incentives  to  expand  and  improve  serv¬ 
ice  as  all  other  industries  have.  Certain  ele¬ 
ments  are  erroneously  stating  that  the  in¬ 
dustry  can  be  required  to  meet  new  demands 
and  furnish  better  service,  and,  therefore, 
needs  no  incentive. 

9.  By  attempting  to  thwart  the  intended 
effect  of  the  tax  credit,  certain  regulatory 
agencies  are  interfering  with  the  Nation’s 
tax  policy  and  attempting  to  superimpose 
their  will  on  Congress.  Nevertheless,  certain 
elements  claim  that  Congress  is  interfering 
with  the  regulatory  scheme.  The  opposite 
is  true,  for  after  Congress  announced  the 
policy  of  stimulating  the  American  economy 
by  means  of  the  investment  tax  credit,  some 
Federal  agencies  seek  to  eliminate  that  tax 
incentive  by  not  allowing  its  use  to  indus¬ 
tries  subject  to  their  jurisdiction.  Certain 
regulatory  agencies  are  the  ones  interfering 
with  the  tax  policy;  once  they  interfere,  they 
claim  that  any  prohibition  on  their  unlawful 
action  is  interference  with  the  regulatory 
scheme.  Section  202(e)(2)  is  an  obvious 
tax  measure  and  not  a  regulatory  measure, 
for  it  enforces  the  tax  policy  that  all  in¬ 
dustries  should  receive  the  stimulation  of 
the  credit. 

10.  Consumer  costs  will  not  increase  when 
this  provision  is  approved.  Rates  to  con¬ 
sumers  will  not  be  affected  by  permitting 
transportation  companies  to  retain  this  tax 
incentive.  Granted,  if  the  consumers  get  all 
the  benefit,  their  rates  will  decrease,  but  this 
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would  thwart  the  intent  of  the  tax  credit  to 
stimulate  industry.  If  industry  keeps  the 
incentive,  consumer  prices  will  not  change. 
(TAA  statement,  p.  2.) 

11.  If  the  transportation  industry  should 
not  receive  this  incentive,  revenues  to  Treas¬ 
ury  from  the  transportation  industry  will  be 
reduced  by  more  than  twice  the  anticipated 
loss  in  tax  revenues.  This  loss  would  have  to 
be  recouped  from  all  American  taxpayers, 
including  the  consumers.  Assuming  the  fig¬ 
ure  of  $600  million,  which  some  elements  say 
would  be  the  consumer  benefit,  is  accurate, 
then  Treasury  would  collect  $600  million  less 
from  the  transportation  industry,  and  the 
American  taxpayer  would  have  to  make  up 
this  loss.  (TAA  statement,  pp.  3,  14.) 

Mr.  SIMPSON.  Mr.  President,  those 
who  oppose  the  recommendations  of  the 
Finance  Committee  on  the  investment 
tax  credit  issue  raise  a  question  which 
should  concern  the  entire  Nation.  It 
goes  to  the  heart  of  our  governmental 
processes. 

This  debate  poses  a  fundamental  moral 
question — is  the  law  what  the  Congress 
determines  that  it  is  by  majority  action 
after  careful  deliberation — or  is  the  law 
what  an  appointed  agency  or  commis¬ 
sion  decides  it  should  be? 

We  all  bear  witness  to  fundamental 
truths  about  our  Government — the  prin¬ 
ciples  that  separate  us  in  history  as  a 
nation  in  which  the  interests  of  our 
people  move  forward  in  freedom. 

One  of  these  tenets  is  that  we  are  a 
government  of  law — not  a  government 
of  men  in  which  whim  and  caprice  can 
rule. 

The  question  involved  in  the  invest¬ 
ment  tax  credit  provision  of  the  Revenue 
Act  is  one  of  reaffirming  to  the  Nation 
that  the  legislative  process  has  integri¬ 
ty — that  when  the  people  act  through 
their  Congress  they  can  be  confident 
such  action  will  not  be  distorted  or 
negated. 

[P.  1988 ] 

It  is  not  my  purpose  to  set  up  a  pat¬ 
tern  of  moral  conduct  for  anyone  in  this 
honorable  body.  My  purpose  is  to  sug¬ 
gest  with  firmness  that  where  the  will 
of  Congress  has  been  deliberately  ex¬ 
pressed  through  law,  that  law  should  not 
be  subverted  by  any  agency  of  Govern¬ 
ment. 

If  we  fail  to  reaffirm  the  legislative 
supremacy  of  the  Congress,  any  agency 
in  effect  can  be  its  own  congress  and  the 
work  of  the  people  will  have  been 
thwarted. 

A  brief  review  of  the  history  of  this 
legislation  demonstrates  the  importance 
of  the  principle  involved. 

The  Revenue  Act  of  1962  specifically 
authorized  a  3 -percent  investment  tax 
credit  for  certain  classes  of  utilities 
which  have  little  or  no  competition  and 


a  7 -percent  credit  for  those  which  are 
subject  to  competition. 

The  law  is  specific  and  clear. 

When  the  act  was  adopted,  after  a  con¬ 
ference,  this  statement  was  made  on  the 
floor  of  this  Senate : 

It  is  the  understanding  of  the  conferees 
on  the  part  of  both  the  House  and  Senate 
that  the  purpose  of  the  credit  for  invest¬ 
ment  in  certain  depreciable  property,  in  the 
case  of  both  regulated  and  nonregulated  in¬ 
dustries,  is  to  encourage  modernization  and 
expansion  of  the  Nation’s  productive  facili¬ 
ties  and  to  improve  its  economic  potential  by 
reducing  the  net  cost  of  acquiring  new 
equipment,  thereby  increasing  the  earnings 
of  new  facilities  over  their  productive  lives. 

Despite  the  specific  provisions  of  the 
law — despite  the  language  of  the  report 
to  the  Senate — despite  current  action  by 
this  Congress  to  reaffirm  the  intent  of  the 
law — regulatory  agencies  have  seen  fit  to 
thwart  the  will  of  Congress  by  denying 
the  investment  credits  specifically  au¬ 
thorized. 

In  effect,  they  are  flouting  the  law  of 
the  land.  They  are  establishing  rule  by 
men  rather  than  rule  by  law. 

Have  the  independent  agencies  become 
so  independent  of  Congress  that  they  can 
subvert  the  law  with  impunity?  Do  they 
not  have  the  same  obligation  to  support 
the  law  that  is  demanded  of  every  citi¬ 
zen?  Is  it  they  or  Congress  which  sets 
tax  policy? 

These  are  the  fundamental,  the  moral, 
questions  involved  today. 

The  Revenue  Act  of  1963  simply  reaf¬ 
firms  the  intent  of  Congress  in  1962  as 
expressed  in  a  law  which  is  unequivocal 
and  not  subject  to  misinterpretation. 

Those  who  are  fighting  against  the  in¬ 
vestment  tax  provision  of  the  1963  act 
opposed  it  in  1962.  Having  lost  their 
case  in  1962,  they  are  today  using  the 
back-door  method  of  regulation  to  ne¬ 
gate  a  law  adopted  by  a  majority  of  Con¬ 
gress.  This  is  a  tremendous  disservice 
to  the  democratic  process,  the  type  of 
action  which  destroys  public  confidence 
in  our  system  of  'government. 

It  is  interesting  to  note  that  in  acting 
on  the  investment  tax  credit  question 
here  is  no  unanimity  of  opinion  within 
the  independent  agencies.  A  simple  ma¬ 
jority  of  the  membership  on  various  com¬ 
missions  have  acted  to  negate  the  will  of 
Congress.  There  is  strong  minority  op¬ 
position  within  the  commissions  them¬ 
selves. 

This  means  that  the  national  tax  pol¬ 
icy  can  be  flouted  by  a  handful  of  men 
in  defiance  of  the  Congress.  Such  power 
in  the  hands  of  a  simple  and  transient 
majority  constitutes  a  danger  to  the  fun¬ 
damental  principles  of  the  American 
system. 

Those  who  oppose  the  investment  tax 
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credit  provision  of  the  bill  now  under 
consideration  should,  I  suggest,  direct 
themselves  to  the  original  law.  They 
should  not  seek  to  perpetuate  govern¬ 
ment  by  men  through  a  back-door 
method. 

The  concept  which  they  seek  to  estab¬ 
lish  could  have  far-reaching  effects  in  all 
areas  of  Government  activity. 

The  question  today  is  not  one  of 
whether  investment  tax  credit  for  regu¬ 
lated  industry  is  right  or  wrong.  That 
was  debated  in  1962  and  this  Congress 
determined  that  it  was  right.  The  ques¬ 
tion  today  is  whether  the  law  will  be 
recognized  and  applied  as  written.  That 
is  what  the  legislation  now  before  this 
body  seeks  to  accomplish. 

In  my  opinion,  Congress  must  act  to 
uphold  the  law.  Any  other  course  would 
be  a  negation  of  our  very  reason  for 
existence  and  in  effect  would  place  con¬ 
gressional  blessing  on  the  concept  of 
government  by  men  rather  than  gov¬ 
ernment  by  law. 

Mr.  PROXMIRE.  Mr.  President,  it  is 
my  understanding  that  the  distinguished 
Senator  from  Georgia  [Mr.  Talmadge] 
wishes  to  exercise  his  right — and  cer¬ 
tainly  he  has  that  right — to  divide  the 
amendment  and  have  the  Senate  vote  on 
the  3-percent  section  and  then  vote  on 
the  7-percent  section.  I  yield  to  the 
Senator  from  Georgia  for  that  purpose. 

Mr.  TALMADGE.  Mr.  President,  I 
am  grateful  to  the  Senator  from  Wiscon¬ 
sin  for  yielding. 

The  amendment  offered  by  the  Sena¬ 
tor  from  Wisconsin  proposes,  on  page  38, 
beginning  with  line  7,  to  strike  out  all 
through  line  9  on  page  39. 

What  is  proposed  to  be  stricken  by  the 
Senator  from  Wisconsin  involves  two 
different  propositions  and  two  different 
treatments  of  the  two  different  proposi¬ 
tions.  Therefore,  under  the  rule  XVTII, 
I  request  that  they  be  divided. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  TALMADGE.  Will  the  Senator 
from  Wisconsin  wait  for  the  ruling  of  the 
Chair?  Then  I  shall  be  delighted  to 
yield.  Or  does  the  Senator  wish  to  make 
an  argument  before  the  Chair  rules? 

Mr.  PROXMIRE.  I  shall  not  make  an 
argument  on  the  parliamentary  situa¬ 
tion;  I  am  satisfied  that  the  Senator 
from  Georgia  is  within  his  rights, 
though  I  deeply  regret  that  he  is  exer¬ 
cising  them. 

The  PRESIDING  OFFICER  (Mr.  Mc¬ 
Govern  in  the  chair) .  Under  rule  XVIII, 
the  Senator  from  Georgia  has  a  right 
to  demand  a  division  of  the  question. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent — 


Mr.  PROXMIRE.  Mr.  President,  I 
think  I  have  the  floor;  I  yielded  tempo¬ 
rarily  to  the  Senator  from  Georgia. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  a  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  will  state  it. 

Mr.  PROXMIRE.  I  yield  to  the  Sen¬ 
ator  from  Louisiana  for  that  purpose. 

Mr.  LONG  of  Louisian^.  In  either 
event,  would  a  Senator  have  a  right  to 
move  to  table  the  whole  amendment? 

The  PRESIDING  OFFICER.  A  Sen¬ 
ator  would  have  that  right. 

Mr.  TALMADGE.  I  thank  the  Senator 
from  Wisconsin  for  yielding  to  me.  If 
he  desires  me  to  yield  to  respond  to  a 
question  from  him,  I  am  delighted  to  do 
so. 

Mr.  PROXMIRE.  I  should  like  to 
have  the  Senator  from  Georgia  recon¬ 
sider  his  action.  I  am  hopeful  that  the 
motion  to  table  can  be  defeated.  If  it 
can  be,  then  there  will  be  three  yea-and- 
nay  votes  on  the  basis  of  the  Senator’s 
motion  to  divide  the  question.  I  think 
this  question  can  be  decided  on  two  yea- 
and-nay  votes. 

While  the  Senator  has  an  excellent 
point — there  is  a  difference — there  is  no 
question  about  it — I  submit  that  the 
basic  principle  involved  is  the  same. 
That  principle  is  this: 

First,  should  Congress  dictate  to  a 
regulatory  body  that  it  must  permit  a 
return  greater  than  a  fair  return?  This 
would  be  true  whether  it  was  a  7 -percent 
utilities  return,  for  which  the  investment 
credit  must  be  ignored,  or  3  percent, 
where  the  investment  credit  must  be 
spread  over  the  life  of  the  asset. 

This  is  because  in  the  3 -percent  in¬ 
stance,  as  the  Senator  knows,  there  is 
free  interest  during  the  life  of  the  asset; 
and  if  the  utility  is  growing,  the  con¬ 
cession  to  the  utility  is  substantial. 

The  second  and  last  point  I  should 
like  to  make  in  this  connection  is  that 
the  argument  for  any  benefit  to  the 
locked-in  monopolistic  electric  utility 
is  virtually  all  at  the  maximum  rate  of 
return.  The  argument  that  they  should 
get  any  benefit  out  of  the  investment 
credit  is  very  weak,  indeed. 

Therefore,  I  think  we  could  make  al¬ 
most  an  equally  strong  argument  against 
both  sections.  If  one  disagrees  with  the 
Senator  from  Louisiana  and  his  sup¬ 
porters,  I  think  an  equally  strong  argu¬ 
ment  can  be  made  on  that  side. 

Therefore,  in  the  interest  of  expedit¬ 
ing  the  business  of  the  Senate,  I  hope 
the  Senator  from  Georgia  will  recon¬ 
sider  his  motion  to  have  the  question 
divided. 
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Mr.  TALMADGE.  The  Senator  is  en¬ 
titled  to  his  opinion,  of  course.  How¬ 
ever,  I  think  Congress  has  the  right  and 
the  duty  to  pass  laws  that  affect  regula¬ 
tory  bodies.  I  should  much  prefer  to 
have  the  origin  of  that  legislation  come 
before  the  appropriate  committee  that 
has  legislative  jurisdiction  thereof. 

The  Senate  is  dealing  with  a  tax  mat¬ 
ter  that  originated  in  the  Committee  on 
Ways  and  Means  and  was  referred  to  the 
Committee  on  Finance.  That  matter 
was  in  the  bill  at  the  time  it  came  be¬ 
fore  the  committee,  and  hearings  were 
held  on  it.  The  Senator  from  Wiscon¬ 
sin  is  not  a  member  of  the  Committee 
on  Finance,  but  I  made  the  same  request 
in  the  committee.  We  are  voting  on 
two  different  proposals,  one  that  I  can 
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support,  and  one  that  I  will  not  support. 
Under  those  conditions,  I  have  requested 
that  they  be  divided.  Such  a  division 
is  authorized  by  the  rules.  I  regret  that 
I  cannot  withdraw  the  request,  because 
I  am  not  prepared  to  vote  on  two  differ¬ 
ent  proposals,  one  with  which  I  agree, 
and  one  with  which  I  disagree. 

Mr.  PROXMIRE.  I  understand  that 
the  Senator  from  Georgia  is  insisting  on 
his  right. 

Mr.  TALMADGE.  That  is  correct. 

Mr.  PROXMIRE.  The  Senator  has 
every  right  to  do  so.  For  less  than  3 
minutes,  I  shall  try  to ,  summarize  my 
position. 

Primarily,  the  argument  of  the  Sen¬ 
ator  from  Louisiana  is  that  if  we  do  not 
agree  with  the  committee’s  position,  we 
penalize  the  utilities  or  transportation 
companies  that  are  in  competition.  Our 
argument  is  that  if  a  company  is  in  com¬ 
petition,  the  investment  credit  is  virtu¬ 
ally  certain  to  be  passed  on.  Of  course, 
it  will  be  passed  on.  It  will  be  passed  on 
because  competitive  forces  will  see  to  it 
that  prices  are  competitive.  Either 
through  freedom  of  entry  or  other 
methods,  the  investment  credit  eventu¬ 
ally  will  be  passed  on.  However,  it  will 
not  be  passed  on  in  the  case  of  a  utility 
which  is  a  monopoly  and  the  regulatory 
body  has  been  instructed  by  Congress 
not  to  permit  a  pass-on. 

The  Senator  from  Louisiana  also  said 
that  the  Federal  Power  N  Commission — 
and  I  hope  the  Senator  from  Illinois 
[Mr.  Douglas]  will  listen  to  this — is  al¬ 
ways  at  loggerheads  with  the  oil  and  gas 
utility  it  regulates. 

The  President  of  the  United  States  has 
made  some  very  sympathetic  appoint¬ 
ments  to  the  Federal  Power  Commis¬ 
sion,  including  that  of  Lawrence  O’Con¬ 
nor,  whose  nomination  I  opposed  on  the 
floor  of  the  Senate  for  27  hours,  a  man 


who  was  a  lobbyist  for  the  oil  industry, 
a  man  who  certainly  represents  the  in¬ 
terests  of  the  oil  industry  and  oil  pipe¬ 
lines. 

It  seems  to  me  that  the  regulatory 
body  should  not  necessarily  be  totally 
and  completely  sympathetic  to  the  pro¬ 
ducer  interests,  but  should  also  repre¬ 
sent  the  consumer  interests. 

Therefore,  the  basic  argument  made 
by  the  Senator  from  Louisiana  boils  down 
to  this  very  simple  issue:  He  says  that 
the  discretion  as  to  whether  the  invest¬ 
ment  credit  should  be  passed  through 
or  not  should  be  left  with  the  utilities. 

I  say  it  should  be  left  with  the  reg¬ 
ulatory  body.  That  is  the  entire  issue. 

It  is  my  position  that  the  regulatory 
bodies  which  represent  the  whole  pub¬ 
lic — both  the  utilities  q^id  the  consum¬ 
ers — should  decide  whether  the  tax  cred¬ 
it  should  be  passed  through.  The  Sena¬ 
tor  from  Louisiana  argues  that  only  the 
utilities  should  decide  whether  or  not  to 
pass  through  the  investment  credit. 
That  is  the  issue. 

Mr.  President,  I  earnestly  hope  the  mo¬ 
tion  which  I  anticipate  the  Senator  from 
Louisiana  will  shortly  make — a  motion  to 
lay  this  amendment  on  the  table — will  be 
rejected. 

Mr.  DOUGLAS.  Mr.  President,  I  hope 
very  much  that  the  Senator  from  Loui¬ 
siana  will  not  make  a  motion  to  lay  the 
amendment  on  the  table.  Yesterday,  a 
motion  was  made  to  lay  on  the  table 
the  amendment  of  the  Senator  from  Ten¬ 
nessee.  But  I  think  the  Senate  was  en¬ 
titled  to  vote,  yesterday,  on  the  amend¬ 
ment  of  the  Senator  from  Tennessee; 
and  likewise  I  think  the  Senate  is  en¬ 
titled  to  vote,  today,  on  the  amendment 
of  the  Senator  from  Wisconsin. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  LONG  of  Louisiana.  So  far  as  I 
am  concerned,  I  shall  state  my  position 
very  clearly:  I  do  not  think  Congress 
should  do  these  things  for  one  industry 
and  not  do  them  for  the  competitors  of 
that  industry. 

This  proposal  is  satisfactory  to  both 
the  3 -percent  utilities  and  the  7 -percent 
carriers.  It  is  my  feeling  that  we  should 
determine  where  we  stand  on  this  issue. 

I  was  not  in  favor  of  the  motion  to 
divide  the  amendment;  but  if  some  Sen¬ 
ator  is  going  to  insist  that  the  amend¬ 
ment  be  divided,  I  believe  I  have  no 
choice  but  to  move  that  the  amendment 
be  laid  on  the  table,  so  the  Senate  can 
subsequently  deal  with  the  entire  pack¬ 
age. 

Mr.  DOUGLAS.  Very  well,  Mr.  Presi¬ 
dent,  I  would  not  object  to  the  making 
of  a  motion  to  lay  the  proposed  Tal- 
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madge  motion  on  the  table  since  that 
is  a  technical  issue  but  I  do  object  to 
the  making  of  a  motion  to  lay  the  Prox- 
mire  amendment  on  the  table  which  is 
substantive  in  nature.  These  tabling 
motions  give  an  opportunity  for  equivo¬ 
cal  voting. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  if  the  Senator  from  Illinois  will 
yield  further,  let  me  say  that  if  the  mo¬ 
tion  to  table  is  agreed  to,  the  entire 
section  will  still  be  subject  to  amend¬ 
ment;  and  then  the  Senator  from 
Georgia  or  any  other  Senator  can  move 
to  strike  out  any  part  of  the  amend¬ 
ment. 

But  under  the  present  circumstances — 
because  I  believe  the  Senate  should  be 
allowed  to  vote  the  entire  section  either 
up  or  down — I  have  no  choice  but  to  move 
that  the  pending  amendment  be  laid  on 
the  table. 

Mr.  DOUGLAS.  Mr.  President,  it  will 
be  satisfactory  to  me  to  have  a  motion 
to  lay  the  Talmadge  motion  on  the  table 
agreed  to — since  that  is  a  procedural  is¬ 
sue  but  not  a  motion  to  lay  on  the  table 
the  Proxmire  amendment  which  is 
substantive  and  highly  important  and 
which  deserves  to  be  considered  on  its 
merits  and  voted  up  or  down. 

Mr.  CARLSON.  Mr.  President,  I 
wish  to  speak  for  only  2  or  3  minutes 
before  the  debate  on  this  issue  closes. 

Apparently  section  202(e)  is  greatly 
misunderstood. 

First  of  all,  section  202(e)  does  not  in¬ 
terfere  with  or  prohibit  regulatory  agen¬ 
cies  from  performing  their  proper  func¬ 
tions.  It  does  provide,  in  the  case  of 
public  utility  property — property  of 
utilities  receiving  the  3 -percent  invest¬ 
ment  credit — that  Federal  regulatory 
agencies  are  not,  without  the  taxpayer’s 
consent,  to  require  that  the  full  effect  of 
the  credit.be  flowed  through  to  the  bene¬ 
fit  of  users  of  utility  services  in  the  year 
in  which  the  credit  was  received.  The 
agencies  are,  however,  authorized  to  flow 
the  effect  of  this  credit  through  in  pro¬ 
portionate  amounts,  over  the  life  of  the 
public  utility  property  which  gave  rise  to 
the  credit.  Thus  the  sole  question  is  one 
of  timing.  We  want  the  effect  of  the  in¬ 
vestment  credit  to  be  a  lasting  one  and 
not  merely  a  shot  in  the  arm. 

I  was  a  member  of  the  committee  of 
conference  between  the  Senate  and  the 
House  on  the  amendments  of  the  Senate 
to  the  Revenue  Act  of  1962  (H.R.  10650) 
which  created  the  investment  credit. 
The  report  of  that  conference  endeav¬ 
ored  to  make  clear  the  intent  of  Congress 
respecting  the  purpose  of  the  investment 
credit  when  it  said : 

It  is  the  understanding  of  the  conferees 
on  the  part  of  both  the  House  and  the  Sen¬ 


ate  that  the  purpose  of  the  credit  for  in¬ 
vestment  in  certain  depreciable  property,  in 
the  case  of  both  regulated  and  nonregulated 
industries,  is  to  encourage  modernization 
and  expansion  of  the  Nation’s  productive 
facilities  and  to  improve  its  economic  poten¬ 
tial  by  reducing  the  net  cost  of  acquiring 
new  equipment,  thereby  increasing  the  earn¬ 
ings  of  the  new  facilities  over  their  produc¬ 
tive  lives. 

I,  for  one,  believed  we  had  made  it 
clear  that  the  investment  credit  was  not 
to  be  considered  a  simple  reduction  in 
taxes  but  its  purpose  was  to  reduce  the 
cost  of  providing  new  productive  facili¬ 
ties,  thereby  increasing  the  profitability 
of  such  facilities  and,  of  course,  the  in¬ 
centive  to  create  them. 

In  the  months  following  the  enact¬ 
ment  of  the  investment  credit  it  became 
painfully  apparent  we  had  not  been  suffi¬ 
ciently  specific.  At  least  one  Federal 
regulatory  agency,  after  reviewing  the 
legislative  history  of  the  Revenue  Act  of 
1962,  cited  the  language  from  the  con¬ 
ference  report  which  is  quoted  above  and 
found  that  this  did  not  mean  that  Con¬ 
gress  intended  the  effect  of  the  credit  be 
spread  over  the  life  of  the  plant.  This 
agency  specifically  found  that  the  in¬ 
vestment  credit  represents  a  reduction  in 
income  taxes  that  should  immediately  be 
flowed  through  to  earnings. 

Section  202(e)  simply  makes  certain 
that  these  Federal  regulatory  bodies  will 
not  further  misunderstand  what  the 
Congress  intended  and  still  intends, 
namely,  that  the  investment  credit  is  to 
make  the  construction  of  plant  more 
profitable  over  its  life  and  that  it  is  not 
a  mere  tax  reduction  to  create  an  ap¬ 
parent,  but  not  real,  increase  in  net 
earnings. 

Business  makes  money  through  the  use 
of  its  productive  facilities.  Business  does 
not  make  money  by  constructing  new 
plant.  The  investment  credit  recognizes 
this  fact.  The  credit  is  not  intended  to 
cause  an  artificial  increase  in  profits  in 
the  year  in  which  it  is  received.  It  is  in¬ 
tended  to  make  it  possible  for  a  business 
to  have  higher  earnings  over  the  period 
in  which  it  uses  the  plant  it  constructs. 
There  is  nothing  in  section  202(e)  which 
prevents  a  regulatory  body  from  recog¬ 
nizing,  for  any  regulatory  purpose,  the 
increased  earnings  which  are  realized  as 
the  property  constructed  is  used  in  pro¬ 
viding  service. 

When  the  investment  credit  was  first 
proposed  it  was  not  intended  to  be  ex- 
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tended  to  public  utilities.  However,  in 
many  instances,  public  utility  service  is 
in  competition  with  privately  provided 
service.  For  example,  electric  power 
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companies  must  compete  with  privately 
built  and  operated  generating  plants.  It 
obviously  would  be  unfair  to  provide  a 
credit  that  would  reduce  the  cost  of  pri¬ 
vately  provided  facilities  at  the  expense 
of  utility  services.  Provision,  therefore, 
was  made  for  the  public  utilities  to  re¬ 
ceive  a  3 -percent  credit. 

The  real  difficulty  seems  to  be  that 
some  regulatory  agencies  would  change 
the  investment  credit  from  an  incentive 
to  public  utilities  to  improve  and  ex¬ 
pand  their  facilities  into  a  bonus  to  the 
users  of  the  utility  service.  Regulatory 
zeal  to  protect  and  benefit  the  public  is 
admirable,  but  regulatory  attitudes  that 
do  not  recognize  congressional  purpose 
and  intent  is  a  matter  of  concern. 

The  Federal  Communications  Commis¬ 
sion,  in  a  letter  to  Congressman  John  W. 
Byrnes  last  September,  disclaimed  any 
intention  that  the  credit  “should  flow 
through  immediately  to  the  customers” 
in  all  cases.  It  stated  it  would  require 
immediate  flow  through  only  so  that  the 
Commission  could,  at  its  discretion,  se¬ 
lect  when  the  credit  should  be  used  to 
stimulate  investment  and  when  it  should 
flow  through  to  customers  in  the  form  of 
rate  reduction.  The  Commission’s  po¬ 
sition  is  that  the  credit  is  not  needed  to 
stimulate  investment  in  profitable  com¬ 
panies  and  should  in  those  cases  be 
passed  through  to  the  customers  by  im¬ 
mediate  rate  reductions.  The  legislative 
history  of  the  statute  gives  no  basis  for 
such  discrimination.  It  was  the  inten¬ 
tion  of  the  Congress  that  the  investment 
credit  was  to  be  applied  as  an  incentive 
to  improvement  and  expansion  of  pro¬ 
ductive  facilities.  Any  arbitrary  ruling 
by  a  Federal  regulatory  agency  requiring 
immediate  flow  through  would  eliminate 
any  incentive  for  further  investment. 
Any  prudent  management  of  a  business 
enterprise  would  think  twice  about  in¬ 
vesting  under  circumstances  which  re¬ 
duce  to  a  minimum,  or  eliminate,  the  in¬ 
centive  to  invest.  It  certainly  was  not 
the  intention  of  the  Congress  that  com¬ 
panies  making  a  satisfactory  rate  of  re¬ 
turn  should  be  precluded  by  regulatory 
authorities  from  using  the  credit  for  fur¬ 
ther  improvement  and  expansion. 

The  Federal  regulatory  agencies  under 
section  202(e)  retain  their  rightful  re¬ 
sponsibility  to  regulate  the  real  earnings 
of  any  company  under  their  jurisdiction. 
Nothing  in  section  202(e)  would  interfere 
in  the  slightest  respect  with  the  authority 
of  a  Federal  regulatory  agency  to  recog¬ 
nize,  in  determining  a  fair  rate  of  return 
to  the  utility,  the  earnings  arising  out 
of  use  of  public  utility  property  in  pro¬ 
viding  service. 

Mr.  President,  for  this  reason  I  believe 
the  Senate  should  not  adopt  the  amend¬ 


ment  offered  by  the  Senator  from  Wis¬ 
consin,  but  should  support  the  position 
taken  by  the  Finance  Committee  on  this 
situation. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  in  summary,  let  me  say  that  when 
Congress  passed  the  investment  credit 
provision,  it  made  the  legislative  history 
in  that  connection,  which  was,  in  the 
opinion  of  those  of  us  who  were  members 
of  the  conference  committee,  that  all  the 
carriers  were  to  have  the  benefit  of  the 
investment  credit,  as  a  stimulus  to  mod¬ 
ernization. 

In  some  areas — particularly  in  the 
railroad  industry — one  can  observe  what 
this  provision  of  law  has  meant.  The 
Interstate  Commerce  Commission  has 
permitted  the  railroads  to  have  the  bene¬ 
fit  of  the  tax  credit,  and  the  Commission 
has  said  it  does  not  intend  to  have  the 
tax  credit  taken  away  from  the  rail¬ 
roads;  and  the  railroads  are  engaging 
in  a  massive  effort  to  make  their  industry 
competitive  with  other  transportation 
industries. 

The  Federal  Power  Commission  has  de¬ 
cided,  by  a  vote  of  3  to  2,  that  it  does 
not  believe  that  Congress  meant  the 
pipelines  to  have  the  benefit  of  the  tax 
credit. 

Mr.  President,  unless  Congress  states 
clearly  what  its  decision  is  in  connection 
with  this  matter,  the  transportation  in¬ 
dustry  will  continue  for  years  to  be  in 
doubt  about  what  is  to  be  done.  In  short, 
now  is  the  time  for  Congress  to  clear  up 
the  uncertainty. 

One  of  the  worst  situations  I  can 
imagine  would  exist  if  the  railroads,  the 
pipelines,  and  the  other  transportation 
industries  had  to  remain  in  doubt  for  the 
next  number  of  years  as  to  whether 
they  are  or  are  not  to  obtain  the  benefit 
of  the  tax  credit. 

In  my  opinion,  it  would  be  better  for 
Congress  to  state  that  they  cannot  keep 
the  tax  credit,  rather  than  to  permit  the 
existing  uncertainty  to  continue. 

Consider  the  situation  in  the  Federal 
Power  Commission,  Mr.  President:  At 
the  present  time,  the  Commissioners  have 
divided  by  a  vote  of  3  to  2;  three  of 
them  want  to  have  the  tax  credit  taken 
away  from  the  pipelines  and  the  electric 
transmission  companies,  and  two  of  the 
Commissioners  want  them  to  have  the 
tax  credit.  A  mere  change  of  one  in  the 
membership  of  the  Commission  by 
means  of  one  presidential  appointee 
could  result  in  a  reversal  of  that  decision. 

Furthermore,  if  the  matter  went  to 
court,  it  would  take  years  for  the  courts 
to  decide  what  Congress  intended. 

In  my  opinion,  these  carriers  should 
have  the  benefit  of  the  tax  credit. 
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The  significance  of  many  of  the  figures 
which  have  been  cited  has  been  greatly 
exaggerated.  In  my  opinion,  Congress 
should  now  decide  whether  the  pipelines 
should  or  should  not  have  the  benefit  of 
the  tax  credit,  because  they  are  the  ones 
who  are  about  to  become  involved  in  liti¬ 
gation  over  this  question.  This  entire 
industry  was  involved  in  controversy  be¬ 
fore  the  Commission  in  1962.  That  year, 
the  entire  amount  of  the  investment 
credit  for  them  was  $26  million — which 
is  a  far  cry  from  some  of  the  figures 
which  have  been  cited  during  the  course 
of  this  debate;  in  fact,  one  Senator  even 
referred  to  $6  billion  as  the  correct  figure 
for  the  entire  item. 

Mr.  President,  I  regret  that  a  motion 
to  separate  the  amendment  was  made. 
Personally,  I  would  have  much  preferred 
to  have  the  Senate  take  a  direct  vote  on 
the  entire  section;  and  I  shall  seek  to 
arrive  at  that  result  by  following  the 
only  course  now  open  to  me — namely,  to 
move  that  the  Proxmire  amendment  be 
laid  on  the  table;  and  I  shall  make  that 
motion  when  other  Senators  are  ready 
to  have  it  made. 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MONRONEY.  As  I  understand, 
there  is  no  way  in  which  the  trucklines 
or  the  railroads  or  the  pipelines  could 
possibly  pass  back  their  7-percent  credit 
to  their  customers  who  already  have 
used  their  services  and  facilities.  Under 
these  circumstances,  that  branch  of  the 
transportation  industry  must  retain  the 
entire  7-percent  tax  credit,  must  it  not? 
Is  that  not  correct? 

Mr.  LONG  of  Louisiana.  Well,  at 
least,  it  would  be  very  difficult  for  them 
to  make  such  refunds  at  this  time. 

Mr.  MONRONEY.  After  all,  who  can 
now  determine  who  were  the  owners  of 
freight  which  was  carried  some  time 
ago?  I  believe  it  would  be  an  utter  im¬ 
possibility  for  such  a  determination  to 
be  made,  and  therefore  it  would  be  im¬ 
possible  for  a  refund  of  the  tax  credit 
to  be  made. 

Under  these  circumstances,  the  result 
would  be  that  the  only  industry  thus 
regulated,  among  all  those  in  the  7-per¬ 
cent  group,  would  be  the  pipelines,  which 
are  competitive  in  their  rates. 

Mr.  LONG  of  Louisiana.  Perhaps  that 
is  true  insofar  as  past  operations  are 
concerned;  but  I  assume  that  in  the  fu¬ 
ture  it  would  be  possible  for  the  rail¬ 
roads  to  be  required  to  reduce  their  rates 
for  future  business — in  other  words,  to 
require  them  to  forgo  the  benefit  of  the 
tax  credit  which  was  accorded  them. 

Mr.  MONRONEY.  The  rates  are  filed 
and  then  they  are  approved  or  sus¬ 


pended.  There  is  no  question  of  return 
on  investment.  I  am  trying  to  find  to 
whom  the  pipelines  would  pass  back  the 
money.  Would  the  long  gas  lines 
refund  it  to  the  Washington  Gas  Light 
Co.,  or  would  they  refund  it  to  the  con¬ 
sumer?  Is  there  anything  in  the  amend¬ 
ment  that  would  require  the  money  to 
go  to  the  consumer  or  to  the  central  dis¬ 
tribution  system  that  is  locally  controlled 
by  the  local  regulatory  agency  and  not 
by  the  Federal  Power  Commission? 

Mr.  LONG  of  Louisiana.  I  assume 
that  they  would  remit  to  the  local 
company. 

Mr.  MONRONEY.  We  have  done  it 
without  any  power  Congress  can  exert  for 
having  the  benefit  filter  down,  perhaps 
to  the  customer  or  perhaps  to  enrich  or 
add  to  the  profits  of  the  local  distribu¬ 
tion  system.  Is  that  correct? 

Mr.  LONG  of  Louisiana.  That  is  cor¬ 
rect,  though  it  perhaps  could  go  to  them. 

Mr.  President,  Senators  who  wish  to 
vote  for  the  tax  credit  should  not  vote  for 
it  all  unless  they  believe  that  competition 
is  the  great  leveler  of  prices.  If  we  be¬ 
lieve  that  by  modernizing  industry  or  by 
modernizing  five  different  competing  car¬ 
riers,  or  by  modernizing  five  different 
competing  industries,  and  modernizing 
the  carriers  within  those  industries,  or  if 
they  can  compete  more  effectively  with 
them  to  make  more  effective  the  com¬ 
petition  they  will  give  one  another,  prices 
will  be  brought  down,  we  should  vote  to 
sustain  the  position  of  the  committee. 

[P.  1991 ] 

If  we  believe  that  any  one  of  these  com¬ 
petitors  by  becoming  more  competitive 
and  more  efficient,  can  bring  prices  down, 
we  should  vote  to  sustain  the  position  of 
the  committee. 

Mr.  President,  if  we  wish  to  be  fair  to 
the  carriers,  we  should  not  provide — as 
the  Senator  from  Wisconsin  has  suggest¬ 
ed — a  tax  advantage  to  one  carrier  that 
would  not  be  provided  to  the  other.  We 
have  to  give  them  the  same  tax  credit, 
and'  let  them  compete  for  business.  If 
we  want  them  to  compete  according  to 
terms,  we  should  vote  for  the  position 
that  the  committee  has  recommended, 
which  is  the  position  that  the  House 
accepted. 

Mr.  PROXMIRE.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Wisconsin  will  state  it. 

Mr.  PROXMIRE.  If  the  Long  motion 
to  table  the  Proxmire  amendment  car¬ 
ries,  v/ill  it  be  possible  to  amend  the  bill 
with  either  the  first  section  of  the  Prox¬ 
mire  amendment  with  regard  to  the 
7-percent  credit,  or  its  second  section 
with  regard  to  the  3-percent  credit;  or 
will  the  whole  situation  then  be  out  of  the 
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way  so  that  the  Senate  will  proceed  with 
other  amendments? 

The  PRESIDING  OFFICER.  It  would 
be  subject  to  further  amendment  at  that 
point. 

Mr.  PROXMIRE.  It  is  subject  to  fur¬ 
ther  amendment  in  this  regard? 

The  PRESIDING  OFFICER.  That  is 
correct. 

Mr.  PROXMIRE.  Mr.  President,  I 
thank  the  Chair. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  believe  that  Senators  who  desire 
to  make  speeches  have  made  them,  and 
I  now  move  to  table  the  amendment  of 
the  Senator  from  Wisconsin. 

Mr.  PROXMIRE.  Mr.  President,  I 
ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The  ques¬ 
tion  is  on  agreeing  to  the  motion  of  the 
Senator  from  Louisiana  [Mr.  Long]  to 
table  the  amendment  of  the  Senator 
from  Wisconsin  [Mr.  Proxmire].  On 
this  question,  the  yeas  and  nays  have 
been  ordered;  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  BYRD  of  West  Virginia  (when  his 
name  was  called).  I  have  a  pair  with 
the  Senator  from  Illinois  [Mr.  Dirksen]. 
If  he  were  present  and  voting,  he  would 
vote  “yea”;  if  I  were  at  liberty  to  vote, 
I  would  vote  “nay.”  I  therefore  with¬ 
hold  my  vote. 

Mr.  PROUTY  (when  his  name  was 
called) .  On  this  vote  I  have  a  pair  with 
the  distinguished  Senator  from  Arizona 
[Mr.  Goldwater].  If  he  were  present 
and  voting,  he  would  vote  “nay.”  If  I 
were  at  liberty  to  vote,  I  would  vote 
“yea.”  I  therefore  withhold  my  vote. 

The  rolicall  was  concluded. 


Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Cannon] 
and  the  Senator  from  Alabama  [Mr. 
Hill]  are  absent  on  official  business. 


I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Nevada  [Mr. 
Cannon]  would  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  and 
the  Senator  from  Arizona  [Mr.  Gold- 
water]  are  necessarily  absent. 

The  respective  pairs  of  the  Senator 
from  Illinois  [Mr.  Dirksen]  and  that  of 
the  Senator  from  Arizona  [Mr.  Gold- 
water]  have  been  previously,  announced. 

The  result  was  announced — yeas  42, 
nays  52,  as  follows: 


Allott 

Anderson 

Beall 

Bennett 


[No.  23  Leg.] 
YEAS — 42 


Brewster 

Carlson 

Cooper 

Cotton 


Curtis 

Dominick 

Eastland 

Edmondson 


Ellender 

Jordan,  N.C. 

Pastore 

Ervin 

Jordan, Idaho 

Pearson 

Fong 

Long,  Mo. 

Saltonstall 

Fulbright 

Long,  La. 

Simpson 

Hartke 

Mansfield 

Smathers 

Hayden 

McGee 

Sparkman 

Hickenlooper 

Mechem 

Stennis 

Holland 

Miller 

Symington 

Hruska 

Monroney 

Tower 

Johnston 

Morton 

NAYS— 52 

Walters 

Aiken 

Jackson 

Neuberger 

Bartlett 

Javits 

Pell 

Bayh 

Keating 

Proxmire 

Bible 

Kennedy 

Randolph 

Boggs 

Kuchel 

Ribicoff 

Burdick 

Lausche 

Robertson 

Byrd,  Va. 

Magnuson 

Russell 

Case 

McCarthy 

Scott 

Church 

McClellan 

Smith 

Clark 

McGovern 

Talmadge 

Dodd 

McIntyre 

Thurmond 

Douglas 

McNamara 

Williams,  N.J. 

Engle 

Metcalf 

Williams,  Del. 

Gore 

Morse 

Yarborough 

Gruening 

Moss 

Young,  N.  Dak. 

Hart 

Mundt 

Young,  Ohio 

Humphrey 

Muskie 

Inouye 

Nelson 

NOT  VOTING- 

-6 

Byrd,  W.  Va. 

Dirksen 

Hill 

Cannon 

Goldwater 

Prouty 

So  Mr.  Long’s  motion  to  table  Mr. 
Proxmire’s  amendment  was  rejected. 

Mr.  PROXMIRE.  Mr.  President,  I 
understand  the  parliamentary  situation 
now  to  be  as  follows:  The  amendment 
which  I  offered  has  been  divided,  at  the 
request  of  the  Senator  from  Georgia  [Mr. 
Talmadge] — which  is  his  right — so  that 
the  Senate  will  now  vote  on  whether  or 
not  it  should  eliminate  the  section  of  the 
bill  which  provides  that  the  3 -percent  in¬ 
vestment  credit  must  be  spread  over  the 
life  of  the  asset  and  that  the  regulatory 
agencies  cannot  require  the  utility  to  re¬ 
duce  its  rates  to  take  into  account  all  of 
the  3 -percent  investment  credit  in  the 
first  year  in  which  the  utility  makes  the 
purchase.  Is  that  correct? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct.  The  question  is  on 
agreeing  to  the  first  branch  of  the 
amendment,  which  proposes  to  strike  out 
language  in  paragraph  (1),  which  the 
clerk  will  read - 

Mr.  PROXMIRE.  Mr.  President,  I 
ask  unanimous  consent  that  the  reading 
be  dispensed  with.  It  merely  refers  to 
the  lines.  I  shall  be  very  brief. 

Mr.  ANDERSON.  Mr.  President,  may 
Senators  know  what  they  are  voting 
upon? 

The  PRESIDING  OFFICER.  The 
clerk  will  state  the  language  proposed  to 
be  stricken. 

The  Legislative  Clerk.  On  page  38, 
line  7,  it  is  proposed  to  strike  out  the 
language  beginning  on  line  18,  down  to 
and  inculding  line  4  on  page  39,  which 
reads  as  follows: 

(1)  in  the  case  of  public  utility  property 
(as  defined  in  section  46(c)(3)(B)  of  the 


3190 


Internal  Revenue  Code  of  1954) ,  more  than  a 
proportionate  part  (determined  with  refer¬ 
ence  to  the  average  useful  life  of  the  property 
with  respect  to  which  the  credit  was  al¬ 
lowed)  of  the  credit  against  tax  allowed  for 
any  taxable  year  by  section  38  of  such 
Code,  or 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  PROXMIRE.  I  shall  yield  in  a 
moment. 

Mr.  MILLER.  The  Senator  from  Iowa 
is  still  not  clear  as  to  what  he  is  to  vote 
on.  Is  the  point  before  the  Senate  the 
amendment  of  the  Senator  from  Wiscon¬ 
sin  to  delete  the  matter  which  has  just 
been  read? 

Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect.  That  is  the  understanding  of  the 
Senator  from  Wisconsin.  The  amend¬ 
ment  has  been  divided,  so  the  question 
before  the  Senate  is  whether  or  not  the 
language  which  has  been  read  shall  be 
deleted.  If  the  vote  is  “yea,”  the  vote  is 
that  the  language  shall  be  deleted. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MILLER.  I  wonder  if  perhaps  the 
Senator  might  propose  the  second  part 
of  the  amendment  first,  because  if  the 
Senator’s  amendment  with  respect  to  the 
first  part  prevails,  it  will  be  almost  im¬ 
possible  for  us  to  support  the  second 
part;  but  if  the  second  part  prevails,  I 
think  some  of  us  can  support  the  first 
part.  Would  the  Senator  object  to  hav¬ 
ing  the  second  part  voted  on  first? 

Mr.  PROXMIRE.  I  appreciate  the  ad¬ 
vice  of  the  Senator  from  Iowa.  I  know 
he  has  a  sincere  interest  in  this  question, 
but  it  does  not  make  much  difference 
which  part  is  taken  up  first.  If  the  Sen¬ 
ate  voted  for  the  first  part,  frankly,  I 
think  the  case  for  the  second  part  would 
be  made  stronger.  Therefore,  I  am  in¬ 
clined  to  go  ahead  with  a  vote  on  the 
first  part. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  PASTORE.  Do  I  correctly  under¬ 
stand  the  Senator  from  Wisconsin  to  be 
opposed  to  the  first  part?  ' 

Mr.  PROXMIRE.  The  Senator  from 
Wisconsin  has  offered  an  amendment 
which  would  strike  the  first  part. 

Mr.  PASTORE.  And  the  reason  for 
that  is  that  the  credit  is  to  be  spread 
over  a  period  of  years. 

Mr.  PROXMIRE.  The  reason  for  the 
amendment  is  that  I  want  to  leave  it  in 
the  discretion  of  the  regulatory  body. 
If  the  amendment  fails,  the  regulatory 
body  will  have  no  discretion.  My  argu¬ 
ment  is  that  the  determination  should 
be  made  by  the  regulatory  commissions — 


the  Federal  Power  Commission,  the  In¬ 
terstate  Commerce  Commission,  and  so 
forth — and  not  by  Congress  in  this  par¬ 
ticular  way.  It  can  be  spread  if  the  regu¬ 
latory  bodies  want  to  spread  it.  They 
have  a  perfect  right  to  do  it,  but  it  is  up 
to  them  to  do  it. 

Mr.  PASTORE.  The  reason  why  I 
asked  the  question  is  that  I  am  amen¬ 
able  to  a  retention  of  the  first  part,  but 
I  am  against  the  second  part.  The  Sen¬ 
ator  says  that  is  what  would  take  place. 

[P.  1 992] 

Mr.  PROXMIRE.  As  I  have  said, 
many  persons  may  feel  that  way. 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MONRONEY.  As  the  Senator’s 
amendment  is  now  before  the  Senate,  it 
would  strike  the  first  part,  which  refers 
to  utilities  which  have  a  monopolistic  po¬ 
sition  in  the  service  areas  in  which  they 
operate. 

Mr.  PROXMIRE.  The  Senator  is  ab¬ 
solutely  correct.  It  affects  the  so-called 
locked-in  monopolies,  which  are  utilities 
that  are  in  a  position  to  earn  a  favorable 
rate  of  return.  They  are  monopolistic 
in  every  sense.  They  are  not  really  in 
competition.  The  same  argument  can¬ 
not  be  made  as  regards  some  of  those  in 
the  7-percent  category. 

Mr.  MONRONEY.  Can  the  Senator 
guarantee  that  any  of  the  money  saved 
on  the  3  percent  or  anything  in  his 
amendment  would  act  on  any  regulatory 
body  other  than  the  Federal  Power  Com¬ 
mission  or  other  Federal  agency?  This 
provision  cannot  reach  agencies  which 
are  operated  by  State  governments. 

Mr.  PROXMIRE.  My  judgment  is 
that  it  would  reach  the  State  agencies, 
because  the  State  agencies  will  do  what 
they  have  almost  always  done  in  the 
past;  namely,  to  follow  Federal  regula¬ 
tion,  especially  when  it  comes  to  a  tax 
matter  on  which  Congress  has  declared 
itself.  In  addition,  there  are  national 
accounting  forms  used  which  will  help 
persuade  State  agencies  to  follow  the 
practice  of  the  Federal  agency.  They  are 
not  required  to  do  so. 

Mr.  MONRONEY.  There  is  nothing  in 
the  Senator’s  amendment  that  would  re¬ 
quire  any  of  the  agencies  in  any  of  the 
50  States  to  follow  the  pattern  he  seeks 
to  put  in. 

Mr.  PROXMIRE.  I  will  put  it  the 
other  way — there  is  nothing  in  the  bill 
that  requires  a  State  agency  to  follow 
the  Federal  agency,  but,  as  a  matter  of 
practice,  many  State  agencies  will  do  so, 
and  in  time  most,  if  not  all,  of  the  State 
agencies  will  do  so. 
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Mr.  MONRONEY.  The  Senator  knows 
that  the  State  agencies  adopt  different 
regulations,  different  periods  of  writeoff, 
and  different  returns  on  investment.  So 
there  is  nothing  uniform  about  State 
regulatory  agencies.  So  it  is  a  pious  hope 
that  the  States  will  follow  the  dictates  of 
the  Federal  agency. 

Mr.  PROXMIRE.  The  pious  hope  is 
the  other  way;  the  Senator  from  Wiscon¬ 
sin  hopes  that  the  State  agencies  will  not 
follow  the  Federal  practice  and  will  not 
feel  that  it  must  not  pass  on  this  benefit. 

Mr.  MONRONEY.  On  the  assumption 
that  the  Senator  wins,  it  is  his  pious  hope 
that  that  will  be  done. 

Mr.  PROXMIRE.  My  position  is  that 
I  do  not  think  the  Congress,  the  Senator 
from  Oklahoma,  or  the  Senator  from 
Rhode  Island,  or  any  other  Member  of 
Congress,  should  dictate  to  a  regulatory 
body  what  it  should  do.  That  is  what 
this  fight  is  about. 

Mr.  PASTORE.  Is  the  Senator  saying 
that  insofar  as  a  public  utility  in  Rhode 
Island  is  concerned,  the  Senator’s 
amendment  is  dictating  or  does  he  say 
it  is  not  dictating  to  Rhode  Island  what 
its  responsibility  to  its  consumers  may 
be? 

Mr.  PROXMIRE.  I  am  saying  that 
the  bill  as  reported  by  the  committee,  in 
its  present  form,  would  set  a  Federal 
pattern  which  I  think  may  well  be  fol¬ 
lowed — it  does  not  have  to  be;  it  can  be, 
but  it  may  well  be  followed — in  Rhode 
Island  and  other  States. 

Mr.  PASTORE.  The  point  I  wish  to 
make  to  the  distinguished  Senator  is 
that  when  I  was  Governor  of  my  State  I 
fought  the  telephone  company  for  the 
benefit  of  the  consumers  in  a  rate  case, 
and  I  did  not  have  to  come  to  Washing¬ 
ton  to  be  told  how  to  do  it.  That  is  why 
I  say  I  am  amenable  to  the  first  part  of 
the  amendment.  I  refer  to  the  part 
which  relates  to  interstate  commerce 
and  which  comes  under  Federal  regula¬ 
tion.  So  I  am  willing  to  go  along  with 
the  Senator  from  Wisconsin.  But  if  we 
are  talking  about  local  bodies,  it  is  the 
prime  responsibility  of  those  bodies  to 
protect  the  consumer. 

Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect.  A  Governor  would  be  in  a  stronger 
position  if  my  amendment  were  adopted. 

Mr.  PASTORE.  The  Governor  is 
strong  enough  without  it.  If  a  Gov¬ 
ernor  is  worth  his  salt,  he  has  power 
enough  to  do  it  without  Congress  telling 
him  what  to  do. 

Mr.  PROXMIRE.  We  are  not  telling 
him. 

Mr.  PASTORE.  We  cannot  do  that — 
that  is  the  point  that  I  am  making. 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 


Mr.  HUMPHREY.  It  seems  to  me 
that  perhaps  the  cart  has  been  put  be¬ 
fore  the  horse.  The  bill  as  written  tells 
the  regulatory  agencies  at  the  Federal 
level  what  to  do. 

Mr.  PROXMIRE.  The  Senator  is  ab¬ 
solutely  correct. 

Mr.  HUMPHREY.  The  proposal  before 
the  Senate  involves  not  a  matter  of  tax 
policy,  but  a  violation  of  the  indepen¬ 
dence  of  the  regulatory  agencies. 

Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect. 

Mr.  HUMPHREY.  I  recognize  that 
some  States  have  regulatory  bodies  for 
their  utilities,  and  that  some  do  not.  For 
example,  in  my  State  of  Minnesota,  there 
is  no  State  regulatory  body  with  juris¬ 
diction  over  the  rates  of  the  utilities. 
There  are  local  regulations  in  local  com¬ 
munities.  The  investment  tax  credit 
pertains  to  Federal  income  taxes.  It  is 
considered  in  the  rate  base  of  any  reg¬ 
ulated  utility.  In  the  formulation  of  the 
utility  rate  the  law  at  the  State  level, 
where  there  is  a  State  regulatory  body, 
requires  that  the  State  commission  take 
into  consideration  operating  costs,  fixed 
costs,  a  reasonable  profit,  capital  for  fi¬ 
nancial  expansion,  and  other  matters. 
There  are  many  things  to  be  taken  into 
consideration. 

It  is  fair  to  say  that  there  is  nothing 
in  what  the  Senator  is  offering  which  will 
dictate  to  any  State  regulatory  agency 
what  it  ought  to  do. 

Mr.  PROXMIRE.  The  Senator  is  ab¬ 
solutely  correct.  My  amendment  would 
retain  the  present  law.  It  leaves  the 
policy  decision  up  to  the  regulatory  body, 
because  it  provides  that  the  Federal 
agency  may  pass  through  the  full  in¬ 
vestment  credit.  Therefore,  the  result 
is  going  to  follow,  and  follow  very  quickly 
in  many  cases,  that  the  regulatory  body, 
especially  if  it  is  a  municipal  body,  will 
follow  the  Federal  body  on  Federal  tax 
law. 

Mr.  HUMPHREY.  Things  will  hap¬ 
pen  if  the  bill  remains  as  it  is.  Everyone 
knows  that  it  means  that  the  utilities  will 
not  take  into  consideration  the  tax  bene¬ 
fits  that  accrue  under  the  investment 
tax  credit  for  utilities. 

Mr.  PROXMIRE.  Yes.  Let  me  ex¬ 
plain  this  important  point  in  the  way  in 
which  it  affects  the  consumer  and  the 
utility  stockholder.  According  to  the 
calculations  of  Professor  Eisner,  if  this 
spread-over  system  is  applied  to  the  3- 
percent  utilities,  the  pass  through  will  be 
about  30  percent  of  the  investment 
credit.  The  stockholders  will  receive  70 
percent  of  the  investment  credit.  I  sub¬ 
mit,  on  the  basis  of  all  the  discussion  this 
afternoon,  that  there  is  no  question  that 
the  investment  credit  does  not  result, 
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and  almost  cannot  result,  in  the  pur¬ 
chase  of  more  equipment  for  locked-in, 
monopolistic  utilities. 

If  the  first  part  is  defeated,  it  means 
that  only  30  percent  will  be  passed 
through,  and  70  percent  will  be  kept 
within  the  utilities. 

Mr.  HUMPHREY.  I  must  say  that 
the  great  benefits  that  the  Senator  be¬ 
lieves  will  accrue  will  not  necessarily 
come  to  pass.  However,  there  is  no 
doubt  that  if  the  bill  remains  as  it  is  it 
will  set  a  Federal  precedent.  It  is  bound 
to  set  a  Federal  precedent.  I  support 
the  investment  tax  credit.  However,  this 
provision  has  less  effect  on  monopolistic 
industries  than  it  has  upon  a  free  enter¬ 
prise  industry,  where  the  price  is  always 
in  doubt.  The  purpose  of  the  investment 
tax  credit  is  to  encourage  investment  by 
highly  competitive  industries.  Private 
utility  companies  have  a  guaranteed 
market  for  their  product,  and  therefore 
their  profits  are  assured. 

Mr.  PROXMIRE.  That  is  essentially 
true  with  respect  to  the  first  part.  This 
is  a  locked-in,  monopolistic,  noncompeti¬ 
tive  public  utility.  The  decision  is 
whether  the  tax  credit  should  be  passed 
on  in  part  to  the  consumer. 

Mr.  HUMPHREY.  Mr.  President, 
now  everyone  knows  that,  by  the  very 
nature  ‘of  their  business,  most  public 
utilities  inevitably  are  monopolies.  The 
common  practices  of  American  free  en¬ 
terprise  do  not  restrain  these  utilities, 
which  are  free  from  normal  competition. 
In  order  to  protect  the  public  from  an 
unrestrained  exercise  of  monopoly  power, 
we  have  established  independent  regula¬ 
tory  commissions  to  limit  the  utilities. 
The  most  important  job  these  commis¬ 
sions  do  is  set  utility  rates. 

We  all  are  aware  of  the  pressures  that 
are  exerted  on  Government  agencies 
with  this  kind  of  responsibility,  and 
therefore  when  Congress  established 
these  agencies  it  specifically  intended 
that  they  should  do  their  job  free  from 
outside  political  pressures. 

Section  203(e)  in  the  tax  bill  would  do 
away  with  all  this.  It  would  interfere 
with  the  regulatory  process  by  giving 
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orders  to  the  agencies  that  are  supposed 
to  be  independent.  It  would  do  this  by 
forcing  the  agencies  to  abstain  from 
taking  their  enormous  tax  savings  into 
account  when  setting  utility  rates.  We 
have  already  given  important  tax  con¬ 
cessions  to  public  utilities.  Now,  if  this 
provision  becomes  law,  we  will  force  the 
regulatory  agencies  to  pretend  that  these 
concessions  do  not  really  exist  for  pur¬ 
poses  of  setting  rates. 


This  proposal  is  a  major  breach  in  the 
dike  of  utility  regulation.  Unless  we 
eliminate  this  section,  it  will  be  not  only 
a  gross  injustice  to  utility  customers,  but 
an  invitation  to  further  erosion  of  the 
consumer  protection  supposedly  provided 
by  the  regulatory  process.  Under  this 
section  the  public  utilities,  not  the  State 
and  Federal  regulatory  agencies,  would 
decide  who  benefits  from  the  enormous 
tax  reductions  enjoyed  by  the  utilities  as 
a  result  of  the  investment  tax  credit. 

This  section  prevents  agencies  from 
lowering  utility  rates,  even  though  utility 
costs  are  slashed.  This  is  an  abandon¬ 
ment  of  the  whole  principle  of  utility 
regulation  as  we  have  known  it  for  gen¬ 
erations.  It  establishes  the  principle 
that  a  utility  can  grow  only  by  keeping 
rates  high.  What  an  irony,  Mr.  Presi¬ 
dent,  if  we  passed  a  tax  cut  and  then  ap¬ 
proved  a  section  that  encouraged  high 
utility  bills — a  key  item  in  every  taxpay¬ 
er's  budget. 

The  U.S.  Congress  should  stay  out  of 
the  details  of  private  utility  regulation. 
This  is  not  the  sort  of  detail  that  we 
should  involve  ourselves  in.  Doing  so 
is  only  an  invitation  to  concern  ourselves 
with  other  details  in  the  future,  until  we, 
rather  than  the  regulatory  agencies,  will 
be  doing  their  job  of  governing  public 
utility  costs. 

Furthermore,  I  consider  it  vital  to  the 
best  interests  of  private  utility  companies 
themselves  that  they  not  be  put  in  the 
position  of  passing  judgment  on  matters 
traditionally  handled  by  regulatory 
agencies.  If  we  give  them  the  decision¬ 
making  power  on  tax  credits,  why  not 
also  let  them  set  the  corporate  income 
tax  rates? 

When  we  ask  for  the  rationale  behind 
section  203(e)  we  are  told  that  the  utili¬ 
ties  need  this  help  if  they  are  to  attract 
the  investment  they  need  in  order  to 
finance  continued  expansion.  On  Tues¬ 
day  the  distinguished  junior  Senator 
from  Montana  drew  our  attention  to  this 
prediction: 

For  as  far  ahead  as  almost  anyone  would 
dare  to  look,  the  investor-owned  electric 
utility  industry  should  maintain  its  preemi¬ 
nence  as  the  most  consistently  growing  busi¬ 
ness  in  the  United  States. 

This  optimistic  picture  of  thq  outlook 
for  private  power  comes  from  the  well- 
known  brokerage  house  of  Merrill  Lynch, 
Pierce,  Fenner  &  Smith.  I  do  not  be¬ 
lieve  that  companies  with  such  rosy  pros¬ 
pects  need  the  help  of  a  further  tax 
subsidy. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  GORE.  I  am  asking  the  Senator 
to  yield  because,  as  a  member  of  the 
committee,  I  have  done  a  great  deal  of 
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work  on  this  section.  The  overall  prin¬ 
ciple  of  both  parts  of  the  provision  which 
the  Proxmire  amendment  in  its  original 
form  would  have  been  stricken,  but 
which  now,  upon  the  motion  of  the  junior 
Senator  from  Georgia  LMr.  Talmadge], 
has  been  divided,  is  legislative  interjec¬ 
tion  into  the  regulatory  function  of  a 
quasi-judicial,  independent  agency. 

Even  if  both  parts  of  the  amendment 
are  defeated,  all  of  the  funds  will  not  pass 
through.  If  the  amendment  is  adopted 
in  both  parts,  all  of  the  investment  credit 
will  not  pass  through.  That  is  so  be¬ 
cause  what  determines  the  rate  struc¬ 
ture  is  the  profit  position  and  the  rate  of 
return  on  investment  by  the  utility.  In 
the  case  of  a  utility  which  even  with  the 
investment  credit  does  not  earn  a  fair 
return,  the  Proxmire  amendment  would 
not  require  a  pass-through,  because  the 
present  law  would  not  require  it. 

In  response  to  the  senior  Senator  from 
Rhode  Island,  if  as  Governor  of  his  State 
he  could  operate  effectively  in  the  regu¬ 
lating  of  the  intrastate  utilities,  the 
present  Governor  could  do  so  without 
benefit  of  the  provision  in  the  bill. 

It  is  not  the  Proxmire  amendment 
which  seeks  to  change  the  law.  It  is  the 
provision  in  the  bill  that  seeks  to  change 
the  law. 

If  I  may  be  specific,  if  Senators  will 
turn  to  pages  38  and  39  of  the  bill,  I  be¬ 
lieve  I  can  state  what  the  first  branch  of 
the  amendment  would  do. 

The  branch  of  the  amendment  now 
pending  would  strike  from  line  7  on  page 
38  through  line  4  of  page  39.  The  sec¬ 
ond  part  would  likewise  strike  from  line 
7  on  page  38  through  line  17.  Then  it 
picks  up  on  line  5  on  page  39  and  goes 
through  line  9. 

If  I  may  state  the  case  briefly,  what  is 
provided  in  the  first  part  is  this:  It  will 
be  understood  that  lines  7  to  17  are 
prefatory  both  to  Nos.  1  and  2.  So 
what  we  are  about  to  vote  on  is  the  pro¬ 
vision  which  would  require  that  in  the 
case  of  utilities  that  receive  a  3 -percent 
investment  credit,  the  pass-through  is 
required  by  the  regulatory  agency. 
This  can  be  applied  only  on  an  annual 
basis,  depending  upon  the  assumed  life 
of  the  equipment  or  utility,  rather  than 
in  the  year  in  which  the  benefit  is 
received. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield  exactly  at  that  point? 

Mr.  PROXMIRE.  Mr.  President,  I 
have  the  floor. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Wisconsin  yield;  and 
if  so,  to  whom? 

Mr.  PROXMIRE.  I  yield  to  the  Sena¬ 
tor  from  Rhode  Island  for  a  question. 


Mr.  PASTORE.  When  the  Senator 
from  Tennessee  speaks  about  a  regula¬ 
tory  agency,  is  he  not  referring  to  a 
Federal  agency? 

Mr.  GORE.  Yes. 

Mr.  PASTORE.  There  is  nothing 
that  affects  the  right  of  a  State  public 
utility  authority  to  protect  the  con¬ 
sumers.  No  matter  what  we  may  write 
into  the  bill,  it  is  the  responsibility  of 
the  chief  executive  of  each  individual 
State  to  protect  the  consumers  of  his 
State  against  the  locked-in  monopolies 
that  operate  intrastate.  That  is  the 
argument  I  make.  The  argument  is  be¬ 
ing  made  that  we  would  be  setting  a 
precedent. 

Mr.  GORE.  The  Proxmire  amend¬ 
ment  does  not  aim  to  change  the  law. 

Mr.  PASTORE.  I  do  not  think  we 
have  a  right  to  change  the  law. 

Mr.  PROXMIRE.  The  Senator  is  ab¬ 
solutely  correct  when  he  says  the  bill 
does  not  require  the  State  regulatory 
body  to  do  anything. 

Mr.  PASTORE.  That  is  correct. 

Mr.  PROXMIRE.  But  from  a  prac¬ 
tical  standpoint,  when  Congress  inter¬ 
prets  the  Federal  tax  law  and  directs  a 
Federal  agency  to  act  in  a  certain  way 
with  regard  to  it,  what  does  the  Senator 
from  Rhode  Island  really  expect  many 
regulatory  bodies  to  do?  They  want  to 
do  the  right  thing.  They  say  that  Con¬ 
gress  has  acted  in  this  way;  and  that 
other  regulatory  bodies  have  acted  in  this 
way.  All  the  pressure  is  in  that  direc¬ 
tion.  The  chances  are  in  favor  of  most 
State  regulatory  bodies  following  the 
same  practice.  I  do  not  say  all  of  them 
would.  The  Senator  from  Rhode  Island 
was  a  wonderful  Governor  of  his  State, 
just  as  he  is  a  wonderful  Senator.  He 
could  probably  put  some  steel  into  a 
regulatory  body. 

Mr.  PASTORE.  I  take  it  the  Senator 
means  s-t-e-e-1. 

Mr.  PROXMIRE.  Steel  is  right. 
There  is  no  s-t-e-a-1  in  the  Senator  from 
Rhode  Island’s  heart,  soul,  or  mind.  So 
from  a  practical  standpoint,  if  we  want 
to  protect  the  consumer,  we  can  insist 
upon  the  present  law  and  make  no 
change  in  the  law.  That  means  we 
should  vote  for  the  first  part  of  the 
Proxmire  amendment. 

Mr.  PASTORE.  So  far  as  the  pro¬ 
tection  of  consumers  is  concerned,  with 
respect  to  public  utilities  that  operate 
within  a  State,  it  is  the  responsibility  of 
the  Governor  to  protect  the  people  of  his 
State.  He  has  the  authority  to  do  it 
through  his  appropriate  State  agencies. 
There  is  nothing  we  can  do  here  today 
that  would  affect  that  right.  That  is 
what  I  mean.  We  cannot  divest  a  Gov¬ 
ernor  of  his  rights  and  his  responsibili¬ 
ties. 
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Mr.  PROXMIRE.  I  think  the  pro¬ 
posal  has  been  debated.  The  Senator 
from  Rhode  Island  is  entitled  to  his  view¬ 
point.  But  it  is  my  conviction  that  in  a 
matter  of  this  kind,  when  Congress  acts, 
as  it  will  act  if  the  bill  is  passed  in  its 
present  form,  most  regulatory  bodies 
would  feel  that  this  was  a  Federal  pat¬ 
tern,  set  by  Congress,  and  would  regard 
it  as  a  Federal  tax,  as  if  the  tax  were 
not  in  effect,  which  is  what  it  amounts 
to. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  I  yield  for  a  ques¬ 
tion. 

Mr.  AIKEN.  I  should  like  to  ask  a 
question,  after  making  a  short  prelimi¬ 
nary  statement. 

I  am  sure  that  no  Members  of  this 
body  desire  to  place  in  the  hands  of  elec¬ 
tric  utility  companies  an  instrument  that 
would  enable  them  to  weaken  or  destroy 
their  competition.  I  cannot  help  feel- 
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ing  that  this  provision  of  the  law  is 
aimed  directly  at  the  rural  electric  co¬ 
operatives  and  the  municipal  power  sys¬ 
tems  throughout  the  country.  I  may  be 
mistaken,  but  the  rural  electric  coopera¬ 
tives  feel  that  this  proposal  is  aimed  at 
them.  The  municipal  lighting  systems 
feel  that  it  is  aimed  at  weakening  or  de¬ 
stroying  them.  I  shall  not  explain  their 
reasons  here ;  it  would  take  too  long  to  do 
so.  Instead,  if  the  Senator  from  Wis¬ 
consin  will  permit,  I  should  like  to  ask 
unanimous  consent  to  have  printed  at 
this  point  in  the  Record  a  letter  from 
Mr.  Clyde  T.  Ellis,  general  manager  of 
the  National  Rural  Electric  Cooperative 
Association,  setting  forth  reasons  why 
this  provision  of  the  tax  bill  would  be 
extremely  damaging  to  them;  and  also 
a  letter  from  Mr.  Alex  Radin,  of  the 
American  Public  Power  Association,  set¬ 
ting  forth  the  harmful  effects  of  this 
provision  of  the  tax  bill  upon  the  mu¬ 
nicipal  lighting  systems  of  the  country, 
of  which  there  are  about  1,200.  There 
are  about  1,000  rural  electric  coopera¬ 
tives. 

We  know  that  some  of  the  private 
electric  utility  companies  have  been  wag¬ 
ing  war  against  them  and  are  accentu¬ 
ating  that  war  at  present.  I  do  not  be¬ 
lieve  any  Member  of  the  Senate  wishes 
to  weaken  or  destroy  the  competitive 
power  that  the  REA’s  or  the  municipal 
lighting  systems  exert  in  many  States. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  for  the  regular  order. 

Mr.  PROXMIRE.  The  Senator  from 
Louisiana  has  asked  for  the  regular 
order. 

Mr.  President,  has  the  Chair  ruled  on 
the  request  of  the  Senator  from  Ver¬ 


mont  to  place  certain  material  in  the 

Record? 

There  being  no  objection,  the  letters 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

National  Rural  Electric 

Cooperative  Association, 
Washington,  D.C.,  February  3,  1964. 
Hon.  George  D.  Aiken, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Aiken:  Rural  electric  sys¬ 
tems  buy  more  than  $100  million  worth  of 
wholesale  energy  annually  from  the  investor- 
owned  utilities. 

The  wholesale  energy  bills  we  pay  in¬ 
clude,  of  course,  the  tax  dollars  which  in¬ 
vestor-owned  utilities  in  their  role  as  a  tax 
collector  collect  from  all  consumers. 

We  are  opposed  to  having  any  part  of  the 
taxes  we  pay  as  a  part  of  our  wholesale  power 
bills  pocketed  by  power  company  tax  col¬ 
lectors.  When  we  pay  a  bill  computed  at 
rates  which  include  a  Federal  income  tax 
component,  we  believe  that  we  have  a  right 
to  insist  that  the  collector  turn  all  of  our 
tax  dollars  over  to  the  Federal  Government, 
or  that  these  dollars  not  paid  as  taxes  be  re¬ 
turned  to  the  consumers  who  put  them  up 
in  the  first  place. 

Section  203(e)  of  the  tax  bill  now  before 
the  Senate  prohibits  the  Federal  Power  Com¬ 
mission  from  requiring  power  companies,  ex¬ 
cept  with  their  consent,  to  pass  on  tax  sav¬ 
ings  to  consumers.  State  commissions  gen¬ 
erally  adopt  FPC  accounting  procedures  and 
can  be  reasonably  expected  to  follow  FPC 
practice  in  this  instance. 

Such  a  procedure  makes  a  mockery  of  the 
regulatory  process.  If  the  purpose  is  to 
stimulate  the  economy,  lower  electric  rates 
to  consumers  are  certainly  more  effective 
than  giving  a  subsidy  to  investors. 

We  respectfully  urge  you  to  oppose  section 
203(e)  of  the  tax  bill. 

Sincerely  yours, 

Clyde  T.  Ellis, 
General  Manager. 


American  Public  Power  Association, 

Washington,  D.C.  January  31, 1964. 
Senator  George  D.  Aiken, 

Senate  Office  Building, 

Washington,  D.C. 

Dear  Senator  Aiken  :  American  Public 
Power  Association,  a  national  trade  organi¬ 
zation  representing  more  than  1,200  local 
publicly  owned  electric  systems  in  45  States 
and  Puerto  Rico,  opposes  section  203(e)  of 
H.R.  8363  as  passed  by  the  House  of  Repre¬ 
sentatives  and  reported  to  the  Senate. 

Enactment  of  section  203(e)  would  pro¬ 
hibit  Federal  regulatory  agencies  in  account¬ 
ing  or  ratemaking  activities  from  requiring 
that  utilities  “flow  through”  tax  savings 
from  the  investment  tax  credit  unless  the 
utility  concurs.  Such  a  prohibition  would 
have  an  adverse  effect  on  the  interests  of 
APPA  members,  and  purchasers  of  electricity 
generally,  because  it  would  severely  hinder 
efforts  to  pass  on  to  consumers  “cost  of  serv¬ 
ice”  reductions  resulting  from  tax  cuts  and 
would  encourage  the  imposition  of  “phantom 
taxes”  on  utility  customers. 

More  than  900  local  publicly  owned  elec¬ 
tric  utilities  in  43  States  purchase  wholesale 
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power  from  private  power  companies.  Im¬ 
plementation  of  section  203(e)  would  permit 
charges  in  excess  of  those  which  may  he  fair 
and  reasonable — without  the  benefit  of  re¬ 
view  by  Federal  regulatory  agencies  in  those 
areas  where  they  have  jurisdiction.  This  pro¬ 
posal  would  foster  and  further  practices 
which  have  allowed  private  power  companies 
to  accumulate  more  than  $1.6  billion  in  Fed¬ 
eral  subsidies  and  to  hand  out  in  excess  of 
$600  million  in  “tax-free”  dividends — despite 
the  fact  that  private  power  companies  have 
no  need  for  such  aid,  hold  monopoly  rights, 
are  sheltered  against  risk,  are  provided  a 
guaranteed  rate  of  return,  and  possess  ready 
access  to  capital. 

Adoption  of  this  measure  would  endorse 
utility  practices  of  keeping  two  sets  of 
books — one  for  rate  purposes  and  one  for  tax 
purposes.-  Weakening  of  the  ability  of  Fed¬ 
eral  regulatory  agencies  to  keep  power  costs 
down  may  boost  costs  of  residential  users 
and  manufacturers — to  the  detriment  of  the 
total  economy,  and  at  a  time  when  lower  rates 
can  significantly  increase  our  ability  to  com¬ 
pete  abroad.  Capability  of  Federal  regulators 
to  aid  in  controlling  private  utility  com¬ 
panies’  rates  and  earnings — reported  by  the 
Federal  Power  Commission  to  be  nearly  $500 
million  above  a  6-percent  return  in  1961 — 
would  be  seriously  lowered  if  the  regulatory 
agencies  cannot  enforce  their  decisions  with¬ 
out  the  consent  of  the  utility  involved — a  re¬ 
versal  of  roles  contemplated  by  the  proposal 
in  question. 

While  there  is  no  question  of  the  right  of 
Congress  to  amend  the  law  related  to  these 
matters,  it  would  appear  to  be  opening  a 
Pandora’s  box  by  taking  such  action;  if  all 
difficult  questions  of  regulation  must  be 
settled  by  Congress,  not  only  is  the  purpose 
of  regulatory  agencies  placed  in  doubt,  but 
the  Congress  is  likely  to  find  itself  in  the 
role  of  a  quasi-judicial  organization  before 
whose  committees  parties  to  any  dispute  will 
try  their  cases. 

Sincerely, 

Alex  Radin. 

Mr.  PROXMIRE.  I  shall  take  less 
than  a  minute  to  sum  up.  The  point 
of  the  Proxmire  amendment  in  its  pres¬ 
ent  form  is  this:  The  present  law  should 
be  kept  as  it  is.  The  Federal  regulatory 
bodies  should  not  be  told  by  Congress 
whether  they  can  pass  the  investment 
credit  through  in  the  first  year  or  at  any 
other  time. 

Finally,  the  facts  are  that  if  the  first 
part  of  the  Proxmire  amendment  is  de¬ 
feated,  for  the  lock-in  monopolistic  util¬ 
ities,  70  percent  of  the  benefit  of  the 
investment  credit  will  remain  with  the 
utility,  and  only  30  percent  will  be  passed 
through. 

I  yield  the  floor. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  have  been  insisting  on  the  regu¬ 
lar  order  because  I  believe  Senators  are 
entitled  to  know  what  they  are  voting 
on,  rather  than  to  have  to  explain  to 
their  constituents  why  they  voted  wrong. 


In  my  judgment,  if  the  Proxmire  amend¬ 
ment  is  agreed  to,  it  will  be  outlawed, 
although  some  Senators  will  strongly  be¬ 
lieve  this  should  be  done. 

When  there  are  yea-and-nay  votes, 
Senators  are  in  the  Chamber.  After  the 
vote,  a  Senator  will  obtain  the  floor  and 
parcel  out  the  time,  back  and  forth,  un¬ 
til  most  Senators  have  left  the  Cham¬ 
ber.  When  they  return,  without  having 
heard  the  debate,  they  vote  for  some¬ 
thing  that  they  may  not  have  wanted  to 
vote  for  had  they  heard  the  debate.  The 
result  is  that  they  have  to  explain,  “I 
did  not  understand.” 

This  is  a  request  by  Mr.  Clyde  Ellis 
and  his  public  power  associates.  They 
support  the  position  of  the  Senator  from 
Tennessee  [Mr.  Gore],  in  whose  State  is 
located  the  great  Tennessee  Valley, 
where  the  Government  spent  hundreds 
of  millions,  billions  of  dollars  of  Federal 
money,  to  provide  power. 

I  have  made  my  position  known  with 
respect  to  the  generation  of  power. 

I  am  in  favor  of  generation  if  it  can 
deliver  power  cheaper  than  the  private 
power  companies  are  doing  it  now.  The 
private  companies,  of  course,  are  entitled 
to  make  a  fair  profit  after  taxes. 

We  voted  for  a  7-percent  tax  credit. 
After  we  voted  the  7 -percent  credit,  we 
said  that  the  regulated  power  companies 
would  get  the  benefit  of  a  3 -percent 
credit. 

All  they  are  asking  is  to  be  permitted 
to  make  interest  on  the  money  while  they 
are  passing  it  through  to  their  customers. 
That  would  be  about  the  same  as  a  1 
percent  tax  credit  for  them.  But  they 
are  competing  with  public  power  inter¬ 
ests,  which  every  year  need  more  and 
more  Federal  funds. 

There  is  a  definite  place  for  REA  in 
this  country,  but  I  would  not  like  to  see 
it  extended  to  industries  that  the  Con¬ 
gress  did  not  intend.  This  would  hurt 
their  real  mission.  At  the  same  time 
I  would  like  to  see  their  competitors  get 
any  tax  credit  to  which  they  are  entitled. 

Mr.  President,  that  is  the  issue;  and 
I  am  ready  to  have  the  Senate  vote. 

Mr.  AIKEN.  Mr.  President,  I  thank 
the  Senator  from  Louisiana  for  so 
clearly  defining  the  issue;  he  did  so 
much  better  than  I  could  have  done. 

However,  I  wish  to  make  clear  that  in 
speaking  on  this  issue,  I  am  not  speaking 
of  Mr.  Ellis.  Sometimes  I  agree  with 
him;  sometimes  I  do  not. 

But  I  am  speaking  of  the  5  million 
rural  families  who  are  members  of  the 
REA  cooperatives.  I  earnestly  hope  the 
Senate  will  not  approve  any  section  of 
the  pending  bill  which  would  put  them 
in  a  very  unfortunate  position. 
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Mr.  GORE.  Mr.  President,  I  shall  take 
only  1  minute. 

I  wish  to  call  attention  to  the  fact  that 
the  principal  utilities  here  involved  are 
the  telephone  and  the  electric  utilities. 
All  of  the  long-distance  interstate  rates 
are  subject  to  Federal  regulation  and 
the  interstate  electric  utilities  are  sub¬ 
ject  to  Federal  regulation.  This  pro¬ 
vision  does  not  touch  the  intrastate 
ones;  but  it  does  touch,  in  a  very  inad¬ 
visable  way,  the  operations  of  the  Fed¬ 
eral  Communications  Commission  in 
this  case  and  the  operations  of  the  Fed¬ 
eral  Power  Commission  in  the  other 
case,  because  it  would  not  leave  the  Com¬ 
missions  free  to  exercise  their  responsi¬ 
bility  to  establish  rates  which  are  fair, 
equitable,  and  reasonable  to  the  con¬ 
sumer  and  to  provide  a  fair  and  reason¬ 
able  return  upon  the  investment.  In¬ 
stead,  this  part  of  the  pending  bill  would 
fix,  legislatively,  an  arbitrary  standard 
for  the  determination  to  be  made  with 
respect  to  the  investirient  credit — a  very 
large  and  very  specific  benefit. 

So  this  issue  involves  the  principle  of 
legislative  injection  into  the  functions  of 
a  regulatory  agency  specifically  charged, 
under  laws  enacted  by  Congress,  with  ar¬ 
riving  at  and  regulating  rates  fair  to  the 
consumers  and  providing  a  fair  return 
on  the  investment. 

Mr.  PROXMIRE.  Mr.  President,  on 
the  question  of  agreeing  to  the  first 
branch  of  my  amendment,  I  ask  for  the 
yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  MORTON.  Mr.  President,  I  can¬ 
not  see  anything  wrong  with  having 
Congress  tell  the  regulatory  agencies 
what  Congress  meant  2  years  ago  when 
it  passed  the  1962  bill.  That  is  what  the 
language  of  the  committee’s  version  of 
the  bill  would  do.  So  I  hope  the  pend¬ 
ing  amendment  will  be  rejected. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  for  a  ques¬ 
tion? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MILLER.  In  Iowa  there  are  a 
large  number  of  rural  electric  coopera¬ 
tives,  and  I  am  concerned  with  having 
them  take  a  proper  part  in  the  economy. 
I  think  they  have  been  doing  a  good  job. 

The  Senator  from  Vermont  [Mr. 
Aiken]  has  raised  the  point  that  this 
provision  is,  somehow  or  other,  directed 
at  the  REA’s.  I  cannot  find  in  it  any 
provision  which  relates  either  directly  or 
indirectly  to  the  REA’s. 

Does  the  Senator  from  Louisiana  in¬ 
terpret  this  provision  in  the  way  the 
Senator  from  Vermont  does? 

Mr.  LONG  of  Louisiana.  Insofar  as 
the  1 -percent  tax  credit — which  is  all  the 


net  a  power  company  would  make — this 
might  constitute  an  incentive  for  the 
construction  of  a  new  generating  plant. 
I  do  not  believe  the  REA  is  involved. 

On  the  other  hand,  if  the  investment 
credit  does  what  it  is  designed  to  do; 
namely,  provide  more  incentive  for  in¬ 
vestments  in  plant  construction — and  if 
such  investments  are  made  in  electric 
generating  plants,  to  that  extent  that 
would  be  in  conflict  with  the  interest  of 
the  REA’s. 

Mr.  MILLER.  If  that  is  the  case, 
when  Congress  enacted  the  3  percent  tax 
credit,  Congress  must  have  been  “taking 
a  crack”  at  the  REA’s;  to  be  consistent, 
we  would  have  to  interpret  that  measure 
in  that  way. 

Mr.  LONG  of  Louisiana.  If  the  tax 
credit  were  passed  back  immediately, 
perhaps  the  effect  would  be  that  they 
would  not  receive  any  benefit. 

Mr.  MILLER.  But  Congress  did  not 
decide  that,  in  that  connection. 

Mr.  LONG  of  Louisiana.  Some  say  it 
is  obvious  that  the  purpose  was  left  ob¬ 
scure.  It  is  on  that  point  that  at  this 
time  we  are  seeking  the  enactment  of 
legislation. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  first  branch 
of  the  amendment  offered  by  the  Senator 
from  Wisconsin  [Mr.  Proxmire]  .  On 
this  question,  the  yeas  and  nays  have 
been  ordered ;  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MANSFIELD  (after  having  voted 
in  the  negative).  Mr.  President,  on  this 
vote  I  have  a  pair  with  the  distinguished 
minority  leader  the  Senator  from  Illinois 
[Mr.  Dirksen].  If  he  were  present  and 
voting,  he  would  vote  “nay.”  If  I  were 
permitted  to  vote  I  would  vote  “yea.” 
I  withdraw  my  vote. 

The  rollcall  was  concluded. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Louisiana  [Mr.  Ellen- 
der],  the  Senator  from  Indiana  [Mr. 
Hartke],  the  Senator  from  Arizona  [Mr. 
Hayden],  the  Senator  from  Alabama 
[Mr.  Hill],  and  the  Senator  from  Texas 
[Mr.  Yarborough]  are  absent  on  official 
business. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Arizona 
[Mr.  Hayden]  would  vote  “nay.” 

On  this  vote,  the  Senator  from  Nevada 
[Mr.  Cannon]  is  paired  with  the  Senator 
from  Louisiana  [Mr.  Ellender]  .  If  pres¬ 
ent  and  voting,  the  Senator  from  Nevada 
would  vote  “yea,”  and  the  Senator  from 
Louisiana  would  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen]  and 
the  Senator  from  Arizona  [Mr.  Gold- 
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'water]  are  necessarily  absent. 

The  pair  of  the  Senator  from  Illinois 
[Mr.  Dirksen]  has  been  previously  an¬ 
nounced. 

If  present  and  voting,  the  Senator 
from  Arizona  [Mr.  Goldwater]  would 
vote  “nay.” 

The  result  was  announced — yeas  43, 
nays  48,  as  follows: 

[No.  24  Leg.] 

YEAS — 43 


Aiken 

Johnston 

Nelson 

Bartlett 

Keating 

Neuberger 

Bayh 

Kennedy 

Pell 

Burdick 

Kuchel 

Prouty 

Byrd,  Va. 

Lausche 

Proxmire 

Case 

Magnuson 

Ribicoff 

Church 

McGee 

Robertson 

Clark 

McGovern 

Scott 

Douglas 

McIntyre 

Smith 

Gore 

McNamara 

Williams,  N.J. 

Gruening 

Metcalf 

Williams,  Del. 

Hart 

Morse 

Young,  N.  Dak 

Humphrey 

Moss 

Young,  Ohio 

Jackson 

Mundt 

Javits 

Muskie 

Allott 

NAYS — 48 

Engle 

Monironey 

Anderson 

Ervin 

Morton 

Beall 

Fong 

Pastore 

Bennett 

Fulbright 

Pearson 

Bible 

Hickenlooper 

Randolph 

Boggs 

Holland 

Russell 

Brewster 

Hruska 

Saltonstall 

Byrd,  W.  Va. 

Inouye 

Simpson 

Carlson 

Jordan,  N.C. 

Smathers 

Cooper 

Jordan, Idaho 

Sparkman 

Cotton 

Long,  Mo. 

Stennis 

Curtis 

Long,  La. 

Symington 

Dodd 

McCarthy 

Talmadge 

Dominick 

McClellan 

Thurmond 

Eastland 

Mechem 

Tower 

Edmondson 

Miller 

Walters 

NOT  VOTING- 

-9 

Cannon 

Goldwater 

Hill 

Dirksen 

Hartke 

Mansfield 

Ellender 

Hayden 

Yarborougl 

So  the  first  branch  of  Mr.  Proxmire’s 
amendment  was  rejected. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  we  now  proceed  to  consider  the  sec¬ 
ond  branch  of  the  amendment,  which  I 
should  like  to  explain  briefly.  The  Sen¬ 
ate  has  agreed — and  I  think  quite  cor¬ 
rectly — to  do  what  it  tried  to  do  initially 
when  the  Senate  attempted  to  make  clear 
to  the  regulatory  agencies  what  it  had 
in  mind  when  it  passed  the  bill  pertain¬ 
ing  to  tax  credit.  If  we  do  not  tell  the 
regulatory  agencies  what  we  are  trying  to 
do,  the  regulatory  agencies  themselves 
will  be  divided.  The  Federal  Power  Com¬ 
mission  is  divided.  I  understand  that 
there  is  a  division  in  the  Interstate  Com¬ 
merce  Commission.  We  should  instruct 
them  as  to  what  we  meant.  If  we  in¬ 
struct  the  regulatory  agencies  that  we 
meant  either  that  the  utilities  should 
have  the  advantage  of  the  tax  credit  or 
should  not  have  the  advantage  of  the 
tax  credit,  they  will  understand  what 
Congress  intended.  The  utilities  will 


either  keep  the  benefit  of  the  credit  or 
they  will  flow  it  through. 

I  should  like  to  explain  what  is  in¬ 
volved  in  the  second  branch  of  the 
amendment  now  before  the  Senate. 
Congress  voted  2  years  ago  that  the  reg¬ 
ulated  carriers,  whether  they  be  the  rail¬ 
roads,  the  airlines,  the  bargelines,  the 
pipelines,  or  the  trucking  lines — the  en¬ 
tire  transportation  industry — would  all 
be  treated  alike,  in  that  they  would  all 
have  the  benefit  of  the  7-percent  credit. 

At  present  the  Interstate  Commerce 
Commission  does  not  take  away  the 
benefits  of  the  tax  credit  from  the  rail¬ 
roads,  the  bargelines,  or  carriers  which 
compete  directly  with  the  pipelines,  nor 
does  it  propose  to  do  so.  No  one  is  pro¬ 
posing  that  the  benefit  of  the  tax  credit 
be  taken  away  from  the  shipping  lines 
which  carry  residual  fuel  oil  to  the  east¬ 
ern  coast.  They  are  able  to  provide  a 
cheaper  service  on  a  B.t.u.  basis  than 
their  competitors,  the  pipelines  and  the 
railroads,  provide. 

The  proposal  would  treat  all  carriers 
alike.  They  would  all  receive  the  bene¬ 
fit  of  the  7-percent  tax  credit. 

There  is  a  legislative  history  on  the 
subject  in  the  House  and  in  the  Senate. 
It  might  be  subject  to  dispute,  but  if 
Congress  does  not  adopt  the  amendment, 
lawsuits  will  be  filed.  The  question  will 
be  in  litigation  for  years,  and  when  it 
finally  reaches  the  Supreme  Court  of  the 

[P.  1 996} 

United  States,  the  question  will  still  be 
as  follows:  Did  the  Congress  intend  that 
the  regulated  carriers — the  railroads,  the 
bargelines,  the  pipelines,  and  the  ship¬ 
ping  lines — should  have  the  full  benefit 
of  the  credit  as  an  incentive  to  modern¬ 
ize  their  equipment;  or  did  Congress  in¬ 
tend  that  they  should  be  required  to  give 
it  back  as  a  reduction  in  rates?  That  is 
the  question. 

As  the  matter  stands  now,  if  we  do 
not  adopt  the  committee  recommenda¬ 
tion,  the  FPC  may  proceed  against  the 
pipelines.  If  they  should  win  that  law¬ 
suit,  the  Interstate  Commerce  Commis¬ 
sion  might  well  be  under  the  burden  of 
proceeding  against  the  railroads,  the 
bargelines,  and  other  carriers. 

The  argument  of  those  of  us  who  sup¬ 
port  the  House  bill — and  the  section  to 
which  I  refer  was  sent  to  us  from  the 
House — is  that  the  provision  was  in¬ 
tended  as  an  incentive  to  modernize  the 
railroads  and  the  other  carriers.  The 
railroads  have  accomplished  a  great  deal 
of  modernization,  depending  upon  that 
provision  of  the  law.  It  was  our  intent 
that  the  same  benefits  should  be  avail-- 
able  to  the  pipelines  which  are  compet¬ 
ing  with  them,  to  enable  them  to  mod- 
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ernize  and  obtain  new  equipment,  and 
that  the  bargelines  should  have  the  same 
incentive  to  modernize.  The  shipping 
lines  with  which  they  are  competing 
should  have  the  same  incentive,  on  the 
same  basis.  If  we  desire  a  space  age 
manufacturing  industry,  we  must  re¬ 
member  that  one  quarter  of  our  gross 
product  is  the  transportation  industry, 
and  we  should  not  attempt  to  achieve 
full  modernization  of  the  manufacturing 
industries  without  having  a  space  age 
transportation  industry  to  go  along 
with  it. 

Mr.  MCCLELLAN.  Mr.  President,  will 
the  Senator. yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  McCLELLAN.  I  do  not  under¬ 
stand  why  the  provision  does  not  apply 
equally  now. 

Mr.  LONG  of  Louisiana.  The  reason 
Is  that  on  the  commission  level  the  ques¬ 
tion  is  asked,  Does  Congress  intend 
that  the  carriers  should  be  permitted  to 
have  the  tax  credit  that  was  voted  as  an 
incentive  to  encourage  them  to  make  a 
profit  by  building  more  pipelines,  mod¬ 
ernizing  the  railroads,  and  building  more 
facilities,  or  did  Congress  intend  that 
the  incentive  should  be  passed  on 
through  as  a  reduction  in  rates? 

It  can  be  argued — and  I  contend  it  to 
be  true — that  if  the  transportation  in¬ 
dustry  is  modernized,  the  competition 
factor  will  bring  rates  down.  On  the 
other  hand,  if  we  consider  the  position 
of  the  opponents  and  the  position  of  the 
majority  of  3  to  2  on  the  Federal  Power 
Commission,  we  would  argue  that  the 
purpose  intended  was  to  make  the  car¬ 
riers  reduce  their  rates  by  the  amount  of 
the  benefit  from  the  investment  credit. 

The  Senator  from  Louisiana  contends 
that  2  years  ago,  when  the  Senate  ap¬ 
proved  the  tax  credit  provision,  we  de¬ 
liberately  made  it  more  profitable  for 
business  if  it  would  do  what  we  wanted  it 
to  do — which  was  to  modernize,  to  im¬ 
prove,  and  to  expand  its  services;  and 
we  intended  that  business  should  make 
a  profit  if  it  did  something  we  thought 
was  in  the  national  interest;  namely,  to 
modernize,  improve,  and  expand  facili¬ 
ties. 

If  that  is  what  we  desire  to  do,  is  what 
we  do  for  all  the  rest  of  industry — mak¬ 
ing  it  profitable  for  all  to  modernize — we 
should  permit  the  transportation  indus¬ 
try  to  have  the  same  incentive  as  the 
others.  On  the  other  hand,  it  can  be 
contended — and  those  who  take  the  op¬ 
posing  point  of  view  contend — that  we 
intended  it,  for  example,  an  industry 
should  receive  a  $70,000  tax  credit,  it 
should  be  immediately  required  to  reduce 
rates  by  $70,000,  thereby  eliminating  the 
profit  motive  to  modernize  or  to  put  in 
new  facilities. 


Mr.  McCLELLAN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  McCLELLAN.  Do  I  correctly  un¬ 
derstand,  then,  that  if  the  pending 
amendment  is  adopted,  it  would  take 
away  from  transportation  and  utilities 
all  profit  and  incentive  for  them  to  make 
the  investment  to  begin  with? 

Mr.  LONG  of  Louisiana.  They  would 
still  be  permitted  to  make  the  same  profit 
that  they  were  permitted  to  make  before. 
But  the  point  is  that,  so  far  as  the  pipe¬ 
lines  are  concerned,  they  would  be  re¬ 
quired  to  flow  the  tax  advantages  of  the 
tax  credit  through.  So  we  would  be  dis¬ 
criminating  between  these  and  other 
carriers  not  having  to  flow  the  benefit 
through. 

Mr.  McCLELLAN.  Dor  those  who  sup¬ 
port  the  amendment  agree  that  dis¬ 
crimination  would  result  between  various 
carriers. 

Mr.  LONG  of  Louisiana.  The  Sen¬ 
ator  from  Louisiana  is  opposed  to  the 
Proxmire  amendment. 

Mr.  McCLELLAN.  I  understand  that. 
The  subject  is  complicated.  Senators 
who  are  members  of  the  Committee  on 
Finance  have  been  devoting  many  weeks 
and  months  to  the  bill,  and  they  under¬ 
stand  it.  It  is  somewhat  difficult  for  me. 
Perhaps  it  is  not  for  others,  but  it  is  for 
me.  I  should  like  to  see  all  the  utilities 
treated  alike.  At  the  same  time,  I  would 
not  wish  to  take  away  the  incentive  that 
I  believe  Congress  had  in  mind  when  it 
first  granted  the  credit. 

Mr.  LONG  of  Louisiana.  The  Senator 
would  vote  to  take  away  the  incentive  if 
he  should  vote  to  agree  to  the  Proxmire 
amendment.  He  would  be  permitting 
them  the  incentive  that  we  intended  for 
all  industry  if  the  Senator  votes  down 
the  Proxmire  amendment  and  stays  with 
the  House  bill. 

So  if  the  Senator  wants  to  treat  them 
all  alike  and  see  that  they  get  enough 
credit  and  benefit  from  it  as  a  means  of 
modernizing  and  expanding  their  in¬ 
vestment,  he  will  vote  against  the 
amendment. 

Mr.  McCLELLAN.  What  is  the  argu¬ 
ment  against  treating  them  all  alike? 
The  Senator  says  this  provision  would 
treat  them  all  alike.  I  would  like  to  hear 
the  argument  on  the  other  side  of  the 
question. 

Mr.  LONG  of  Louisiana.  Then  I  will 
yield  the  floor. 

Mr.  GORE.  Mr.  President,  the  senior 
Senator  from  Arkansas  has  asked  a 
question.  I  think  I  am  prepared  to  an¬ 
swer.  There  is  some  question  about  the 
legislative  intent  in  1962.  I  participated 
in  the  debate  at  that  time  as  a  member 
of  the  committee.  The  late  and  beloved 
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Senator  Kerr  made  it  perfectly  plain, 
when  the  bill  was  before  the  Senate,  that 
if  the  7 -percent  investment  credit  were 
given  to  the  gasline  utilities,  the  benefit 
would  be  passed  through  to  the  con¬ 
sumers. 

Mr.  McCLELLAN.  Mr.  President,  will 
the  Senator  yield  at  that  point? 

Mr.  GORE.  I  yield. 

Mr.  McCLELLAN.  But  the  law  does 
not  require  it  to  be  done.  Was  that 
merely  the  statement  of  a  Senator  that 
it  would  be  done?  I  am  trying  to  get 
the  facts. 

Mr.  GORE.  So  far  as  the  law  is  con¬ 
cerned,  the  bill  did  not  require  it.  It 
was  a  revenue  measure.  But  what  we 
have  in  the  present  bill  is  a  legislative 
measure  in  a  revenue  bill.  This  provi¬ 
sion  in  the  pending  bill,  which  the  Prox- 
mire  amendment  now  seeks  to  strike  out, 
prohibits  the  Federal  Power  Commission 
from  taking  into  consideration  the  vast 
benefits  of  investment  credit  in  arriving 
at  fair  and  reasonable  rates  for  consum¬ 
ers  to  pay  or  a  fair  and  reasonable  return 
on  investment. 

Mr.  McCLELLAN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  McCLELLAN.  Let  me  see  if  I 
understand.  The  law  gives  them  the 
7 -percent  credit. 

Mr.  GORE.  The  tax  law. 

Mr.  McCLELLAN.  As  it  is  now. 

Mr.  GORE.  Yes. 

Mr.  McCLELLAN.  Am  I  to  understand 
that  the  bill  now  before  the  Senate,  as  it 
passed  the  House,  would  prevent  the 
Federal  Power  Commission,  or  what¬ 
ever  other  utility  commission  had  juris¬ 
diction,  from  taking  into  account  the 
extra  profits  and  benefits  that  accrued  to 
the  investor,  in  fixing  the  rates? 

Mr.  GORE.  That  is  correct. 

Mr.  McCLELLAN.  I  thought  all  of 
those  factors  were  properly  taken  into 
account. 

Mr.  GORE.  So  did  I.  I  do  not  know 
why  this  provision  is  in  the  bill.  This 
is  a  legislative  proposal  inserted  in  a 
revenue  measure.  It  has  no  place  in  the 
bill. 

Mr.  McCLELLAN.  The  point  I  am  try¬ 
ing  to  make  is  why  the  regulatory  agency 
which  has  the  ratemaking  authority 
should  not  be  permitted  to  take  into  ac¬ 
count  the  investment  which  has  been 
made  in  fixing  reasonable  rates  and  also 
whether  or  not  some  of  the  benefits  of 
that  should  be  passed  on  to  the  con¬ 
sumers. 

Mr.  GORE.  I  know  of  no  reason  why 
they  should  not. 

Mr.  McCLELLAN.  That  is  the  fair 
way  to  do  it.  We  leave  it  to  the  regula¬ 
tory  body  to  make  the  decision. 


Am  I  to  understand  that  the  language 
in  the  bill  would  take  away  from  the 
regulatory  body  the  right  to  take  into  ac¬ 
count  the  benefits  and  profits  that  ac¬ 
crued  in  making  the  rate  structure? 
Would  that  right  be  entirely  elminated? 

Mr.  GORE.  That  is  correct. 

Mr.  McCLELLAN.  Is  that  correct? 
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Mr.  GORE.  That  is  the  provision  in 
the  bill  which  the  Proxmire  amendment 
seeks  to  strike  out. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  ANDERSON.  The  Senator  from 
Tennessee  quoted  what  the  Senator  from 
Oklahoma  said  when  the  bill  was  on  the 
floor  of  the  Senate.  Will  the  Senator 
quote  what  the  Senator  from  Oklahoma 
said  when  it  came  back,  which  complete¬ 
ly  reversed  that  statement? 

Mr.  GORE.  It  is  not  within  the  power 
of  this  body  to  determine  the  legislative 
intent  of  Congress  in  1962.  Various  in¬ 
dependent  agencies  have  already  reached 
decisions  with  respect  to  the  investment 
credit.  The  ICC,  the  Federal  Power 
Commission,  and  the  Federal  Communi¬ 
cations  Commission  have  done  so.  Now 
it  is  proposed  that  Congress  legislatively 
inject  itself  into  the  functions  of  these 
regulatory  agencies,  which,  as  the  Sen¬ 
ator  knows,  are  quasi-judicial  in  nature, 
and  prohibit  the  consideration  of  hun¬ 
dreds  of  millions  of  dollars  in  benefits 
which  ^Congress  has  voted,  in  reaching, 
as  the  Senator  has  said,  fair  and  reason¬ 
able  rates  for  the  consumer  to  pay  and 
a  fair  and  reasonable  return  on  invest¬ 
ment. 

Let  me  go  one  step  further.  This 
flowthrough  is  not  automatic.  If  as  a 
result  of  these  benefits  the  return  on  in¬ 
vestment  should  go  above  a  ceiling  which 
the  regulatory  agency  considers  fair  and 
reasonable,  it  would  operate  to  reduce 
the  rates.  But  in  the  case  of  a  utility 
that  was  not  in  a  very  strong  profit  posi¬ 
tion  and  for  which  this  investment  credit 
did  not  provide  a  profit  in  excess  of  what 
was  considered  to  be  a  fair  and  reason¬ 
able  return  on  investment,  the  flow¬ 
through  would  not  occur. 

But  what  the  present  law  permits,  and 
'  indeed  what  the  statute  requires,  is  that 
the  Federal  Power  Commission  take  into 
consideration  all  the  operating  costs  and 
operating  revenues  and  determine  what 
is  a  fair  rate  of  return  on  investment  on 
the  one  hand,  and,  in  consequence  there¬ 
of,  what  is  a  fair  and  reasonable  rate  for 
consumers  to  pay,  on  the  other. 

Mr.  McCLELLAN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 


3200 


Mr.  McCLELLAN.  As  of  now,  are 
not  the  regulatory  agencies  which  have 
supervision  of  rate  fixing  required  to 
take  into  account  the  basic  investment 
involved,  together  with  operating  costs, 
in  fixing  a  rate  that  will  yield  a  fair  re¬ 
turn  on  the  basis  of  that  investment? 

Mr.  GORE.  That  is  true. 

Mr.  McCLELLAN.  How  would  this 
provision  change  that?  They  are  the 
ones  to  look  into  each  case.  Congress 
cannot  do  it.  I  do  not  want  to  change 
that  rule.  That  is  what  I  am  talking 
about. 

Mr.  GORE.  To  answer  the  Senator’s 
question,  let  me  answer  it,  not  in  my 
words  but  in  the  words  of  the  bill: 

Accordingly,  Congress  does  not  intend  that 
any  agency  or  instrumentality  of  the  United 
States  having  jurisdiction  with  respect  to  a 
taxpayer  shall,  without  the  consent  of  the 
taxpayer,  use — 

(2)  in  the  case  of  any  other  property,  any 
credit  against  tax  allowed  by  section  38  of 
such  Code,  to  reduce  such  taxpayer’s  Federal 
income  taxes  for  the  purpose  of  establishing 
the  cost  of  service  of  the  taxpayer  or  to  ac¬ 
complish  a  similar  result  by  any  other 
method. 

That  means  the  regulatory  agencies 
are  prohibited  from  taking  into  consid¬ 
eration  the  tax  benefits  from  the  invest¬ 
ment  credit  in  arriving  at  what  is  a 
reasonable  and  fair  return  on  invest¬ 
ment  or  what  are  fair  and  reasonable 
rates  for  consumers  to  pay. 

Mr.  McCLELLAN.  I  merely  wished 
to  make  the  observation  that  I  do  not 
want  to  change  the  present  practice,  the 
present  rules,  the  present  standards  of 
measurement. 

Mr.  GORE.  Nor  do  I. 

Mr.  McCLELLAN.  I  believe  they  are 
right  as  they  are.  If  the  bill  seeks  to 
change  them,  if  it  seeks  to  change  that 
practice,  I  would  have  to  look  with  dis¬ 
favor  upon  it. 

Mr.  GORE.  The  Senator  reaches  the 
same  conclusion  that  I  have  reached. 

Mr.  McCLELLAN.  I  do  not  want  to 
see  discrimination  practiced.  If  the 
commissions  now  are  favoring  one  by 
granting  relief,  and  not  to  the  other, 
I  am  opposed  to  it.  I  want  to  correct 
that  situation. 

Mr.  GORE.  I  thank  the  Senator. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  ANDERSON.  The  Senator  from 
Arkansas  is  asking  what  the  law  is.  The 
legislative  history  is  clearly  established. 
The  House  wrote  the  legislative  intent  in 
its  report.  The  Senator  from  Oklahoma, 
Mr.  Kerr,  presented  the  situation  to  the 
Senate  and  the  Senate  affirmed  it.  How¬ 
ever,  the  regulatory  agencies  said,  “We 


do  not  care  what  Congress  said.  We  are 
going  to  do  it  our  way.” 

If  Senators  wish  to  have  it  the  way  the 
law  provides,  they  should  stand  with 
the  bill.  If  they  want  to  stand  with  the 
bureaucrats,  they  should  vote  for  the 
amendment. 

Mr.  GORE.  Mr.  President,  I  apolo¬ 
gize  to  the  Senate  for  taking  so  much 
time.  However,  this  is  a  very  important 
measure.  It  involves  hundreds  of  mil¬ 
lions  of  dollars  annually.  This  provi¬ 
sion  in  the  bill  would  deny  benefits  to 
consumers.  That  is  why  I  take  some 
time.  I  hold  in  my  hand  a  decision  of 
the  Federal  Communications  Commis¬ 
sion.  Let  me  read  what  the  decision 
says: 

7.  The  comments  have  dwelt  at  some  length 
on  the  so-called  legislative  intent  behind  the 
investment  tax  credit  and  many  of  them 
have  implied  that  the  Commission  is  pre¬ 
cluded  by  such  legislative  intent  from  judg¬ 
ing  the  appropriate  accounting  on  the  merits 
in  accordance  with  sound  public  utility  reg¬ 
ulatory  principles.  We  do  not  agree  with 
this  implication.  It  appears  to  us  on  the 
contrary  that  Congress  fully  intended  that 
the  tax  legislation  here  involved  should  fit 
into  the  normal  regulatory  scheme. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  Not  just  now.  I  shall 
yield  presently.  I  read  further  from 
point  10: 

10.  The  question  may  well  be  asked  as  to 
how  Congress  intended  the  tax  credit  to 
be  an  investment  incentive  to  utilities  if 
the  entire  amount  is  to  be  passed  along  to 
consumers  in  the  form  of  lower  rates.  The 
answer,  of  course,  is  that  in  most  cases  it 
will  not  all  be  passed  on  even  under  the 
“flowthrough”  principle.  Only  in  the  case 
of  a  utility  which  has  already  reached  the 
upper  limits  of  a  reasonable  rate  of  return 
is  such  a  result  possible,  and  even  then 
rates  cannot  be  reduced  to  give  immediate 
effect  to  the  reduction  in  taxes.  In  the 
case  of  marginal  utilities,  such  as  some  rail¬ 
roads,  for  example,  it  may  well  be  that  none 
of  the  amount  will  be  passed  on  to  the  con¬ 
sumer.  It  is  this  factor,  present  to  some 
degree  in  the  case  of  most  utilities,  of  pro¬ 
viding  the  means  of  increasing  earnings 
and  making  it  easier  to  obtain  capital,  both 
directly  through  retained  earnings  and  in¬ 
directly  through  rendering  its  securities  more 
attractive  to  investors,  that  constitutes  the 
real  incentive. 

I  will  read  one  further  point,  and  then 
I  shall  read  the  conclusion: 

It  is  our  view  that  the  investment  tax 
credit  represents  a  reduction  of  income  taxes 
and  should  be  so  recorded  in  the  accounts. 
The  Revenue  Act  of  1962  specifically  pro¬ 
vides  that  the  Federal  income  tax  liability 
shall  be  reduced  by  the  amount  of  the  in¬ 
vestment  tax  credit.  The  amount  of  the 
tax  due  the  Government  is  determined  after 
deductions  of  the  credit. 
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Now  I  come  to  the  conclusion: 

We  conclude  that  the  proper  accounting 
with  respect  to  the  investment  tax  credit 
arising  from  both  owned  and  leased  prop¬ 
erty  is  to  account  for  it  as  a  reduction  in 
income  taxes  and  let  such  reduction  flow¬ 
through  to  operating  income.  As  stated  in 
the  Notice  of  Proposed  Rule  Making  in  this 
proceeding,  we  have  interpreted  all  of  our 
uniform  systems  of  accounts  as  presently 
requiring  “flowthrough”  accounting.  Con¬ 
sequently,  no  amendments  to  our  systems  of 
accounts  will  be  ordered  herein. 

Mr.  McCLELLAN.  From  what  is  the 
Senator  reading? 

Mr.  GORE.  From  a  decision  of  the 
Federal  Communications  Commission. 
I  could  read  from  a  decision  of  the  ICC 
or  the  Federal  Power  Commission.  The 
Chairman  of  the  Federal  Power  Commis¬ 
sion  has  asked  Congress  not  to  inject 
itself  into  ratemaking  cases,  many  of 
which  are  pending  now  before  this  quasi¬ 
judicial  body. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  ANDERSON.  What  the  Senator 
has  said  bears  out  what  I  have  been  try¬ 
ing  to  say.  The  Federal  Communica¬ 
tions  Commission  knew  clearly  what 
Congress  intended.  It  said,  “We  do  not 
care  what  Congress  intended.  We  will 
do  it  the  way  we  want  to  do  it.” 

They  do  not  pay  any  attention  to  the 
clear  evidence.  The  House  report  was 
amply  clear.  The  statement  of  the  Sen¬ 
ator  from  Oklahoma  on  the  floor  of  the 
Senate  admits  of  no  misunderstanding. 
That  is  what  is  in  the  bill.  The  bureau¬ 
cratic  agencies  went  ahead  and  did  what 
they  wanted  to  do.  Therefore,  the  House 
slapped  them  with  this  language.  It  is 
the  only  way  in  which  it  can  hold  them 
in  line  when  they  violate  the  clear  in¬ 
tent  of  Congress. 

Mr.  GORE.  I  respect  the  opinion  of 
the  senior  Senator  from  New  Mexico.  I 
must  say,  however,  that  his  statement  is 
entirely  incorrect.  There  is  room  for  ar¬ 
gument  as  to  what  the  legislative  intent 
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was.  The  Senator  has  made  one  argu¬ 
ment.  Not  only  did  the  Senator  in 
charge  of  the  bill  in  colloquy  with  me 
make  the  intent  perfectly  plain  that  the 
benefits — which,  incidentally,  I  thought 
never  should  have  gone  to  regulated 
utilities  anyway — would  be  passed 
through  to  the  consumers.  Moreover, 
the  late  Senator  Kerr  made  it  perfectly 
plain  that  the  benefits  would  be  passed 
through  to  the  consumers. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 


Mr.  DOUGLAS.  I  wish  to  corroborate 
what  the  Sepator  from  Tennessee  has 
said.  I  refer  Senators  to  the  Congres¬ 
sional  Record  for  August  28  and  Sep¬ 
tember  4  of  1962,  when  the  Senator  from 
Wisconsin  was  raising  the  very  same 
question  about  these  very  points,  and 
was  about  to  offer  an  amendment  to 
strike  out  this  language.  The  Senator 
from  Oklahoma  rose  and  said  that  the 
amendment  was  not  necessary,  because, 
of  course,  in  the  case  of  these  utilities, 
the  utilities  would  of  course  pass  the  ben¬ 
efits  through. 

It  was  on  that  assurance  that  the  Sen¬ 
ator  from  Wisconsin  did  not  press  the 
amendment  which  he  is  now  pressing. 

Then  the  bill  went  to  conference.  The 
language  was  continued.  Then  the  Sen¬ 
ator  from  Oklahoma  came  back  with  ex¬ 
actly  the  opposite  statement,  when  it 
was  too  late  for  us  to  change  this  pro¬ 
vision,  because  the  Senate  had  either  to 
accept  or  reject  the  revenue  bill  as  a 
whole. 

We  could  not  amend  it.  But  when  the 
issue  had  been  before  the  Senate,  we  had 
been  given  assurances  that  it  was  not 
necessary,  because  the  savings  would  be 
passed  on.  After  the  provision  was  firm¬ 
ly  embodied  in  the  bill,  we  were  then 
told  exactly  the  opposite.  So  to  the  de¬ 
gree  that  we  want  to  give  weight  to  the 
legislative  history,  the  legislative  history 
on  the  floor  of  the  Senate  is  at  least  as 
important,  so  far  as  the  Senate  is  con¬ 
cerned,  as  the  statement  of  the  man¬ 
agers  as  they  returned  from  conference. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield  for  1  minute? 

Mr.  GORE.  If  the  Senator  does  not 
mind,  I  should  like  to  read  what  was 
said  on  August  27,  1962,  by  Senator  Kerr. 

Mr.  ANDERSON.  While  the  Senator 
is  looking  for  that  statement,  I  should 
like  to  make  a  brief  comment. 

Mr.  GORE.  I  will  not  yield  just  now. 
Senator  Kerr  said : 

With  reference  to  that  section,  I  say  to  the 
Senator  from  Tennesse  that  the  benefits 
would  go  to  the  consumers,  not  the  gas  pipe¬ 
lines.  If  the  Senator  from  Tennessee  were 
aware  of  the  facts  in  the  case,  the  rules  and 
regulations  of  the  Federal  Power  Commission, 
and  the  applicable  law,  he  would  have  known 
that.  The  interstate  gas  pipeline  carriers 
are  a  regulated  utility,  and  under  the  oper¬ 
ations  of  the  Federal  Power  Commission,  any 
saving  effected  by  them  reduces  their  rate 
base. 

That  was  said  to  me,  standing  here,  by 
the  distinguished  and  late  beloved  Sena¬ 
tor  Kerr,  standing  over  there. 

Mr.  DOUGLAS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  Senator  Kerr  re¬ 
peated  the  same  statement  to  the  Sena- 
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tor  from  Wisconsin  [Mr.  Proxmire]  on 
the  following  day,  August  28,  and  on  Sep¬ 
tember  4  he  said  it  again.  So  we  had 
three  assurances  that  the  saving  would 
be  passed  on. 

It  was  only  when  the  bill  came  back 
from  conference  that  a  contrary  state¬ 
ment  was  made. 

Mr.  ANDERSON.  The  statement  made 
by  the  Senator  from  Illinois  is  exactly 
correct.  I  agree  with  him  completely. 
I  have  no  quarrel  with  it.  I  have  no 
quarrel  with  what  the  Senator  from  Ten¬ 
nessee  is  saying.  I  regret  that  there 
is  confusion  on  the  subject.  But  I  wish 
to  explain  the  reason  why  I  think  the 
House  inserted  language  which  it  was 
felt  clearly  set  forth  its  history,  which  is 
somewhat  different  from  ours.  The 
House  requires  written  reports,  and  the 
Senate  does  not.  It  was  felt  that  the 
House  language  was  somewhat  binding, 
and  that  Senator  Kerr’s  statement  on 
the  floor  of  the  Senate,  after  the  con¬ 
ference  had  agreed  that  this  meant  a 
certain  thing,  was  binding  also.  I  ad¬ 
mit  that  there  is  a  difference  between 
them.  The  Senator  from  Illinois,  so  far 
as  this  question  is  concerned,  stated  the 
situation  exactly  as  it  was. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  New  Mexico. 

Mr.  GORE.  Permit  a  lawyer  from 
Tennessee,  of  very  limited  learning,  to 
express  the  view  that  a  colloquy  on  the 
floor  of  Congress  does  not  take  prece¬ 
dence  over  a  statutory  provision  of  law. 
Neither  does  a  committee  report.  Where 
is  the  residual  grant  of  power?  Where 
do  we  find  the  statutory  authority — in¬ 
deed,  the  statutory  responsibility — for 
taking  into  consideration  the  position 
of  the  utilities  in  arriving  at  rates  fair 
and  reasonable  for  the  consumer  and 
a  fair  and  reasonable  return  on  the  in¬ 
vestment?  We  find  it  in  the  statutes 
enacted  by  Congress  before  this  colloquy 
occurred;  and  this  colloquy  did  not  re¬ 
peal  any  of  those  laws.  All  that  Con¬ 
gress  did  in  1962  was  to  pass  a  law  pro¬ 
viding  tax  benefits  called  investment 
credit. 

Now  another  tax  bill  is  before  Con¬ 
gress.  It  contains  a  legislative  measure 
which  would  prohibit  the  Federal  Power 
Commission  from  taking  these  benefits 
into  consideration  for  the  purposes  of 
fixing  rates  for  consumers  or  determin¬ 
ing  a  fair  rate  of  return  on  investment. 

Mr.  McCLELLAN.  Mr.  President,  will 
the  Senator  yield  at  this  point? 

Mr.  GORE.  I  yield. 

Mr.  McCLELLAN.  It  strikes  me  that 
possibly  everyone  has  about  the  same 
objective  in  mind  with  respect  to  this 
proposal.  I  should  think  that  no  one 
would  want  to  deny  to  regulatory  bodies 


the  right  to  take  into  account  the  in¬ 
vestment  involved,  the  cost  of  operat¬ 
ing,  and  so  forth,  to  arrive  at  a  fair 
rate  of  charge  to  the  consumer  or  user. 
Since  statements  have  been  made  on 
the  floor  that  caused  some  confusion, 
I  should  think,  since  possibly  regulatory 
agencies  have  made  some  interpretations 
of  their  own,  and  the  House  feels  the 
agencies  are  not  carrying  out  the  intent 
of  Congress  and  the  intent  of  law,  that 
it  might  be  well  for  this  matter  to  go  to 
conference,  and  let  Senators  who  have, 
the  responsibility  and  the  knowledge, 
after  conferring  with  the  House  con¬ 
ferees,  work  out  some  language  on  which 
agreement  would  be  possible.  My 
thought  is  that  a  vote  for  the  amend¬ 
ment  of  the  Senator  from  Wisconsin  by 
the  Senate  would  throw  the  question 
into  conference. 

Mr.  GORE.  That  is  correct. 

Mr.  McCLELLAN.  I  do  not  know  what 
the  outcome  would  be;  I  am  not  pre¬ 
pared  to  say.  I  have  reached  no  con¬ 
clusion  about  it.  But  it  occurs  to  me 
that  it  should  be  possible  in  conference 
to  work  out  language  that  would  pre¬ 
scribe  what  should  be  done,  what  I  think 
Congress  intends  should  be  done,  and  at 
the  same  time  not  permit  regulatory 
agencies  to  ignore  or  disregard  the  in¬ 
tent  of  Congress.  I  think  something 
could  be  written  into  the  conference  ver¬ 
sion  to  get  the  job  done.  I  do  not  know 
any  other  way  to  do  it.  If  this  language 
is  not  satisfactory,  or  if  there  is  some 
real  objection  to  it,  let  us  get  the  matter 
into  conference  and  see  if  something 
can  be  worked  out. 

Mr.  GORE.  I  thank  the  Senator  from 
Arkansas. 

Mr.  PROXMIRE.  The  senior  Senator 
from  Arkansas  has  put  his  finger  on  the 
crux  of  the  amendment  and  has  made 
the  strongest  argument  for  it.  He  does 
not  want  to  vote  for  a  change  in  the 
present  situation;  or  if  there  is  to  be  a 
change,  he  feels  that,  at  least,  the  con¬ 
ferees  ought  to  have  an  opportunity  to 
discuss  it.  The  way  to  accomplish  that 
is  to  vote  “yea”  on  the  amendment. 

Under  the  present  bill,  regulatory 
agencies  have  no  discretion.  They  are 
compelled,  forced,  required,  mandated, 
to  prohibit  or  prevent  a  passthrough. 
They  cannot  pass  through  1  percent,  2 
percent,  3  percent — or  any  investment 
credit.  They  are  compelled  by  law. 
This  is  direct  dictation  by  Congress  to 
the  Federal  Power  Commission  and  to 
the  other  Federal  agencies  and,  I  think 
inferentially,  to  the  State  agencies. 

I  should  like  to  make  one  or  two  other 
points.  The  Senator  from  Louisiana  has 
argued  that  the  gas  pipelines  and  oil 
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pipelines  do  not  really  have  an  oppor¬ 
tunity  to  take  advantage  of  the  invest¬ 
ment  credit.  He  said  their  competition 
can  get  it,  but  they  cannot  get  it.  Oil 
and  gas  pipelines  are  regulated.  Why 
are  they  regulated?  Why  did  Congress 
decide  to  place  oil  and  gas  pipelines  un¬ 
der  regulation?  Because  they  are  vest¬ 
ed,  to  some  extent,  with  a  character  of 
monopoly.  If  it  were  not  for  the  fact 
that  they  are  regulated  by  the  Federal 
Power  Commission,  they  would  be  in  a 
position,  on  the  basis  of  the  judgment 
of  Congress — not  of  Members  of  Con¬ 
gress,  but  the  judgment  of  Congress— to 
charge  rates  that  would  be  excessive. 
Competition  alone  is  not  enough  to  keep 
the  rates  charged  by  oil  and  gas  pipe¬ 
lines  within  reason. 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXM3RE.  I  yield. 

IP.  1999 ] 

Mr.  MONRONEY.  It  is  true  that  this 
provision  was  passed  to  make  certain 
that  independent  producers  would  have 
pipelines  available  to  carry  their  oil  to 
market.  But  the  real  purpose  was  to 
protect  carriers  owning  pipelines,  so  that 
every  producer  in  the  field,  whether  the 
line  was  owned  by  the  producer  or  not, 
would  have  the  same  right  on  a  per¬ 
centage  basis  to  pipe  his  oil  to  market. 
That  is,  it  was  a  common  carrier. 

Later,  it  was  provided  that  the  Federal 
Power  Commission  should  maintain  a 
reasonable  rate  for  the  fuel.  The  pipe¬ 
line  had  nothing  to  do  with  the  rate. 

That  is  why  I  feel  that  the  Senator’s 
amendment  would  deny  to  carriers  or 
transportation  facilities,  which  are  in 
competition,  an  opportunity  to  provide 
service  on  a  basis  that  would  be  profitable 
to  them  and  also  to  furnish  service  at 
a  reasonable  rate. 

Mr.  PROXMIRE.  Let  me  say  to  the 
Senator  from  Oklahoma  that  existing 
law  and  this  amendment  do  not  deny  the 
oil  pipelines  and  the  gas  pipelines  any¬ 
thing,  but  merely  provide  that  they  must 
make  their  case  before  the  regulatory 
body;  and  a  majority  of  them  have  not 
been  able  to  convince  the  Commission. 

Mr.  MONRONEY.  But  they  have  al¬ 
ready  decided  this  question.  We  are  not 
talking  about  letting  the  regulatory  body 
do  that.  Two  have  agreed  and  three 
have  opposed  doing  what  I  thought  the 
Senate  had  in  mind  when  it  previously 
dealt  with  the  tax  credit — namely,  pro¬ 
vide  it  as  an  incentive  for  the  construc¬ 
tion  of  additional  lines  and  for  improve¬ 
ment  of  their  plants. 

If  none  of  the  investment  credit  is  to 
be  retained,  I  do  not  believe  it  can  prop¬ 
erly  be  called  an  incentive.  If  it  is  prop¬ 


erly  called  an  incentive  tax  credit,  then 
all  who  wish  to  invest  more  money  will 
be  able  to  deduct  the  7  percent  as  a  tax 
credit.  I  do  not  think  one  minor  group 
should  be  the  only  one  to  be  compelled 
to  proceed  without  the  benefit  of  the  tax 
credit. 

Mr.  PROXMIRE.  But  these  com¬ 
panies  do  not  regard  it  as  an  adequate 
incentive  or  as  a  sufficient  amount  to 
really  constitute  such  an  incentive. 

Mr.  MONRONEY.  Who  determines 
that  question?  These  companies  are  in 
competition,  and  the  rates  they  charge 
must  be  competitive  rates,  regardless  of 
the  views  of  the  commissions  as  to  what 
rates  should  be  established  for  the  pipe¬ 
lines,  the  truck  lines,  or  the  railroads. 
These  companies  have  to  meet  the  low¬ 
est  rate  that  one  of  their  competitors 
quotes;  and  today  most  of  the  rate  cases 
taken  before  the  Interstate  Commerce 
Commission  are  based  on  attempts  to 
set  rates  too  low,  so  low  that  the  com¬ 
panies  cannot  even  continue  to  operate, 
much  less  obtain  a  reasonable  return  on 
their  investments. 

Mr.  PROXMIRE.  But  absolutely  noth¬ 
ing  in  either  existing  law  or  the  amend¬ 
ment  would  require  that  the  tax  credit 
be  passed  through  and  not  be  retained 
by  the  companies  if  the  rates  established 
by  the  regulatory  commissions  were  not 
adequate  and  sufficient  to  provide  a  rea¬ 
sonable  or  fair  return  on  the  investment 
and  were  not  sufficient  to  enable  the 
companies  to  continue  to  operate. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  yield.  - 

Mr.  DOUGLAS.  I  believe  this  ques¬ 
tion  has  been  before  Congress  ever  since 
the  Moore  bill  was  under  consideration — 
in  other  words,  for  approximately  17 
years.  It  has  also  been  before  the  Fed¬ 
eral  Power  Commission  and  before  the 
Supreme  Court. 

It  is  true  that  one  of  the  purposes  of 
regulating  the  pipelines  was  to  give  them 
a  common-carrier  status.  But  accord¬ 
ing  to  the  Supreme  Court,  that  was  not 
the  only  purpose.  In  the  Phillips  case^ 
the  Supreme  Court  held  it  was  also  a 
proper  function  of  the  regulatory  body 
to  consider  what  was  a  reasonable  rate 
of  return;  and  behind  that  reasoning 
there  was  a  solid  base  of  economic  fast; 
namely,  that  once  a  pipeline  is  hitched 
up  to  the  original  source  of  supply  and 
once  it  connects  with  the  distributing 
company  at  the  other  end,  it  is,  in  effect, 
a  monopoly — in  other  words,  that  there 
is  no  possibility  of  building  a  competing 
line. 

We  fought  out  this  issue  on  the  floor 
of  the  Senate.  The  late  Senator  Kerr 
was  so  strong  that  we  were  unable  to 
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overpower  him  here.  But  the  Supreme 
Court  clearly  stated,  in  connection  with 
this  matter,  that  this  is  a  proper  func¬ 
tion  of  regulation. 

So  regardless  of  the  action  taken  by 
the  Senate  or  the  ,  action  taken  by  the 
Commission — which  had  some  very 
strange  things  happen  to  it,  it  is  clear 
that  the  Supreme  Court  determined,  as 
the  law  of  the  land,  that  that  function 
is  included  in  the  provision  of  this  reg¬ 
ulatory  function. 

Mr..  MONRONEY.  But  a  pipeline 
which,  in  Oklahoma,  obtains  its  gas  for 
approximately  12*4  cents,  charges  15 
cents  for  it  when  it  turns  it  over  to  the 
distributing  company  in  Washington, 
D.C.,  or  in  Rockville,  Md.;  and  the  dis¬ 
tributing  company  charges  the  con¬ 
sumers  about  $1.50  for  it.  At  least,  that 
is  about  what  I  pay  for  the  gas  used  in 
my  home.  The  result  is  that  the  large 
profits  are  made  by  the  distributing 
companies;  the  pipeline  companies  make 
a  very  small  amount. 

This  bill  would  not  affect  the  Public 
Utilities  Commission  of  the  District  of 
Columbia ;  and  the  Senator  from  Minne¬ 
sota  says  there  is  no  corresponding  com¬ 
mission  in  Minnesota. 

I  do  not  know  whether  there  is  one  in 
Wisconsin. 

So,  when  natural  gas  passes  through 
the  lines  of  the  pipeline  company  and  is 
delivered  to  the  local  utility,  the  dis¬ 
tributing  company,  it  is  clear  that  no 
provision  of  this  law  would  require  that 
the  tax  credit  be  passed  on  to  the  con¬ 
sumers.  Certainly  I  do  not  want  the  re¬ 
sult  of  this  measure  to  be  the  further  en¬ 
richment  of  the  distributing  companies, 
which  now  are  charging  for  the  gas  they 
deliver  to  the  consumers  10  times  the 
price  the  pipeline  companies  charge 
when  they  sell  the  gas  to  the  distributing 
companies  in  the  cities. 

Mr.  PROXMIRE.  I  assure  the  Senator 
that  the  Wisconsin  Commission  will  re¬ 
quire  them  to  pass  it  on.  The  pipeline 
companies  are  allowed  a  fair  return,  and 
they  will  be  required  to  pass  on  this  tax 
credit. 

Mr.  MONRONEY.  This  law  has  been 
in  effect  since  1962.  What  have  been  the 
rulings  of  the  Wisconsin  Public  Service 
Commission  as  to  the  passthrough  of  the 
tax  credit,  as  an  incentive  for  increased 
investments  in  plant  and  facilities?  Cer¬ 
tainly  that  was  the  purpose;  and  I  feel 
sure  that  the  members  of  the  commis¬ 
sions  are  smart  enough  to  have  realized 
that  and,  therefore,  to  have  set  the  rates 
high  enough  to  enable  the  companies  to 
do  that,  or  else  not  have  required  the 
passthrough  to  be  made. 

Mr.  PROXMIRE.  Only  a  few  of  them 
have  required  the  passthrough  to  be 
made,  but  some  of  them  have. 


Mr.  MONRONEY.  So  there  is  no  as¬ 
surance  that  if  this  measure  is  enacted — 
although  at  present  it  affects  only  the 
Federal  Power  Commission  and  only  the 
long-line  transmission  facilities — the 
Commission  will  say,  “We  will  require  the 
transmission  companies  to  reduce  their 
rate  by  1  cent,  but  we  will  not  require 
the  local  distribution  companies  to  re¬ 
duce  the  $1.50  rate  they  charge  the  con¬ 
sumers  in  the  cities” — with  the  result 
that  the  transmission  companies  get  only 
about  7  cents  of  the  total.  A  great  deal 
more  is  charged  to  distribute  the  gas 
from  Rockville,  Md.,  to  the  Senator’s 
home  or  to  my  home,  or  even  to  distant 
parts  of  Bethesda,  than  the  charge  made 
for  transporting  the  gas  from  distant 
parts  of  Oklahoma  or  Texas  to  the  city 
gate  of  Rockville,  where  the  pipeline 
hooks  up  to  the  local  distribution  line. 

Mr.  PROXMIRE.  But  the  experience 
in  Wisconsin — and  I  hope  the  Senator 
will  agree  that  others  have  had  the  same 
experience — is  that  the  regulation  by  the 
State  commissions  is  at  least  as  strict, 
and  generally  is  stronger,  than  that  by 
the  Federal  Power  Commission,  in  seeing 
to  it  that  the  companies  are  allowed  to 
earn  a  fair  return. 

Mr.  SYMINGTON.  Mr.  President, 
will  the  Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  SYMINGTON.  I  thank  the  Sena¬ 
tor  from  Wisconsin  for  yielding.  He  al¬ 
ways  impresses  with  his  clarity. 

Tonight  much  is  being  said  about  pipe¬ 
lines.  I  ask  whether  this  amendment 
also  embraces  other  transportation,  in¬ 
cluding  railroads. 

Mr.  PROXMIRE.  It  will  embrace 
them  and  also  the  bargelines  and  the 
buslines  and  the  oil  pipelines  and  the 
gas  pipelines  and  the  interstate  trans¬ 
mission  lines — depending,  of  course,  on 
what  the  Commission  does. 

Mr.  SYMINGTON.  I  ask  about  rail¬ 
roads  at  the  moment. 

There  are  many  railroads  which  have 
been  in  bankruptcy. 

Some  for  many  years  were  in  bad  fi¬ 
nancial  condition.  Many  need  addi¬ 
tional,  or  improved,  rolling  stock  and 
maintenance  of  way. 

As  I  understand  it,  this  measure  is 
designed  to  be  tax  incentive  legislation. 
Suppose  the  railroads — understanding 
the  view  of  economists  about  the  im¬ 
portance  to  the  overall  economy  of  hard 
capital  investment,  and  believing  that 
the  Government  was  sincere  when  it 
said  the  purpose  of  this  legislation  is  to 
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present  this  form  of  investment  incen¬ 
tive — decided  they  would  spend  a  large 
amount  of  money  to  improve  their  roll- 
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ing  stock,  or  improve  their  maintenance 
of  way? 

If  they  first  expended  this  money,  ac¬ 
cepted  what  the  Government  said,  used 
their  needed  money  to  improve  the  econ¬ 
omy  through  this  hard  line  investment; 
then  after  they  had  risked,  despite  their 
relatively  poor  capital  structure,  to  im¬ 
prove  the  road,  the  Government  under 
the  amendment  could  come  in  and  say, 
“We  are  sorry.  You  cannot  maintain 
this  tax  advantage  we  said  we  gave  you 
even  though  you  had  the  courage  and 
the  wisdom  to  make  the  investment.  We 
must  now  take  that  money  and  give  it 
back  to  your  customers.” 

Mr.  PROXMIRE.  Does  the  Senator 
have  faith  in  regulatory  bodies  or  not? 

Mr.  SYMINGTON.  I  do  not  believe 
that  is  the  answer  at  all.  I  have  seen 
regulatory  bodies  consistently  criticized 
at  times  by  the  utilities  for  being  against 
the  utilities;  and  regulatory  bodies  where 
the  opposite  criticism  was  expressed. 

Therefore  why  leave  it  up  to  the  regu¬ 
latory  body,  to  a  point  where  that  body 
can  nullify  the  Government  promise 
which  originally  was  the  reason  for  the 
investment. 

I  do  not  know  some  of  those  indus¬ 
tries.  But  in  the  case  of  the  railroad  in¬ 
dustry,  where  one  might  be  operating  on 
a  thin  line,  the  regulatory  body  would 
have  the  right  to  say,  “Despite  what  the 
law  says,  we  are  not  going  to  allow  you 
to  keep  this  money.  You  must  give  it 
back  to  the  consumer.” 

Mr.  PROXMIRE.  That  is  the  heart 
and  soul  of  the  argument  made  by  the 
Senator  from  Louisiana,  which  is  ex¬ 
actly  opposite.  The  railroads  are  get¬ 
ting  the  benefit  of  that  operation. 

Mr.  SYMINGTON.  The  Senator 
from  Louisiana  was  talking  about  pipe¬ 
line  conditions  in  his  own  State.  I  am 
talking  about  a  different  industry. 

Mr.  PROXMIRE.  He  is  talking  about 
the  national  situation,  that  railroads  are 
enjoying  the  benefit  of  the  investment 
credit  although  the  gas  and  pipeline  in¬ 
dustries  are  not.  They  do  not  use  invest¬ 
ment  credit. 

I  believe  the  Senator  from  Louisiana 
has  a  good  point,  but  what  the  ICC  is 
doing  perhaps  is  wise.  It  recognizes  that 
the  railroads,  as  the  Senator  from  Mis¬ 
souri  has  indicated,  have  not  been  doing 
very  well,  and  therefore  it  is  perfectly 
proper  and  permissible  and  morally 
right  under  the  circumstances  to  see 
that  they  get  full  and  complete  benefit 
of  the  investment  credit. 

As  the  Senator  has  said,  profitable  in¬ 
dustries  can  take  advantage  of  monopo¬ 
listic  power.  They  may  be  able  to  use 
the  power  to  extort  a  relatively  high 
price.  But  the  regulatory  body  can  pre¬ 


vent  this  and  see  that  the  benefit  is 
passed  on  to  the  consumer.  This  is  the 
best  way  by  far  to  see  that  the  invest¬ 
ment  credit  does  what  it  is  designed  to 
do;  because  lowering  the  rates  stimu¬ 
lates  business,  and  of  course  the  utility 
has  reason  to  buy  equipment;  and  this 
is  the  only  basis  on  which  the  utility  will 
do  so. 

Mr.  SYMINGTON.  The  Senator 
from  Wisconsin  says,  “Of  course  the 
utility,”  or  “Of  course  somebody  will  buy 
the  equipment.”  I  have  had  experience 
in  deciding  whether  to  buy  equip¬ 
ment — 

Mr.  PROXMIRE.  That  is  because 
the  Senator’s  market  was  assured. 

Mr.  SYMINGTON.  It  was  seldom  as 
clear  cut' as  the  Senator  from  Wiscon¬ 
sin  would  make  it. 

Mr.  PROXMIRE.  The  Senator  has 
had  great  experience  in  business.  Of 
course,  it  is  right  to  say  that  people  will 
do  it.  All  I  was  trying  to  say  is,  if  there 
is  an  assured  market,  under  these  cir¬ 
cumstances,  if  you  lower  the  rate  in  a 
utility  situation,  we  can  usually  get  some 
elasticity  to  sell  more. 

Under  these  circumstances  if  you  do 
not  sell  more  you  are  not  going  to  be 
able  to  provide  additional  service. 

Mr.  SYMINGTON.  We  might  And 
people  believing  the  Government  was 
sincere  in  calling  this  a  tax  credit,  would 
be  rewarded  for  the  risk  of  additional 
investment  by  the  regulatory  body  say¬ 
ing  in  effect,  “We  were  only  fooling, 
you  shall  pass  it  on  to  the  consumer.” 

Mr.  PROXMIRE.  The  Senator  from 
Missouri  is  a  fairminded  person.  Would 
he  not  agree  that,  just  as  there  are 
some  circumstances  in  which  the  invest¬ 
ment  credit  should  not  be  passed  on, 
there  are  also  other  circumstances,  in 
which  the  investment  credit  should  be 
passed  on? 

Mr.  SYMINGTON.  It  would  depend 
upon  the  premise  of  the  agreement  of¬ 
fered  by  the  Government. 

Mr.  PROXMIRE.  It  should  be  left 
within  the  discretion  of  the  regulatory 
body  so  that  it  can  permit  the  pass-on 
as  circumstances  seem  appropriate  or 
right. 

Mr.  SYMINGTON.  I  understand  the 
position  of  the  Senator  from  Wisconsin. 
There  is  no  Member  of  this  body  general¬ 
ly  more  logical.  As  I  gather  it,  the  Gov¬ 
ernment  goes  to  these  corporations, 
many  of  whom  have  a  relatively  difficult 
tax  structure,  and  says,  “We  believe 
the  best  place  to  pick  the  economy  up 
is  by  investing  in  hard  line  units,  con¬ 
struction,  and  so  forth.  If  you  will  do 
that,  we  will  give  you  a  reward.  That 
reward  will  be  a  tax  credit,  an  incen¬ 
tive.” 
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My  worry  is  that,  based  on  some  peo¬ 
ple  I  have  seen  in  these  regulatory  bod¬ 
ies,  they  would  later  say,  “We  do  not 
care  what  the  Government  said  to  you 
previously.  We  are  now  saying  to  you, 
pass  it  on  to  the  consumer.  There  is 
no  law  to  prevent  that  being  done.” 

If  I  were  a  member  of  the  board  of  di¬ 
rectors  of  a  railroad,  and  was  worried 
about  my  capital  structure,  then  decided 
nevertheless,  because  of  this  tax  incent¬ 
ive,  to  take  a  risk  in  order  to  have  a  bet¬ 
ter  railroad — say  more  freight  cars — I 
do  not  believe  it  would  be  fair  for  any 
regulatory  board,  after  I  had  done  that, 
to  take  my  tax  credit  away.  That  is  the 
thrust  of  my  presentation. 

Mr.  PROXMIRE.  Is  it  not  also  true 
that  there  are  two  incentives,  really,  for 
purchasing  equipment?  One  might  be 
the  investment  credit.  If  we  pay  out 
$100,000  for  the  best  equipment,  we  can 
take  $7,000  off  our  taxes.  That  might 
be  an  incentive;  but  only  provided  the 
equipment  was  necessary. 

Mr.  SYMINGTON.  It  would  be. 

Mr.  PROXMIRE.  That  would  be  an 
incentive  for  buying  equipment.  The 
second  incentive,  however,  is  certain. 
If  through  the  passthrough,  rates  are 
lowered,  expanded  markets  will  make  it 
desirable,  profitable,  and  necessary  to 
buy  equipment  to  make  it  possible  to  per¬ 
form  better  service. 

Mr.  SYMINGTON.  But  that  was  not 
a  part  of  the  deal.  The  regulatory  body 
says,  “We  did  not  really  mean  what  we 
i  said  about  that  tax  credit.  What  we 
really  did  was  to  trick  you  into  having  a 
finer  railroad  than  before.  You  have  a 
finer  railroad.  Everyone  is  happy. 
Pass  the  tax  credits  on.” 

Mr.  PROXMIRE.  Let  me  say  to  the 
distinguished  Senator  from  Missouri  that 
the  law  has  been  on  the  books  now  since 
1962  and  has  been  interpreted  by  Fed¬ 
eral  regulatory  agencies.  The  situation 
is  settled.  Unless  Congress  fools  around 
with  a  change,  as  the  present  bill  would 
provide,  they  will  be  able  to  predict  what 
the  situation  wTill  be  in  the  future.  That 
will  be  a  certainty;  and  they  would  be 
able  ^0  act 

Mr.  SYMINGTON.  I  say  with  respect 
for  the  able  Senator  from  Wisconsin,  who 
in  the  fiscal  and  monetary  fields  has  no 
superior  in  the  Senate,  that  I  was  in  the 
railroad  business  in  the  depression. 
There  was  hardly  a  railroad  in  the  United 
States  not  in  serious  financial  condition, 
if  not  already  in  bankruptcy.  One  of  the 
reasons  they  stayed  so  long  in  that  con¬ 
dition  was  that  they  could  not  find  any 
incentive  to  improve  their  equipment. 
Let  the  Government  carry  out  its  agree¬ 
ment.  That  makes  for  good  government. 

Therefore,  as  I  have  said,  they  are  nowr 
>  facing  other  problems.  There  is  active 


competition  between  trucking  lines  and 
barge  lines.  The  more  competition  the 
better.  If  those  companies  make  invest¬ 
ments  because  they  are  told  by  their  Gov¬ 
ernment  that  if  they  make  them  they  will 
receive  tax  credits,  I  do  not  believe  that 
any  regulatory  body  should  have  the 
right  arbitrarily  to  take  away  and,  in 
effect,  therefore,  nullify  the  agreement 
that  was  made  when  they  originally  in¬ 
vested  as  a  result  of  the  promise  of  a 
tax  credit. 

Mr.  PROXMIRE.  Does  the  Senator 
from  Missouri  accept  the  statement  made 
by  the  Senator  from  Louisiana  that  rail¬ 
roads  have  been  taking  advantage  of  the 
investment  credit  under  present  law  to 
modernize  to  a  substantial  extent,  to 
expand,  and  to  invest  in  a  wholesome 
way?  If  that  be  true  under  present  law. 
why  change  it? 

Mr.  SYMINGTON.  The  answer  to 
that  question  would  be,' first,  that  if  the 
Senator  should  hold  some  of  the  various 
layers  of  stock  of  the  railroads,  even 
though  they  are  doing  better,  he  will  have 
observed  that  they  have  a  long  way  to 
go  before  there  will  be  true  reimburse¬ 
ment  for  investment,  especially  as 
against  some  of  the  other  industries  we 
both  know  about.  I  am  glad  the  rail¬ 
roads  are  doing  better. 
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Mr.  PROXMIRE.  So  am  I. 

Mr.  SYMINGTON.  I  hope  that  all 
business  does  better. 

On  the  other  hand,  a  deal  is  a  deal. 
If  the  offer  is  made  to  a  railroad  to  the 
effect  that,  “We  will  give  you  a  tax  de¬ 
duction  if  you  make  a  fixed  investment 
in  rolling  stock  or  maintenance  of  way,” 
the  Government  ought  not  to  let  some 
ideological  position  of  a  member  of  a 
regulatory  body  nullify  the  agreement, 
made  prior  to  the  commitment  of  cash 
by  the  corporation  in  question. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield  to  the  Sena¬ 
tor  from  Ohio. 

Mr.  LAUSCHE.  Is  it  or  is  it  not  a 
fact  that  existing  law,  which  requires  a 
movement  through  to  the  consumer  of 
benefits,  would  preclude  a  utility  from 
getting  a  fair  return  on  its  capital  struc¬ 
ture? 

Mr.  PROXMIRE.  The  Senator  is  ab¬ 
solutely  correct.  Furthermore,  there  is 
no  compulsion  in  the  present  law  or  in 
the  Proxmire  amendment  which  would 
require  the  investment  credit  to  be 
passed  through.  The  subject  is  left 
within  the  discretion  of  the  regulatory 
body,  and  the  regulatory  body  has  the 
duty  and  the  responsibility  to  see  that 
there  is  a  fair  return,  as  the  Senator 
from  Ohio  has  said. 
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Mr.  LAUSCHE.  If  the  theory  of  those 
who  oppose  the  position  taken  by  the 
Senator  from  Wisconsin  were  accepted, 
would  it  not  mean  that,  regardless  of  the 
liberality  of  the  return,  under  no  cir¬ 
cumstances  would  there  be  allowed  to 
pass  through  to  the  consumer  the  bene¬ 
fits  of  the  largess  that  we  have  given? 

Mr.  PROXMIRE.  I  believe  the  argu¬ 
ment  implicit  in  the  question  of  the  Sen¬ 
ator  from  Ohio  is  devastating.  Regard¬ 
less  of  the  largess,  regardless  of  how  ex¬ 
cessive  it  may  be,  regardless  of  the 
advantage  that  the  semimonopolies  may 
have,  the  regulatory  body  would  have  no 
power  at  all,  no  discretion,  to  pass  it  on 
to  the  consumer. 

Mr.  LAUSCHE.  Until  it  is  first  shown 
that  there  has  been  a  fair  return  to  the 
utility. 

Mr.  PROXMIRE.  Under  the  commit¬ 
tee  bill  it  could  never  be  passed  on. 

Mr.  LAUSCHE.  That  is  what  I  mean. 

Mr.  PROXMIRE.  Fair  return  or  not. 
There  must  be  a  fair  return  on  top  of 
that.  There  is  an  extra  or  excessive  re¬ 
turn. 

Mr.  LAUSCHE.  Under  the  theory  of 
the  opponents  of  the  amendment  of  the 
Senator  from  Wisconsin,  the  utility 
would  be  guaranteed  a  fair  return  and, 
in  addition,  the  concession  which  the 
Congress  made  to  them  by  way  of  in¬ 
vestment  credit. 

Mr.  PROXMIRE.  Absolutely.  Mr. 
President,  I  shall  take  my  seat  and  yield 
the  floor  in  a  moment,  so  that  other  Sen¬ 
ators  can  discuss  the  question  on  their 
own  time.  But  the  contrast  between  the 
amendment  pending  and  the  previous 
amendment,  which  was  rejected  by  a 
close  vote,  is  very  sharp. 

On  the  previous  amendment,  a  credit 
investment  of  only  3  percent  was  in¬ 
volved.  On  the  pending  amendment  a 
7-percent  credit  is  involved.  Under  the 
previous  amendment  the  regulatory  body 
could  spread  out  the  benefit  to  the  con¬ 
sumer  over  the  life  of  the  asset.  Under 
the  pending  amendment,  the  regulatory 
body  would  be  prohibited  from  giving  any 
of  the  7-percent  credit  to  the  consumer. 
Regardless  of  the  return,  by  law,  by  con¬ 
gressional  dictation  and  declaration,  it 
must  all  go  to  the  utility  stockholders. 

Mr.  President,  the  hour  is  late.  I  shall 
yield  very  briefly  to  the  Senator  from 
Oklahoma,  and  then  I  shall  yield  the 
floor. 

Mr.  MONRONEY.  If  I  correctly  un¬ 
derstand  the  distinguished  Senator,  the 
Interstate  Commerce  Commission  and 
other  regulatory  bodies  could  pass  on 
cases  or  not.  The  ICC  could  require  the 
railroads  to  pass  through  reduced  rates 
the  7 -percent  credit  on  the  investment 
that  the  railroads  had  made.  Is  that 
correct? 


Mr.  PROXMIRE.  As  the  Senator 
very  well  knows,  far  better  than  the  Sen¬ 
ator  from  Wisconsin,  the  regulatory  sit- 
railrqads  than  in  relation  to  public  util¬ 
ities.  But  in  general  it  would  be  im¬ 
possible  under  the  committee  bill  for  the 
ICC  to  decide  whether  or  not  the  invest¬ 
ment  credit  should  be  passed  on,  whether 
part  of  it  should  be  passed  on,  or  whether 
it  should  be  spread  over  the  life  of  the 
asset.  They  have  that  discretion  under 
present  law. 

Mr.  DOUGLAS.  I  do  not  wish  to  in¬ 
terrupt  the  Senator  from  Oklahoma - 

Mr.  MONRONEY.  I  appreciate  the 
interruption  of  the  Senator  from  Illinois. 

Mr.  DOUGLAS.  Is  it  not  true  that  in 
the  case  of  railroads  which  have  very  low 
earnings  that  there  would  not  be  the 
slightest  reduction  in  rates? 

Mr.  PROXMIRE.  Yes,  indeed. 

Mr.  DOUGLAS.  The  ICC  would  not 
require  that  the  credit  be  passed  on. 
The  ICC  has  never  been  accused  of  being 
hostile  to  the  railroads.  Quite  to  the 
contrary,  it  has  often  been  called  the 
agent  of  the  railroads.  I  do  not  think 
there  is  any  chance  whatsoever  that  the 
earnings  of  a  railway  which  has  a  low 
rate  of  earnings  would  be  taken  away 
from  them  and  passed  on  to  the  users. 
On  the  contrary,  I  think  in  this  case  the 
investment  credit  would  be  used  to  in¬ 
crease  the  earnings  of  the  railroad. 

Mr.  PROXMIRE.  The  Senator  from 
Illinois  is  absolutely  correct.  The  Sena¬ 
tor  from  Louisiana  indicated  as  much 
earlier  when  he  pointed  out  the  differ¬ 
ence,  in  his  judgment,  between  the 
friendly  regulation  of  the  ICC  and  the 
less  than  friendly  regulation  of  the  FPC. 

Mr.  MONRONEY.  The  Senator  has 
said  that  the  amendment  would  permit 
the  ICC,  the  FPC,  and  the  CAB  to  pass 
through  the  investment  tax  credits.  It 
seems  to  me  that  if  such  be  the  intent  of 
the  amendment  of  the  Senator  from  Wis¬ 
consin,  the  long-range  investments  in 
railroads  that  we  hope  to  bring  about 
will  be  in  jeopardy,  because  10  years 
would  elapse  before  an  appeal  would  be 
completed  in  the  courts. 

I  do  not  think  the  ICC  would  make 
such  a  ruling,  but  there  would  always  be 
a  question  of  whether  they  would  ever 
recapture  the  7  percent  which  was  en¬ 
acted  as  a  so-called  tax  incentive. 

Mr.  PROXMIRE.  I  read  from  the  Fi¬ 
nance  Committee  report  of  February 
1963.  The  ICC  feels  that  the  law  will 
be  interpreted  as  it  has  always  been 
interpreted.  They  will  view  Federal 
taxes,  as  they  have  in  the  past,  as  a  part 
of  the  Federal  taxation  system.  As  the 
Senator  from  Illinois  pointed  out,  the 
problem  of  the  railroads  is  that  in  many 
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cases  they  are  not  making  an  adequate 
return.  In  that  case  there  is  no  chance 
that  the  investment  credit  will  be  passed 
on.  Furthermore,  in  many  cases  the 
railroads  wish  to  lower  their  rates. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  PASTORE.  For  the  benefit  of 
Senators  who  voted  against  the  previous 
amendment  of  the  distinguished  Senator 
from  Wisconsin — and  this  includes  the 
Senator  from  Rhode  Island,  who,  how¬ 
ever,  now  intends  to  vote  for  the  amend¬ 
ment  that  is  being  proposed  by  the  Sena¬ 
tor  from  Wisconsin — I  believe  that  for 
purposes  of  clarity  of  record,  we  should 
show  .the  distinction  between  the  two 
amendments. 

Mr.  PROXMIRE.  Yes,  indeed. 

Mr.  PASTORE.  As  I  understand  the 
proposal,  in  instances  in  which  the  3  per¬ 
cent  was  allowed  to  public  utilities,  there 
was  a  requirement  to  pass  through  the 
tax  credits,  but  for  no  period  shorter 
than  the  useful  life  of  the  property  in¬ 
volved.  Is  that  correct? 

Mr.  PROXMIRE.  The  Senator  is 
correct. 

Mr.  PASTORE.  But  when  it  came  to 
the  second  part,  which  has  to  do  with 
the  7-percent  investment  credit,  in  that 
instance,  in  the  way  in  which  the  com¬ 
mittee  reported  the  bill,  there  is  an  abso¬ 
lute  prohibition  against  it. 

Mr.  PROXMIRE.  Absolutely.  That  is 
the  distinction. 

Mr.  PASTORE.  Therefore,  it  is  fair 
for  the  Senator  from  Rhode  Island  to 
assume  that  preferential  treatment  is  be¬ 
ing  given  to  the  pipelines? 

Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect. 

Mr.  PASTORE.  Which  was  not  the 
case  in  the  first  part  of  the  amendment, 
no  matter  how  we  argue.  There  is  a 
distinction  between  the  two. 

Mr.  PROXMIRE.  That  is  correct. 
So  far  as  general  business  is  concerned, 
it  is  in  vigorous  and  complete  com¬ 
petition.  The  competition  is  going  to 
result  in  a  substantial  pass-through. 
There  is  no  question  about  it.  It  is 
bound  to.  But  with  the  oil  and  gas  pipe¬ 
lines,  where  competition  is  at  best  im¬ 
perfect,  there  will  be  very  little,  if  any, 
pass-through,  and  pass-through  is  ex¬ 
plicitly  prohibited  in  the  committee  bill. 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MONRONEY.  This  affects  not 
only  the  pipelines,  but  oil,  gas,  railroads, 
trucks,  and  all  the  rest.  By  removing  any 
requirement  for  passing  through,  we 
leave  in  jeopardy  the  7  percent  tax 
credit.  I  think  it  would  be  more  honest, 
if  we  want  to  do  it,  to  amend  the  bill 
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and  do  away  with  the  7  percent,  credit  as 
it  affects  these  industries,  because  they 
are  going  to  be  in  jeopardy. 

Mr.  PASTORE.  I  think  it  is  probable 
that  it  might  affect  the  railroads  or 
trucklines,  but  I  feel  whoever  invented 
this  amendment  was  not  thinking  about 
the  railroads  or  the  trucklines.  I  will 
venture  a  guess  that  he  was  thinking  of 
pipelines. 

Mr.  President,  I  ask  for  the  yeas  and 
nays  on  the  amendment. 

The  yeas  were  ordered. 

Mr.  LONG  of  Louisiana.  Mr.  Pres¬ 
ident,  it  seems  to  me  that  Sen¬ 
ators  who  voted  against  the  in¬ 
vestment  credit  proceed  with  poor  grace 
when  they  undertake  to  tell  us  what 
Congress  intended  by  the  investment 
credit.  If  those  Senators  had  their  way, 
there  would  be  no  investment  credit,  so 
there  would  be  no  problem.  Those  who 
fought  against  investment  credit  under¬ 
take  to  tell  us  what  Bob  Kerr,  Russell 
Long,  and  others  meant  when  they  voted 
for  investment  credit. 

I  think  I  have  some  idea  what  was 
meant.  The  legislative  history  in  the 
House  is  clear.  The  House  intended  all 
industry  to  get  it.  The  bill  so  provided 
when  it  was  reported  on  the  House  side. 
Senator  Kerr,  having  made  a  contrary 
statement  on  the  floor  of  the  Senate  with 
regard  to  the  transportation  industry 
and  utilities,  undertook  to  conform  his 
legislative  declarations  to  those  of  the 
House  conferees  when  he  brought  the 
bill  back  from  conference  and  they  had 
agreed  to  what  they  meant.  That  is 
what  I  thought  they  meant. 

Now  we  hear  the  argument  that  we 
should  not  tell  a  regulatory  agency  what 
to  do.  This  question  need  not  be  that 
complicated.  We  provided  for  all  in¬ 
dustry,  except  the  3  percent  regulated 
utilities — and  we  have  taken  care  of  that 
problem — that  if  one  company  made  an 
investment  of  $1  million  in  new  equip¬ 
ment,  it  was  entitled  to  the  exact  credit 
of  $70,000,  which  is  7  percent  of  $1  mil¬ 
lion.  We  said  it  was  an  incentive  for 
industry  to  modernize  plant  and  equip¬ 
ment  and — since  there  was  doubt  as  to 
the  regulated  industries — they  could 
keep  it. 

Suppose  we  take  the  attitude  of  the 
Senator  from  Wisconsin.  He  advocates 
leaving  it  up  to  each  regulatory  agency. 
A  railroad  is  competing  with  a  pipeline, 
one  hauling  coal  and  oil,  and  the  other 
transporting  gas.  The  agency  regulating 
the  pipeline  says  it  wants  to  make  the 
pipeline  give  back  the  credit  it  was  given 
for  making  a  $1  million  investment  in 
equipment,  amounting  to  $70,000.  The 
agency  that  regulates  the  railroad  states 
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that  it  is  clear  to  it  that  the  intention  of 
Congress  was  to  have  the  railroad  mod¬ 
ernize,  and  it  should  keep  t.18  credit. 

I  call  attention  to  page  7  of  the  Wall 
Street  Journal.  The  headline  reads: 
“The  First  of  160  Freight  Cars  Ordered 
by  Southern  Pacific  Came  Off  the  Pro¬ 
duction  Line  Last  Week.” 

There  is  the  incentive  to  modernize 
the  railroads.  Why  do  the  railroads 
want  this  section  agreed  to?  They  have 
a  doubt  about  what  would  happen  in 
the  event  the  Federal  Power  Commission 
went  to  court  with  the  pipelines  and  won 
the  lawsuit  against  the  pipelines  and 
made  the  pipelines  give  up  the  invest¬ 
ment  credit,  not  for  the  past,  but  tor  all 
time  to  come  in  the  future.  They  think 
the  ICC  could  be  under  pressure  to  do 
the  same  thing  with  regard  to  the  rail¬ 
roads.  So  the  railroads  are  worried. 
They  would  be  glad  to  see  their  com¬ 
petitors  taxed,  and  themselves  go  free, 
but  they  fear  that  they,  too,  may  be 
taxed.  So  it  is  having  a  tremendous  ef¬ 
fect.  This  backward  industry  is  mod¬ 
ernizing.  In  an  effort  to  see  that  the 
same  thing  does  not  happen  to  them, 
they  would  like  to  see  the  intention  made 
clear. 

President  Johnson  made  clear  in  his 
state  of  the  Union  message  that  there  is 
nothing  that  is  worse  than  to  keep  some¬ 
one  in  doubt.  If  a  man  is  going  to  invest 
his  money,  and  wants  to  ask  a  bank  to 
finance  him  to  the  extent  of  $10  or  $15 
million,  he  would  like  to  know  whether 
he  is  going  to  be  allowed  to  keep  the 
investment  credit,  or  whether  he  will 
have  to  give  it  back. 

So  far  as  the  Senator  from  Wisconsin 
is  concerned,  he  would  leave  him  in 
doubt.  In  effect  he  says,  “I  do  not  think 
the  ICC  will  do  it  in  the  case  of  the  rail¬ 
roads.”  How  does  the  Senator  know? 
All  that  would  be  necessary  would  be  to 
have  a  President  liberal  enough  to  im¬ 
plement  a  liberal  program  and  have  the 
ICC  do  it. 

It  is  up  to  the  Congress  to  say,  “When 
we  passed  the  investment  credit,  we 
meant  for  you  to  keep  the  credit.”  One 
can  complicate  the  question  all  he 
wishes,  but  the  question  boils  down  to 
this:  When  we  gave  him  the  tax  cut  did 
we  mean  to  put  it  in  his  pocket  or  to  give 
it  to  somebody  else?  That  is  all  the 
question  involves  so  far  as  the  invest¬ 
ment  credit  is  concerned. 

I  believe  I  have  made  it  clear  that,  in 
my  judgment,  when  Congress  passes  a 
law  that  has  a  tax  consequence.  Con¬ 
gress  having  previously  established  regu¬ 
latory  commissions  which  are  arms  of 
the  Congress,  positive  standards  are 
established  which  set  the  general  pattern 
that  is  expected  to  be  followed;  and  we 


expect  the  agencies  to  take  the  situation 
from  there. 

From  time  to  time  Congress  has  found 
it  necessary  to  pass  additional  laws  tell¬ 
ing  them  what  to  do.  Clearly  we  would 
leave  them  in  contention  if  we  failed  to 
act  one  way  or  the  other. 

To  my  mind,  the  worst  thing  about 
the  amendment  of  the  Senator  from 
Wisconsin  is  that  it  would  not  settle  the 
question  one  way  or  the  other.  If  the 
Senator  does  not  think  there  ought  to  be 
an  investment  credit,  let  him  offer  an 
amendment  making  it  clear  that  the 
regulated  industries  will  not  get  it.  If 
he  thinks  they  should  have  an  invest¬ 
ment  credit,  let  us  say  so,  as  we  did  2 
years  ago. 

Mr.  SIMPSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  SIMPSON.  In  the  order  of  the 
Federal  Power  Commission  of  January 
23,  1964,  the  dissenting  opinion,  as  the 
Senator  will  recall,  asked  that  they  wait 
until  Congress  made  the  decision. 

As  I  understand  the  bill  before  Con¬ 
gress,  the  purpose  of  it  is  to  stimulate 
industry  and  business  transactions 
throughout  America.  The  consumer  is 
being  thought  of  in  the  bill  by  virtue  of 
the  fact  that  he  will  receive  tax  credit 
in  the  tax  deductions.  The  purpose  of 
the  7-percent  tax  credit  is  to  stimulate 
industry  into  putting  money  back  into 
various  businesses. 

Mr.  LONG  of  Louisiana.  The  Senator 
is  correct.  More  than  twice  as  much 
gas  can  be  carried  in  a  36-inch  pipeline 
as  can  be  carried  in  a  24-inch  pipeline, 
and  the  difference  in  cost  of  construc¬ 
tion  is  slight,  because  both  require  the 
same  right-of-way  and  the  same  invest¬ 
ment  in  many  instances.  The  cost  of 
building  the  larger  pipeline  would  be 
about  10  percent  more  than  the  cost  of 
the  small  pipeline,  and  it  would  carry 
100  percent  more  gas,  which,  on  a  unit 
cost  basis,  would  benefit  the  company 
more. 

If  a  pipeline  already  exists,  the  com¬ 
pany  can  do  what  is  called  “looping  the 
line.”  Another  pipeline  is  laid  alongside 
the  old  one.  In  that  case,  the  second 
pipeline  is  only  about  half  as  expensive  as 
the  first,  with  the  result  that  the  unit 
cost  is  greatly  decreased. 

Let  us  take  the  case  of  two  companies 
seeking  to  sell  competing  products.  One 
wants  to  build  a  pipeline.  Another 
wants  to  build  a  new  tanker.  Some  of 
them  cost  $28  million  in  American  ship¬ 
yards.  Bigger  tankers  built  in  foreign 
shipyards  would  cost  even  more  if  built 
here.  Is  it  fair  that  a  tanker  laying 
down  residual  fuel  oil  out  of  Venezuela 
should  have  a  tax  credit  while  the  com- 
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petitor  that  brings  the  product  to  mar¬ 
ket  by  rail  or  pipeline  should  be  denied 
a  tax  credit?  It  seems  to  me  that  both 
should  be  treated  the  same  way.  We 
are  trying  to  put  them  on  the  same  com¬ 
petitive  basis.  We  think  the  public  can 
be  served  better  by  having  the  public 
determine  which  of  the  competing  com¬ 
panies  gives  them  a  product  at  the  best 
price.  That  is  the  way  to  do  it,  rather 
than  to  lay  the  heavy  hand  of  Govern¬ 
ment  on  them.  Someone  is  always  try¬ 
ing  to  squeeze  profits  out  of  industry, 
rather  than  letting  industries  compete 
with  one  another. 

I  am  sure  Senators  will  find  that  com¬ 
petitive  conditions  have  done  much  more 
to  reduce  prices  than  almost  any  other 
factor.  When  the  natural  gas  bill  was 
being  debated  on  the  floor  of  the  Senate, 
Senator  Kerr  made  the  prediction  that 
if  the  bill  failed  to  pass  the  price  of 
gas  would  go  up.  At  that  time  the  price 
of  gas  was  8  or  9  cents.  Today  it  is  23 
cents.  The  price  of  oil,  meanwhile,  has 
gone  down.  That  has  happened  through 
competitive  conditions.  When  we  en¬ 
courage  competition  between  competi¬ 
tors,  the  public  gets  lower  prices  by 
virtue  of  the  competition.  Competition, 
after  all,  is  the  great  leveler.  The  pub¬ 
lic  has  had  far  more  price  reductions  as 
the  result  of  competition  than  as  the 
result  of  anything  else. 

Competition,  after  all,  is  the  only  jus¬ 
tification  for  our  whole  system  of  com  ¬ 
petitive,  capitalistic  system.  We  have 
gained  more  from  competition  and  in¬ 
centive  than  from  the  Federal  regula¬ 
tory  hand.  I  submit  that  we  should  let 
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all  industries  have  the  benefit,  and  not 
give  an  advantage  to  one  and  refuse  to 
give  it  to  another.  Looking  down  the 
road  for  20  years  or  so,  as  I  have  said, 
what  we  expect  to  have  is  a  space  age 
transportation  industry  and  a  space  age 
manufacturing  industry.  If  we  give  an 
advantage  to  one  and  not  to  the  other, 
one  will  fall  behind. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  second 
branch  of  the  Proxmire  amendment. 
The  yeas  and  nays  have  been  ordered, 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MANSFIELD  (after  having  voted 
in  the  negative) .  On  this  vote  I  have  a 
pair  with  the  distinguished  minority 
leader,  the  Senator  from  Illinois  [Mr. 
Dirksen].  If  he  were  present  and  vot¬ 
ing  he  would  vote  “nay.”  If  I  were  per¬ 
mitted  to  vote,  I  would  vote  “yea.”  I 
therefore  withhold  my  vote. 

Mr.  KUCHEL  (after  having  voted  in 
the  affirmative) .  On  this  vote  I  have  a 


pair  with  the  distinguished  senior  Sen¬ 
ator  from  Nebraska  [Mr.  Hruska].  If 
he  were  present  and  voting  he  would  vote 
“nay.”  If  I  were  at  liberty  to  vote,  I 
would  vote  “yea.”  I  withhold  my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Arizona  [Mr.  Hayden], 
the  Senator  from  Alabama  [Mr.  Hill], 
the  Senator  from  Massachusetts  [Mr. 
Kennedy],  and  the  Senator  from  Texas 
[Mr.  Yarborough]  are  absent  on  official 
business. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Arizona  [Mr. 
Hayden]  would  vote  “nay.” 

On  this  vote,  the  Senator  from  Mas¬ 
sachusetts  [Mr.  Kennedy]  is  paired  with 
the  Senator  from  Nevada  [Mr.  Cannon]. 
If  present  and  voting,  the  Senator  from 
Massachusetts  would  vote  “yea”  and  the 
Senator  from  Nevada  would  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen],  the 
Senator  from  Arizona  [Mr.  Goldwater] 
and  the  Senators  from  Nebraska  [Mr. 
Hruska  and  Mr.  Curtis]  are  necessarily 
absent. 

The  Senator  from  North  Dakota  [Mr. 
Young]  is  detained  on  official  business. 

The  respective  pairs  of  the  Senator 
from  Illinois  [Mr.  Dirksen],  and  that 
of  the  Senator  from  Nebraska  [Mr. 
Hruska]  have  been  previously  anounced. 

If  present  and  voting  the  Senator  from 
Nebraska  [Mr.  Curtis]  and  the  Senator 
from  Arizona  [Mr.  Goldwater]  would 
each  vote  “nay.” 

The  result  was  announced — yeas  42, 
nays  46,  as  follows: 
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YEAS— 42 


Aiken 

Jackson 

Muskie 

Bartlett 

Javits 

Nelson 

Bayh 

Johnston 

Neuberger 

Burdick 

Keating 

Pas  tore 

Byrd,  Va. 

Lausche 

Pell 

Case 

McCarthy 

Proxmire 

Church 

McClellan 

Ribicoff 

Clark 

McGovern 

Robertson 

Douglas 

McIntyre 

Russell 

Engle 

McNamara 

Scott 

Gore 

Metcalf 

Smith 

Gruening 

Miller 

Talmadge 

Hart 

Morse 

Williams,  Del. 

Humphrey 

Moss 

NAYS — 46 

Young,  Ohio 

Allott 

Ervin 

Mundt 

Anderson 

Fong 

Pearson 

Beall 

Fulbright 

Prouty 

Bennett 

Hartke 

Randolph 

Bible 

Hlckenlooper 

Saltonstall 

Boggs 

Holland 

Simpson 

Brewster 

Inouye 

Smathers 

Byrd,  W.  Va. 

Jordan,  N.C. 

Sparkman 

Carlson 

Jordan, Idaho 

Stennis 

Cooper 

Long,  Mo. 

Symington 

Cotton 

Long,  La. 

Thurmond 

Dodd 

Magnuson 

Tower 

Dominick 

McGee 

Walters  . 

Eastland 

Mechem 

Williams.  N.J. 

Edmondson 

Monroney 

El  lender 

Morton 
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47 


Cannon 

Curtis 

Dirksen 

Goldwater 


NOT  VOTING— 12 


Hayden 

Hill 

Hruska 

Kennedy 


Kuchel 
Mansfield 
Yarborough 
Young,  N.  Dak. 


So  the  second  branch  of  Mr.  Prox- 
mire’s  amendment  was  rejected. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  that  the  Senate  reconsider 
the  vote  by  which  the  amendment  was 
rejected. 

Mr.  MANSFIELD.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to 

Mr.  HICKENLOOPER  obtained  the 
floor. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  I  yield  to  the  Senator  from  Kansas, 
provided  I  do  not  lose  the  floor. 

DOUBLE  TAXATION  OF  DIVIDENDS 


Mr.  CARLSON.  Mr.  President,  yes¬ 
terday  the  Senate  by  a  close  vote  of  yeas 
44  and  nays  47  defeated  an  amendment 
which  would  have  had  the  effect  of  re¬ 
taining  in  the  tax  law  in  modified  form 
a  portion  of  the  relief  granted  against 
the  double  taxation  of  dividend  income. 
This  amendment  offered  by  the  distin¬ 
guished  junior  Senator  from  Kentucky 
[Mr.  Morton]  on  behalf  of  himself  and 
our  esteemed  and  able  minority  leader 
[Mr.  Dirksen]  would  have  limited  the 
amount  of  the  present  4-percent  divi¬ 
dend  received  credit  to  a  $300  ceiling. 

It  will  be  recalled  that  present  law  does 
not  contain  such  a  ceiling,  but  the  offer¬ 
ing  of  the  proposed  ceiling  represented 
a  determined  attempt  to  provide  some 
compromise  solution  to  the  action  of  the 
Committee  on  Finance  in  repealing  the 
credit  outright.  It  was  believed  that  in- 
this  way  we  could  at  least  retain  in  the 
Federal  tax  structure  a  modest  recogni¬ 
tion  of  the  need  to  alleviate,  to  a  partial 
extent,  the  wrong  done  to  American  tax¬ 
payers  who  are  willing  to  invest  their 
savings  for  the  betterment  and  growth 
of  our  American  free  enterprise  system. 

It  was  my  privilege  to  join  the  Senator 
from  Kentucky  [Mr.  Morton]  in  speak¬ 
ing  in  behalf  of  this  amendment.  While 
the  amendment  was  defeated,  the  close¬ 
ness  of  the  vote  encourages  me  to  hope 
that  possibly  at  some  future  time  Con¬ 
gress  will  recognize  again  the  inequity 
inherent  in  the  double  taxation  of 
dividend  income  and  again  adopt 
remedial  provisions  in  some  form. 

Regrettably,  it  is  too  often  concluded 
that  dividend  income  is  derived  only  by 
the  so-called  rich  and  that,  therefore, 

the  granting  of  tax  relief  against  double 
taxation  is  preferential  treatment  for  the 
rich.  The  truth  of  the  matter  is  that  the 


stake  of  the  so-called  rich  man  in  the 
dividend  received  credit  is  really  less 
than  the  millions  of  Americans  of  more 
modest  means  who  have  saved  and  made 
equity  investments  in  American  private 
enterprise.  The  rich  man  has  a  flexi¬ 
bility  in  the  conduct  of  his  financial 
affairs  that  for  a  practical  matter  is  not 
available  to  the  vast  majority  of  Amer¬ 
ican  taxpayers  who  own  shares  in 
American  business. 

At  the  time  the  dividend  received 
credit  was  first  made  a  part  of  our  Fed¬ 
eral  tax  structure  in  1954,  I  supported 
the  provision  on  the  grounds  of  tax  fair¬ 
ness  to  alleviate  the  impact  of  double 
taxation,  on  the  ground  that  the  pro¬ 
vision  would  encourage  individuals  to 
make  equity  investments  in  our  free 
enterprise  system,  and  on  the  ground 
that  by  encouraging  both  thrift  and  in¬ 
dustrial  modernization  we  would  be 
taking  a  significant  step  in  the  creation 
of  better  job  opportunities  and  the 
avoidance  of  inflationary  pressures.  In 
supporting  the  provision  in  1954,  it  was 
my  hope  that  we  would  succeed  in  sub¬ 
sequent  years  in  achieving  a  further 
liberalization  of  this  credit  so  that  it 
would  be  more  adequate.  Instead  of  a 
liberalization,  the  experience  has  been  a 
persistent  attack  on  the  provision,  par¬ 
ticularly  in  this  body,  so  that  today  we 
find  ourselves  faced  with  the  likely  situa¬ 
tion  that  the  provision  will  be  removed 
from  our  tax  law — at  least  temporarily. 

Treasury  officials  have  been  very  dili¬ 
gent  in  their  efforts  to  have  not  only  the 
dividend  received  credit  removed  from 
the  law,  but  also  to  have  the  dividend 
exclusion  removed  from  the  law  as  well. 
In  my  judgment,  the  Treasury  argu¬ 
ments  substantiating  this  unwise  posi¬ 
tion  are  erroneous  at  best  and  to  a  large 
extent  even  spurious. 

The  Wall  Street  Journal  for  today, 
February  5,  1964,  contains  an  excellent 
analysis  of  the  Treasury  arguments, 
written  by  Dr.  Harley  L.  Lutz.  Dr.  Lutz 
is  a  distinguished  economist  who  is 
highly  respected  for  his  sound  views  on 
tax  policy  and  on  the  operation  of  our 
free  enterprise  system.  So  that  Dr. 
Lutz’  comments  may  be  made  a  part  of 
the  record  of  this  tax  debate,  I  ask 
unanimous  consent  that  this  perceptive 
article  to  which  I  have  referred  be 
printed  as  a  part  of  my  remarks. 

There  being  no  objection,  the  article 
wa-s  ordered  to  be  printed  in  the  Record. 
as  follows: 

i 

Treasury’s  Arguments  Against  Dividend 

Tax  Relief  Suggest  Continuing  Emphasis 

on  Equalizing  Incomes 

(By  Harley  L.  Lutz) 

Repeal  of  the  dividend  credit  and  exclu¬ 
sion,  recommended  by  the  President  in  his 
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1963  tax  program  and  included,  as  to  the 
credit,  in  the  bill  passed  by  the  House  of 
Representatives,  was  supported  by  uncon¬ 
vincing,  inconsistent,  and  even  emotional 
arguments.  The  case  advanced  in  favor  of 
these  provisions  when  they  were  under  con¬ 
sideration  in  the  1954  revision  of  the  In¬ 
ternal  Revenue  Code  has  now  been  repu¬ 
diated  by  both  the  Treasury  and  the  Ways 
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and  Means  Committee.  The  official  defense 
of  the  present  proposed  action  limps  badly 
and  it  suggests  the  persistence  of  a  concept 
of  income  taxation  which  views  this  tax  as 
an  instrument  for  the  equalization  of 
incomes. 

The  dividend  credit  is  a  credit  against 
the  individual  tax  equal  to  the  smallest  of 
three  criteria.  These  are:  (a)  4  percent  of 
dividends  less  the  exclusion  of  $50,  or  $100  in 
a  joint  return  if  both  spouses  have  dividend 
income:  or  (b)  the  income  tax  as  computed 
with  standard  or  itemized  deductions;  or  (c) 
4  percent  of  taxable  income. 

Two  major  points  of  justification  were 
made  in  1954.  These  were  first,  that  the 
allowances  were  a  recognition  of,  and  a  first 
step  toward,  elimination  of  double  taxation 
of  income  earned  by  corporations  and  dis¬ 
tributed  to  stockholders  as  dividends;  and 
second,  that  such  easing  of  the  double  tax 
burden  would  promote  investment  in  equity 
capital.  Secretary  Dillon  reiected  these  con¬ 
tentions  in  his  testimony  before  the  Ways 
and  Means  Committee  and  added  some  fur¬ 
ther  points  of  attack.  His  statement  in¬ 
cluded  the  following  assertions: 

“1.  The  dividend  provisions  are  not  an  ef¬ 
fective  remedy  for  ‘double  taxation.’  ”  There 
is  no  consensus  among  economists  and  busi¬ 
nessmen  on  the  issue  of  where  the  burden 
of  the  corporation  income  tax  really  falls. 
It  is  paid,  initially,  by  the  corporation  out 
of  its  income,  but  there  is  controversy,  un¬ 
fortunately,  over  whether  it  is  recouped 
from  consumers  in  higher  prices,  from  work¬ 
ers  in  lower  wages,  or  from  stockholders  in 
smaller  dividends. 

The  ramifications  of  the  theorizing  that 
has  been  engaged  in  on  this  subject  cannot 
be  explored  here.  It  is  pertinent  to  say, 
however,  by  way  of  brief  summary,  that 
much  of  the  labor  force  is  protected  from 
shifting  of  the  corporation  income  tax  by 
ironclad  wage  contracts,  and  that  wages  are 
increased,  not  lowered,  in  each  successive 
round  of  wage  negotiations.  Consumers  are 
protected  against  such  shifting  by  their  free¬ 
dom  of  choice  in  the  market,  where  they  are 
not  obliged  to  buy  any  particular  article,  or 
brand  of  article,  unless  in  their  opinion  the 
price  is  right.  They  are  further  protected 
by  the  competition  among  producers  who 
tend  to  charge  what  the  traffic  will  bear  re¬ 
gardless  of  taxes  or  other  costs,  and  who  are 
further  kept  in  line  by  the  competition  of  the 
nonprofit  companies  that  comprise,  at  any 
given  time,  about  one-quarter  of  all  busi¬ 
ness  corporations  and  sell  upward  of  the 
same  proportion  of  the  total  goods  marketed. 
The  stockholder  has  no  defense  against  re¬ 
duction  of  dividends  or  against  their  failure 
to  rise.  He  seems  to  be  the  most  likely  can¬ 
didate  as  bearer  of  the  corporation  income 
tax  burden. 


Just  what  is  meant  by  an  “effective  rem¬ 
edy”  is  not  made  clear  in  Mr.  Dillon’s  state¬ 
ment.  It  has  never  been  claimed  that  the 
4-percent  dividend  credit  was  a  complete 
remedy.  In  1954,  the  House  bill  carried  a 
credit  of  10  percent  and  it  was  suggested 
that  this  rate  might  later  be  advanced  to 
15  percent.  The  Canadian  allowance  at  the 
time  was  20  percent.  The  conference  bill 
set  the  credit  at  4  percent. 

“2.  Whatever  double  taxation  exists  is  re¬ 
latively  more  burdensome  to  low-income  tax¬ 
payers.  than  to  high-income  taxpayers.”  This 
is  a  curious  reason  for  denying  to  low-income 
taxpayers  such  relief  as  the  credit  might 
provide.  Mr.  Dillon  argued  that  the  reduc¬ 
tion  of  the  corporation  tax  rate  from  52 
percent  to  47  percent  (the  House  bill  pro¬ 
vides  48  percent)  would  give  as  much  or 
more  relief  to  low-income  taxpayers  as  they 
would  get  from  the  dividend  credit.  The 
argument  misses  the  point  entirely.  Regard¬ 
less  of  the  rate  of  individual  or  corporation 
income  tax,  taxpayers  with  dividend  in¬ 
come  are  still  bearing  whatever  double  taxa¬ 
tion  may  exist  as  long  as  there  are  two  taxes, 
whatever  the  rates  may  be.  This  burden 
cannot  be  swept  under  the  rug  by  trading  tax 
rate  reduction  for  a  denial  of  the  credit. 

“3.  The  existing  4-percent  dividend  credit 
removes  much  more  of  the  extra  burden  of 
double  taxation  for  high-income  stockholders 
than  for  low-income  stockholders.”  Again 
it  may  be  asked  why,  even  if  this  be  the  case, 
should  the  low-income  stockholders  be  re¬ 
fused  such  relief  as  the  credit  would  give? 
This  argument  says,  in  effect,  that  nothing 
should  be  done  for  the  little  stockholder  be¬ 
cause  it  would  do  so  much  more  for  the  big 
stockholder.  More  than  once  in  the  history 
of  tax  legislation,  proposals  that  would  bene¬ 
fit  the  low-income  people  have  run  aground 
on  the  snag  of  “the  man  with  a  million 
dollar  income.”  Bigness  of  income  is  always 
relative  and  a  given  income  is  big  or  Uttle 
depending  on  whether  we  are  looking  up 
from  the  bottom  or  down  from  the  top. 

It  is  enlightening  to  note  the  number  and 
distribution  of  returns  with  tax  reductions 
from  dividend  provisions  in  1960.  The  data 
are  given  in  the  accompanying  table. 

The  revealing  thing  about  the  figures  is 
not  that  23,150  taxpayers  in  the  adjusted 
gross  income  classes  of  $100,000  and  above 
had  total  tax  reductions  of  almost  $59  mil¬ 
lion  in  1960  by  reason  of  the  dividend  pro¬ 
visions,  but  rather  that  way  down  at  the 
bottom  of  the  income  scale  more  than 
1,100,000  persons  had  tax  reductions  by  rea¬ 
son  of  these  provisions.  The  amount  was 
small  for  so  large  a  number,  only  $28,864,000, 
but  when  total  income  is  under  $5,000  there 
can’t  be  much  in  the  way  of  dividends.  The 
Treasury  argument  is  that  we  must  not  give 
these  little  fellows  their  bite  because  that 
would  give  the  big  fellows  their  supper. 

“4.  The  4-percent  dividend  credit  has  had 
no  appreciable  effect  in  stimulating  the  sup¬ 
ply  of  equity  funds  to  corporations.”  To 
begin  with,  no  one,  rich  or  poor,  can  supply 
equity  funds  to  a  corporation  unless  it  in¬ 
vites  that  kind  of  money  by  offering  stock 
for  sale.  Since  World  War  II  corporations 
have  consistently  relied  on  internal  financing 
for  some  three-fourths  of  their  capital  re¬ 
quirements,  and  for  various  reasons  they 
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have  given  preference  to  debt  rather  than 
equity  capital  in  their  external  financing. 

At  this  point  the  Treasury  testimony  does 
not  square  with  all  of  the  facts.  It  accepts 
the  estimate  of  the  New  York  Stock  Ex¬ 
change  that  the  number  of  shareholders  rose 
from  6.5  million  in  1952  to  17  million  in  1962. 
Data  are  presented  which  show  that  corpora¬ 
tions,  excluding  banks  and  insurance  com¬ 
panies,  issued  a  total  of  $15.2  billion  in 
stocks  in  the  8-year  period  1946-53,  which 
compares  with  a  total  of  $26.3  billion  in  the 
8-year  period  1954-61.  Obviously,  the  sav¬ 
ings  from  the  tax  provisions  were  not  suf¬ 
ficient,  even  if  the  entire  amount  had  been 
invested  every  year,  to  supply  this  huge  total 
of  equity  capital.  It  is  true,  as  the  testimony 
states,  that  other  sources  of  savings  were 
drawn  upon.  It  had  to  be  for  a  boy  can’t  do 
a  man's  work.  However,  there  is  no  justi¬ 
fication  for  arguing  that  the  tax  credit  had 
little  or  no  influence  on  the  decisions  of 
investors.  It  is  impossible  to  ascertain  how 
much  of  the  tax  saving  was  invested;  but 
considering  that  the  dividend  credit  was 
realized  by  persons  who  obviously  had  an 
investment  bias  toward  stocks,  it  would  be 
more  reasonable  to  assume  a  substantial, 
rather  than  a  negligible,  reinvestment  of  the 
tax  savings. 

The  Ways  and  Means  Committee  did  not 
accept  the  Treasury  argument  against  the 
dividend  exclusion  although  it  was  to  the 
same  effect  as  that  against  the  credit,  name¬ 
ly,  that  an  exclusion  of  $50 — or  $100 — would 
mean  a  larger  tax  saving  for  the  high  than 
the  low  income.  On  the  contrary,  the  House 
bill  carries  an  increase  of  the  exclusion  to 
$100 — $200  for  joint  returns.  The  commit¬ 
tee  report  quotes  with  approval  the  Treasury 
line  that  the  dividend  credit  has  not  pro¬ 
moted  equity  financing,  and  it  extolls  the 
increased  exclusion  on  the  ground  that  it 
“will  tend  to  encourage  a  broader  stock 
ownership  among  those  with  relatively  small 
incomes.”  The  table  above  shows  that  for 
the  adjusted  gross  income  classes  under 
$5,000,  the  dividend  credit  accounted  for 
more  of  the  tax  saving  than  the  dividend 
exclusion. 

The  Ways  and  Means  Committee  report 
explains  that  repeal  of  the  credit  and  doub¬ 
ling  of  the  exclusion  will  provide  $300  mil¬ 
lion  in  1965  and  thereafter  and  that  this  gain 
was  used  to  reduce  income  tax  at  other 
points.  The  minimum  standard  deduction 
of  $300,  plus  $100  for  each  dependent,  is 
estimated  to  cost  $320  million.  The  new 
deduction  device  was  advocated  on  the 
ground  that  persons  with  very  low  income 
ought  not  to  pay  income  tax.  The  level  at 
which  Individuals  should  begin  to  pay  in¬ 


come  tax  is  not  involved  here,  but  it  would 
appear  from  the  coincidence  of  the  above 
estimates  that  we  have  here  a  minor  case 
of  equalization  of  incomes  rather  than  taj£ 
relief  across  the  board. 

“5.  The  4-percent  dividend  credit  is  a 
dead  end  approach.”  The  thought  here  is 
that  a  4-percent  credit  does  very  little,  but 
that  a  larger  percentage  credit,  such  as  15 
or  20  percent,  would  remove  a  still 
larger  part  of  the  burden  of  double  taxation 
for  high-income  than  for  low-income  stock¬ 
holders.  It  has  been  said  above  that,  as¬ 
suming  the  existence  of  double  taxation,  as 
the  Treasury  argument  does,  there  is  double 
taxation  as  long  as  two  taxes  are  levied  on  the 
same  dollar  of  corporate  income,  regardless 
of  the  specific  rates.  A  credit  of  100  percent 
to  the  stockholder  would  correct  the  diffi¬ 
culty,  or  an  exemption  to  the  corporation  of 
dividends  paid  would  do  it.  It  may  be  that 
a  remedy  applicable  at  the  stockholder  level 
is  not  the  best  method.  The  fact  is  that 
we  have  chosen  this  method  and  there  is 
nothing  in  the  Treasury  statement  to  indi¬ 
cate  an  intention  to  seek  other  solutions.  If 
equity  requires  a  full  and  satisfactory  solu¬ 
tion  we  are  moving  backward  in  seeking  to 
eliminate  even  the  first  limited  step  that 
has  been  taken  toward  fairer  treatment. 

If  the  Congress  and  the  Treasury  are  really 
worried  about  the  tax  break  that  the  divi¬ 
dend  credit  gives  to  the  high-income  people, 
a  crude  remedy  could  be  provided  by  setting 
a  dollar  limit  on  the  credit.  The  tax  law 
abounds  with  arbitrary  limits  and  one  more 
would  not  violate  the  precedents.  Senator 
Dirksen  has  proposed  a  $5,000  limit,  but  a 
lower  limit,  say  $3,000  or  even  $1,000,  would 
make  possible  retention  of  the  present  inade¬ 
quate  relief  for  persons  in  the  low  and 
middle  income  groups.  A  limit  of  $1,000 
would  be  equal  to  a  4-percent  credit  on  a 
dividend  income  of  $25,000. 

Finally,  it  is  clear  that  the  case  which  the 
Treasury  has  sought  to  make  against  the 
dividend  credit  and  exclusion  is  another  of 
the  many  examples  that  prove  tax  rate  pro¬ 
gression  to  be  the  great  source  of  complexity 
and  inequity.  Elimination  of  progression 
would  not  get  rid  of  double  taxation  but  it 
would  remove  the  incentive,  and  the  oppor¬ 
tunity,  to  pit  the  poor  against  the  rich  in  a 
kind  of  fiscal  class  war  which  benefits  neither 
the  taxpayers  nor  the  country. 

HOW  DIVIDEND  CREDIT  AND  EXCLUSION  WORKED 
IN  1960 

The  table  below  shows  the  number  and 
distribution  of  1960  tax  returns  which  showed 
reductions  in  tax  because  of  the  dividend 
credit  and  the  dividend  exclusion: 
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Adjusted  gross  income  classes 

Returns 

with 

dividend 

tax 

reductions 

Reductions  because  of— 

Total 

Dividend 

credit 

Dividend 

exclusion 

Under  $5,000 . . . _ . 

1,137, 724 
2, 020, 378 
1, 526, 727 

Thousands 
$16,664 
38, 083 
61, 778 

Thousands 
$12, 200 
25, 030 
28, 729 

Thousands 
$28,864 
63,113 
90, 507 

$5,000  to  $10,000 . . . _ . . . . . 

$10,000  to  $20, 000.. . . . . . 

Subtotal _ _ _ _ 

4, 684, 829 

116, 525 

65,959 

182,484 

$20,000  to  $50,000 . . . . . . . 

552, 547 
88,986 

81,393 
46, 404 

19,173 
4, 660 

100,566 

51,064 

$50,000  to  $100,000. .  _ _ _ _ _ _ 

Subtotal . . . . . . . . .  . 

641,533 

127,  797 

23,833 

151,630 

$100,000  to  $200,000 . . . . . . . . . 

17,  543 
4, 619 
703 
285 

26, 198 
17, 669 
5, 805 
7, 678 

1,135 

331 

54 

21 

27, 333 
18, 000 
5,869 
7, 689 

$200,000  to  $500,000. . . . . 

$500,000  to  $1,000,000 _ _ _ _ _ 

Over  $1,000,000 . . . . . 

Subtotal . . . . . .  . . . 

23, 150 

57, 350 

t  1. 541 

58,891 

Total . . . . . . 

5, 349,  512 

301, 672 

91,333 

393, 005 

Mr.  KUCHEL.  Mr.  President,  will  the 
Senator  from  Iowa  yield? 

Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  I 
may  yield  to  the  Senator  from  California 
without  losing  my  right  to  the  floor. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

ORDER  OF  BUSINESS 

Mr.  KUCHEL.  Mr.  President,  while 
Senators  are  in  the  Chamber,  and  for 
their  information,  I  should  like  to  ask 
the  distinguished  majority  leader  what 
plans  he  has  for  the  Senate  for  the  re¬ 
mainder  of  the  evening.  I  assume  that 
the  Senate  will  proceed  to  a  yea-and-nay 
vote  on  the  amendment  which  the  able 
Senator  from  Iowa  desires  now  to  call  up. 
May  I  inquire  what  the  plans  of  the 
leadership  are  thereafter  for  the  re¬ 
mainder  of  the  evening  and  for  to¬ 
morrow? 

Mr.  MANSFIELD.  It  is  my  under¬ 
standing  that  the  distinguished  senior 
Senator  from  Iowa  intends  to  ask  for  a 
yea-and-nay  vote  on  his  amendment.  I 
understand  that  following  that  vote  a 
conference  report  will  be  called  up  by  the 
distinguished  Senator  from  Alabama 
[Mr.  Sparkman].  If  my  understanding  is 
correct,  that  will  take  only  2  or  3  minutes. 

Then  an  amendment  is  intended  to  be 
offered  by  the  distinguished  Senator 
from  Minnesota  [Mr.  McCarthy],  which 
may  well  call  for  a  yea-and-nay  vote, 
and  which  may  also  call  for  a  motion  to 
table.  I  think  I  should  notify  Senators 
ahead  of  time  in  that  connection. 

Mr.  MCCARTHY.  It  should  not  take 
long  to  present  the  case.  It  is  a  clear 
case.  Senators  should  know  that.  It 
should  not  require  the  long  explanation 
that  was  made  on  the  last  issue. 

Mr.  MANSFIELD.  I  hope  that  other 


amendments  may  be  forthcoming,  be¬ 
cause  with  the  consent  of  the  Senate  the 
leadership  would  like  to  have  the  Senate 
remain  in  session  until  10  o’clock,  or 
thereabouts,  to  expedite  action  on  the 
bill  as  much  as  possible. 

As  of  now,  I  cannot  say  what  time  the 
Senate  will  convene  tomorrow.  I  wish 
to  consult  with  the  minority  leadership 
to  discuss  the  time  of  com7ening  to¬ 
morrow.  But  it  will  not  be  later  than 
10  o’clock,  and  it  may  be  earlier. 

Mr.  MCCARTHY.  The  majority  lead¬ 
er  might  announce  that  I  am  more  or 
less  committed  to  calling  up  tomorrow 
the  so-called  sick  pay  amendment,  which 
has  received  some  attention  around  the 
edges  of  the  Capitol. 

Mr.  MANSFIELD.  I  understand  that 
there  will  also  be  ready  for  considera¬ 
tion  the  amendment  of  the  Senator  from 
Delaware  [Mr.  Williams]  on  oil  deple¬ 
tion  allowances,  and  also  the  Douglas 
amendment,  which  is  another  oil  deple¬ 
tion  amendment,  and  other  amend¬ 
ments. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  from  Iowa  yield? 

Mr.  HICKENLOOPER.  I  yield. 

Mr.  CARLSON.  The  Senator  from 
Illinois  [Mr.  Dirksen]  has  left  with 
me  an  amendment  dealing  with  excise 
taxes  on  used  automobile  parts.  He  pre¬ 
sented  the  amendment  to  the  committee ; 
and  I  wish  to  bring  it  up  in  the  Senate, 
before  final  action  is  taken  on  the  bill. 

Mr.  MANSFIELD.  Mr.  President,  if 
the  Senator  from  Iowa  will  yield  further 
to  me,  let  me  say  that  I  think  the  Sen¬ 
ate  is  to  be  complimented  on  the  coop¬ 
eration  it  has  shown  in  expediting  to  this 
extent  up  to  this  time,  the  action  of  the 
Senate  on  the  bill. 
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Mr.  McCLELLAN.  Mr.  President,  will 
the  Senator  from  Iowa  yield  briefly  to 
me? 

Mr.  HICKENLOOPER.  I  yield. 

Mr.  McCLELLAN.  Let  me  ask  wheth¬ 
er  the  Senator  from  Montana  thinks  the 
Senate  will  still  be  working  on  the  bill 
on  Friday. 

Mr.  MANSFIELD.  My  guess  is  that 
the  Senate  will  pass  the  bill  by  tomorrow 
night;  but  if  not  by  then,  on  Friday;  or, 
if  not  on  Friday,  on  Saturday;  or,  if  not 
on  Saturday,  on  Monday,  or  perhaps  on 
Tuesday. 

But  certainly  we  face  the  prospect  of 
completing  our  action  on  the  bill  at  some 
time. 

AMENDMENT  NO.  408 

Mr.  HICKENLOOPER.  Mr.  President, 
I  offer  the  amendment  which  I  send  to 
the  desk.  It  is  amendment  No.  408,  and 
I  offer  it  on  behalf  of  myself  and  the  Sen¬ 
ator  from  Illinois  [Mr.  Dirksen].  I  ask 
that  the  amendment  be  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  proper 
place,  it  is  proposed  to  insert  the  follow¬ 
ing  new  section : 

Sec.  .  Repeal  of  Manufacturers  Excise  Tax 
on  Mechanical  Pencils  and  Pens. 

(a)  Repeal. — Section  4201  (relating  to  im¬ 
position  of  tax  on  pens  and  mechanical  pen¬ 
cils,  etc.)  is  amended  by  striking  out  sub¬ 
section  (a). 

(b)  Technical  Amendments. — 

(1)  The  table  of  parts  for  subchapter  E  of 
chapter  32  is  amended  by  striking  out 

“Part  n.  Pens  and  mechanical  pencils  and 
lighters.” 

and  inserting  in  lieu  thereof 

“Part  II.  Mechanical  lighters.” 

(2)  The  heading  for  part  II  of  subchapter 
E  of  chapter  32  is  amended  by  striking  out 
“Pens  And  Mechanical  Pencils  And  Light¬ 
ers”  and  inserting  in  lieu  thereof  “Mechani¬ 
cal  Lighters”. 

(3)  Section  4221  (relating  to  certain  tax- 
free  sales)  is  amended  by  striking  out  sub¬ 
section  (f). 

(4)  Section  4222(b)  (relating  to  exceptions 
from  requirement  of  registration)  is  amend¬ 
ed  by  striking  out  paragraph  (4) . 

(5)  Section  6416(d)  (relating  to  certain 
items  taxable  as  jewelry)  is  amended  by 
striking  out  “Mechanical  Pencils”  in  the 
heading  and  inserting  in  lieu  thereof  “Cer¬ 
tain  Articles”. 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  respect 
to  articles  sold  on  or  after  the  first  day  of 
the  first  month  which  begins  after  the  date 
of  the  enactment  of  this  Act. 


Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  on  the  question  of  agreeing  to  this 
amendment,  I  ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  for  the  information  of  Senators, 


let  me  say  now,  before  some  Senators 
leave  the  Chamber,  to  attend  to  various 
and  sundry  other  duties,  that  this 
amendment  proposes  that  Congress  abol¬ 
ish  the  manufacturer’s  excise  tax  on  me¬ 
chanical  writing  devices,  approximately 
60  percent  of  which  are  used  for  the  de¬ 
velopment  of  literacy  among  the  school - 
children  in  the  United  States. 

I  expect  to  take  about  15  minutes  to 
explain  the  amendment.  I  believe  there 
will  be  a  few  questions  about  it;  but  I 
think  the  debate  on  the  amendment  can 
be  concluded  in  approximately  15  min¬ 
utes. 


[P.  2006] 

REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes,  to 
make  certain  structural  changes  with  re¬ 
spect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  from  Iowa  yield  to  me? 

Mr.  HICKENLOOPER.  For  what 
purpose  does  the  Senator  request  me  to 
yield? 

Mr.  HUMPHREY.  To  enable  me  to 
ask  a  question. 

Mr.  HICKENLOOPER.  I  yield  to  the 
Senator  from  Minnesota,  for  a  question. 

Mr.  HUMPHREY.  Does  the  Senator 
from  Iowa  consider  his  rather  erudite 
and  scientific  explanation  of  his  amend¬ 
ment  to  be  such  as  to  indicate  that  a 
proper  definition  of  the  amendment 
would  be  that  it  relates  to  ballpoint 
pens? 

Mr.  HICKENLOOPER.  I  have  not  yet 
come  to  a  definition — erudite  or  other¬ 
wise — of  that  sort.  If  the  definition  is 
such  as  to  be  interpreted  as  relating  to 
ballpoint  pens,  I  shall  leave  that  to  the 
Senator  from  Minnesota. 

However,  Mr.  President,  the  amend¬ 
ment  does  relate  to  devices  available  for 
use  by  the  youth  of  our  country  in  writ¬ 
ing. 

Mr.  HUMPHREY.  Will  the  Senator 
from  Iowa  say  that  this  amendment  re¬ 
lates  to  the  excise  tax  on  ballpoint  pens? 

Mr.  HICKENLOOPER.  Oh,  yes,  in¬ 
deed;  it  does. 

Mr.  HUMPHREY.  In  other  words, 
the  amendment  goes  right  to  the  point  of 
the  ballpoint;  is  that  correct? 

Mr.  HICKENLOOPER.  Indeed  it 
does. 

Mr.  SCOTT.  Mr.  President,  will  the 
Senator  from  Iowa  yield  briefly  to  me? 

Mr.  HICKENLOOPER.  I  yield. 

Mr.  SCOTT.  The  other  day,  I  sat  at 
the  dinner  table  beside  a  gentleman  who 
introduced  himself  to  me,  and  told  me 
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that  his  name  was  Milton  J.  Reynolds. 
He  said  he  was  the  inventor  of  the  ball¬ 
point  pen.  I  understand  that  he  has 
traveled  quite  extensively,  and  that  he 
still  holds  the  record  for  an  around-the- 
world  trip  by  air.  However,  all  that  is 
aside  from  the  point,  which  is  that  the 
ballpoint  pen  is  properly  defined,  so  I  am 
informed,  as  a  device  for  writing  clearly 
and  permanently,  but  which  does  not 
require  the  direct  fluid  flow  of  ink.  But 
for  which  the  ink  is  compressed  and  iso¬ 
lated  in  a  cylinder,  and  operates  for  the 
life  of  the  cylinder,  which  is  readily 
replaceable.  [Laughter.] 

Mr.  HUMPHREY.  Mr.  President,  I 
thank  the  learned  and  erudite  Senator 
from  Pennsylvania. 

Mr.  HICKENLOOPER.  I  understand 
the  ballpoint  pen  was  invented  approxi¬ 
mately  14  or  15  years  ago  by  a  citizen  of 
Argentina,  and  was  not  developed  in  this 
country  until  the  patents  expired. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Iowa  yield  briefly  to 
me? 

Mr.  HICKENLOOPER.  I  yield. 

Mr.  MANSFIELD.  I  supposed  the 
Senator  was  answering  the  question 
which  had  been  asked  by  the  Senator 
from  Minnesota.  In  that  connection, 
let  me  say  that  I  recall  purchasing, 
approximately  15  years  ago,  one  of  the 
the  Reynolds  pens,  and  paying  about 
$12.50  for  it — and  it  did  not  work. 

Mr.  SCOTT.  Mr.  President,  recently 
I  was  sent  a  newspaper  which  contained 
an  advertisement  of  ballpoint  pens,  and 
the  date  of  the  newspaper  was  in  the 
1880’s. 

Not  until  I  met  Mr.  Reynolds  recently, 
had  I  heard  of  him;  but  I  understand 
that  he  still  takes  great  pride  in  claim¬ 
ing  that  he  is  the  inventor  of  the  ball¬ 
point  pen. 

Mr.  HUMPHREY.  Perhaps  he  has 
relatives  in  Pennsylvania. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  from  Iowa  yield? 

Mr.  HICKENLOOPER.  Mr.  President, 
first  let  me  say  that  I  do  not  mind  being 
challenged  in  regard  to  legal  points  or 
technical  points  in  connection  with  pro¬ 
posed  legislation,  but  I  do  not  like  to  be 
laughted  at. 

At  this  time  I  yield  to  the  Senator  from 
Utah. 

Mr.  BENNETT.  Let  me  ask  whether 
the  Senator  from  Iowa  is  being  chal¬ 
lenged  by  some  who  bought  ballpoint 
pens  which  did  not  work? 

Mr.  HICKENLOOPER.  I  am  afraid 
I  cannot  say  as  to  that. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  from  Iowa  yield  briefly  to 
me? 


Mr.  HICKENLOOPER.  I  yield. 

Mr.  RIBICOFF.  Those  of  us  who  have 
been  proposing  amendments  have  met 
with  so  little  success,  even  though  we 
have  presented  our  amendments  on  the 
basis  of  logic  and  reason,  that  perhaps 
it  now  appears  that  the  only  chance  of 
success  for  an  amendment  is  to  have  its 
presentation  based  on  humor. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  from  Iowa  yield  briefly  to  me? 

Mr.  HICKENLOOPER.  I  yield. 

Mr.  AIKEN.  Let  me  ask  whether  the 
amendment  is  based  on  French  lighters 
which  are  imported,  and  which  sell  for 
approximately  89  cents? 

Mr.  HICKENLOOPER.  No. 

Mr.  President,  I  shall  quickly  explain 
the  amendment.  I  have  already  stated 
that  the  explanation  will  take  only  a 
short  time. 

The  amendment  relates  to  a  serious 
situation.  At  present  there  is  a  manu¬ 
facturers  excise  tax  of  some  10  percent 
on  manufactured  writing  instruments — 
such  as  pens  and  pencils,  and  including 
ballpoint  pens.  The  evidence  and  the 
testimony  are  to  the  effect  that  more 
than  60  percent  of  all  instruments  of  this 
sort  are  used  by  students,  and  that  less 
than  40  percent  are  used  by  the  general 
public. 

Writing  instruments  are  of  great  im¬ 
portance;  and  in  these  days  when  orders 
and  records  must  be  made  out  in  dupli¬ 
cate  or  in  triplicate,  the  ballpoint  pen 
seems  to  be  indispensable  and  clearly  a 
necessity. 

I  am  told  that  the  total  loss  of  tax 
revenue  to  the  Treasury,  if  the  amend¬ 
ment  is  enacted  into  law,  will  be — ac¬ 
cording  to  the  facts  and  the  testimony 
which  has  been  adduced — approximately 
$5  million,  relatively  a  small  amount.  On 
the  other  hand,  this  tax  is  in  some  ways 
a  nuisance  tax  on  devices  which  are  sub¬ 
stantially  a  necessity  in  our  society  and 
in  our  educational  system. 

I  presume  statistics  could  be  produced 
that  would  vary  the  figures  somewhat, 
but  not  much.  I  am  told  that  the 
average  price  of  fountain  pens  at  the 
wholesale  level,  when  all  qualities  are 
taken  into  account,  is  approximately  64 
cents.  The  average  price  for  a  mechan¬ 
ical  pencil,  some  cheap  and  some  better, 
is  approximately  33  cents.  They  are 
certainly  not  luxuries ;  they  are  a  neces¬ 
sity.  Accordingly,  this  comes  under  the 
classification  of  a  wartime  revenue 
measure. 

Since  the  close  of  World  War  IT,  I  have 
consistently  voted  for  either  reduction  or 
abolition  of  wartime  emergency  excise 
taxes.  I  believe  they  are  unjustified  in 
peacetime.  In  various  ways,  they  con¬ 
tribute  to  confusion,  to  difficulty,  and  to  a 
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substantial  amount  of  unusual  and  un¬ 
due  expense  for  those  who  have  to  col¬ 
lect  the  taxes  and  also  to  those  who  have 
to  pay  them. 

It  is  as  simple  as  that,  Mr.  President. 
It  is  a  question  of  whether  we  wish  to 
continue  the  10  percent  manufacturers’ 
excise  tax  on  a  basic  necessity  used  over¬ 
whelmingly  by  students  in  this  country 
to  advance  their  literacy — and  I  hope  all 
Senators  are  interested  in  advancing 
literacy  in  this  country — they  are  used 
in  the  educational  process,  in  necessary 
business  operations  all  over  the  country, 
and  otherwise. 

Mr.  RIBICOFF.  Mr.  President,  will 
the  Senator  from  Iowa  yield? 

The  PRESIDING  OFFICER  (Mr.  Hart 
in  the  chair).  Does  the  Senator  from 
Iowa  yield  to  the  Senator  from  Con¬ 
necticut? 

[P.  2007 ] 

Mr.  HICKENLOOPER.  I  yield. 

Mr.  RIBICOFF.  I  have  listened  with 
great  interest  to  the  figures  given  by  the 
distinguished  Senator;  and  although 
there  was  much  banter  about  ballpoint 
pens,  which  have  become  such  widely 
used  writing  instruments,  the  average 
icost  of  a  ballpoint  pen  is  11  cents. 
Basically,  as  the  Senator  indicated,  60 
percent  of  these  items  are  used  by  school- 
children,  and  when  we  consider  that  we 
are  placing  this  tax  on  an  item  pur¬ 
chased  mainly  by  schoolchildren,  I  think 
it  is  unjustifiable. 

The  manufacturers  of  this  particular 
type  of  instrument  have  to  meet  competi¬ 
tion  from  abroad,  from  countries  like 
Japan  and  Germany,  which  sell  the  pen¬ 
cils  in  large  numbers. 

I  commend  the  distinguished  Senator 
for  bringing  up  this  amendment  which 
would  cost,  as  I  recall,  between  $5  and 
$6  million.  I  want  to  let  the  Senator 
know  that  I  shall  support  his  amend¬ 
ment. 

Mr.  HICKENLOOPER.  I  thank  the 
Senator  from  Connecticut.  I  do  not 
mean  to  be  facetious  and  I  am  sure  no 
one  needs  to  be  facetious  about  the  basic 
issue  involved.  It  is  serious  to  some 
extent.  It  is  a  small  thing,  but  it  is  im¬ 
portant.  This  tax  applies  directly — and 
unwarrantedly,  in  my  judgment — to  a 
basic  necessity  not  only  to  the  educa¬ 
tional  system  of  the  country,  but  also  to 
the  business  world. 

Mr.  CARLSON.  Mr.  President,  will  the 
Senator  from  Iowa  yield? 

Mr.  HICKENLOOPER.  I  am  glad  to 
yield. 

Mr.  CARLSON.  We  all  remember  that 
some  years  ago  the  post  offices  around 
the  country  used  penholders  with  pen- 
points  inserted  in  them,  and  a  bottle  of 


ink.  We  particularly  remember  that  the 
point  never  worked.  They  are  now  be¬ 
ing  replaced  in  large  numbers  by  ball¬ 
point  pens.  I  believe  it  is  another  good 
sign  of  what  the  Post  Office  Department 
has  done,  so  I  believe  the  amendment 
has  a  great  deal  of  merit. 

Mr.  HICKENLOOPER.  I  thank  the 
Senator  from  Kansas. 

Mr.  President,  as  far  as  I  am  con¬ 
cerned,  I  have  nothing  more  to  add.  I 
do  not  know  whether  any  other  Senator 
wishes  to  be  heard  on  this  question. 

Mr.  SPARKMAN.  Mr.  President,  will 
the  Senator  from  Iowa  yield  for  a  ques¬ 
tion? 

Mr.  HICKENLOOPER.  I  am  glad  to 
yield. 

Mr.  SPARKMAN.  I  am  very  much 
interested  in  the  Senator’s  proposal. 
Because  the  Senator  from  Connecticut 
has  said  that  the  average  price  of  a  ball¬ 
point  pen  was  11  cents,  I  am  curious  to 
know  what  the  tax  is  on  an  individual 
pen.  Is  it  1  cent? 

Mr.  HICKENLOOPER.  The  tax  is  10 
percent. 

Mr.  SMATHERS.  The  average  tax,  as 
I  understand,  according  to  the  figures,  is 
actually  1  percent,  which  will  amount  to 
$6  million. 

Mr.  SPARKMAN.  Yes.  Over  the 
years,  the  Senate  Small  Business  Com¬ 
mittee  has  been  urging  the  repeal  of  the 
wartime  excise  taxes.  We  have  had  this 
saving  clause,  as  the  fiscal  situation 
might  justify.  These  days  get  so  long 
I  forget  about  time — I  suppose  it  was 
yesterday  when  we  voted  on  the  excise 
tax? 

Mr.  SMATHERS.  It  was  today. 
This  morning.  The  first  vote  of  the  day. 

Mr.  SPARKMAN.  I  thank  the  Senator. 
I  had  a  hard  time  voting  on  that  ques¬ 
tion.  I  voted  against  it.  But  I  did  it 
largely  upon  the  assurance,  and  I  un¬ 
derstand  it  has  been  given  both  by  the 
House  Ways  and  Means  Committee  and 
by  the  Senate  Finance  Committee,  that  a 
study  will  be  made  on  the  whole  prob¬ 
lem,  across  the  board,  of  excise  taxes. 
It  seems  to  me  that  when  we  get  to  a 
small  item  like  this,  involving  such  a 
small  amount,  in  the  nature  of  a  tax 
on  something  that  by  no  stretch  of  the 
imagination  could  be  called  a  luxury  but 
a  necessity,  it  might  be  well  to  repeal  it. 

On  two  or  three  different  occasions,  I 
supported  the  amendments  offered  by 
the  Senator  from  Florida  to  repeal  the 
transportation  tax  and  various  other  ex¬ 
cise  taxes  that  have  been  offered  on  the 
floor  of  the  Senate.  Little  by  little,  we 
have  taken  off  the  excise  taxes,  and  I 
feel  rather  inclined  to  support  the 
amendment  of  the  Senator  from  Iowa, 
even  in  the  face  of  the  premise  by  two 
committees  to  make  a  thorough  study. 
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Mr.  HICKENLOOPER.  I  thank  the 
Senator  from  Alabama  for  his  encour¬ 
agement. 

Mr.  President,  I  invite  attention  to  the 
fact  that  the  Senator  from  Alabama 
and  I,  ever  since  the  end  of  World  War 
II,  have  been  studying  the  excise  tax 
problem.  We  continue  to  study  it.  It 
so  happens  that  this  is  a  small  tax.  But 
it  is  a  good  start,  and  it  is  a  completely 
worthy  area  in  which  to  eliminate  excise 
taxes.  No  one  can  claim  that  this  item 
is  a  luxury.  No  one  can  claim  that  it  is 
only  for  the  rich  to  purchase.  This  is 
for  “kids”  in  the  main;  this  is  for  their 
education.  The  amount  of  money  in¬ 
volved  is  not  much.  But  in  the  aggre¬ 
gate,  it  will  amount  to  something.  It 
will  amount  to  something  on  the  basis 
of  the  price  of  the  pens  and  pencils,  and 
when  sold  in  quantities  will  amount  to  a 
substantial  sum  of  money. 

Mr.  President,  I  yield  the  floor. 

Mr.  SMATHERS.  Mr.  President,  I 
shall  be  brief.  When  proposals  for  little 
repeals  such  as  this  were  considered  in 
committee,  we  finally  reached  the  point 
where  a  Senator  such  as  the  able  Senator 
from  Connecticut  [Mr.  Ribicoff]  and 
others  would  offer  an  amendment  of  this 
character  and  would  state  that  it  would 
not  cost  much — only  $6  million.  The 
end  result  is  a  cost  of  $10  billion,  for 
the  reason  that  if  we  wish  to  take  off  the 
excise  tax  on  a  ballpoint  pen  used  by  a 
child,  it  does  no  good  if  he  cannot  see 
in  his  room  to  write  with  that  ballpoint 
pen  if  there  is  an  excise  tax  on  the  light 
bulbs.  It  does  no  good  to  have  a  ball¬ 
point  pen  if  he  cannot  get  to  school  be¬ 
cause  there  is  an  excise  tax  on  tires,  or 
an  excise  tax  on  automobiles,  and  other 
items. 

The  proposal  has  some  merit,  and  we 
recognize  it,  but  instead  of  costing  $6 
million,  the  cost  is  $10  billion,  because  if 
we  take  this  amendment  the  Senator 
from  Indiana  [Mr.  Hartke]  will  talk  to 
us  until  he  brings  tears  to  our  eyes  and 
we  agree  to  remove  the  tax  on  musical 
instruments.  He  described  a  young  child 
going  to  school  wishing  to  play  a  musical 
instrument,  who  must  pay  an  excise  tax 
if  the  school  does  not  provide  the  instru¬ 
ment.  So  once  we  begin  taking  off 
excises,  we  are  in  deep  trouble  in  deter¬ 
mining  where  to  stop. 

Then  there  is  the  telephone  tax,  and 
the  excise  tax  on  safes  in  business,  and 
so  on.  The  total  amounts  to  a  vast  sum 
of  money. 

Mr.  HICKENLOOPER.  I  might  sug¬ 
gest,  in  regard  to  the  Senator’s  refer¬ 
ence  to  electric  lights,  that  it  is  neces¬ 
sary  for  a  child  to  see  so  he  can  write 
with  his  ballpoint  pen,  and  he  must  have 


the  tires  so  he  can  go  to  school,  but  many 
Members  of  this  Chamber  obtained  their 
early  education  by  the  light  of  a  kero¬ 
sene  lamp,  and  they  also  walked  to 
school. 

The  Senator  referred  to  the  electric 
light,  which  is  necessary  for  the  child 
so  that  he  may  see  to  write  with  his  ball¬ 
point  pen.  He  referred  also  to  the  tires 
which  he  needed  for  his  car  in  order  to 
go  to  school.  I  point  out  that  a  great 
many  Senators  got  their  early  education 
by  kerosene  light,  and  they  walked  to 
school.  They  did  not  have  to  have  auto¬ 
mobile  tires.  But  they  did  have  to  have 
pencils  and  pens  in  those  days. 

Mr.  SMATHERS.  But  they  did  not 
have  to  have  ballpoint  pens. 

Mr.  HICKENLOOPER.  No.  The 
amendment  applies  to  other  types  of 
pens  in  addition  to  ballpoint  pens. 

Mr.  SMATHERS.  They  used  a  lead 
pencil  similar  to  the  one  which  I  hold  in 
my  hand,  on  which  there  is  no  excise 
tax,  rather  than  mechanical  pencils  or 
ballpoint  or  fountain  pens. 

I  do  not  disagree  with  the  motive  of 
the  able  Senator  from  Iowa.  I  merely 
say  that  what  we  would  be  doing  would 
be  to  open  a  Pandora’s  box.  The  Sen¬ 
ator  from  Alabama  has  said  that  he  is 
inclined  to  vote  for  the  amendment',  even 
though  we  have  assurance  that  excise 
taxes  will  be  considered  later.  We  must 
consider  excise  taxes  before  June  30,  be¬ 
cause  over  $1.5  billion  of  excise  taxes 
will  otherwise  expire.  If  we  are  to  keep 
the  revenue  coming,  we  shall  have  to 
consider  them.  We  would  like  at  that 
time  to  consider  all  the  excise  taxes. 
Perhaps  the  tax  related  to  ballpoint  pens 
should  be  the  first  to  come  before  the 
committee.  But  at  least  we  would  have 
the  benefit  of  the  views  of  the  House 
Committee  on  Ways  and  Means  and  the 
Senate  Committee  on  Finance  on  the 
question.  I  hope  the  Senate  will  reject 
the  amendment. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield. 

Mr.  MANSFIELD.  Is  it  not  true  that 
we  have  assurances  in  writing  from  Wil¬ 
bur  Mills,  the  chairman  of  the  House 
Ways  and  Means  Committee,  and  at 
least  the  oral  assurance  of  the  Senator 
from  Virginia  [Mr.  Byrd],  that  hearings 
will  be  held  on  the  entire  excise  tax  bill, 
probably  in  April  or  May? 

Mr.  SMATHERS.  The  majority  leader 
is  absolutely  correct. 

[P.  2008 ] 

Mr.  ANDERSON.  Mr.  President,  a 
small  amount  of  money  might  seem  to 
be  involved.  But  what  happened  the 
other  day?  The  Finance  Committee  was 
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meeting.  A  Senator  suggested,  “Why 
not  take  the  tax  off  of  old  ladies’  pocket- 
books?” 

Surely,  an  old  lady’s  pocketbook  is 
something  that  we  do  not  wish  to  tax. 
We  took  off  the  tax,  and  $550  million 
later  we  began  to  slow  up  a  little. 

If  we  remove  the  tax,  how  would  we 
stop  the  Senator  from  Michigan  [Mr. 
Hart],  who  is  the  present  occupant  of 
the  Chair,  from  proposing  that  we  take 
the  tax  off  automobiles?  Surely  if  a 
child  is  going  to  have  a  ballpoint  pen  in 
school,  he  ought  to  be  able  to  get  to  his 
school  in  an  automobile.  Then  some¬ 
one  would  suggest,  “Why  do  you  not  take 
the  tax  off  the  tires  on  his  automobile?” 
On  and  on  it  would  go. 

Mr.  President,  there  is  only  one  way 
to  handle  the  problem,  and  that  is  the 
manner  in  which  the  committee  has 
proposed.  The  House  Ways  and  Means 
Committee  came  forth  with  a  suggestion. 
The  Senate  Finance  Committee  has  ac¬ 
cepted  the  suggestion. 

If  Senators  observe  that  the  tax  is  re¬ 
moved  from  ballpoint  pens,  proposals 
will  be  made  to  remove  the  tax  from 
other  commodities. 

I  know  the  people  the  Senator  from 
Iowa  represents  in  this  Senate  are  fine 
people.  They  are  good  folks.  This 
amendment  would  be  a  fine  thing  for 
many  business  firms  across  the  country. 
But  I  suggest  that  if  we  should  start  to 
pick  out  places  to  remove  excise  taxes, 
it  would  be  dangerous.  I  hope  the  Sena¬ 
tor  can  be  patient  and  wait  until  the 
House  acts  upon  the  measure  next  June, 
and  we  shall  then  act  on  it  accordingly. 
I  hope  that  at  the  present  time  the 
amendment  will  be  rejected.  I  believe 
next  June  it  may  be  adopted. 

Mr.  HICKENLOOPER.  Mr.  President, 
it  is  no  excuse  whatsoever  to  refuse  to 
do  a  good  thing  because  we  are  con¬ 
tinuing  to  do  a  bad  thing.  If  the  amend¬ 
ment  to  take  a  manufacturer’s  excise  tax 
off  pencils  is  a  meritorious  amendment, 
what  difference  would  it  make  in  rela¬ 
tion  to  other  taxes?  We  consider  them 
one  at  a  time,  and  it  is  no  excuse  what¬ 
soever  to  say  that  we  would  open  up 
Pandora’s  box.  It  is  our  responsibility 
if  we  open  Pandora’s  box.  We  are  deal¬ 
ing  with  one  amendment  that  would  af¬ 
fect  schoolchildren  in  respect  to  their 
pens  and  pencils.  It  is  an  inexcusable 
maintenance  of  a  tax  that  probably 
never  should  have  been  imposed  in  the 
first  place. 

The  amendment  is  not  my  original 
amendment,  and  I  am  not  here  repre¬ 
senting  anyone  in  particular.  I  filed  the 
amendment  for  the  Senator  from  Illinois 
[Mr.  Dirksen],  who  originated  it  and 
filed  it  in  the  Senate.  The  Senator  from 


Connecticut  filed  it  in  the  committee.  I 
am  not  representing  any  particular  in¬ 
dividual.  The  so-called  person  that  the 
Senator  from  New  Mexico  attempts  to 
allege  that  I  am  representing  has  not 
contacted  me  on  the  subject. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield  at  that  point? 

Mr.  HICKENLOOPER.  I  yield. 

Mr.  ANDERSON.  The  Senator  knows 
that  I  did  not  mean  he  was  representing 
the  Sheaffer  fountain  pen  people.  There 
are  good  industries  in  his  State  as  there 
are  good  industries  in  the  State  of  Con¬ 
necticut. 

Mr.  HICKENLOOPER.  I  will  let  the 
Record  stand  in  respect  to  what  the  Sen¬ 
ator  stated.  In  my  judgment,  he  did 
not  quite  make  that  statement.  I  am  not 
representing  anyone.  I  am  happy  to 
represent  any  industry  in  my  State  that 
is  suffering  from  the  tax.  I  am  proud 
to  represent  the  Sheaffer  Pen  Co.,  if  they 
need  representation,  or  any  other  pen 
company.  Actually  we  have  a  great 
many  distributors  in  our  State  that  han¬ 
dle  these  things — a  great  number  of 
them.  They  are  hurt  by  this  tax. 

There  are  pen  manufacturers  in  Illi¬ 
nois.  There  are  distributors.  There  are 
manufacturers  and  distributors  in  Michi¬ 
gan,  Minnesota,  and  a  number  of  other 
States.  It  is  no  excuse  to  say  that  we 
should  destroy  a  good  amendment  merely 
because  some  bad  ones  are  standing  up. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Iowa. 
On  that  question  the  yeas  and  riays 
have  been  ordered,  and  the  clerk  will 
call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MANSFIELD  (after  having  voted 
in  the  negative).  Mr.  President,  I  have 
a  live  pair  with  the  distinguished 
minority  leader  [Mr.  Dirksen].  If  he 
were  present  and  voting,  he  would  vote 
“yea.”  If  I  were  at  liberty  to  vote,  I 
would  vote  “nay.”  Therefore,  I  with¬ 
draw  my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Virginia  [Mr.  Byrd], 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Pennsylvania  [Mr. 
Clark],  the  Senator  from  North  Caro¬ 
lina  [Mr.  Ervin],  the  Senator  from  Ar¬ 
kansas  [Mr.  Fulbright],  the  Senator 
from  Arizona  [Mr.  Hayden],  the  Sena¬ 
tor  from  Alabama  [Mr.  Hill],  the  Sen¬ 
ator  from  North  Carolina  [Mr.  Jordan], 
the  Senator  from  Massachusetts  [Mr. 
Kennedy],  the  Senator  from  Ohio  [Mr. 
Lausche],  the  Senator  from  Oregon 
[Mrs.  Neuberger],  and  the  Senator  from 
Texas  [Mr.  Yarborough]  are  absent  on 
official  business. 


3220 


I  further  announce  that  the  Senator 
from  California  [Mr.  Engle]  is  neces¬ 
sarily  absent. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Nevada  [Mr. 
Cannon],  the  Senator  from  Pennsyl¬ 
vania  [Mr.  Clark],  the  Senator  from 
California  [Mr.  Engle]  ,  the  Senator  from 
Arizona  [Mr.  Hayden],  the  Senator  from 
Alabama  [Mr.  Hill],  and  the  Senator 
from  North  Carolina  [Mr.  Jordan] 
would  each  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen],  the 
Senator  from  Arizona  [Mr.  Goldwater], 
and  the  Senators  from  Nebraska  [Mr. 
Hruska  and  Mr.  Curtis]  are  necessarily 
absent. 

The  Senator  from  North  Dakota  [Mr. 
Young],  and  the  Senator  from  Massa¬ 
chusetts  [Mr.  Saltonstall]  are  detained 
on  official  business. 

If  present  and  voting,  the  Senator 
from  Massachusetts  [Mr.  Saltonstall], 
the  Senator  from  Arizona  [Mr.  Gold- 
water],  and  the  Senators  from  Ne¬ 
braska  [Mr.  Hruska  and  Mr.  Curtis] 
would  each  vote  “yea.” 

The  result  was  announced — yeas  36, 
nays  44,  as  follows: 

[No.  26  Leg.] 

YEAS— 36 


Aiken 

Gruening 

Nelson 

Allott 

Hickenlooper 

Pastore 

Beall 

Jackson 

Pearson 

Boggs 

Javits 

Pell 

Carlson 

Jordan, Idaho 

Prouty 

Cooper 

Keating 

Proxmire 

Cotton 

Kuchel 

Ribicoff 

Dodd 

Mechem 

Scott 

Dominick 

Miller 

Simpson 

Douglas 

Morse 

Sparkman 

Fong 

Morton 

Tower 

Gore 

Mundt 

NAYS— 44 

Young,  Ohio 

Anderson 

Holland 

Moss 

Bartlett 

Humphrey 

Muskie 

Bayh 

Inouye 

Randolph 

Bennett 

Johnston 

Robertson 

Bible 

Long,  Mo. 

Russell 

Brewster 

Long,  La. 

Smathers 

Burdick 

Magnuson 

Smith 

Byrd,  W.  Va. 

McCarthy 

Stennis 

Case 

McClellan 

Symington 

Church 

McGee 

Talmadge 

Eastland 

McGovern 

Thurmond 

Edmondson 

McIntyre 

Walters 

Ellender 

McNamara 

Williams,  N.J. 

Hart 

Metcalf 

Williams,  Del. 

Hartke 

Monironey 

NOT  VOTING— 
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Byrd,  Va. 

Fulbright 

Lausche 

Cannon 

Goldwater 

Mansfield 

Clark 

Hayden 

Neuberger 

Curtis 

Hill 

Saltonstall 

Dirksen 

Hruska 

Yarborough 

Engle 

Jordan,  N.C. 

Young,  N.  Dak. 

Ervin 

Kennedy 

So  Mr. 

Hickenlooper’s  amendment 

was  rejected. 

Mr.  SMATHERS.  Mr. 

President,  I 

move  to  reconsider  the  vote  by  which  the 

amendment  was  rejected. 

Mr.  HUMPHREY.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  HARTKE.  Mr.  President,  I  call 
up  my  amendment  No.  276,  and  ask  that 
it  be  stated.  It  deals  with  excise  tax 
changes. 

The  legislative  clerk  proceeded  to  read 
the  amendment. 

Mr.  HARTKE.  Mr.  President,  I  ask 
unanimous  consent  that  further  reading 
of  the  amendment  be  dispensed  with, 
but  that  it  be  printed  in  the  Record. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  amendment  offered  by  Mr. 
Hartke  is  as  follows: 

At  the  end  of  the  bill  insert  the  follow¬ 
ing  new  title : 

TITLE  IV — EXCISE  TAX  CHANGES 

Sec.  401.  Musical  Instruments  Sold  to  Stu¬ 
dents  for  Educational  use. 

(a)  Exemption  From  Tax. — Part  II  of  sub¬ 
chapter  C  of  chapter  32  (relating  to  tax  on 
musical  instruments)  is  amended  by  adding 
at  the  end  thereof  the  following  new  section : 
“Sec.  4152.  Exemption  for  Educational  Use. 

“The  tax  imposed  by  section  4151  shall  not 
apply  to  any  musical  instrument  sold  to  an 
individual  who  is  a  student  in  an  educa¬ 
tional  institution  if  such  instrument  is  to 
be  used  by  such  student  in  an  orchestra, 
band,  or  similar  organization  sponsored  by, 
or  a  course  of  instruction  offered  by,  such 
institution.  For  purposes  of  this  section,  the 
term  ‘educational  institution’  means  an  edu- 
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cational  institution  (1)  which  is  a  nonprofit 
educational  organization  (as  defined  in  sec¬ 
tion  4221(d)(5))  or  (2)  which  is  an  agency 
or  instrumentality  of  any  government  or  any 
political  subdivision  thereof,  or  is  owned  or 
operated  by  a  government  or  any  political 
subdivision  thereof  or  by  any  agency  or  in¬ 
strumentality  of  one  or  more  governments 
or  political  subdivisions.  The  right  to  ex¬ 
emption  under  this  section  shall  be  evi¬ 
denced  in  such  manner  as  the  Secretary  or 
his  delegate  may  prescribe  by  regulations.” 

(b)  Clerical  Amendment. — The  table  of 
sections  for  such  part  is  amended  by  adding 
at  the  end  thereof  the  following  new  item: 
“Sec.  4152.  Exemption  for  educational  use.” 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  sales  of 
musical  instruments  made  after  December 
31,  1963,  to  students  of  an  educational  insti¬ 
tution  (as  defined  in  section  4152  of  the  In¬ 
ternal  Revenue  Code  of  1954,  as  added  by 
subsection  (a)). 

Mr.  HARTKE.  Mr.  President,  I  should 
like  to  have  made  clear  in  my  mind  what 
is  to  be  done  about  excise  taxes.  My 
present  amendment  would  exclude  excise 
taxes  from  any  musical  instrument  pur¬ 
chased  for  use  for  educational  purposes 
for  use  in  a  school  band  or  an  orchestra. 
Such  an  excise  tax  would  be  exempt. 
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It  relates  to  a  very  small  group.  I 
should  like  to  know  what  will  happen 
with  respect  to  excise  taxes  before  the 
end  of  the  fiscal  year. 

Mr.  SMATHERS.  Mr.  President, 
when  the  Senator  brought  up  the  amend¬ 
ment  in  committee  at  one  time  it  was 
agreed  to. 

Mr.  HARTKE.  By  unanimous  vote. 

Mr.  SMATHERS.  The  amendment 
has  a  great  deal  of  merit.  There  is  in¬ 
volved  a  type  of  discrimination,  because 
when  a  school  buys  a  musical  instru¬ 
ment,  it  can  get  it  without  paying  the 
excise  tax;  whereas  if  a  pupil  buys  one 
in  a  small  school,  for  himself,  he  must 
pay  the  tax. 

Therefore,  I  ask  the  Senator  not  to 
press  the  amendment  at  this  time. 
There  will  be  hearings  on  the  whole  ex¬ 
cise  tax  problem.  Mr.  Mills,  the  chair¬ 
man  of  the  Ways  and  Means  Committee 
of  the  House,  has  already  written  a  let¬ 
ter  to  that  effect,  and  the  chairman  of 
the  Finance  Committee,  the  distin¬ 
guished  senior  Senator  from  Virginia 
[Mr.  Byrd],  has  assured  us  that  there 
will  be  a  hearing  on  the  whole  excise 
tax  problem.  We  must  do  that  before 
June  30,  because  if  we  do  not  do  it  by 
then,  a  billion  and  a  half  dollars  in  ex¬ 
cise  taxes  which  are  now  in  existence 
will  go  off  the  rolls. 

The  Senator  can  be  certain  that  his 
amendment  will  receive  thorough  and 
full  consideration  in  the  Finance  Com¬ 
mittee. 

Mr.  HARTKE.  I  thank  my  distin¬ 
guished  friend  from  Florida.  On  the 
basis  of  his  assurance,  I  withdraw  the 
amendment. 

The  PRESIDING  OFFICER.  The 
amendment  is  withdrawn. 

Mr.  MANSFIELD.  Mr.  President,  has 
the  amendment  of  the  Senator  from  Min¬ 
nesota  been  stated? 

_  Mr.  MCCARTHY.  Mr.  President,  I 
call  up  my  amendment  which  is  a 
printed  amendment,  No.  377. 

The  PRESIDING  OFFICER.  The 
clerk  will  state  the  amendment. 

The  Legislative  Clerk.  At  the  proper 
place  in  the  bill  it  is  proposed  to  add  the 
following  new  section: 

Sec.  . 

That  (a)  section  1(b)  of  the  Internal  Rev¬ 
enue  Code  of  1954  (relating  to  definition  of 
head  of  household)  is  amended — 

(1)  by  striking  out  ",  or”  at  the  end  of 
subparagraph  (A)  and  inserting  in  lieu  there¬ 
of  a  semicolon; 

(2)  by  striking  out  the  period  at  the  end 
of  subparagraph  (B)  and  inserting  in  lieu 
thereof  a  semicolon; 

(3)  by  inserting  after  subparagraph  (B) 
the  following  new  subparagraphs: 

“(C)  is  a  widow  or  widower;  or 


“(D)  has  attained  the  age  of  35  before 
the  close  of  the  taxable  year,  and  either — 

“(i)  has  never  been  married,  or 

“(ii)  has  been  previously  married  and  has 
been  legally  separated  from  his  spouse  under 
a  decree  of  divorce  or  of  separate  mainte¬ 
nance  for  a  period  of  not  less  than  3  years 
before  the  close  of  the  taxable  year.”;  and 

(4)  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  sentence:  “In  the  case  of  an  in¬ 
dividual  who  has  been  married  more  than 
once,  the  status  of  such  individual  for  pur¬ 
poses  of  applying  subparagraph  (C)  or  (D) 
(ii),  shall  be  determined  only  with  reference 
to  his  last  marriage.” 

(b)  The  amendments  made  by  subsection 
(a)  shall  apply  to  taxable  years  beginning 
after  December  31,  1962. 

Mr.  MANSFIELD.  Mr.  President,  it 
is  my  intention  to  move  that  the  pend¬ 
ing  amendment  be  tabled.  I  believe  the 
Senate  should  be  informed  to  that  effect. 

Mr.  MCCARTHY.  Mr.  President,  I  ask 
unanimous  consent  to  request  the  yeas 
and  nays  on  the  motion  to  table,  even 
though  the  motion  has  not  yet  been  made. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  yeas  and  nays  were  ordered. 

Mr.  MCCARTHY.  Mr.  President,  the 
amendment  relates  to  a  problem  which 
I  believe  is  becoming  more  serious  in 
America  from  year  to  year.  It  is  one 
which  I  discussed  on  the  floor  of  the 
Senate  last  year,  and  it  incorporates  a 
recommendation  which  I  made  to  the 
Treasury  Department  in  January  of  last 
year,  when  the  tax  bill,  on  which  we  are 
acting  today,  was  first  being  drafted. 

Whereas  I  approve  generally  of  what 
the  Treasury  has  done  with  the  pending 
tax  bill,  and  also  approve  of  the  action 
of  the  Ways  and  Means  Committee,  and 
of  the  action  of  the  Finance  Committee, 
and  undoubtedly  will  approve  generally 
of  what  the  Senate  will  do  with  the  tax 
bill,  I  believe  that  at  the  very  beginning 
of  the  effort  in  connection  with  the  tax 
bill,  some  attention  should  have  been 
given  to  the  recommendations  which  I 
sent  to  the  Treasury  Department  in  Jan¬ 
uary,  and  to  the  proposals  which  are  in¬ 
corporated  in  the  pending  amendment. 

Under  existing  law  and  under  the  pres¬ 
ent  bill  there  are  two  tables  of  tax  rates, 
one  for  single  taxpayers  and  another  for 
taxpayers  who  are  listed  under  the  cate¬ 
gory  of  heads  of  households. 

Under  existing  law  and  under  the 
pending  bill  some  unmarried  persons  are 
considered  heads  of  households  for  tax 
purposes  if  certain  conditions  are  met. 
They  get  this  tax  advantage  if  they  meet 
a  number  of  rather  complicated  condi¬ 
tions.  I  suggest  that  Senators  who  are 
interested  look  at  the  explanation  that 
is  contained  in  the  instructions  accom- 
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panying  the  Federal  income  tax  form. 
There  are  three  columns  of  instructions 
or  computations  covering  the  special  con¬ 
ditions  which  must  be  met  if  a  person  is 
to  qualify  as  the  unmarried  head  of  a 
household. 

I  will  not  read  all  the  special  condi¬ 
tions,  but  I  would  like  to  read  two  or  three 
for  the  Record.  The  special  computa¬ 
tion  in  the  instruction  sheet  states : 

Only  the  following  persons  may  qualify: 

(a)  One  who  is  unmarried  (or  legally  sep¬ 
arated)  at  the  end  of  the  taxable  year,  or 

(b)  one  who  is  married  at  the  end  of  the 
year  to  an  individual  who  was  a  nonresident 
alien  at  any  time  during  the  taxable  year. 

Under  certain  conditions,  one  might 
have  to  find  a  nonresident  alien  to 
marry  in  order  to  qualify  for  this  tax 
benefit. 

The  instructions  continue: 

In  addition,  you  must  have  furnished 
one-half  of  the  cost  of  maintaining  as  your 
home  a  household  which  during  the  entire 
year,  except  for  temporary  absence,  was  oc¬ 
cupied  as  the  principal  place  of  abode  and 
as  a  member  of  such  household  by  (1)  any 
related  person  other  than  your  child  or  step¬ 
child  (See  those  listed  under  line  2,  para¬ 
graph  5  on  page  6  of  these  instructions)  — 

And  so  forth. 

I  ask  unanimous  consent  that  these 
special  computations  or  instructions  on 
what  a  person  must  do  to  meet  these 
special  conditions  in  order  to  qualify 
as  the  head  of  a  household  be  printed 
in  the  Record  at  this  point  in  my 
remarks. 

There  being  no  objection,  the  instruc¬ 
tions  were  ordered  to  be  printed  in  the 
Record,  as  follows: 

Special  Computations 

UNMARRIED  HKD  OF  HOUSEHOLD 

The  law  provides  a  special  tax  rate  for  any 
individual  who  qualifies  as  a  “head  of  house¬ 
hold.”  Only  the  following  persons  may 
qualify:  (a)  One  who  is  unmarried  (or  legal¬ 
ly  separated)  at  the  end  of  the  taxable  year, 
or  (b)  one  who  is  married  at  the  end  of  the 
year  to  an  individual  who  was  a  nonresident 
alien  at  any  time  during  the  taxable  year. 
In  addition,  you  must  have  furnished  over 
half  of  the  cost  of  maintaining  as  your  home 
a  household  which  during  the  entire  year, 
except  for  temporary  absence,  was  occupied 
as  the  principal  place  of  abode  and  as  a 
member  of  such  household  by  ( 1 )  any  related 
person  other  than  your  child  or  stepchild 
(see  those  listed  under  “line  2,”  par. 
5  on  p.  6  of  these  instructions)  for  whom 
you  are  entitled  to  a  deduction  for  an  ex¬ 
emption,  unless  the  deduction  arises  from 
a  multiple-support  agreement,  (2)  your  un¬ 
married  child,  grandchild,  or  stepchild,  even 
though  such  child  is  not  a  dependent,  or  (3) 
your  married  child,  grandchild,  or  stepchild 
for  whom  you  are  entitled  to  a  deduction  for 
an  exemption. 

If  you  qualify  under  (a)  or  (b)  above,  you 
are  entitled  to  the  special  tax  rate  if  you 


pay  more  than  half  the  cost  of  maintaining 
a  household  (not  necessarily  your  home) 
which  is  the  principal  place  of  abode  of  your 
father  or  mother  and  who  qualifies  as  your 
dependent. 

The  rates  for  head  of  household  are  found 
in  “Tax  Rate  Schedule  III”  on  page  9  of  these 
instructions. 

WIDOWS  AND  WIDOWERS 

Under  certain  conditions  a  taxpayer  whose 
husband  (or  wife)  has  died  during  either  of 
her  2  preceding  taxable  years  may  com¬ 
pute  her  tax  by  including  only  her  income, 
exemptions,  and  deductions,  but  otherwise 
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computing  the  tax  as  if  a  Joint  return  had 
been  filed.  However,  the  exemption  for  the 
decedent  may  be  claimed  only  for  the  year  of 
death. 

The  conditions  are  that  the  taxpayer  (a) 
must  not  have  remarried,  (b)  must  maintain 
as  her  home  a  household  which  is  the  prin¬ 
cipal  place  of  abode  of  her  child  or  stepchild 
for  whom  she  is  entitled  to  a  deduction  for 
an  exemption,  and  (c)  must  have  been  en¬ 
titled  to  file  a  joint  return  with  her  husband 
(or  wife)  for  the  year  of  death. 

Mr.  MCCARTHY.  Mr.  President,  at 
the  present  time  there  are  about  18  mil¬ 
lion  single  persons  in  the  United  States 
who  are  35  years  of  age  and  older.  Thir¬ 
teen  million  of  these  are  women.  We 
are  speaking,  particularly  this  year, 
about  the  changed  status  of  women.  I 
suggest  that  the  Treasury  Department 
is  not  giving  much  thought  to  this 
changed  status. 

I  hope  that  consideration  by  the  com¬ 
mittee  of  the  amendment,  and  its  impli¬ 
cation  with  regard  to  the  changing 
structure  of  American  society,  may 
somehow  or  other  get  through  to  the 
Treasury  Department.  I  know  it  is  get¬ 
ting  through  to  some  Members  of  the 
Senate.  I  propose  that  any  single  per¬ 
son  or  any  unmarried  person  in  the 
United  States  who  is  35  years  of  age  be 
treated  as  the  head  of  a  household  for 
tax  purposes. 

This  would  give  such  persons  a  tax  ad¬ 
vantage  somewhat  better  than  they 
would  get  if  they  were  treated  as  single 
persons.  It  does  not  come  close  to  the 
kind  of  treatment  they  would  receive  if 
they  were  married  and  filing  a  joint  re¬ 
turn.  They  would  carry  a  tax  burden 
about  halfway  between  that  carried  by  a 
single  person  and  that  carried  by  a  per¬ 
son  who  files  a  joint  return. 

The  adoption  of  my  amendment  would 
serve  the  cause  of  equity  and  justice.  It 
would  take  into  account  the  important 
social  changes  which  have  taken  place 
and  are  now  taking  place  in  the  United 
States. 

I  have  no  further  statement  to  make. 

Mr.  ANDERSON.  Mr.  President,  I 
understand  the  Senator  from  Montana 
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will  make  a  motion  to  table  the  amend¬ 
ment.  Before  he  does  so,  I  wish  to  say 
that  this  is  another  matter  for  the  Fi¬ 
nance  Committee  to  look  into  very  care¬ 
fully.  To  adopt  the  amendment  at  this 
time  would  disturb  the  balance  that  ex¬ 
ists  in  the  tax  structure.  There  are 
many  arguments  that  the  Senator  from 
Minnesota  could  advance.  I  realize  that 
he  has  not  advanced  many,  and  I  ap¬ 
preciate  his  graciousness. 

Once  we  start  to  change  the  basic  sys¬ 
tem  of  taxation,  we  get  into  many  argu¬ 
ments.  I  would  like  to  have  an  oppor¬ 
tunity  to  consider  this  matter  in  a  sepa¬ 
rate  bill.  I  do  not  know  what  action  the 
Senate  or  the  House  would  take  on  it.  I 
do  know  that  it  would  be  dangerous  to 
accept  the  amendment  tonight.  I  hope 
it  will  be  defeated  if  it  is  voted  on.  It 
would  amount  to  a  loss  to  the  Treasury  of 
$300  million. 

I  appreciate  the  fact  that  the  able  Sen¬ 
ator  from  Minnesota,  with  his  usual 
graciousness,  has  not  detained  the  Sen¬ 
ate  a  long  time.  Therefore  I  shall  try  to 
be  as  gracious  and  not  take  much  time. 
I  merely  wish  to  say  that  this  is  a  good 
time  to  vote  down  the  amendment.  It  is 
a  bad  amendment,  and  it  should  be  voted 
down. 

Mr.  SMATHERSV  Is  it  not  a  fact  that 
the  amendment  would  cost  $350  million, 
in  addition  to  the  other  reductions? 

Mr.  ANDERSON.  I  said  $300  million, 
because  I  tried  to  be  kind  to  the  Senator 
from  Minnesota.  If  the  Senator  from 
Florida  insists  on  getting  the  last  dollar, 
I  shall  be  glad  to  make  it  $350  million.  I 
hope  the  amendment  will  be  voted  down. 

Mr.  MCCARTHY.  I  did  not  wish  to 
get  into  the  argument  between  my  friends 
as  to  whether  the  sum  is  $300  million  or 
$350  million.  However,  the  estimate  of 
the  Treasury  is  $300  million.  » 

Mr.  ANDERSON.  I  am  happy  to  have 
the  Senator  from  Minnesota  sustain  me 
and  rule  against  the  Senator  from  Flor¬ 
ida.  But  whatever  it  is,  it  is  still  too 
much.  I  hope  we  may  sustain  the  ma¬ 
jority  leader  in  his  motion  to  table  the 
amendment. 

Mr.  MCCARTHY.  Mr.  President,  I  ask 
unanimous  consent  to  have  printed  at 
this  point  in  the  Record  three  articles 
dealing  with  this  particular  proposal. 

There  being  no  objection,  the  articles 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

Tax  Bill  Discriminates  Against  Single 
Women 

Senator  Eugene  McCarthy,  Democrat,  of 
Minnesota,  has  urged  revision  of  tax  laws  to 
end  discrimination  against  single  persons. 

Senator  McCarthy  complained  that  the 
Federal  income  tax  code  provision  of  special 
tax  rates  for  heads  of  households,  aimed  at 
assisting  single  women,  carry  qualifications 


“so  demanding  that  they  exclude  many  more 
women  than  they  include.” 

One  qualification,  he  noted  in  the  current 
issue  of  McCall’s  magazine,  requires  payment 
of  “over  half  the  cost  of  maintaining  a 
household  for  the  entire  year  for  at  least 
one  relative.”  Another  holds  that  “if  a  single 
woman  supports  a  father  or  mother,  one  or 
both  must  live  in  a  home  the  daughter  main¬ 
tains  for  her  parents.” 

Senator  McCarthy  points  out  that  "a 
parent  in  a  nursing  home  or  in  a  home  for 
the  aged  does  not  entitle  the  woman  to  claim 
to  be  head  of  the  household,  even  though 
she  is  financially  entirely  responsible.  Un¬ 
married  children,  grandchildren,  or  stepchil¬ 
dren  must  live  in  the  same  household  with 
the  head  of  the  household.” 

These  qualifications  fail  to  consider  “that 
practically  any  unmarried  woman  over  35 
has  actually  founded  a  household,”  he 
charged,  noting  that  more  than  half  the  11 
million  unmarried  working  women  in  Amer¬ 
ica  are  over  35. 


How  Present  Law  Penalizes  Them 
(By  Sylvia  Porter) 

New  York. — Are  our  tax  laws  discriminat¬ 
ing  against  the  not-married  working  woman, 
particularly  the  single  woman  over  35?  Yes. 

Are  our  tax  laws  also  unfair  to  the  work¬ 
ing  mother,  particularly  the  mother  of  young 
children  who  must  go  out  to  work  for  press¬ 
ing  financial  reasons  but  who  can  do  so 
only  if  she  pays  someone  to  -take  care  of 
her  children  while  she  is  away  from  home? 
Yes. 

For  the  first  time  in  many  years,  there  is 
basis  for  belief  that  at  the  next  session  of 
Congress,  such  injustices  to  women  as  I 
pinpointed  above  will  be  thoroughly  probed 
by  an  informed  and  sympathetic  Congress. 

A  group  of  aroused  Senators,  led  by  Eugene 
J.  McCarthy,  Minnesota,  Democrat,  intro¬ 
duced  a  bill  at  this  year’s  session  to  end  the 
tax  discrimination  against  the  mature  not- 
married  woman. 

A  committee  of  the  President’s  Commis¬ 
sion  on  the  Status  of  Women  headed  by 
Senator  Maurine  Neuberger,  Oregon,  Demo¬ 
crat,  is  investigating  right  now  the  adequacy 
of  the  child  care  tax  deduction  provided  for 
working  mothers  and  its  conclusion  already 
is  a  loud  “inadequate.” 

The  President’s  hard-working  Commission 
on  the  Status  of  Women,  headed  by  Mrs. 
Eleanor  Roosevelt  and  consisting  of  na¬ 
tionally  respected  men  and  women,  has  been 
directed  to  submit  a  report  to  the  White 
House  by  this  time  next  year  on  inequities 
of  this  type — and  the  Commission’s  commit¬ 
tees  surely  will  issue  interim  reports  which 
will  spur  action. 

These  are  not  insignificant  matters.  There 
are  more  than  24  million  women  working 
at  jobs  in  the  United  States  today.  Almcst 
6  million  are  unmarried  women  over  35  years 
of  age. 

Huge  numbers  are  working  mothers  who 
are  paying  for  child  care  which  is  essential 
to  their  being  able  to  earn  the  paychecks  on 
which  they  pay  taxes  to  the  Federal  Gov¬ 
ernment. 

The  discrimination  against  the  not-mar¬ 
ried  woman  over  35 — including  women  who 
have  never  married  or  are  widowed,  divorced 
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or  legally  separated — arises  from  the  fact 
that  while  they  may  be  heads  of  households, 
they  cannot  meet  the  rigid  requirements  for 
this  classification  under  the  tax  law  and 
thus  are  denied  the  tax  benefits. 

For  instance,  to  be  eligible  for  the  head- 
of -household  tax  rate,  a  not-married  woman 
must  furnish  over  half  tl\e  cost  of  maintain¬ 
ing  a  household  for  a  whole  year  for  at  least 
one  relative — and  if  she  supports  her  father, 
mother,  or  both,  one  or  both  must  live  in 
a  home  she  maintains. 

Dependent  children  also  must  live  in  the 
same  house  as  the  head  of  household.  She 
might  be  supporting  an  aged  parent  in  a 
nursing  home  but  she  couldn’t  qualify  un¬ 
der  this;  she  might  be  contributing  heavily 
to  dependent  children  living  elsewhere,  but 
again  she  wouldn’t  be  eligible. 

The  tax  differential  is  substantial. 

As  McCarthy  emphasizes,  a  not-married 
woman  earning  $8,000  of  taxable  income 
would  pay  an  income  tax  of  $1,960,  a  head  of 
household  would  pay  $1,820  tax  on  the  same 
income,  a  married  taxpayer  filing  a  joint  re¬ 
turn  would  pay  $1,680. 

McCarthy’s  bill  would  extend  head-of- 
household  tax  benefits  to  all  not-married 
women  over  35,  among  others. 

The  bill  received  considerable  favorable 
response,  will  come  up  again. 

The  injustice  to  the  young  working  mother 
arises  from  the  fact  that  the  $600  deduction 
for  child  care  expenses  offered  to  working 
wives  and  widowers  is  so  limited  by  qualifi¬ 
cations  that  few  can  get  the  relief. 

To  obtain  this  deduction,  a  working  wife 
must  file  a  joint  return  with  her  husband 
and  for  every  dollar  of  joint  income  over 
$4,500,  $1  of  the  $600  deduction  must  be 
eliminated. 

In  effect,  therefore,  the  child  care  deduc¬ 
tion  now  is  available  only  to  working  moth¬ 
ers  in  families  with  a  combined  income  of 
under  $5,100.  There  is  no  similar  income 
limit  for  widowers,  though. 

The  limit  was  too  low  to  begin  with.  Now 
with  average  family  incomes  running  at 
$5,700  and  with  minimal  nonprofessional 
care  amounting  to  $10  to  $15  per  child  a 
week,  the  limit  is  obviously  obsolete. 

The  stage  is  set  for  across-the-board,  top- 
to-bottom  tax  cuts  and  for  tax  reform  in 
1963. 

If  only  a  tiny  percentage  of  the  over  24 
million  women  working  in  our  country  to¬ 
day  would  get  behind  efforts  already  under¬ 
way  to  correct  these  clear  discriminations, 
the  stage  would  be  set  for  their  elimination, 
too. 


Taxes  and  the  Not  Married  Woman 
(Most  single  women,  widows,  and  divorcees 
are  paying  a  heavy  penalty  in  income  taxes. 
Here,  a  plea  on  their  behalf  from  a  legis- 
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lator  whose  bill  to  remedy  the  situation 
comes  before  the  Congress  this  month — 
Eugene  J.  McCarthy,  U.S.  Senator  from 
Minnesota.) 

There  are,  unfortunately,  a  good  many 
inequities  in  the  tax  laws  of  the  United 
States.  Some  of  them  result  from  the  pas¬ 


sage  of  laws  that  benefit  one  group,  but 
exclude  another.  Some  come  about  because 
the  economic  and  social  picture  changes 
and  laws  that  were  formerly  more  or  less 
fair  to  everyone  become  discriminatory  to 
a  particular  group.  But  however  it  is  that 
they  have  come  about,  they  can  and  should 
be  corrected. 

In  recent  years,  both  types  of  change  have 
affected  the  financial  situation  of  what  I 
have  chosen  to  call  the  not-married 
woman — that  is,  the  woman  who  has  never 
married  or  who  is  presently  widowed,  di¬ 
vorced,  or  legally  separated. 

Under  Federal  law,  individual  income-tax 
payers  are  grouped  in  three  broad  cate¬ 
gories:  single  taxpayers,  married  taxpayers, 
and  those  who,  while  not  currently  married, 
qualify  as  “head  of  household.”  The  amount 
of  taxes  they  pay  varies  substantially.  For 
example,  consider  three  people,  each  with 
a  taxable  income  of  $8,000  a  year.  The  mar¬ 
ried  taxpayer,  filing  a  joint  return  for  him¬ 
self  and  his  wife,  would  pay  $1,680  in  tax. 
The  person  classified  as  head  of  household 
would  pay  $1,820  in  tax.  But  the  single 
person’s  tax  would  amount  to  $1,960.  In 
the  higher  income  brackets,  the  differences 
are  even  greater. 

Although  the  single  person  has  always 
paid  a  higher  percentage  of  tax,  the  dis¬ 
crimination  was  intensified  in  1948,  when 
income  splitting  for  married  couples  was 
first  provided  in  the  Federal  code,  making 
a  significant  reduction  in  their  tax.  Then, 
in  1951,  the  tax  code  was  again  modified, 
to  provide  special  tax  rates  for  those  who 
meet  the  qualifications  of  head  of  house¬ 
hold. 

The  trouble  is  that  these  qualifications  are 
so  demanding  that  they  exclude  many  more 
women  than  they  include.  For  example,  to 
be  eligible,  one  must  furnish  over  half  the 
cost  of  maintaining  a  household  for  the  en¬ 
tire  year  for  at  least  one  relative.  If  a  single 
woman  supports  a  father  or  mother,  one  or 
both  must  live  in  a  home  the  daughter 
maintains  for  her  parents.  A  parent  in  a 
nursing  home  or  in  a  home  for  the  aged  does 
not  entitle  the  woman  to  claim  to  be  the 
head  of  household,  even  though  she  is  finan¬ 
cially  entirely  responsible.  Unmarried  chil¬ 
dren,  grandchildren,  or  stepchildren  must 
live  in  the  same  house  with  the  head  of 
household.  And  these  are  just  a  few  of  the 
restricting  qualifications  for  head  of  house¬ 
hold.  There  are  many  more. 

Now,  it  is  a  fact  that  practically  any  not- 
married  woman  over  35  has  actually  founded 
a  household.  Hundreds  of  thousands  of 
them  are  supporting  minor  children;  mil¬ 
lions  are  contributing  to  the  support  of  aged 
parents.  Single  women  are  making  large 
and  often  disproportionate  contributions  to 
most  insurance  programs,  to  social  security, 
and  to  other  systems  that  provide  retirement 
income. 

Today,  11  million  not-married  women  are 
working  in  this  country;  more  than  half  of 
them  are  over  35.  These  women  need  both 
privacy  and  permanence,  and  there  is  no 
valid  reason  they  should  pay  a  dispropor¬ 
tionate  price  for  either. 

In  the  interest  of  both  justice  and  equity, 
the  Federal  income  tax  law  should  recognize 
their  position. 
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Mr.  McCarthy.  Mr.  President,  in 
closing,  although  this  is  not  a  compelling 
argument,  I  hope  that  Senators  may  re¬ 
flect  and  recall  whether  they  were  co¬ 
sponsors  of  this  particular  measure. 

Mr.  SMATHERS.  Mr.  President,  I 
ask  unanimous  consent  to  have  printed 
at  this  point  in  the  Record  a  statement 
prepared  by  the  Treasury  with  respect 
to  the  cost — $350  million. 

Mr.  EASTLAND.  I  object. 

The  PRESIDING  OFFICER.  Objec¬ 
tion  is  heard. 

Mr.  MANSFIELD.  Mr.  President,  it  is 
with  deep  regret  that  I  shall  make  the 
motion  I  am  about  to  make.  However,  I 
am  assured  by  the  statement  of  the  dis¬ 
tinguished  senior  Senator  from  New 
Mexico  [Mr.  Anderson]  that  this  meri¬ 
torious  amendment  will,  hopefully,  be 
given  consideration  by  the  House  Com¬ 
mittee  on  Ways  and  Means  and  the  Sen¬ 
ate  Committee  on  Finance.  I  would 
hope  that  that  half  promise  may  become 
full  blown.  I  now  move  to  lay  the 
amendment  offered  by  the  Senator  from 
Minnesota  [Mr.  McCarthy]  on  the  table. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  to 
table.  The  yeas  and  nays  have  been 
ordered,  and  the  clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  ALLOTT  (when  his  name  was 
called).  On  this  question  I  have  a  pair 
with  the  minority  leader  [Mr.  Dirksen.]. 
If  he  were  present,  he  would  vote  “yea.” 
If  I  were  at  liberty  to  vote,  I  would  vote 
“nay.”  I  withhold  my  vote. 

The  rollcall  was  concluded. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Virginia  [Mr.  Byrd], 
the  Senator  from  Nevada  [Mr.  Cannon], 
the  Senator  from  Pennsylvania  [Mr. 
Clark],  the  Senator  from  North  Caro¬ 
lina  [Mr.  Ervin],  the  Senator  from 
Arkansas  [Mr.  Fulbright],  the  Senator 
from  Arizona  [Mr.  Hayden],  the  Senator 
from  Alabama  [Mr.  Hill],  the  Senator 
from  North  Carolina  [Mr.  Jordan],  the 
Senator  from  Massachusetts  [Mr.  Ken¬ 
nedy],  the  Senator  from  Ohio  [Mr. 
Lausche],  the  Senator  from  Oregon 
[Mrs.  Neuberger],  and  the  Senator  from 
Texas  [Mr.  Yarborough]  are  absent  on 
official  business. 

I  further  announce  that  the  Senator 
from  California  [Mr.  Engle]  is  necessar¬ 
ily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Nevada 
[Mr.  Cannon],  the  Senator  from  Penn¬ 
sylvania  [Mr.  Clark],  the  Senator  from 
California  [Mr.  Engle],  the  Senator 
from  North  Carolina  [Mr.  Ervin],  the 
Senator  from  Arkansas  [Mr.  Fulbright]  , 
the  Senator  from  North  Carolina  [Mr. 


Jordan],  the  Senator  from  Massachu¬ 
setts  [Mr.  Kennedy],  the  Senator  from 
Oregon  [Mrs.  Neuberger],  and  the  Sen¬ 
ator  from  Texas  [Mr.  Yarborough] 
would  each  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Illinois  [Mr.  Dirksen],  the 
Senator  from  Arizona  [Mr.  Goldwater], 
and  the  Senators  from  Nebraska  [Mr. 
Hruska  and  Mr.  Curtis]  are  necessarily 
absent. 

The  Senator  from  North  Dakota  [Mr. 
Young],  the  Senator  from  Massachu¬ 
setts  [Mr.  Saltonstall],  and  the  Sen¬ 
ator  from  Pennsylvania  [Mr.  Scott]  are 
detained  on  official  business. 

If  present  and  voting,  the  Senators 
from  Nebraska  [Mr.  Hruska  and  Mr. 
Curtis!  would  each  vote  “nay.” 

The  pair  of  the  Senator  from  Illinois 

[Mr.  Dirksen]  has  been  previously  an¬ 
nounced. 

The  result  was  announced — yeas  33, 
nays  46,  as  follows: 

[No.  27  Leg.] 

YEAS — 33 


Aiken 

Hickenlooper 

Miller 

Anderson 

Holland 

Morton 

Bayh 

Johnston 

Mundt 

Brewster 

Long,  Mo. 

Pas  tore 

Burdick 

Long,  La. 

Pearson 

Byrd,  W.  Va. 

Magnuson 

Pell 

Church 

Mansfield 

Robertson 

Cooper 

McClellan 

Smathers 

Eastland 

McGee 

Stennis 

Edmondson 

McGovern 

Talmadge 

Ellender 

McNamara 

NAYS — 46 

Williams,  Del. 

Bai  tlett 

Humphrey 

Prouty 

Beall 

Inouye 

Proxmire 

Bennett 

Jackson 

Randolph 

Bible 

Javits 

Ribicoff 

Boggs 

Jordan,  Idaho 

Russell 

Carlson 

Keating 

Simpson 

Case 

Kuchel 

Smith 

Cotton 

McCarthy 

Sparkman 

Dodd 

McIntyre 

Symington 

Dominick 

Mechem 

Thurmond 

Douglas 

Metcalf 

Tower 

Fong 

Monroney 

Walters 

Gore 

Morse 

Williams,  N.J. 

Gruening 

Moss 

Young.  Ohio 

Hart 

Muskie 

Hartke 

Nelson 

NOT  VOTING— 

-21 

Allott 

Ervin 

Kennedy 

Byrd,  Va. 

Fulbright 

Lausche 

Cannon 

Goldwater 

Neuberger 

Clark 

Hayden 

Saltonstall 

Curtis 

HiU 

Scott 

Dirksen 

Hruska 

Yarborough 

Engle 

Jordan,  N.C. 

Young,  N.  Dak. 

So  Mr.  Mansfield’s  motion  to  lay  Mr. 
McCarthy’s  amendment  on  the  table 
was  rejected. 

Mr.  SMATHERS.  Mr.  President,  I  ask 
unanimous  consent  to  have  printed  at 
this  point  in  the  Record  a  statement  by 
the  Treasury  Department  on  the  subject 
“Extension  of  ‘Head  of  Household’  Defi¬ 
nition  to  Single  Persons  Over  35  Years”. 

There  being  no  objection,  the  state- 
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ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Extension  of  “Head  of  Household”  Defi¬ 
nition  to  Single  Persons  Over  35  Years 

It  is  proposed  to  extend  the  definition  of 
“head  of  household”  to  include  widows  and 
widowers  and  also  any  taxpayer  over  35  who 
has  never  been  married  or  who  has  been 
divorced  or  separated  for  at  least  3  years. 
Thus,  almost  every  unmarried  person  over 
35  will  be  treated  as  a  head  of  household 
although  he  does  not  maintain  a  household 
for  himself  or  for  anyone  else. 

It  is  estimated  that  the  revenue  cost  of 
the  proposal  at  the  rates  contained  in  the 
bill  reported  by  the  Senate  Finance  Commit¬ 
tee  would  be  $350  million. 

The  proposal  is  undesirable  for  the  follow¬ 
ing  reasons: 

1.  Further  tax  reduction  for  single  persons 
over  35  is  unwarranted:  A  tax  reduction 
for  single  persons  over  35  on  the  order  of 
$350  million,  in  addition  to  the  reductions 
already  embodied  in  the  bill,  is  not  war¬ 
ranted.  The  reduction  in  tax  rates  and  the 
minimum  standard  deduction  wil  substan¬ 
tially  reduce  the  tax  burden  of  those  single 
persons  who  maintain  households  for  them¬ 
selves,  but  not  for  dependents.  Moreover, 
an  additional  revenue  loss  of  $350  million 
would  require  reexamination  of  the  rate 
scales  in  the  bill. 

2.  Proposal  is  not  in  accord  with  intent 
of  the  Congress:  Extension  of  the  definition 
of  “head  of  household”  to  provide  additional 
tax  reduction  to  single  persons  who  do  not 
maintain  households  for  dependents  would 
not  be  in  accord  with  the  congressional  in- 
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tent  in  establishing  the  special  “head  of 
household”  rates.  The  special  “head  of 
household”  rates  were  added  to  the  Code  in 
1951  as  an  extension  of  the  split-income 
benefit  previously  granted  to  married  persons 
filing  a  joint  return.  Both  the  House  and 
Senate  committee  reports  are  clear  that  the 
rationale  of  the  “head  of  household”  pro¬ 
vision  was  to  give  a  portion  of  the  split-in¬ 
come  benefit  to  taxpayers  who  maintain 
households  for  dependents.  In  such  cases 
Congress  believed  that  the  head  of  house¬ 
hold,  in  effect,  shares  his  income  with  the 
person  for  whom  he  is  maintaining  a  house¬ 
hold  in  a  manner  similar  to  the  way  a  hus¬ 
band  shares  his  income  with  his  wife.  Thus, 
the  House  committee  report  stated: 

“It  is  believed  that  taxpayers,  not  having 
spouses  but  nevertheless  required  to  main¬ 
tain  a  household  for  the  benefit  of  other 
individuals,  are  in  a  somewhat  similar  posi¬ 
tion  to  married  couples  who,  because  they 
may  share  their  income,  are  treated  under 
present  law  substantially  as  if  they  were  two 
single  individuals  each  with  half  of  the  total 
income  of  the^ouple.  The  income  of  a  head 
of  household  who  must  maintain  a  home 
for  a  child,  for  example,  is  likely  to  be 
shared  with  the  child  to  the  extent  neces¬ 
sary  to  maintain  the  home,  and  raise  and 
educate  the  child.  This,  it  is  believed,  justi¬ 
fies  the  extension  of  some  of  the  benefits 
of  income  splitting.” 

This  general  rationale  was  not  changed 
when,  in  1954,  the  definition  of  “head  of 


household”  was  extended  to  cover  taxpayers 
maintaining  a  household  for  a  dependent 
parent,  even  though  the  household  was  not 
the  taxpayer’s  household. 

3.  No  rational  justification  for  the  pro¬ 
posal:  It  has  been  argued  that  expansion 
of  the  definition  of  “head  of  household”  is 
necessary  to  provide  relief  in  the  cases  of  a 
taxpayer  supporting  a  parent  who  lives  alone 
and  of  a  taxpayer  supporting  a  child  who 
spends  part  of  the  year  away  at  school. 
No  change  in  the  law  is  required  for  the 
taxpayer  to  obtain  “head  of  household"  rates 
in  either  of  these  cases.  The  present  Treas¬ 
ury  regulations  make  clear  that  a  taxpayer 
may  be  a  head  of  household  if  he  maintains 
a  home  for  his  dependent  parent  even  if  the 
taxpayer  does  not  live  there.  Similarly,  the 
fact  that  a  child  of  the  taxpayer  is  tempo¬ 
rarily  absent  from  home  because  he  is  away 
at  school  does  not  disqualify  his  parent  as  a 
head  of  household. 

Thus,  this  proposal  would  not  give  new 
relief  in  the  cases  of  single  persons  who  do 
maintain  a  household  for  dependents.  It 
would,  however,  reduce  the  taxes  of  single 
persons  who  maintain  a  household  only  for 
themselves  and  of  single  persons  who  do  not 
maintain  households  even  for  themselves; 
for  example,  older  persons  living  with  their 
relatives  or  single  persons  over  35  living  with 
their  parents.  The  taxpayers  to  whom  Con¬ 
gress  has  granted  relief  under  the  “head,  of 
household”  provisions  are  only  those  who  not 
only  maintain  a  household  but  incur  the 
additional  expenses  inherent  in  maintain¬ 
ing  a  household  for  a  dependent.  There  is 
no  justification  for  extending  this  special 
treatment  to  taxpayers  who  maintain  a 
household  only  for  themselves,  much  less 
those  who  maintain  no  household  at  all. 


[P.  A542 ] 

Tax  Relief  for  College  Education 


EXTENSION  OF  REMARKS 

OF 

HON.  FRANK  T.  BOW 

OF  OHIO 

IN  THE  HOUSE  OF  REPRESENTATIVES 

Monday,  January  27, 1964 

Mr.  BOW.  Mr.  Speaker,  as  I  was 
driving  home  last  night,  I  heard  Edward 
Morgan  announce  that  the  administra¬ 
tion  had  won  a  narrow  victory  in  the 
other  body,  and  so  I  listened  to  learn 
the  nature  of  that  victory,  and  I  found 
that  the  other  body  had  decided,  48  to 
45,  to  deny  a  tax  deduction  for  colleges 
expenses  proposed  by  the  junior  Senator 
from  Connecticut. 

The  administration  had  won  a  victory 
against  higher  education. 

An  administration  devoted  to  educa¬ 
tion,  or  so  we  were  led  to  believe  in  the 
state  of  the  Union  message,  had  strained 
every  resource  to  deny  college  students 
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and  their  parents  the  modest  encourage¬ 
ment  and  assistance  that  could  stem 
from  deducting  college  expenses. 

And  the  AFL-CIO  commentator  said 
that  opponents  of  this  relief  believed  it 
would  help  those  who  need  help  least. 

Need  help  least?  Who  are  they  talk¬ 
ing  about? 

I  have  many  case  histories  in  my  files. 
Consider  the  parents  of  three  above- 
average  students,  all  of  college  age,  who 
have  put  a  new  mortgage  on  their  home, 
drive  a  10-year-old  car,  deny  themselves 
new  clothing  and  all  entertainment, 
work  at  two  jobs  to  try  to  keep  these 
youngsters  in  school,  and  the  children 
are  working  too.  Need  it  least?  I  can¬ 
not  think  of  anyone  who  needs  the 
modest  relief  this  amendment  would 
have  offered  more  than  a  couple  like  this 
one,  and  there  are  millions  of  them. 

How  about  the  working  widow  with  a 
college  son  who  is  also  working,  risking 
the  loss  of  a  scholarship  because  he  can¬ 
not  keep  up  his  grades  while  working  full 
time?  Who  thinks  these  people  do  not 
need  tax  relief? 

For  that  matter,  how  about  the  young 
man  working  his  way  through  college, 
or  perhaps  with  a  wife  who  is  working, 
while  trying  to  rear  little  children.  T*he 
senior  Senator  from  New  Hampshire 
proposed  an  exemption  for  this  young 
couple.  It  was  rejected  as  well.  The 
administration  said  “No.” 

No  relief.  No  help  for  higher  educa-l 
tion  unless  it  is  through  Federal  Govern¬ 
ment  controlled  scholarships  and  loans, 
Federal  control,  Federal  handouts,  Fed- 
eral  subsidies,  Federal  programs — but 
not  one  bit  of  relief  from  Federal  taxa- 
ation. 

Mr.  Speaker,  no  matter  what  the  ad¬ 
ministration  may  say  hereafter  about 
higher  education,  no  matter  what  prom¬ 
ises  or  programs  may  be  offered,  all  will 
have  a  hollow  ring  of  hypocrisy  because 
this  administration  strong  armed  the 
members  of  its  party  into  defeating  the 
most  simple,  effective,  easily  adminis¬ 
tered  and  readily  available  kind  of  as¬ 
sistance  that  the  Federal  Government 
has  it  in  its  power  to  offer. 

I  am  the  author  of  a  House  bill  far 
more  generous,  I  believe,  than  the  pro¬ 
posed  Senate  amendment.  I  propose  a 
tax  deduction  covering  all  expenses  of 
a  college  education,  and  I  propose  that 
it  be  available  to  any  parent  or  student 
or  any  benefactor  who  may  wish  to  pay 
the  expenses  of  a  student.  If  we  truly 
wish  to  encourage  higher  education,  let 
us  do  so.  College  expenses,  like  most 
everything  else,  are  a  burden  because  the 
Federal  Government  takes  too  large  a 
share  of  everyone’s  earnings.  The  ad¬ 
ministration  proposes  tax  relief  to  en¬ 


courage  spending  and  investment.  The 
administration^  proposes  tax  relief  to 
spur  the  economy.  How  can  the  admin¬ 
istration  oppose  tax  relief  to  encourage 
education? 

I  am  sorely  distressed  and  I  think  I . 
speak  for  millions  of  American  parents 
and  students  when  I  say  that  no  more 
cruel  blow  has  been  struck  against  the 
ambitions,  the  aspirations,  ^the  hopes, 
and  the  futures  of  those  young  Ameri¬ 
cans  to  whom  this  small  concession 
might  mean  the  difference  between  going 
to  college  and  staying  at  home  to  join  the 
ranks  of  the  undereducated  unemployed 
about  whom  this  administration  so  hy¬ 
pocritically  pretends  to  be  concerned. 


[P.  .455/  ] 

Is  The  Tax  Cut  Bill 


EXTENSION  OF  REMARKS 

op 

HON.  THADDEUS  J.  DULSKI 

OF  NEW  YORK 

IN  THE  HOUSE  OF  REPRESENTATIVES 
Wednesday,  February  5, 1964 

Mr.  DULSKI.  Mr.  Speaker,  the  Sen¬ 
ate  will  soon  act  on  one  of  the  most  im¬ 
portant  bills  that  has  been  before  this 
Congress — the  tax  cut  bill. 

Based  on  income  levels  estimated  for 
1963,  the  bill  as  passed  by  the  House 
last  September  is  calculated  to  reduce 
tax  liabilities  by  about  $11.1  billion — $2.3 
billion  in  corporate  income  taxes  and 
$8.8  billion  in  individual  income  taxes 
over  a  2-year  period  (1964-65).  For  the 
individual,  the  tax  rate  would  be  re¬ 
duced  from  the  present  range  of  20  to 
91  percent  to  rates  ranging  from  14  to 
70  percent.  For  the  year  1964,  the  rates 
would  range  between  16  and  77  percent, 
and  the  full  reduction  would  be  effective 
in  1965.  The  maximum  tax  rate  for 
corporations  would  be  reduced  from  52 
to  50  percent  in  1964,  and  to  48  percent 
in  1965.  Small  businesses  would  receive 
relief  by  a  reduction  in  the  rate  ap¬ 
plicable  to  the  first  $25,000  of  corporate 
income  from  the  present  30  to  22  per¬ 
cent. 

A  number  of  structural  changes  are 
contained  in  the  bill  which  either  limit 
or  exclude  certain  deductions  the  tax¬ 
payer  has  been  allowed  under  present 
law. 

There  has  been  a  great  deal  of  public 
discussion  on  the  subject  of  tax  reduc¬ 
tion,  and  while  there  is  an  area  of  gen¬ 
eral  agreement  on  the  need  for  a  cut  to 
allow  the  economy  of  our  Nation  to  oper- 


3228 


ate  at  a  higher  level,  we  have  a  number 
of  differing  opinions  as  to  how  this 
should  be  accomplished. 

It  has  been  my  theory  that  the  best 
way  to  accomplish  a  realistic  tax  cut 
for  the  American  taxpayer  is  through  an 
increase  in  personal  exemptions.  To 
me,  this  is  a  more  sound  and  by  far  the 
most  fair  method  of  effecting  a  tax  cut 
which  will  really  benefit  the  little  tax¬ 
payer  who  needs  it  the  most.  It  is  true 
that  this  method  would  result  in  less 
revenue  for  the  Federal  Government 
than  under  the  House-passed  tax  cut 
bill.  But  to  offset  this  loss,  all  we  have 
to  do  is  to  abolish  the  highly  preferential 
legislation  we  now  have  for  the  vast 
oil  interests.  By  reducing  the  27  ^ -per¬ 
cent  oil  depletion  allowance  so  gener¬ 
ously  provided  by  Uncle  Sam  over  the 
years  to  15  percent,  it  is  estimated  that 
this  would  add  millions  and  millions  of 
dollars  annually  to  our  Treasury. 

These  amounts,  in  the  hands  of  a 
relatively  few  oil  millionnaires,  will  not 
boost  our  national  economy.  But,  in  the 
hands  of  the  little  taxpayer,  it  can  mean 
a  great  deal  in  bolstering  our  lagging 
economy. 

Even  though  there  has  been  much  dis¬ 
cussion  of  the  tax  cut  bill,  I  still  feel 
that  too  few  people  are  aware  of  its  pro¬ 
visions  and  just  what  it  will  mean  to 
them  individually.  Many  who  are  sup¬ 
posed  to  be  in  the  know  have  been 
shadowboxing.  Our  labor  unions  have 
heralded  the  House-passed  tax  measure 
and  urged  swift  passage.  Business,  too, 
has  been  on  the  bandwagon  for  the  tax 
cut  bill.  John  Q.  Public,  by  and  large, 
favors  relief  from  our  heavy  tax  burden 
and  has  indicated  support  for  this  bill. 

But  just  what  does  the  tax  cut,  as  pro¬ 
posed  in  the  pending  legislation,  really 
mean  to  the  man  in  the  street?  To  quote 
from  a  recent  AFL-CIO  publication — 

In  terms  of  hard  money,  the  average  work¬ 
er  would  receive  a  tax  cut  equivalent  to  iy2 
cents  an  hour  added  to  purchasing  power. 

The  7V2  cents  an  hour  is  $3  a  week, 
or  about  $150  a  year.  Some  will  even 
gain  less  under  the  proposed  bill,  but  the 
more  prosperous  couple  with  a  taxable 
income  of  $300,000  will  gain  $42,660. 
Percentagewise,  this  would  mean  an  ex¬ 
tra  6.3  percent  to  a  couple  earning  $3,000 
a  year,  but  an  extra  55.9  percent  to  the 
couple  earning  $300,000  a  year.  For 
those  with  even  higher  incomes,  the  gain 
could  be  more  than  100  percent  in  take- 
home  pay. 

I  am  pleased  to  note  that  the  U.A.W. 
has  shown  an  awakening,  and  I  quote 
from  its  Washington  Report,  dated  Jan¬ 
uary  20, 1964: 

While  the  labor  movement  and  liberals 
generally  support  the  $11  billion  tax  cut, 


they  are  alarmed  by  the  fantastic  special 
privileges  still  in  the  tax  laws  and  additional 
privileges  which  slick  tax  lawyers  in  Wash¬ 
ington  have  managed  to  slip  into  the  already 
sorry  situation. 

This  is  exactly  why  I  am  not  satisfied 
with  this  legislation.  The  small  wage 
earners  of  this  country,  who  provide  87  V2 
percent  of  the  income  tax  revenue,  are 
the  ones  who  need  relief  the  most,  and 
who  will  spur  our  economy  the  most.  As 
has  been  true  of  previous  tax  reduction 
measures,  enacted  during  other  admin¬ 
istrations,  the  wealthy  taxpayer  gets  the 
most  relief  and  the  special  privileges  ap¬ 
ply  to  him  alone. 

Last  year,  after  considerable  research 
work  on  the  subject,  I  was  astonished  to 
find  how  the  giant  oil  industry  has 
thrived  on  the  27 1/2 -percent  oil  depletion 
allowance  that  has  been  so  generously 
provided  by  the  American  public  for 
years,  and  which  continues  to  flourish. 
Under  this  depletion  allowance  and  the 
fact  that  from  70  to  90  percent  of  costs 
under  the  intangible  drilling  and  devel¬ 
opment  cost  provision  can  be  written  off 
in  the  first  year,  plus  the  capital  gains 
provisions  for  oil  and  gas,  and  the  loss 
carryover  provisions,  along  with  other 
loopholes  in  our  tax  structure,  we  find 
millionaire  oil  operators  paying  little  or 
no  taxes.  Is  this  not  fantastic?  And 
every  effort  to  decrease  or  to  do  away 
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with  the  depletion  allowance  has  been 

■»  V'  C  in 

iii  \  4  KAAJl, 

When  the  tax  bill,  passed  by  the  House 
last  September,  was  first  proposed  by  the 
administration,  it  contained  a  recom¬ 
mendation  to  reduce  the  27  V2 -percent 
rate.  But  this  recommendation  was 
quickly  buried  in  committee.  It  is  no 
secret  that  the  tax-writing  committees 
of'  Congress  have  eye-winking  friend¬ 
ships  with  this  special  interest  group.  If 
it  were  not  so,  this  depletion  allowance 
would  no  longer  be  in  existence  today,  or 
ar  least  substantially  reduced. 

Certainly  the  oil  industry  is  entitled 
to  various  tax  deductions.  It  is  given  a 
deduction  for  operating  expenses,  and 
rightfully  so.  But,  in  addition,  it  can 
write  off  the  cost  of  dry  holes  against  the 
income  from  successful  drillings.  It  gets 
another  advantage  not  enjoyed  by  other 
industries  by  being  able  to  write  off  75 
to  00  percent  of  the  exploration,  drilling, 
and  development  costs — tangible  and  in¬ 
tangible — in  the  first  year.  I  understand 
this  item  alone  amounts  to  about  $2  bil¬ 
lion.  Then  they  can  get  credit  of  27  Vz 
percent  of  gross  income,  up  to  50  percent 
of  net  income,  which  is  completely  free 
from  taxation. 
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These  special  tax  benefits  are  among 
the  most  gaping  loopholes  in  our  tax 
structure  today.  Big  oil  companies  are. 
allowed  to  take  tax  deductions  far  above 
their  operating  costs.  As  a  consequence, 
some  of  these  ultrarich  oil  companies 
arc  taxed  at  a  lower  rate  than  a  family 
man  -with  a  $5,000  taxable  income.  A 
big  Oklahoma  company  paid  less  than 
5 -percent  tax  for  many  years  while  other 
firms  not  engaged  in  the  oil  industry  paid 
taxes  at  the  rate  of  52  percent.  I  find 
that  this  same  Oklahoma  company  paid 
no  taxes  at  all  on  a  profit  of  $5,378,973 
in  1553.  Another  oil  operation  had  an 
Income  in  excess  of  $23  million  in  1960, 
on  which  it  paid  nothing  in  income  tax 
'to  our  Federal  Government,  whereas  a 
man  with  a  $100  a  week  salary,  having  a 
wife  and  two  children,  would  pay  ap¬ 
proximately  $400.  This  is  ridiculous  and 
a  fraud  on  the  American  taxpayer. 


As  I  have  pointed  out  before  in  the 
pages  of  this  Record,  the  total  tax  de¬ 
ductions  in  1957  for  U.S.  corporations 
under  depiction  provisions  was  $3  bil¬ 
lion,  of  which  the  oil  and  gas  industry 
alone  accounted  for  $2  billion.  The  oil 
industry  spent  approximately  $5  billion 
annually  for  exploration  and  develop¬ 
ment,  with  $1  billion  lost  down  dry  holes 
each  year.  Thus,  our  Government  pro¬ 
vided  $1  billion  or  more  annually  in  tax 
relief  to  the  oil  industry  under  the  head¬ 
ing  of  depletion  allowances — for  no 
other  reason  except  pure  unadulterated 
favoritism. 

I  laud  the  efforts  of  those  Senators  in 
the  Senate  Finance  Committee  who  have 
been  hitting  hard  at  these  tax  loopholes 
which  help  the  rich  and  hurt  the  poor. 
But  or.ee  again,  a  proposal  to  raise  $420 
million  in  revenue  by  putting  steeper 
taxes  on  gns  and  oil  producers  was  de¬ 
feated  in  the  committee  by  a  vote  of  13 
to  4.  Only  an  irate  and  completely 
aroused  nation  can  change  the  picture  as 
it  has  emerged  over  the  years.  Those 
who  hail  from  Texas,  Oklahoma,  and 
Louisiana,  will  continue  to  guard  zeal¬ 
ously  the  tax  bonanza  that  our  country 
has  bestowed  upon  the  oil  interests. 
They  may  allow  a  slight  tap  on  the- wrist, 
but  nothing  like  the  trouncing  this  de¬ 


serves.  But  I  appeal  to  them,  in  fairness 
to  all  Americans,  to  consider  the  welfare 
of  our  country  first  rather  than  the  spec¬ 


ial  interest  groups  that  no  longer  need 
these  preferential  tax  benefits  except  to 
fatten  their  own  pocket-books. 

As  the  Representative  of  a  highly  in¬ 


dustrialized  area,  which  has 
continues  to  suffer  from  cr 


suffered  and 


ployment,  I  must  agree  with  my  constitu¬ 
ents  who  tell  me  they  foresee  lithe  that 
they  will  be  able  to  add  to  our  national 
economy  on  the  basis  of  the  tax  break 


they  will  receive  on  their  weexly  wages 
running  from  a  low  of  $40  to  a  nigh  of 
$125  a  week. 

Mr.  Speaker,  I  have  sponsored  legis¬ 
lation  to  increase  ohe  peiso^.^u  .j.cOi»iC 
tax  exemption,  and  also  to  reuuce  tne 
percentage  depletion  rate  for  oil  and  gas 
wells  from  27  V2  to  12  percent.  This  de¬ 
pletion  allowance  is  one  of  tne  greatest 
sources  of  privilege  in  our  entire  tax 
structure.  Not  only  the  on  interests  du« 
some  of  the  most  power-laden  economic 
groups  in  the  country,  including  haOs^ 
who  own  shares  and  stock  in  oil  proper¬ 
ties,  are  opposed  to  reducing  tire  rate. 
They  are  most  powerful,  and  indeed,  well 
entrenched. 


I  intend  to  continue,  with  every  means 
at  my  command,  to  focus  attention  on 
this  oil  tax  loophole  m  an  ei fort  to  arouse 
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payers  sound  the  alarm,  we  will  succeed 
in  eliminating  one  of  the  worst  abuses 
that  exists  in  our  tax  structure. 


[February  6,  1964} 


[P.  2043} 

REVENUE  ACT  OP  3  964 

Mr.  GORE.  Mr.  President,  in  order 
that  the  Senate  may  be  advised,  I  now 
state  that  whenever  it  is  appropriate 
for  me  to  obtain  recognition  to  offer  an 
,  amendment,  I  shall  offer  an  amendment 
on  the  utility  flowthrough  provision — 
an  amendment  which  will  not,  I  believe, 
be  divisible,  and  which  will  rewrite  the 
section,  so  it  will  read  precisely  as  it 
does  in  the  prefatory  language  and  then 
apply  the  treatment  set  out  in  subpara¬ 
graph  (1)  of  the  bill — which  deals  with 
the  electric  and  telephone  utilities — to 
all  regulated  industries,  whether  they 
receive  3  percent  or  7  percent  invest¬ 
ment  credit.  In  other  words,  all  regu¬ 
lated  utilities  would  receive  the  same 
treatment — that  which  the  bill  now 
would  accord  electric  and  telephone  com¬ 
panies. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  GORE.  I  yield. 

Mr.  CARLSON.  Let  me  ask  whether 
the  amendment  would  then  reduce  the 
7  percent  to  3  percent,  for  all  utilities? 

Mr.  GORE.  I  thank  the  Senator  from 
Kansas  for  his  question.  The  answer 
is  that  it  would  not.  It  would  not  change 
the  7  percent;  but  my  amendment  would 
leave  to  the  regulatory  agencies  some 
direction  in  determining  whether  they 
would  require  partial  flowthrough,  but 
if  -flowthrough  were  to  be  required, .  4 
could  be  required  only  on  a  proportional 
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basis,  and  spread  over  the  life  of  the 
capital  additions  involved — the  same 
treatment  now  set  out  in  subparagraph 
(1),  applicable  to  the  electric  and  tele¬ 
phone  utilities. 

Mr.  CARLSON.  I  thank  the  Senator 
from  Tennessee. 

Mr.  GORE.  Mr.  President,  I  think  it 
is  reasonable  to  conclude — from  the  three 
votes  taken  yesterday  with  respect  to  this 
part  of  the  bill — that  the  Senate  has  not 
yet  reached  a  satisfactory  conclusion. 
Many  Members  think  part  (1)  is  ac¬ 
ceptable,  but  that  part  (2)  is  uncon¬ 
scionable.  But  having  approved  part 
(1) ,  many  Members  do  not  want  to  strike 
out  entirely  part  (2).  So  my  amend¬ 
ment  would  treat  all  in  exactly  the  same 
way. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Tennessee  yield  for  a 
question? 

Mr.  GORE.  I  yield. 

Mr.  SMATHERS.  In  other  words,  to 
rephrase  it,  what  the  Senator  from  Ten¬ 
nessee  wants,  by  means  of  his  amend¬ 
ment,  is  to  give  to  the  Federal  Power 
Commission  the  same  authority  which 
section  1  now  gives  the  Interstate  Com¬ 
merce  Commission,  the  Civil  Aeronau¬ 
tics  Board,  and  all  the  other  regulatory 
agencies  involved — in  other  words,  put 
the  regulatory  agencies  exactly  on  the 
same  basis  with  respect  to  their  power 
to  regulate? 

Mr.  GORE.  Insofar  as  this  provision 
deals  with  that  power,  yes. 

Mr.  MORTON.  Mr.  President,  will  the 
Senator  from  Tennessee  yield  to  me? 

Mr.  GORE.  I  yield. 

Mr.  MORTON.  But  section  No.  1  does 
not  give  the  power  to  the  Interstate 
Commerce  Commission,  and  so  forth. 
Part  1  deals  with  the  so-called  monopoly 
utilities;  is  not  that  correct? 

Mr.  GORE.  Neither  section  grants 
power.  The  whole  measure  is,  rather,  a 
restriction  upon  power. 

Mr.  MORTON.  Yes. 

Mr.  GORE.  My  amendment — which 
now  is  being  typed,  and  which  has  been 
prepared  with  some  care — would  treat 
all  exactly  the  same. 

I  do  not  think  the  amendment  will  re¬ 
quire  a  great  deal  of  debate — certainly 
not  by  me.  As  soon  as  copies  of  the 
amendment  are  prepared,  I  shall  give 
one  to  each  member  of  the  committee. 

Mr.  MORTON.  Does  the  amendment 
deal  with  all  the  7 -percent  group — the 
whole  transportation  industry — or  only 
the'  pipelines? 

Mr.  GORE.  It  would  deal  with  all 
those  now  dealt  with  in  the  entire  sub¬ 
section  203(e) . 

Mr.  SMATHERS.  Which  is  all  of 
them,  is  it  not? 


Mr.  GORE.  As  I  understand,  that  is 
all  of  them. 

But  I  say  to  the  Senator  from  Ken¬ 
tucky  that  I  seek  to  add  no  power,  but  to 
apply  the  same  rule  with  respect  to  both 
categories  of  utilities;  but  I  would  not 
change  the  7 -percent  credit  to  3  percent. 
That  is  a  decision  which  Congress  has 
previously  made. 

Mr.  MORTON.  Yes;  but  what  is  the 
difference  between  what  the  Senator 
from  Tennessee  is  attempting  to  accom¬ 
plish  and  ^tfhat  the  Senator  from  Wi&^ 
consin  [Mr.  Proxmire]  was  attempting  to 
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accomplish  last  night,  by  means  of  his 
second  amendment? 

Mr.  GORE.  The  provision  with  re¬ 
spect  to  the  7  percent  investment  util¬ 
ities — if  I  may  so  describe  them — is  to 
prohibit  the  Federal  Power  Commission 
from  taking  the  investment  credit  into 
consideration  at  all  in  arriving  at  fair 
and  reasonable  rates  or  fair  and  reason¬ 
able  returns  on  capital.  The  last  amend¬ 
ment  of  the  Senator  from  Wisconsin 
would  have  stricken  that  out  entirely. 

My  amendment  would  place  the  7-per¬ 
cent  utilities  in  the  same  position  as  the  , 
3-percent  utilities,  insofar  as  the  regula¬ 
tory  agencies  may  grant  or  require  a 
passthrough. 

Mr.  MORTON.  I  thank  the  Senator 
from  Tennessee;  but  I  disagree  as  to  the 
effect  of  the  second  amendment  of  the 
Senator  from  Wisconsin.  I  interpret  it 
as  requiring  the  Federal  Power  Commis¬ 
sion  to  leave  it  to  the  intent  of  Congress, 
as  expressed  in  the  1962  act. 

Mr.  GORE.  Mr.  President,  I  say  to 
the  distinguished  majority  leader  that  I 
have  taken  this  brief  period,  following 
the  morning  hour,  in  order  to  put  the 
Senate  on  notice  that  I  will  propose  this 
amendment. 

Perhaps  this  procedure  will  lessen  the 
requirement  for  debate  later. 

Mr.  MANSFIELD.  Mr.  President,  I 
appreciate  the  courtesy  and  the  explana¬ 
tion  which  has  been  made  by  the  distin¬ 
guished  senior  Senator  from  Tennessee. 


REVENUE  ACT  OF  1964 

Mr.  MANSFIELD.  Mr.  President,  I 
move  that  the  Senate  resume  consid¬ 
eration  of  the  unfinished  business,  and 
that  it  be  laid  before  the  Senate. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  bill  will  be  stated  by  title. 

The  Legislative  Clerk.  A  bill  (H.R. 
8363)  to  amend  the  Internal  Revenue 
Code  of  1954  to  reduce  individual  and 
corporate  income  taxes,  to  make  certain 
structural  changes  with  respect  to  the 
income  tax,  and  for  other  purposes. 
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The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  question  is  on  agreeing  to 
the  motion  of  the  Senator  from  Mon¬ 
tana. 

The  motion  was  agreed  to  and  the 
Senate  resumed  the  consideration  of  the 
bill  (H.R.  8363)  to  amend  the  Internal 
Revenue  Code  of  1954  to  reduce  individ¬ 
ual  and  corporate  income  taxes,  to  make 
certain  structural  changes  with  respect 
to  the  income  tax,  and  for  other  pur¬ 
poses. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  question  is  on  agreeing  to 
the  amendment  of  the  Senator  from 
Minnesota  [Mr.  McCarthy]. 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr. 
Ribicoff  in  the  chair).  Without  ob¬ 
jection,  it  is  so  ordered. 
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REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Minnesota 
[Mr.  McCarthy]  . 

Mr.  SMATHERS.  Mr.  President,  ani 
I  in  a  position  to  suggest  the  absence  of 
a  quorum? 

Mr.  MORTON.  Mr.  President,  will  the 
Senator  withhold  the  request? 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  I  may  address  the  Senate. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 


[P.  2048] 

DOUBTS  OVER  THE  TAX  CUT 

Mr.  JORDAN  of  Idaho.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  I 
may  address  the  Senate  for  1  minute. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  JORDAN  of  Idaho.  Mr.  Presi¬ 
dent,  in  the  New  York  Times  of  Febru¬ 


ary  3,  that  newspaper’s  distinguished 
financial  and  business  columnist,  Murray 
J.  Rossant,  has  set  forth  some  of  the 
doubts  about  the  administration’s  eco¬ 
nomic  program  that  are  being  felt 
among  a  wide  variety  of  observers. 
There  is  considerable  feeling  that  the 
administration  is  packing  too  much  of  a 
fiscal  stimulus  into  1964  and  that  this  is 
likely  to  lead  to  renewed  inflationary 
pressures  and  difficulty  in  maintaining 
sustainable  and  balanced  economic 
growth  in  a  later  year.  As  the  First 
National  City  Bank  has  commented,  the 
administration  may  be  borrowing  busi¬ 
ness  from  1965. 

Because  of  the  crucial  issues  involving 
our  economic  stability  and  the  prospect 
of  employment  opportunities  for  our  peo¬ 
ple,  I  ask  unanimous  consent  that  the 
column  by  Mr.  Rossant  be  included  in 
the  Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Doubts  Over  Tax  Cut:  Some  Misgivings  Are 

Being  Aired  by  Both  Liberal  and  Con¬ 
servative  Camps 

(By  M.  J.  Rossant) 

Some  of  the  most  fervent  supporters  of  tax 
reductions  are  expressing  concern  that  the 
Texas-size  package  proposed  by  President 
Johnson  may  be  too  much  of  a  good  thing. 
Their  fear  is  based  on  the  extra  punch  in 
purchasing  power  that  would  result  from  the 
President’s  request  to  immediately  reduce 
the  individual  withholding  rate  to  14  per¬ 
cent. 

President  Kennedy  had  sought  a  two-stage 
reduction,  with  a  15-percent  rate  for  1964 
and  a  further  cut,  to  14  percent,  next  year. 

According  to  those  economists  having  sec¬ 
ond  thoughts,  packing  most  of  the  proposed 
tax  relief  into  the  current  year  can  provide 
too  great  a  stimulus  now,  making  it  more 
difficult  to  maintain  economic  stability  later. 

The  growing  uneasiness  concerning  the  re¬ 
ductions  in  taxes  and  spending  sought  by  the 
administration  was  not  quelled  by  Secretary 
of  the  Treasury  Douglas  Dillon’s  statement 
made  last  week  before  the  Congress’  Joint 
Economic  Committee,  that  the  program  is 
designed  to  mesh,  so  that  there  is  a  proper 
mixture  of  stimulus  and  restraint  over  the 
next  2  years. 

SOME  DOUBT  EXPRESSED 

Economists  hope  that  this  is  the  case,  but 
they  are  not  at  all  sure.  This  doubt  is 
shared  by  both  liberals  and  conservatives 
who  achieved  a  surprising  degree  of  unani¬ 
mity  in  agreeing  on  the  need  for  tax  reduc¬ 
tions.  They  are  now  airing  similar  misgiv¬ 
ings,  although  they  disagree  over  what  pol¬ 
icies  are  required  to  cope  with  potential 
trouble. 

Prof.  Paul  A.  Samuelson  of  MIT,  who  serves 
as  consultant  to  the  President’s  Council  of 
Economic  Advisers,  is  a  leading  worrier  among 
those  tax  supporters  in  the  liberal  ranks. 

In  a  recent  article,  Professor  Samuelson 
stated  that  he  had  “stepped  upward  rather 
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than  downward  my  estimates  for  this  calen¬ 
dar  year”  because  of  the  additional  income 
that  would  be  released  by  the  proposed 
change  in  the  tax  rate,  adding  that  “it  will 
take  a  burst  of  private  consumption  and  in¬ 
vestment  spending  next  year  to  offset  the 
destabilizing  effect  of  the  withholding  tax 
change.” 

The  February  issue  of  the  economic  letter 
published  by  the  First  National  City  Bank 
of  New  York  makes  plain  that  conservatives 
favoring  tax  reductions  have  taken  to  biting 
their  fingernails.  Commenting  on  the  Presi¬ 
dent’s  tax  plan,  the  bank’s  letter  noted  that 
it  “should  insure  a  vigorous  and  prosperous 
1964,”  but  runs  the  risk  of  adding  “too  much 
stimulus  too  soon  to  an  already  healthy 
expansion.” 

Anxiety  in  both  liberal  and  conservative 
camps  may  well  increase  when  the  final  size 
of  the  reductions  are  known.  Like  Topsy,  it 
has  been  growing. 

ESTIMATE  BASED  ON  1963 

The  administration  estimate,  which  most 
economists  have  used  in  their  own  forecasts, 
puts  the  total  amount  of  tax  reduction  at 
$11.1  billion.  But  this  figure  is  based  on 
an  estimate  of  1963  incomes,  which  were 
bigger  than  expected.  In  addition,  it  does 
not  take  into  account  Congress  refusal  to 
approve  some  $500  million  revenue-raising 
reforms  contained  in  the  administration’s 
package. 

Congress  is  not  expected  to  give  its  ap¬ 
proval  to  the  bill  as  quickly  as  the  President 
had  assumed.  This  means  that  the  stimulus 
will  be  deferred  a  month  or  even  two.  There 
is  little  question,  though,  that  the  amount 
of  the  stimulant  will  be  a  lot  bigger  than 
the  estimate  of  $11.6  billion  in  the  bill 
passed  by  the  Senate  Finance  Committee. 

The  increased  amount  of  reductions  rein¬ 
forces  National  City’s  belief  that  “the  im- 
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petus  of  the  tax  cut  is  likely  to  push  pro¬ 
duction  and  distribution  closer  to  capacity,” 
which  could  lead  to  mounting  inflationary 
pressure.  In  its  view,  some  restraint  is  re¬ 
quired  this  year.  It  warns  that,  “If  we  are 
not  to  develop  an  unsustainable  rate  of 
expansion  and  borrow  business  from  1965, 
a  monetary  policy  of  judicious  restraint  may 
well  be  needed  to  create  a  climate  in  which 
price  stability  can  be  achieved.” 

This  is  where  Professor  Samuelson  and 
liberals  in  general  part  company  with  the 
conservative  bloc.  He  is  more  concerned 
about  the  brake  exerted  by  a  decline  in  Gov¬ 
ernment  spending  once  the  stimulus  of  tax¬ 
ation  fades.  He  argues  for  “planning  a  mix 
of  budget  deficits  and  easy  money  sufficiently 
expansionary  to  prevent  development  of  a 
deflationary  gap.” 

There  can  be  no  certainty  about  the  out¬ 
look  because  it  is  impossible  to  measure 
how  consumers  and  businessmen  will  react 
to  the  stimulus  of  tax  reductions.  Nor  is  it 
certain  that  Government  spending  will  turn 
down  in  the  coming  fiscal  year. 

The  difficulty  in  assessing  the  impact  of 
shifts  in  policy  was  emphasized  by  Fortune 
magazine’s  business  roundup  almost  a  year 
ago.  It  stressed  “the  importance  but  uncer¬ 
tainty  of  timing  in  economic  affairs,”  and 
went  on  to  suggest  that  the  outlook  con¬ 


tained  “risks  both  of  too  much  stimulation 
and  too  much  restraint.” 

These  observations  are  now  being  applied 
by  both  liberals  and  conservatives  in  re¬ 
appraising  the  present  business  outlook. 
They  are  obviously  hoping  that  the  expan¬ 
sion  continues  on  a  smooth  upward  course, 
but  they  recognize  that  if  tax  reductions 
prove  stimulating  it  will  be  difficult  to 
avoid  resort  to  a  policy  of  overrestraint. 

But  at  this  late  stage,  with  the  tax  cut 
that  they  have  sought  just  about  to  be  made 
effective,  there  is  little  that  they  can  do 
aside  from  crossing  the  fingers  of  one  hand 
while  biting  the  nails  of  the  other. 


REVENUE  ACT  OF  1964 

The  Senate  resumed  the  considera¬ 
tion  of  the  bill  (H.R.  8363)  to  amend 
the  Internal  Revenue  Code  of  1954  to 
reduce  individual  and  corporate  income 
taxes,  to  make  certain  structural 
changes  with  respect  to  the  income 
tax,  and  for  other  purposes. 

Mr.  KUCHEL.  Mr.  President,  I  de¬ 
sire  to  ask  the  able  leader  of  the  ma¬ 
jority  what,  in  his  judgment,  will  be  the 
working  hours  of  the  Senate  today;  and 
does  he  contemplate  proceeding  into  the 
evening  hours  tonight? 

Mr.  MANSFIELD.  Mr.  President,  in 
response  to  the  question  raised  by  the 
distinguished  acting  minority  leader,  I 
would  hope  the  Senate  would  follow  the 
procedure  today  that  it  has  followed  for 
the  past  several  days;  and  that  the  Sen¬ 
ate  will  be  prepared  to  remain  in  session 
until  10  o’clock  tonight  or  thereabouts. 
It  is  my  understanding  that  there  are 
at  least  10  amendments  to  be  consid¬ 
ered.  The  distinguished  Senator  from 
Tennessee  recently  informed  us  that 
there  would  be  another  amendment  by 
him. 

So  I  hope  all  Senators  will  take  to 
heart  this  situation  and  do  what  they 
can  to  continue  to  do  what  they  have 
been  doing  in  the  past  several  days; 
namely,  to  expedite  the  business  of  the 
Senate,  which  is  the  consideration  of  a 
very  important  tax  bill. 

Mr.  KUCHEL.  I  thank  the  Senator. 
A  number  of  Senators  have  heard  there 
has  been  some  slight  suggestion  that  it 
might  be  within  the  realm  of  possibility 
for  the  Senate  to  conclude  action  on 
the  tax  bill  today.  I  wonder  if  there 
would  be  an  opportunity  for  a  unani¬ 
mous-consent  agreement  on  time. 

Mr.  MANSFIELD.  No;  I  would  have 
to  object. 

Mr.  KUCHEL.  Then  I  am  filled  with 
regret,  because  I  thought  the  business  of 
the  Senate  might  be  expedited. 

I  thank  the  Senator. 

The  PRESIDING  OFFICER.  The 
,  question  is  on  agreeing  to  the  amend- 
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ment  of  the  Senator  from  Minnesota 
[Mr.  McCarthy]. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  this  amendment  would  result  in  a 
loss  of  $350  million  in  revenue  to  the 
Government.  It  would  give  head-of-a- 
household  treatment  to  single  people 
who  are  not  required  to  maintain  a 
household. 

Let  us  look  for  a  moment  at  what  the 
purpose  of  the  head-of-a-household 
provision  is.  The  head-of-a-household 
provision  was  an  effort  by  Congress  to 
try  to  recognize  the  problems  that  exist 
for  a  widow  or  a  widower  left  with  a 
child  to  support,  and  who  must  maintain 
a  home  for  that  child,  or  who  is  left  with 
an  old  mother  and  father  to  care  for 
and  who  must  maintain  a  home  for 
them.  It  provides  tax  rates  midway  be¬ 
tween  the  tax  rates  for  a  single  person 
and  the  tax  rates  for  a  married  couple 
filing  a  joint  return.  As  a  result  this 
recognizes  that  a  person  maintaining  a 
home  for  a  child,  or  for  his  parents,  or 
for  someone  for  whom  he  is  obligated,  is 
to  some  extent  in  a  similar  position  to 
that  of  the  husband  who  must  maintain 
a  home  for  his  wife  and  children. 

This  amendment  would  provide  that 
same  advantage  for  bachelors,  single 
women,  or  divorced  women,  as  well  as 
widows  and  widowers,  who  have  no  such 
responsibility,  merely  if  they  are  35  years 
of  age  or  over.  Those  people  are  not 
required  to  maintain  a  home;  they  are 
not  required  to  .support  a  child ;  they  are 
not  required  to  provide  a  home  for  a 
child  or  to  support  an  old  mother  or 
father,  or  some  other  relative  whom  no 
one  else  in  the  family  will  care  for. 
They  are  the  people  who  have  only  them¬ 
selves  to  support.  What  sort  of  sense 
does  it  make  that  they  should  receive 
preferential  tax  treatment  merely  be¬ 
cause  they  are  single  and  over  35  years 
of  age? 

This  amendment  would  cause  single 
people  to  receive  better  tax  treatment 
than  married  couples,  if  they  are  35  years 
of  age  and  over!  It  would  place  a  pre¬ 
mium  on  a  single  man  remaining  a 
bachelor. _ 

Senators  know  that  many  countries 
actually  subsidize  marriage  and  pay  a 
man  a  premium  if  he  is  married,  and 


provide  him  with  an  additional  family 
benefit  for  each  child. 

This  amendment  would  go  in  the  op¬ 
posite  direction  and  place  a  premium  on 
bachelorhood,  or  a  premium  on  a  wo¬ 
man  remaining  single,  even  though  she 
might  have  a  number  of  suitors  propos¬ 
ing  marriage. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  SMATHERS.  I  totally  agree 
with  the  Senator  from  Louisiana.  I 
have  an  illustration  of  what  the  Sena¬ 
tor  from  Louisiana  is  now  saying. 

Take  the  lowest  rate  under  the  tax 
schedule  of  present  law,  of  $2,000,  on 
which  a  20-percent  rate  is  now  applied. 
Under  the  law,  we  allow  the  filing  of  a 
joint  return,  which  means  that  the 
couple  would  have  $4,000  taxed  at  the 
20-percent  rate. 

The  McCarthy  amendment  gives 
head-of -household  treatment  to  all  sin¬ 
gle  people  over  the  age  of  35.  As  a  re¬ 
sult  in  the  case  of  two  single  people, 
they  both  have  $3,000  subject  to  the  20- 
percent  rate. 

Adoption  of  the  McCarthy  amendment 
would  mean  that  if  two  single  people, 
neither  of  whom  had  any  dependents, 
happened  to  be  sharing  the  same  apart¬ 
ment,  they  would  be  subject  to  tax  at 
a  20-percent  rate  on  $6,000 — $3,000  for 
each. 

When  we  consider  the  social  implica¬ 
tions  of  this  particular  proposal,  it  is 
something  to  think  about. 

The  amendment  clearly  would  dis¬ 
courage  matrimony. 

It  seems  to  me  this  is  a  question  to 
which  the  Senate  should  give  careful 
consideration  before  it  goes  forward  with 
this  type  of  provision.  It  runs  contrary 
to  the  whole  method  of  taxing  commu¬ 
nity  property  and  the  manner  in  which 
income  splitting  is  provided  by  present 
law,  since  it  in  effect  gives  single  people 
over  age  35  one-half  the  advantage  of 
income  splitting. 

The  amendment  certainly  is  not  so 
good  as  it  sounds.  It  does  have  appeal, 
but  when  we  look  at  it  on  its  practical 
side,  I  do  not  believe  the  Senate  would 
wish  to  adopt  it. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  if  I  may  go  a  step  further,  in  some 
States  common-law  marriage  is  recog¬ 
nized.  It  is  not  recognized  in  the  State 
of  Louisiana.  Common-law  marriage 
consists  of  a  man  and  woman  living  to¬ 
gether  as  if  they  were  married.  In  some 
States  they  come  to  be  recognized  as  a 
married  couple,  even  though  they  did  not 
go  through  any  formal  ceremony  before  a 
justice  of  the  peace  or  a  minister.  In 
my  State,  such  a  relationship  is  not  rec- 
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ognized  as  a  marriage.  The  State  of 
Louisiana  does  not  recognize  a  common- 
law  marriage.  In  my  State  that  kind  of 
relationship  is  recognized  as  a  situation 
in  which  two  people  have  “took  up.” 
They  have  merely  started  to  live  to- 
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gether.  The  pending  amendment  would 
give  better  tax  treatment  for  those  who 
have  just  “took  up”  than  married  people 
would  receive  under  the  law. 

Mr.  MCCARTHY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Minnesota  would  give  any  person 
over  35  years  of  age  a  special  tax  ad¬ 
vantage.  Such  persons  can  get  that  ad¬ 
vantage  if  they  can  meet  the  head-of- 
household  provision.  All  they  have  to  do 
is  to  maintain  a  home  for  their  old 
mother,  for  example.  She  does  not  even 
have  to  live  with  them.  All  they  have  to 
do  is  to  maintain  a  home  for  their  old 
“pappy.”  He  does  not  even  have  to  live 
with  them.  Or,  if  they  cannot  do  either 
of  these,  all  they  have  to  do  is  to  main¬ 
tain,  perhaps,  a  home  for  simple-minded 
Uncle  Jim.  However,  to  give  that  ad¬ 
vantage  to  a  couple  who  “just  took  up,” 
rather  than  getting  married,  does  not 
make  sense  to  me. 

Furthermore,  it  places  a  premium  on  a 
bachelor  or  a  woman  who  does  not  want 
to  get  married.  I  know  that  these  are 
unintended  consequences.  At  the  same 
time,  the  Senator’s  amendment  would 
give  a  “consolation  prize”  to  some  woman 
who  has  never  had  a  proposal  of  mar¬ 
riage  from  a  man,  or  to  a  bachelor  who 
has  not  been  able  to  convince  a  woman 
that  she  should  marry  him.  Of  course, 
these  are  unintended  results,  but  they  are 
results. 

Furthermore,  Mr.  President,  the  com¬ 
mittee  did  not  go  into  these  situations. 
The  Senator  did  not  seriously  press  it  be¬ 
fore  the  committee.  These  are  questions 
that  should  be  studied  by  the  committee. 

I  hope  the  Senate  will  reject  the 
amendment  and  will  give  the  committee 
an  opportunity  to  study  these  questions. 
If  we  want  to  provide  a  premium  for  a 
woman  who  cannot  get  a  man  to  marry 
her,  or  for  a  man  who  cannot  get  a  wom¬ 
an  to  marry  him,  that  is  something  else. 
However,  all  these  matters  should  be 
studied.  We  must  beware  of  these  unin¬ 
tended  benefits,  and  see  to  it  that  they 
do  not  accrue. 

Mr.  MCCARTHY.  Mr.  President,  I 
say  to  the  Senator  from  Louisiana  that 
I  have  given  consistent  and  serious  sup¬ 
port  to  him  on  the  tax  bill.  I  do  not  have 
the  reputation  of  offering  capricious 
amendments  on  this  or  any  other  bill  be¬ 
fore  the  Senate.  I  consider  this  to  be  a 


very  serious  matter,  relating  to  a  social 
change  that  is  taking  place  in  American 
society. 

If  the  Senator  from  Louisiana  wishes 
to  treat  the  amendment  as  though  it  were 
a  joke,  and  cite  extreme  examples,  he  can 
do  so.  However,  the  kind  of  situation  he 
cites  could  also  occur  under  present  law. 
Two  persons  could  go  through  the  form 
of  marriage,  and  get  the  benefit  of  split 
income. 

I  might  cite  the  example  of  the  hypo¬ 
thetical  widow  who  was  figuratively 
trotted  around  the  floor  yesterday.  Now 
the  Senator  is  trotting  around  a  hypo¬ 
thetical  person  who  is  living  in  sin. 

I  am  trying  to  meet  a  basic  social  prob¬ 
lem.  There  are  18  million  unmarried 
people  in  the  United  States  who  are  35 
years  of  age  and  over;  13  million  of  them 
are  women.  Most  of  these  people  must 
maintain  a  household  of  some  kind.  The 
amendment  seeks  to  give  recognition  to 
that  basic  fact.  It  would  provide  equity 
and  serve  the  cause  of  a  sound  social 
structure  if  it  were  adopted.  That  is  its 
purpose.  I  suggest  to  Members  of  the 
Senate  who  are  making  speeches  about 
their  concern  over  the  status  of  women 
in  this  country  that  they  give  some  con¬ 
sideration  to  the  amendment.  Soon 
Democrats  will  go  throughout  the  coun¬ 
try  and  say,  “We  have  promoted  50  wom¬ 
en  in  the  departments  of  Government.” 
The  amendment  shows  regard  for  the 
changing  status  of  women  in  America. 
If  Senators  are  concerned  about  the 
status  of  women  in  America,  they  ought 
to  be  concerned  about  the  pending 
amendment. 

This  is  the  kind  of  problem  involving 
taxation  to  which  the  Senate  should  ad¬ 
dress  itself. 

Yesterday  Senators  talked  about  re¬ 
moving  excise  taxes  on  pens  and  pencils. 
Do  Senators  suggest  that  that  is  as  se¬ 
rious  a  subject  to  discuss  in  the  Senate 
as  the  status  of  women?  Here  we  pro¬ 
pose  an  amendment  which,  I  believe, 
reaches  out  to  try  to  do  something  about 
a  basic  social  change  in  America.  It  is 
certainly  something  with  which  the  Sen¬ 
ate  ought  to  concern  itself.  The  amend¬ 
ment  should  be  adopted  and  taken  to 
conference,  and  perhaps  some  adjust¬ 
ment  will  be  made  in  conference. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MCCARTHY.  I  yield. 

Mr.  PASTORE.  First  of  all,  I  regret 
that  I  was  not  present  at  the  time  the 
amendment  was  discussed.  I  am  some¬ 
what  puzzled  as  to  precisely  what  the 
amendment  would  accomplish.  I  know 
the  Senator  well  enough  to  believe  that 
he  is  one  of  the  best  balanced  men  in  the 
Senate,  and  that  he  does  not  indulge  in 
anything  that  can  be  passed  off  as  a 
joke,  as  he  fears. 
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I  should  like  to  have  the  Senator  from 
Minnesota  tell  me  precisely  what  the 
amendment  would  do.  Could  he  give 
a  capsule  explanation  of  his  amendment? 

Mr.  MCCARTHY.  Under  existing  tax 
law,  there  are  two  tables  of  income  tax 
rates,  one  applying  to  single  persons  and 
the  other  applying  to  those  who  are 
heads  of  households. 

The  tax  that  applies  to  single  persons 
is  the  tax  which  is  used  as  the  basis  for 
the  split-income-tax  rate  that  married 
people  can  use  in  filing  their  income  tax 
return. 

There  is  a  second  table  which  applies 
to  heads  of  households.  “Head  of  house¬ 
hold”  is  a  term  which  involves  rather 
complicated  conditions  under  which  one 
can  qualify. 

A  person  who  supports  a  parent  in  his 
home  can  qualify.  If  he  supports  the 
parent  in  a  home  for  the  aged,  he  can¬ 
not  qualify.  There  are  complicated  con¬ 
ditions,  also,  regarding  relationship, 
such  as  whether  a  spouse  is  a  resident 
alien  or  a  nonresident  alien.  * 

Mr.  PASTORE.  Let  us  take  the  case 
of  a  schoolteacher  who  is  35  years  of  age 
and  who  is  caring  for  a  mother  in  a  nurs¬ 
ing  home. 

Mr.  MCCARTHY.  Under  existing  law 
she  would  not  qualify. 

Mr.  PASTORE.  If  an  unmarried 
schoolteacher,  35  years  of  age,  cares  for 
a  mother  in  a  nursing  home,  she  does  not 
qualify  as  the  head  of  a  household? 

Mr.  MCCARTHY.  The  Senator  is  cor¬ 
rect. 

Mr.  PASTORE.  Even  though  she  sup¬ 
ports  her  mother  in  the  nursing  home? 

Mr.  MCCARTHY.  The  Senator  is  cor¬ 
rect. 

Mr.  PASTORE.  Is  that  a  situation  the 
Senator  is  trying  to  correct? 

Mr.  MCCARTHY.  That  is  because  of 
the  complexity  of  law.  There  are  people 
35  years  of  age,  women  especially,  who 
must  maintain  their  own  households. 
This  is  not  an  age  when  Aunt  Molly  can 
be  kept  in  a  little  room  in  the  house  or 
in  the  back  bedroom.  These  people  must 
live  in  society.  Take  the  case  of  widows 
who  live  for  several  years  after  becoming 
widows.  They  have  a  house  to  maintain 
as  the  head  of  a  household.  The  amend¬ 
ment  I  propose  would  permit  them  to 
have  the  advantage  of  qualifying  under 
the  category  of  “head  of  household.” 

Mr.  PASTORE.  What  about  the 
argument  that  the  amendment  would  en¬ 
courage  bachelorhood  and  spinsterhood, 
and  that  sort  of  nonsense? 

Mr.  MCCARTHY.  That  is  what  the 
opponents  have  prophesied.  I  do  not 
know  why  they  should  prophesy  it.  The 
amendment  states  that  its  provisions 
would  go  into  effect  at  age  35,  when  peo¬ 


ple  are  more  or  less  settled.  I  do  not 
think  it  is  fair  to  say  that  it  would  en¬ 
courage  people  to  live  in  sin.  If  we  are 
going  to  talk  about  morality,  perhaps  the 
amendment  might  help  some  people  not 
to  be  tempted.  My  amendment  could 
very  well  encourage  morality,  instead  of 
what  Senators  on  the  other  side  of  the 
question  have  prophesied. 

Mr.  PASTORE.  Any  person  over  the 
age  of  35  who  has  the  responsibility  of  a 
married  person  and  who  has  the  same 
burden  would  be  placed  by  your  amend¬ 
ment  in  the  same  category  as  a  person 
who  is  married.  Is  that  correct? 

Mr.  MCCARTHY.  We  do  not  go  quite 
that  far.  People  who  are  married  still 
have  a  big  advantage  over  a  head  of  a 
household. 

Mr.  PASTORE.  This  covers  only  the 
case  of  an  individual  who  independently 
maintains  a  home  or  abode  of  his  or  her 
own.  Is  that  correct? 

Mr.  MCCARTHY.  If  a  person  is  un¬ 
married  and  over  35  he  is  assumed  to  be 
the  head  of  a  household  for  tax  purposes. 

It  is  like  eliminating  the  means  test  for 
old-age  assistance. 

Mr.  PASTORE.  Let  us  assume  a  per¬ 
son  is  over  35  years  of  age,  is  living  with 
his  parents,  and  is  filing  an  independent 
or  separate  tax  return.  He  could  not 
take  advantage  of  what  the  Senator  is 
suggesting  now,  could  he? 

Mr.  McCarthy.  If  that  is  the  way 
he  lives,  and  if  he  files  an  independent 
return,  and  if  it  meets  the  test,  he  could. 

Mr.  PASTORE.  Does  the  Senator 
think  that  is  fair?  Let  us  assume  a  fam¬ 
ily  of  five  persons,  among  whom  are  two 
daughters,  each  teaching  school,  and 
each  filing  a  separate  return  of  her  own. 
In  that  particular  case,  would  they  come 
under  the  classification  of  a  head  of  fam¬ 
ily,  when  they  are  living  within  the 
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home  of  a  head  of  a  family?  I  do  not 
think  that  would  be  right. 

Mr.  MCCARTHY.  If  one  did  not  want 
to  bother  with  the  details  of  administra¬ 
tion  and  did  not  want  to  be  technical  he 
could  say  that  a  father  and  mother  and 
a  son  and  his  wife,  living  in  the  same 
household,  were  one  household,  but  could 
be  treated  as  though  they  were  two  mar¬ 
ried  couples  maintaining  separate  house¬ 
holds. 

But  considering  the  realities  of  Amer¬ 
ican  life  today,  the  chances  of  living 
under  such  circumstances  are  so  small 
that  it  might  be  compared  to  medical 
care  for  the  aged,  in  which  aid  is  pro¬ 
vided  at  age  65,  rather  than  under  a 
means  test,  and  other  details.  It  is  in 
the  same  category. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  yield? 
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Mr.  McCarthy.  I  yield. 

Mr.  CARLSON.  I  voted  against 
tabling  the  Senator’s  amendment  last 
night.  I  know  there  are  some  problems 
involved.  A  large  sum  of  money  is  in¬ 
volved.  But  I  do  not  like  to  have  such 
an  amendment  kicked  around  with  lev¬ 
ity.  A  serious  problem  confronts  us,  and 
it  ought  to  have  the  serious  concern  of 
every  Member  of  the  Senate  as  we  con¬ 
sider  it. 

A  single  person  is  always  at  a  disad¬ 
vantage  in  paying  taxes.  I  think  the 
distinguished  Senator  from  Louisiana 
[Mr.  Long]  was  incorrect  this  morning 
when  he  said  that  a  single  person  could 
receive  tax  benefits  for  taking  care  of 
children  of  relatives  of  any  type,  except 
children  of  the  father  and  mother,  un¬ 
less  they  were  in  a  home.  As  I  recall,  the 
Internal  Revenue  Service  has  ruled  that 
one  may  take  care  of  his  father  and 
mother  but  cannot  go  further  than  that. 

It  seems  to  me  that  there  are  many 
people  in  the  Nation  who  are  trying  to 
be  helpful  and  are  helpful. 

As  I  said  earlier,  I  have  not  been  com¬ 
pletely  carried  away  with  this  proposal. 
However,  when  the  tax  law  was  rewritten 
in  1948  and  provided  for  a  split  income, 
a  single  person  was  at  a  disadvantage. 
In  1951,  when  the  code  was  rewritten, 
provisions  were  included  to  adopt  rules 
and  regulations  for  a  household.  That, 
again,  tightened  up  the  tax  exemption 
for  a  single  person.  This  is  the  only 
reason  why  I  raise  the  question  today. 
The  proposal  does  have  merit . 

I  know  it  is  said  that  the  cost  will 
be  $35(1  million,  but  the  proposal  ought 
to  have  some  consideration  because 
single  persons  are  at  a  great  disad¬ 
vantage  in  their  personal  income  tax 
payments  at  this  time.  Let  Senators  talk 
to  some  of  the  girls  in  their  offices.  They 
will  say  that  they  find  the  present  sched¬ 
ule  a  real  problem. 

I  appreciate  the  work  the  Senator 
from  Minnesota  has  done  on  this  prob¬ 
lem.  I  shall  support  him. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield  for  another  question? 

Mr.  McCarthy.  I  yield. 

Mr.  PASTORE.  Why  could  not  the 
Senator  amend  or  modify  his  amend¬ 
ment  to  exclude  persons  who  are  already 
living  within  a  household,  when  the  head 
of  that  household  is  already  taking  ad¬ 
vantage  ^that  status?  If  such  a  modi¬ 
fication  were  made,  I  could  perhaps  sup¬ 
port  the  Senator’s  amendment. 

Mr.  MCCARTHY.  I  should  be  glad  to 
accept  the  Senator’s  proposal  as  a  modi¬ 
fication  of  my  amendment. 

Mr.  PASTORE.  I  am  not  prepared  to 
write  the  amendment,  because  I  have 
not  been  as  conversant  with  the  subject 


as  has  the  Senator  from  Minnesota. 
But  if  the  Senator,  who  has  been  study¬ 
ing  the  subject  for  a  year  and  half,  could 
make  such  a  modification,  I  could  sup¬ 
port  him. 

If  an  individual  has  to  maintain  a 
home,  as  a  married  couple  does,  he  could 
be  placed  in  that  classification.  But  if 
he  or  she  were  living  in  a  house  where 
the  parents  were  living  and  taking  ad¬ 
vantage  of  the  household  status,  I  do  not 
think  it  would  be  fair  to  grant  such  an 
exemption. 

Mr.  MCCARTHY.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  modify 
my  amendment  by  providing  that  the 
exemption  may  be  allowed  for  only  one 
head  of  a  household ;  that  the  deduction 
be  allowed  for  any  household,  and  that 
if  the  split  income  privilege  is  exercised 
for  that  particular  household,  anyone 
else  living  in  the  household  shall  not 
have  the  advantage. 

Mr.  PASTORE.  That  would  be  a  wise 
provision,  and  I  could  support  it. 

Mr.  SMATHERS.  Did  the  Senator  ask 
unanimous  consent  to  modify  his  amend¬ 
ment? 

Mr.  PASTORE.  He  does  not  need  to 
do  so. 

Mr.  SMATHERS.  So  that  we  may 
know  what  we  are  doing,  and  because 
some  incorrect  statements  have  been 
made  with  respect  to  what  the  present 
law  is,  I  think  there  should  be  a  further 
clarification.  I  believe  the  able  Sena¬ 
tor  from  Minnesota,  if  he  will  check  with 
the  staff,  will  be  told — and  I  should  like 
to  have  the  Senator  from  Rhode  Island 
hear  this — that  one  may  still  get  the 
classification  of  head  of  household  if 
he  furnishes  more  than  one-half  of  the 
cost  of  maintaining  his  mother  or  father 
in  a  nursing  home. 

Mr.  McCarthy,  no. 

Mr.  SMATHERS.  Let  me  ask  about 
that.  We  might  as  well  have  it  cleared 
up.  In  the  meantime,  let  me  try  to 
straighten  out  one  thing.  Suppose  one 
family  of  five  people — father,  mother, 
and  three  children  over  35  years  of  age, 
live  in  the  father’s  house.  The  father 
receives  an  income;  so  do  the  children. 
Would  all  the  children  receive  an  exemp¬ 
tion  because  they  happened  to  be  over 
35  years  of  age? 

Mr.  PASTORE.  No ;  I  do  not  think  the 
Senator  from  Minnesota  intends  that 
they  should. 

Mr.  SMATHERS.  I  do  not  think  so, 
either.  But  that  is  a  situation  which 
needs  more  precise  study. 

Mr.  PASTORE.  Under  the  circum¬ 
stances,  it  is  rather  complicated,  but  it 
could  be  worked  out.  Why  could  not 
the  amendment  temporarily  be  with¬ 
drawn,  let  us  consult  with  the  staff,  have 
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the  amendment  rewritten  properly,  and 
then  submitted  again? 

Mr.  MCCARTHY.  I  think  the  general 
principle  has  been  cleared  up.  I  appre¬ 
ciate  the  fact  that  this  particular  limi¬ 
tation  is  one  that  could  easily  be  drafted. 
I  will  offer  it  as  an  amendment.  But  so 
far  as  offering  technical  amendments  is 
concerned,  I  think  the  proposal  to  put 
those  people  in  the  category  of  a  house¬ 
hold  is  a  simple  and  clear  one  and  that 
the  cause  of  equity  would  be  generally 
served,  even  with  the  modification  pro¬ 
posed  by  the  Senator  from  Rhode  Island, 
because  only  a  few  such  persons  would 
be  affected.  It  is  not  a  complicated 
amendment.  It  could  be  accepted  if  he 
offered  it  as  an  amendemnt  to  my 
amendment.  On  that  basis  it  could  go 
to  conference.  This  entire  bill  will  be  in 
conference.  There  is  no  reason  why  the 
conference  has  to  finish  its  work  in  a  day 
or  a  week.  It  will  probably  be  the  last 
basic  revision  in  the  tax  law  for  5  or  10 
years. 

The  PRESIDING  OFFICER  (Mr.  Ribi- 
coff  in  the  chair).  It  will  be  necessary 
for  the  Senator  to  send  his  proposed 
modification  to  the  desk;  otherwise,  the 
clerk  will  have  nothing  at  the  desk  to 
read.  The  amendment  would  be  out  of 
order  unless  the  precise  amendment  were 
at  the  desk. 

Mr.  PASTORE.  That  is  why  I  sug¬ 
gested  consultation  with  the  staff.  I  am 
not  prepared  to  write  such  an  amend¬ 
ment;  it  was  merely  my  suggestion. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  from  Minnesota  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  CLARK.  I  should  like  to  address 
a  question  to  the  Senator  from  Minne¬ 
sota.  I  have  read  in  the  Congressional 
Record  the  very  brief  debate  on  the  Sen¬ 
ator’s  amendment  last  night.  Unfortu¬ 
nately,  I  could  not  be  present.  I  find 
myself  completely  incapable  of  under¬ 
standing  the  present  administrative  reg¬ 
ulations  dealing  with  the  tax  status  of 
bachelors,  spinsters,  widows,  and  widow¬ 
ers.  I  wonder  whether  the  Senator  from 
Minnesota  shares  my  confusion,  or 
whether  he  can  give  us  in  some  under¬ 
standable  form  an  explanation  of  what 
the  Internal  Revenue  Service  is  doing 
with  respect  to  the  tax  status  of  those 
individuals  who  have  been  quite  in¬ 
equitably  treated  for  many  years. 

Mr .  MCCARTHY.  It  is  extremely  dif¬ 
ficult  to  do  that.  Evidently,  from  what 
was  said  by  members  of  the  staff,  the 
Internal  Revenue  Service  has  changed 
the  ruling  that  was  in  effect  last  year. 
It  keeps  moving  the  game  around.  It  is 
almost  impossible  to  understand  or  clar¬ 
ify  the  regulations  as  they  are  written 
in  some  of  the  instructions. 


Mr.  CLARK.  Would  it  not  be  wise 
procedure  to  adopt  an  amendment  which 
would  simplify  and  clarify  the  present 
jungle  of  unintelligible  administrative 
regulations  and  at  least  take  some  sub¬ 
stantial  step  forward  in  remedying  the 
inequities  which  now  exist  with  respect 
to  the  tax  treatment  of  single  indi¬ 
viduals? 

Mr.  MCCARTHY.  It  would  be  my 
opinion  that  if  the  Senate  adopted  this 
amendment  and  took  it  to  conference,  in 
a  very  short  time  a  great  deal  of  im¬ 
provement  and  simplification  could  be 
made  in  the  regulations  which  are  now 
applied  under  the  household  provisions 
of  the  income  tax  law. 

Mr.  CLARK.  Can  the  Senator  en¬ 
lighten  me  as  to  just  how  much  relief — 
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in  general  terms — his  amendment  would 
give  single  people?  I  understand  he 
does  not  intend  to  have  a  single  person 
have  the  same  tax  status  that  a  mar¬ 
ried  couple  would  have,  but  that  he  does 
intend  to  remove  to  some  extent  the 
heavy  taxes  now  imposed  on  single  per¬ 
sons.  Can  he  explain  how  far  his 
amendment  would  go? 

Mr.  MCCARTHY.  By  examining  the 
tables  as  to  the  various  income  levels,  the 
Senator  from  Pennsylvania  can  obtain 
some  indication  as  to  that.  For  exam¬ 
ple,  in  the  tables  it  is  shown  that  a  sin¬ 
gle  man  with  a  taxable  income  of  $6,000 
would  pay  a  tax  of  $1,130. 

Mr.  CLARK.  That  would  be  the  tax 
under  the  bill  as  it  now  stands.  What 
would  be  the  tax  of  that  person  under 
the  Senator’s  amendment? 

Mr.  MCCARTHY.  Under  the  amend¬ 
ment,  the  head  of  a  household  would 
pay  a  tax  of  $1,060 — or  $70  less. 

At  the  level  of  a  taxable  income  of 
$12,000,  under  the  bill  as  it  now  stands 
a  single  man  in  1965  would  pay  a  tax  of 
$2,830.  The  head  of  a  household  would 
pay  a  tax  of  $2,540 — or  a  saving  of  ap¬ 
proximately  $300. 

Mr.  CLARK.  Compared  to  those  fig¬ 
ures,  what  would  a  married  man  in  the 
same  income  bracket  pay?  He  would 
pay  a  great  deal  less,  would  he  not? 

Mr.  MCCARTHY.  He  could  use  the 
split-income  principle.  For  1965  a  mar¬ 
ried  man  in  the  $12,000  bracket  would 
pay  $2,260. 

Mr.  CLARK.  I  know  the  Senator  from 
Minnesota  does  not  intend  to  have  a 
single  person  receive  as  much  of  a  tax 
“break”  as  a  married  couple  would  re¬ 
ceive— certainly  not  as  much  as  would 
be  received  by  a  married  couple  with  de¬ 
pendents,  but  that,  on  the  other  hand, 
the  Senator  intends  to  have  a  single 
person  placed  in  a  somewhat  better  sit- 
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uation — one  roughly  comparable  to  that 
of  the  head  of  a  household  who  is  not 
married — and  thus  significantly  reduce 
his  tax  burden.  Is  that  correct? 

Mr.  MCCARTHY.  Yes.  In  addition, 
a  married  couple  is  able  to  take  many 
deductions  which  a  single  person  would 
not  be  able  to  take. 

Mr.  CLARK.  Is  it  not  the  opinion  of 
the  Senator  from  Minnesota  that  the  tax 
burden  placed  on  a  single  person,  as  com¬ 
pared  to  that  placed  on  others,  is  quite 
unfair  and  inequitable? 

Mr.  MCCARTHY.  I  believe  so — not 
only  in  view  of  the  amount  of  the  tax 
itself,  but  also  in  view  of  the  contribu¬ 
tions  of  many  sorts  to  the  social  welfare. 
For  example,  cohsider  the  payments 
made  under  the  social  security  program. 
Both  groups  pay  the  same,  but  both  do 
not  receive  the  same  benefits  from  the 
social  security  program.  However,  the 
contributions  to  the  social  security  pro¬ 
gram  by  single  persons  and  by  married 
persons  are  the  same,  although  the  mar¬ 
ried  persons  receive  much  greater  bene¬ 
fits — for  example,  the  benefits  for  their 
dependents — whereas  the  single  person 
receives  benefits  only  for  himself. 

Mr.  CLARK.  Yesterday,  there  was 
some  debate  in  regard  to  the  cost  esti¬ 
mates  received  from  the  Treasury. 

I  take  it  that  the  best  estimate  the 
Senator  from  Minnesota  has  been  able  to 
receive  from  the  Treasury,  in  regard  to 
the  cost  of  his  amendment,  is  around 
$300  million. 

Mr.  MCCARTHY.  That  is  correct. 

Mr.  CLARK.  Mr.  President,  I  shall  be 
happy  to  support  the  amendment  of  the 
Senator  from  Minnesota.  I  think  it  is 
fair  and  equitable. 

It  seems  to  me  that  the  Treasury  De¬ 
partment  might  have  been  more  cour¬ 
teous  to  the  Senator  from  Minnesota 
than  I  understand  it  was  when  he  pro¬ 
posed  this  change  to  the  Finance  Com¬ 
mittee — well  over  a  year  ago,  as  I  under¬ 
stand.  Is  that  correct? 

Mr.  MCCARTHY.  That  is  correct. 

Mr.  CLARK.  Has  the  Treasury  De¬ 
partment  stated  why  it  has  suggested  the 
amount  of  loss  of  revenue  which  it  has 
suggested  in  connection  with  the  amend¬ 
ment  of  the  Senator  from  Minnesota? 

Mr.  MCCARTHY.  It  has  filed  one 
statement  in  regard  to  the  loss  of  reve¬ 
nue,  and  it  has  also  submitted  figures  in 
connection  with  the  status  of  the  head 
of  a  household — figures  which,  as  the 
Senator  from  Pennsylvania  has  said,  are 
difficult  to  understand  and  would  make 
the  administration  extremely  difficult. 
The  Treasury  protested  and  objected  to 
this  amendment,  on  the  ground  that  it 
would  create  inequities — which  is  true; 
but  they  will  be  less  than  the  inequities 
are  now. 


Mr.  CLARK.  As  the  Senator  from 
Minnesota  knows,  I  attempted  to  square 
my  conscience  with  the  position  taken 
by  the  administration  on  this  bill  all  the 
way  through,  and  on  occasion  I  have 
supported  provisions  even  when  I  had 
considerable  doubt  as  to  their  validity. 
However,  I  find  it  impossible  to  go  along 
entirely  in  that  connection;  and  I  shall 
support  the  amendment  of  the  Senator 
from  Minnesota. 

Mr.  MCCARTHY.  I  thank  the  Senator 
from  Pennsylvania. 

Mr.  ANDERSON.  Mr.  President,  will 
the' Senator  from  Minnesota  yield? 

The  PRESIDING  OFFICER  (Mr. 
Inotjye  in  the  chair) .  Does  the  Senator 
from  Minnesota  yield  to  the  Senator 
from  New  Mexico? 

Mr.  McCarthy.  I  yield. 

Mr.  ANDERSON.  I  realize  that  the 
Senator  from  Pennsylvania  said  the 
Treasury  Department  was  not  very 
courteous  to  the  Senator  from  Minne¬ 
sota,  in  connection  with  the  efforts  to 
obtain  data  in  regard  to  the  effect  of  the 
amendment  on  the  internal  revenue  laws. 

However,  I  point  out  that  more  than 
the  internal  revenue  laws  are  involved 
in  the  case  of  this  amendment,  for  it 
would  place  a  very  high  premium  on  di¬ 
vorce.  If  a  married  couple  were  not  get¬ 
ting  along  very  well,  and  if  in  their  minds 
there  was  a  question  as  to  whether  to 
obtain  a  divorce,  under  this  amendment 
all  they  would  have  to  do  would  be  to 
get  a  divorce,  and  then  they  would  be 
able  to  get  the  tax  “break”  the  Senator 
from  Minnesota  is  discussing.  In  short, 
many  other  things  enter  into  this  situa¬ 
tion,  in  addition  to  the  internal  revenue 
laws;  and  I  do  not  think  the  amendment 
is  quite  as  simple  as  one  would  judge  if 
he  considered  only  the  casual  words  of 
the  Senator  from  Rhode  Island,  and  thus 
favored  the  hurried  adoption  of  such 
an  amendment  on  the  floor  of  the  Senate. 

These  provisions  are  very  complicated, 
and  amendments  to  them  should  be 
studied  very  carefully. 

So  I  hope  Senators  will  give  thought¬ 
ful  consideration  to  all  the  other  prob¬ 
lems  involved  in  the  situation  the  Sen¬ 
ator  from  Minnesota  is  discussing  in 
connection  with  his  amendment. 

Mr.  MCCARTHY.  However,  even  if 
the  decision  as  to  whether  to  obtain  or 
not  to  obtain  a  divorce  depended  partly 
on  the  question  of  whether  those  in¬ 
volved  would  be  able  to  increase  their 
income  after  taxes  by  $100  or  $200,  as 
a  result  of  such  a  tax  change,  I  think 
they  probably  would  get  a  divorce  any¬ 
way.  They  might  hesitate  a  little  bit  be¬ 
fore  doing  so;  but  I  do  not  think  the  tax 
advantages  which  would  accrue  to  the 
head  of  a  household  as  a  result  this 
amendment  would  be  a  great  incentive 
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to  divorce.  In  fact,  the  amendment 
might  result  in  discouraging  hasty  mar¬ 
riages,  and  in  that  way  the  divorce  rate 
would  level  off  over  the  long  run. 

Mr.  ANDERSON.  But  very  often  the 
amount  of  the  budget  is  the  controlling 
factor  in  connection  with  the  decision  to 
get  married. 

Mr.  MCCARTHY.  It  would  be  more 
advantageous  financially  for  them  to  get 
married,  so  as  to  have  the  benefits  of 
the  split-income  provisions  for  tax  pur¬ 
poses. 

Mr.  ANDERSON.  Oh,  no;  oh,  no. 

Mr.  MCCARTHY.  On  the  other  hand, 
it  would  be  more  advantageous  for  them 
to  stay  married,  so  as  to  be  able  to  have 
the  advantage,  under  ordinary  circum¬ 
stances,  of  being  able  to  file  a  joint  re¬ 
turn. 

Mr.  ANDERSON.  I  wish  the  Senator 
from  Minnesota  would  check  with  the 
Treasury  Department  on  that  situation. 
If  he  does,  he  will  find  it  is  not  more  ad¬ 
vantageous.  It  would  be  more  advan¬ 
tageous  for  one  who  was  contemplating 
marriage  to  stay  single  and  be  able  to 
take  these  two  deductions  as  the  head  of 
a  household. 

Mrs.  NEUBERGER.  Mr.  President, 
will  the  Senator  from  Minnesota  yield? 

The  PRESIDING  OFFICER  (Mr.  Rib- 
icoff  in  the  chair).  Does  the  Senator 
from  Minnesota  yield  to  the  Senator 
from  Oregon? 

Mr.  MCCARTHY.  I  yield. 

Mrs.  NEUBERGER.  The  Senator  has 
pointed  out  one  of  the  things  to  which  I 
wish  to  call  attention — namely,  that,  his¬ 
torically,  the  single  man  has  had  the 
raw  end  of  this  tax  “deal.” 

Two  years  ago,  the  late  President  Ken¬ 
nedy  called  together  the  President’s 
Commission  on  the  Status  of  Women. 
I  would  say  that  two  things  impelled  the 
appointment  of  that  Commission,  on 
which  I  was  proud  to  serve  as  a  mem¬ 
ber:  One  is  the  complaint  of  many 
working  women  that  they  are  not  al¬ 
lowed  to  deduct  their  child-care  costs 
when  they  calculate  the  taxes  they  must 
pay.  The  other  is  the  plight  of  the  single 
woman. 

And  all  of  us  who  worked  diligently 
for  2  years  on  the  President’s  Commis¬ 
sion  noted  the  amount  of  mail  we  re¬ 
ceived  from  single  women — many  of 
whom  work  in  the  offices  of  Senators, 
and  many  work  elsewhere  in  the  Capital 
City. 
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So  the  Senator  from  Kansas  has  hit 
on  a  very  important  part  of  this  whole 
debate. 

Furthermore,  I  also  take  issue  with 
the  closing  comment  of  the  Senator  from 
Louisiana  [Mr.  Long],  in  his  historic 


comments  of  a  little  while  ago,  when  he 
said  many  women  cannot  get  a  man  to 
marry  them. 

When  women  stay  single,  it  is  always 
implied  that  they  cannot  get  a  man ;  but 
I  never  have  heard  it  said  that  when  a 
man  chooses  to  remain  single,  he  can¬ 
not  get  a  woman. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  said  it. 

Mrs.  NEUBERGER.  I  think  it  quite 
important  to  note  that  in  the  govern¬ 
ment,  for  example,  there  are  many  single 
women  who  prefer  to  remain  single. 
There  are  many  advantages  in  not  being 
married. 

Next  month  we  are  going  to  award 
citations  to  a  number  of  women  who, 
while  in  the  Government  service,  have 
devoted  their  lives  to  working  in  as¬ 
tronomy,  science,  and  many  other  fields; 
and  they  chose  not  to  have  a  man  in  the 
house — a  man  to  get  in  the  way. 

So  I  think  it  adds  insult  to  injury  if 
these  women,  who  choose  to  be  single, 
do  not  get  the  same  consideration  that 
men  do.  A  matter  of  equality  is  in¬ 
volved. 

Mr.  LONG  of  Louisiana.  I  am  quite 
aware  of  the  fact  that  there  are  many 
men  who  cannot  get  women  to  marry 
them.  I  made  that  statement.  At  the 
same  time,  I  mentioned  the  problem  of 
a  women  who  would  like  to  be  married 
and  yet  does  not  have  a  proposal  from 
a  good  man.  I  realize  that  it  works  both 
ways.  I  also  realize  that  some  people 
prefer  not  to  be  married.  There  are 
many  bachelors  who  take  great  pride 
in  bachelorhood,  as  the  distinguished 
Senator  from  Oregon  so  well  knows.  I 
am  sure  that  the  Senator  is  correct  in 
her  statement  that  many  women  would 
rather  be  single  than  be  married.  That 
is  why  they  are  single.  I  quite  agree. 

I  would  like  to  make  it  clear  that  the 
amendment  raises  all  kinds  of  problems 
for  which  we  on  the  committee  have  not 
yet  found  answers,  for  which  our  staff 
has  not  found  answers,  and  for  which 
the  Treasury  has  not  found  answers. 

For  example,  under  the  amendment,  if 
two  married  people  agree  to  disagree, 
under  the  amendment  they  might  re¬ 
ceive  better  tax  treatment  than  they 
would  have  if  they  had  remained  in 
matrimony.  I  believe  that  would  be  an 
unintended  benefit,  but  it  nevertheless 
would  be  true. 

All  sorts  of  unintended  consequences 
would  flow  from  the  proposal.  Also  the 
problem  would  be  raised  as  to  whether 
better  tax  treatment  would  be  given  to  a 
person  who  actually  is  maintaining  a 
household  for  his  father,  his  mother,  and 
a  child,  or  whether  the  same  tax  treat¬ 
ment  would  be  accorded  a  person  who 
has  no  such  responsibility. 


3240 


Mrs.  NEUBERGER.  May  I  interrupt 
the  Senator  to  say  that  there  seems  to 
be  a  contradiction.  The  Senator  from 
Louisiana  has  said  that  they  would  re¬ 
ceive  better  tax  treatment  if  they  should 
separate.  I  thought  the  Senator  from 
Minnesota  pointed  out  that  it  would  be 
advantageous  to  split  income  and  re¬ 
main  married. 

Mr.  LONG  of  Louisiana.  Yes;  but  a 
married  couple  in  the  lowest  tax  bracket, 
with  the  advantage  of  income  spitting, 
might  divide  $2,000  for  one  and  $2,000 
for  the  other,  or  a  total  of  $4,000  for  the 
lowest  tax  bracket. 

Under  the  proposed  amendment,  if 
those  two  people  agreed  to  disagree  and 
merely  had  a  friendly  divorce,  they 
would  then  have  the  advantage  of  a 
$3,000  income  for  one  in  the  lowest  brac¬ 
ket  and  $3,000  income  for  the  other  in 
the  lowest  bracket,  or  a  total  of  $6,000 
income  for  the  two  of  them  in  the  lowest 
bracket,  because  they  were  no  longer 
married. 

A  number  of  questions  are  raised  as  to 
why  it  should  be  so.  Furthermore,  the 
adoption  of  the  amendment  would  cre¬ 
ate  an  additional  problem.  The  head- 
of -household  provision  would  be  de¬ 
signed,  in  the  event  of  divorce,  to  give 
'  favorable  tax  treatment  to  the  spouse 
v/ho  provided  a  home  for  the  child.  On 
the  other  hand,  the  amendment  would 
require  the  same  tax  treatment  for  the 
spouse  who  did  not  maintain  a  home  for 
the  child.  That  would  seem  to  be  an 
inequity. 

Furthermore,  a  number  of  Senators 
who  voted  against  the  motion  to  table 
last  night  did  so  under  the  impression 
that  the  amendment  was  for  the  benefit 
of  women.  The  benefits  of  the  amend¬ 
ment  would  include  men  as  well  as  wom¬ 
en.  Frankly,  some  Senators  voted  for 
the  proposal  on  the  theory  that  chivalry 
is  not  yet  dead,  but  they  are  now  find¬ 
ing  they  were  actually  voting  a  tax  bene¬ 
fit  for  themselves  that  they  had  not 
intended. 

That  is  another  question  that  should 
be  studied  with  regard  to  this  very  diffi¬ 
cult  and  complicated  problem.  Some  of 
the  items  I  have  mentioned  sound  ludi¬ 
crous,  I  know,  but  nevertheless  they  are 
problems  which  would  be  raised  by  the 
amendment.  Those  are  the  reasons  why 
the  proposal  deserves  study.  It  deserves 
the  best  thought  the  Treasury  can  give 
us. 

After  all,  there  are  many  more  people 
on  the  staff  of  the  Treasury  Department 
who  study  these  things  than  there  are 
on  our  committee  staff.  The  subject  also 
deserves  the  best  study  of  our  joint  com¬ 
mittee  staff,  and  the  committee  staffs 
of  the  House  Committee  on  Ways  and 


Means  and  the  Senate  Finance  Commit¬ 
tee.  I  would  be  willing  to  concede  that 
a  problem  is  involved.  The  Senate,  by 
voting  not  to  table  the  amendment  last 
night,  has  indicated  that  there  is  a  prob¬ 
lem.  I  believe  that  the  sponsors  of  the 
amendment  realize  that  there  are  a 
number  of  questions  they  are  not  in  a 
position  to  answer  as  the  amendment 
now  stands, 

Mrs.  NEUBERGER.  Mr.  President, 
will  the  Senator  yield? 

Mr.  McCarthy.  I  yield. 

Mrs.  NEUBERGER.  For  the  2  years 
I  worked  on  the  Commission  on  the  Sta¬ 
tus  of  Women,  my  own  committee, 
which  had  to  do  with  taxation  and  insur¬ 
ance  affecting  women,  had  representa¬ 
tives  of  the  Treasury  sit  in  at  every 
meeting.  Those  representatives  did  not 
wish  to  change  a  single  provision  related 
to  that  subject.  They  never  looked  into 
the  right  or  wrong  or  the  inequity  of 
any  proposal.  If  the  proposal  would  cost 
the  Treasury  5  cents,  they  were  opposed 
to  it. 

When  our  committee  finally  insisted 
that  there  was  an  inequity  and  we 
wanted  to  recommend  a  change  in  the 
child-care  deduction  and  the  single 
woman  provision,  they  reluctantly  went 
along. 

But  merely  because  the  Treasury  was 
opposed  I  do  not  accept  as  an  argument. 
It  is  wrong.  It  seems  to  me  that  we  must 
consider  that  a  single  woman  is  a  person 
in  her  own  right,  as  is  the  single  man 
also. 

As  the  Senator  from  Kansas  pointed 
out  much  better  than  I  have  been  able 
to  do,  it  is  an  insult.  That  is  a  point 
which  has  never  been  considered.  I  be¬ 
lieve  Senators  would  find  that  it  is  a  situ¬ 
ation  which  faces  single  women  all  over 
America.  They  feel  that  they  are  getting 
the  “short  end.” 

Perhaps  with  the  adjustment  suggested 
by  the  Senator  from  Rhode  Island  the 
amendment  could  be  modified.  But  it 
is  not  merely  a  laughing  matter.  It  is 
not  something  for  the  Congress  to  mor¬ 
alize  about  whether  people  “took  up,” 
“divorced,”  “took  down,”  or  anything 
else.  When  we  on  the  Commission  ac¬ 
cepted  the  premise  that  we  would  take 
women  where  we  found  them,  it  was  not 
for  us  to  decide  whether  they  ought  to 
work  or  ought  not  to  work  and  stay  home 
with  the  children.  I  think  that  is  the  ap¬ 
proach  that  we  have  made. 

The  story  is  that  many  women  work 
and  many  are  responsible  for  child  care. 
They  are  the  heads  of  households,  and 
I  suggest  that  we  give  them  a  break. 

Mr.  LONG  of  Louisiana.  The  Senator 
well  knows  that  the  committee  agreed 
to  the  amendment  proposed  by  the  dis¬ 
tinguished  Senator  from  Oregon  with 
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regard  to  working  women.  As  the  Sena¬ 
tor  well  knows  also,  her  amendment  ex¬ 
panded  upon  the  House  provision  that 
the  problem  of  a  working  woman  is 
treated  the  same,  whether  she  is  a  wife 
who  finds  it  necessary  to  work  or  whether 
she  is  a  widow  who  finds  it  necessary  to 
work.  In  that  respect,  I  believe  the  com¬ 
mittee  made  a  very  substantial  improve¬ 
ment  in  the  bill  toward  forward-looking 
and  constructive  legislation  to  meet  a 
problem  that  has  troubled  many  people 
for  a  long  period  of  time. 

So  far  as  I  am  concerned,  I  should  like 
to  help  meet  that  problem,  but  I  would 
not  like  to  extend  the  benefit  to  the  solu¬ 
tion  of  other  problems.  For  example, 
my  reaction  is  that  the  problem  is  sub¬ 
stantially  different  with  regard  to  a 
working  woman  than  it  is  with  regard 
to  a  single  man.  It  might  not  be,  but 
that  is  the  impression  which  I  gain  from 
it.  I  hope  that  we  can  find  a  way  to 
afford  some  sort  of  equitable  relief,  but 
I  feel  that  to  impose  the  amendment  on 
the  committee  to  take  to  conference 
would  leave  us  in  a  position  in  which 
we  would  not  be  able  to  find  the  answer 
in  the  brief  period  in  which  we  would 
be  in  conference  on  the  amendment- 

However,  I  would  be  happy  to  study 
the  subject  and  contribute  the  best  ef¬ 
forts  I  can  to  try  to  find  something 
that  we  can  do  about  the  problem.  But 
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the  conf  erence  is  not  the  place  to  make 
that  study.  The  place  to  do  it  is  in  the 
committees.  There  should  be  hearings 
to  develop  what  we  can  do  about  the 
situation.  The  Senator  from  Louisiana 
hopes  very  much  that  the  Senator  from 
Minnesota  will  help  us  to  solve  the  prob¬ 
lem  in  the  committee.  He  is  a  member 
of  the  committee.  He  serves  with  great 
distinction  on  the  committee.  I  hope 
very  much  that  the  Senator  will  not  in¬ 
sist  upon  his  amendment  at  the  present 
time  in  order  that  we  may  be  able  to 
have  a  further  look  at  it.  I  am  of  the 
opinion  that  there  is  a  problem  involved. 

Mr.  MCCARTHY.  I  appreciate  the 
comment  of  the  Senator  from  Louisiana. 
I  do  not  know  whether  we  have  im¬ 
pressed  the  Treasury  Department  with 
the  fact  that  there  is  a  problem  involved, 
since  they  gave  very  little  attention  to 
it  over  the  year  during  which  they  were 
considering  revision  of  the  Income  Tax 
Code.  It  seems  to  me  that  when  we  are 
dealing  with  a  proposed  $11.5  billion 
reduction  in  taxes,  that  is  the  time  in 
which  we  should  give  some  thought  to 
basic  changes  which  are  taking  place 
in  the  social  structure  of  the  country. 
Only  about  every  10  years  do  we  have 
an  opportunity  such  as  we  now  have. 
To  pass  it  up  would  seem  to  be  a  grave 


mistake.  I  believe  that  the  Senate 
should  be  more  concerned  than  the 
House,  since  we  are  supposed  to  think 
in  terms  of  at  least  6  years.  I  do  not 
know  whether  we  do.  But  we  are  sup¬ 
posed  to  take  the  long  view. 

We  are  taking  a  long  look  back,  and 
it  shows  that  we  have  not  been  responsive 
to  the  particular  needs  of  women  in  so¬ 
ciety,  although  I  do  not  propose  to  make 
a  distinction  between  the  sexes  in  the 
tax  bill.  We  ought  to  take  a  look  ahead, 
as  the  junior  Senator  from  Oregon  [Mrs. 
Neuberger]  has  described  today,  and 
take  into  account  what  she  sees  and  has 
seen.  The  record  we  make  on  the  floor,  if 
the  amendment  does  not  pass,  ought  to 
be  a  warning  to  those  concerned.  If 
it  is  approved,  I  hope  the  conferees  who 
study  it  will  treat  this  problem  properly 
in  conference. 

Mr.  GRUENING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MCCARTHY.  I  yield. 

Mr.  GRUENING.  I  want  to  commend 
the  Senator  from  Minnesota.  I  hope  he 
will  not  withdraw  his  amendment.  I 
hope  he  will  press  for  it,  whatever  may 
be  the  vote.  I  highly  commend  the 
junior  Senator  from  Oregon  [Mrs.  Neu¬ 
berger]  for  her  remarks.  She  is  perhaps 
as  well  qualified  as,  if  not  better  qualified 
than,  any  other  Member  of  this  body  to 
speak  on  this  subject.  A  question  of  jus¬ 
tice  and  the  principle  of  equal  treatment 
are  involved. 

It  is  a  highly  desirable  amendment.  I 
hope  it  will  be  adopted.  I  commend  the 
Senator  from  Minnesota. 

Mr.  MCCARTHY.  Mr.  President,  I  ask 
that  the  clerk  read  the  modification  of 
my  amendment. 

The  PRESIDING  OFFICER.  The 
clerk  will  read  the  modification. 

The  legislative  clerk  read  as  follows: 

At  the  end  of  the  subsection  add  the  fol¬ 
lowing  : 

“This  section  shall  not  apply  where  there 
is  more  than  one  head  of  household  in  each 
household  or  where  split  income  is  claimed 
by  a  member  of  the  same  household.” 

Mr.  MCCARTHY.  Mr.  President,  the 
effect  of  this  provision  would  be  that  the 
advantage  of  head  of  household  could 
be  taken  only  once  in  any  one  house¬ 
hold.  In  a  household  where  joint  re¬ 
turns  were  filed,  the  advantage  could 
not  be  taken. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MCCARTHY.  I  yield  to  the  Sen¬ 
ator  from  West  Virginia. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Minnesota  desire  that 
his  amendment  be  modified? 

Mr.  MCCARTHY.  Yes;  this  is  the 
modification  I  would  like  to  have  ac¬ 
cepted. 
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I  yield  to  the  Senator  from  West 
Virginia. 

Mr.  RANDOLPH.  Mr.  President,  I 
support  the  amendment  as  modified.  I 
have  discussed  the  proposal  with  the 
scholarly  Senator  from  Minnesota  [Mr. 
McCarthy]  on  several  occasions.  On 
prior  periods  the  general  objective  has 
had  my  endorsement.  It  was  so  in  1962 
and  1963  when  he  advanced  the  plan. 

The  debate  today  has  clarified  the 
issue.  I  commend  my  colleague  for  pur¬ 
suing  this  matter  to  a  possible  favor¬ 
able  solution.  Whether  he  will  be  sus¬ 
tained  by  an  affirmative  vote  of  the 
Senate  on  a  rollcall,  I  cannot  say;  but, 
if  there  is  not  to  be  an  opportunity  to 
be  recorded,  I  state  for  the  Record  that 
I  believe  there  is  equity  involved  in  the 
amendment.  I  believe  a  bona  fide  case 
has  been  made  for  its  approval. 

Mr.  MCCARTHY.  Mr.  President,  I 
have  no  further  remarks.  I  ask  for  the 
yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  send  to  the  desk  an  amendment 
to  the  amendment.  It  includes  both 
sheets  that  I  am  sending  forth. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Louisiana  to  the  amendment  of  the  Sen¬ 
ator  from  Minnesota,  as  modified,  will 
be  stated. 

The  legislative  clerk  read  the  amend¬ 
ment  of  Mr.  Long  of  Louisiana  as  fol¬ 
lows: 

At  end  of  title  II  add  the  following  new 
section : 

“Sec.  .  Heads  of  Households. 

“(a)  Section  1(b)  (relating  to  definition  of 
head  of  household)  is  amended — 

“(1)  by  striking  out  the  word  ‘either’  in 
the  first  sentence  of  paragraph  (2)  and  sub- 
paragraph  (A)  and  subparagraph  (B)  of 
paragraph  (2)  of  subsection  (b)  and  insert¬ 
ing  in  lieu  thereof:  ‘maintains  a  household 
which  constitutes  for  such  taxable  year  the 
principal  place  of  abode  of  any  person  who 
is  a  dependent  of  the  taxpayer  if  the  tax¬ 
payer  is  entitled  to  a  deduction  for  the  tax¬ 
able  year  for  such  person  under  section  151.’ 

“(b)  The  amendments  made  by  subsection 
(a)  shall  apply  to  taxable  years  beginning 
after  December  31,  1963.” 

Mr.  MILLER.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  MILLER.  Was  the  McCarthy 
amendment  modified,  and  was  the 
modification  accepted  by  the  Senator 
from  Minnesota? 

The  PRESIDING  OFFICER.  The 
modification  was  accepted. 

Mr.  MILLER.  So  the  question  is  on 
the  McCarthy  amendment  as  modified, 
to  which  the  Senator  from  Louisiana  has 
offered  an  amendment.  Is  that  correct? 


The  PRESIDING  OFFICER.  The 
question  now  is  on  the  Long  amendment 
to  the  McCarthy  amendment  as  modified. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  Senator  from  Louisiana  has 
asked  the  staff  to  try  to  find  something 
that  the  staff  could  suggest  to  meet  this 
problem  so  that  we  could  take  it  to  con¬ 
ference. 

The  amendment  to  the  amendment 
would  provide  that  a  person  could  claim 
head-of -household  treatment  if  such 
person  were  maintaining  a  household  for 
any  dependent. 

The  way  the  law  stands  now,  if  the  per¬ 
son  is  maintaining  a  mother  or  a  father 
in  a  nursing  home,  for  example — and 
that  was  the  illustration  given — that 
person  could  claim  the  head-of -house¬ 
hold  treatment.  But  it  might  well  be 
that  that  person  was  the  only  relative 
being  looked  after. 

A  working  man  or  woman  can  claim 
credit  for  a  dependent  if  he  contributes 
50  percent  or  more  to  the  support  of  the 
dependent,  whether  it  be  an  uncle,  aunt, 
grandchild,  or  nephew.  This  provision 
would  still  maintain  the  concept  that  a 
taxpayer,  in  order  to  qualify  for  the 
head-of -household  treatment,  must  sat¬ 
isfy  some  of  the  same  conditions  that  the 
head-of -household  provisions  were  in¬ 
tended  to  apply  to.  The  provision  would 
protect  us  against  the  kind  of  situation 
that  Congress  did  not  intend  to  be 
covered,  namely,  that  if  two  people  were 
divorced,  by  their  own  decision,  they 
would  have  much  better  tax  treatment 
than  if  they  had  remained  married. 

This  proposal  would  give  better  treat¬ 
ment  to  the  person  who  is  helping  to 
maintain  a  dependent  who  has  these  kind 
of  problems,  than  it  would  give  to  some¬ 
one  who  has  only  himself  to  support. 

While  there  is  sympathy  for  those  who 
have  a  relative  or  some  loved  one  to 
care  for,  the  case  for  bachelors,  for  ex¬ 
ample,  is  extremely  weak.  Bachelors  do 
not  expect  and  are  not  asking  for  it.  If 
there  is  any  case  for  it,  is  is  a  very  weak 
case. 

If  the  Senator  wants  to  have  us  study 
the  problem,  it  would  seem  to  me  that 
those  of  us  on  the  committee  would  be 
happy  to  go  into  it,  and  recommend 
something  to  the  House  conferees. 

I  hope  the  Senator  will  accept  the 
amendment,  to  show  that  we  are  in¬ 
terested  in  this  problem,  that  we  want 
to  help  with  it,  and  that  we  would  like 
to  make  some  progress  in  this  direction. 

Mr.  MCCARTHY.  Mr.  President,  my 
feeling  is  that  the  objective  which  the 
Senator  seeks  is  one  which  the  Treasury 
could  reach  by  directive,  if  it  wished  to 
do  so.  I  think  there  is  existing  law  to 
cover  the  people  described  by  the  Sen- 
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ator  from  Louisiana.  The  Treasury  does 
not  think  in  social  terms,  but  in  purely 
economic  terms.  Take  the  instance  of 
the  nursing  home  I  understand  that  I 
was  in  error  earlier  with  regard  to  the 
statement  that  nursing  home  support  of 
a  parent  did  not  qualify  for  head-of- 
household  treatment.  That  is  the  way 
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the  situation  was  until  someone  went  to 
court  and  forced  the  Treasury  to  accept 
those  who  supported  someone  in  a  nurs¬ 
ing  home  as  qualified  for  head-of-house- 
hold  treatment. 

This  question  is  really  peripheral.  I 
am  trying  to  get  at  the  basic  reality  of 
the  American  social  structure  today,  in 
which  I  think  there  is  great  inequity  and 
injustice  operating  against  single  people. 
I  regret,  therefore,  that  I  cannot  accept 
the  amendment. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  from  Minnesota  yield,  be¬ 
fore  he  makes  up  his  mind? 

Mr.  MCCARTHY.  I  yield. 

Mr.  PASTORE.  I  hope  that  the  Sen¬ 
ator  from  Minnesota  will  not  be  too  hasty 
in  his  decision.  He  may  not  advocate 
retreat  or  compromise,  but  I  beg  him  to 
be  practical  and  realistic. 

Some  meritorious  amendments  have 
been  lost  on  the  floor  of  the  Senate  in  the 
past  few  days  by  a  handful  of  votes.  I 
believe  the  Senator  from  Minnesota  has 
made  a  very  good  case.  What  is  lacking 
is  that  it  has  never  been  brought  to  the 
attention  of  the  other  body.  If  we  could 
only  establish  that  contact,  even  though 
it  is  watered  down  considerably — and  I 
grant  him  that  I  stand  for  his  amend¬ 
ment  as  he  has  proposed  it,  and  I  shall 
vote  for  it — but  looking  at  what  might 
happen,  I  ask  him  to  look  at  the  two 
choices  presented  today — whether  he  will 
face  the  fact  that  a  better  amendment 
might  be  defeated  on  the  floor  and  he 
would  lose  all  contact,  or  whether  a  more 
watered-down  amendment  which  has  al¬ 
ready  received  the  sympathy  of  the  Sen¬ 
ator  in  charge  of  the  bill  will  be  brought 
to  the  House  for  further  discussion. 

In  conference,  because  this  is  a  matter 
that  did  not  appear  in  the  House  bill,  the 
conferees  would  have  the  right  to  modify 
it  in  conference  to  carry  out  precisely 
what  the  Senator  from  Minnesota  is 
striving  for. 

What  I  am  advocating,  before  the  Sen¬ 
ator  makes  up  his  mind,  is  that  he  give 
serious  thought  to  trying  to  establish 
this  contact,  which  I  believe  must  be 
made  at  this  juncture. 

Mr.  MCCARTHY.  I  appreciate  the 
helpful  suggestion  of  the  Senator  from 
Rhode  Island. 

Mr.  PASTORE.  In  other  words,  let  us 
think  about  it  first  rather  than  try  to 


gamble  all,  thus  running  the  risk  of  los¬ 
ing  all. 

Mr.  McCarthy.  I  believe  that  the 
Treasury  Department  could  reach  this 
very  objective  without  any  change  in  the 
law  which  has  been  described  by  the 
Senator  from  Louisiana,  if  it  wishes  to 
do  so  under  existing  law;  in  effect,  I 
would  receive  nothing  in  return  for  re¬ 
ceding,  since  I  believe  the  Treasury  can 
now  do  what  the  Senator  from  Louisiana 
proposes  to  do  by  amendment. 

Mr.  PASTORE.  But  has  not  done? 

Mr.  MCCARTHY.  But  has  not  done. 
Now  that  the  court  has  ruled  on  nursing 
care  and  has  established  the  basis  for 
the  claim  of  head  of  a  household,  it 
seems  to  me  that  additional  court  action 
could  extend  head-of-a-household  privi¬ 
leges  to  cover  almost  anyone  supporting 
a  child  or  parent  almost  anywhere. 

I  would  prefer  to  have  the  committee 
go  to  conference  with  what  I  am  propos¬ 
ing.  Then  if  they  feel  they  must  retreat, 
I  would  hope  they  would  not  go  back  as 
far  as  the  suggestion  made  by  the  Sena¬ 
tor  from  Louisiana. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  ANDERSON.  The  Senator  has 
said  that  this  provision  might  be 
amended  by  administrative  action? 

Mr.  MCCARTHY.  Yes,  but  not  what 
I  am  proposing. 

Mr.  ANDERSON.  No,  no - 

Mr.  MCCARTHY.  The  Senator  from 
Louisiana  is  proposing  an  amendment. 

Mr.  ANDERSON.  If  something  of 
that  nature  were  adopted,  that  would  be 
an  easy  step  in  the  right  direction.  As 
the  Senator  from  Rhode  Island  has 
pointed  out,  this  might  be  a  step  that 
would  be  somewhat  longer. 

Mr.  MCCARTHY.  It  would  be  an  im¬ 
provement  over  what  we  have,  but  it 
would  be  a  minor  improvement  com¬ 
pared  to  what  I  am  proposing.  I  believe 
the  case  I  am  making  is  much  more  im¬ 
portant  in  the  area  in  which  the  Senate 
should  act. 

Therefore,  very  reluctantly,  I  must 
decline  the  kind  offer  of  the  Senator 
from  Louisiana. 

Mr.  ROBERTSON.  Mr.  President, 
will  the  Senator  from  Louisiana  yield 
to  me? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  ROBERTSON.  I  was  interested 
in  listening  to  the  comments  of  the  dis¬ 
tinguished  Senator  from  Louisiana  as  to 
married  couples,  who,  if  they  should  be 
divorced,  would  be  better  off  financially 
than  while  married  if  we  gave  them  this 
special  tax  treatment. 

Do  I  correctly  understand  that  with 
the  alarming  divorce  rate ;  now  exceeding 
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more  than  one  out  of  every  four  mar¬ 
riages,  that  this  proposal  would  be  cal¬ 
culated  to  increase  the  divorce  rate? 

Mr.  LONG  of  Louisiana.  It  is  impos¬ 
sible  to  predict  what  effect  it  might  have. 
Under  present  law,  a  married  couple  is 
entitled  to  have  a  total  of  $4,000  taxed  at 
the  20-percent  rate.  But  under  this 
amendment  there  is  no  doubt  that  if 
they  agreed  to  disagree,  and  obtained 
a  legal  divorce,  each  would  be  entitled 
to  $3,000  of  taxable  income  in  the  20-per¬ 
cent  bracket,  for  a  total  of  $6,000  taxable 
at  a  20 -percent  rate. 

In  view  of  the  graduated  income 
brackets,  they  would  be  entitled  to  a 
proportionate  additional  tax  benefit  by 
being  separated  instead  of  being  married. 
That  would  be  one  of  the  consequences  of 
this  proposal. 

I  know  the  distinguished  Senator  from 
Minnesota  does  not  propose  to  encourage 
divorce  with  his  amendment,  but  the 
effect  of  it  would  be  that  under  this 
amendment  as  it  stands,  if  a  married 
couple  in  a  high-income  tax  bracket  de¬ 
cided  that  they  were  not  getting  along 
very  well,  they  would  obtain  a  substantial 
tax  advantage  if  they  were  divorced. 

Mr.  ROBERTSON.  Perhaps  I  do  not 
correctly  understand  the  requirements 
which  the  Senator  has  cited  for  the  relief 
of  genuine  hardship  cases,  in  which  an 
unmarried  girl  over  35  is  really  con¬ 
tributing  and  should  have  some  tax  con¬ 
cession.  What  is  the  plan  to  broaden 
that  definition  of  head  of  a  household? 

Mr.  LONG  of  Louisiana.  My  proposed 
amendment,  if  the  Senator  from  Minne¬ 
sota  wishes,  can  consider  it  as  an  amend¬ 
ment  in  the  nature  of  a  substitute,  would 
broaden  the  head-of-a-household  pro¬ 
vision  of  present  law  so  that  a  person 
who  has  any  dependents  whom  he  is 
supporting — it  need  not  be  his  father  in 
his  home;  it  could  be  an  aunt  or  an 
orphan — but  if  he  has  any  dependents 
that  he  is  supporting,  or  to  whose  sup¬ 
port  he  is  contributing  more  than  50  per¬ 
cent,  he  could  claim  the  advantage  of 
head-of-a-household  treatment.  But  this 
proposal  seeks  to  maintain  the  principle 
that  to  have  head-of-a-household  treat¬ 
ment,  he  would  have  to  be,  at  least  in 
some  respect,  the  head  of  a  household, 
maintaining  a  home  for  someone  else. 

That  is  as  broad  as  we  can  make  the 
principle.  It  is  much  broader  than  the 
Treasury  can  make  it  by  regulation. 

When  the  Senator  from  Minnesota  in¬ 
ferred  that  this  was  what  the  Treasury 
was  about  to  suggest,  he  was  in  error. 
This  was  done  by  our  own  staff. 

Mr.  ROBERTSON.  I  wish  to  com¬ 
mend  the  Senator.  I  believe  his  sugges¬ 
tion  is  logical  and  fair.  I  agree  with 
the  Senator  from  Rhode  Island  that 


the  distinguished  chairman  of  the  com¬ 
mittee  might  be  well  advised  to  accept  it 
because,  frankly,  as  far  as  I  am  willing 
to  go,  whether  it  is  $300  million  or  $350 
million,  I  believe  when  Senators  take  a 
quick  look  at  the  bill  and  what  it  will 
do,  and  the  possible  inflationary  effect, 
I  do  not  know  what  the  spending  will  be, 
but  they  will  not  wish  to  go  beyond  it. 

Let  us  remember  that  President  Ken¬ 
nedy  requested  $3  billion  of  new  revenue; 
and  President  Kennedy  asked  that  the 
full  effect  be  postponed  until  next  year 

We  will  make  $800  million  of  new 
spending  available  immediately.  There¬ 
fore,  we  cannot  afford  to  put  another 
$300  or  $350  million  spending  back  into 
the  bill.  However,  I  believe  the  Senator 
is  off  to  a  very  fair  compromise. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  let  me  point  out  one  obvious  ad¬ 
vantage  of  the  substitute  that  I  am  offer¬ 
ing  over  the  amendment  offered  by  the 
Senator  from  Minnesota.  The  proposal 
of  the  Senator  from  Minnesota  provides 
that  a  single  person,  whether  a  single 
man  or  woman,  or  a  divorced  man  or 
woman,  if  he  or  she  is  35  years  of  age, 
would  be  treated  as  though  he  were 
maintaining  a  home  for  a  dependent 
mother  or  for  a  dependent  father,  and 
were  thus  burdened  with  the  expense  of 
maintaining  a  home  for  someone  else, 
even  though  that  were  not  the  case. 

Under  the  Senator’s  amendment,  a 
single  person  32  years  of  age  actually 
maintaining  a  separate  home,  for  an¬ 
other  person — for  example,  a  niece  or 
nephew — that  person,  32  years  of  age, 
who  was  actually  providing  a  home  for 
another  person,  would  be  denied  the 
benefit  of  the  head-of -household  treat¬ 
ment. 

Mr.  MCCARTHY.  Mr.  President,  will 
the  Senator  yield?  That  is  not  a  correct 
statement. 

Mr.  LONG  of  Louisiana.  Take  the 
case  of  two  people,  one  of  whom  is  caring 
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for  his  uncle  or  aunt  or  niece  or  nephew. 
That  person  if  under  35  years  could  be 
denied  the  head-of -household  treatment; 
whereas  the  other  person,  even  though 
not  burdened  with  that  obligation,  would 
receive  the  favored  treatment  if  over  35 
years  of  age. 

Mr.  MCCARTHY.  Mr.  President,  that 
would  not  be  the  effect  of  my  amend¬ 
ment.  People  who  are  under  35  would 
continue  to  be  treated  under  existing  law 
if  they  were  supporting  parents  or  chil¬ 
dren.  Those  people  would  receive  the 
head-of -household  treatment,  just  as 
they  are  receiving  it  now. 

At  age  35  those  tests  would  be  elimi¬ 
nated;  they  would  not  apply. 
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•  Mr.  LONG  of  Louisiana.  As  the  law 
now  stands,  the  head-of-household 
treatment  is  available  at  the  present 
time  only  in  the  event  that  a  person 
has  a  dependent  living  in  his  home,  or 
in  the  event  he  is  supporting  a  father 
or  mother  who  is  living  in  another  house. 
It  is  not  available  for  the  support  of 
nieces  or  nephews  and  other  dependents 
who  are  not  living  in  the  person’s  home; 
or  for  the  support  of  an  orphaned  niece, 
or  for  an  uncle,  not  living  in  the  per¬ 
son’s  home. 

There  are  all  sorts  of  situations  in 
which  a  person  could  be  burdened  with 
that  obligation,  but  not  receive  the  treat¬ 
ment  the  Senator  would  extend  to  other 
persons. 

There  are  all  kinds  of  situations  under 
which  a  person  may  be  burdened  with 
the  obligation  of  maintaining  someone 
else,  perhaps  a  child  who  is  not  mentally 
competent.  There  are  many  situations 
which  would  not  receive  relief  under  the 
Senator’s  proposal.  The  original  Mc¬ 
Carthy  proposal  would  give  relief  to  a 
great  number  of  people  who  do  not  have 
any  real  problem  from  the  standpoint  of 
dependents. 

Mr.  MORTON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MORTON.  I  believe  the  Senator 
in  charge  of  the  bill  has  been  very  con¬ 
siderate  in  proposing  his  substitute 
amendment.  We  are  confronted  with  a 
real  problem,  and  he  has  offered  a  fair 
and  equitable  approach  towards  solving 
it.  I  agree  with  the  Senator  from  Rhode 
Island  that  if  the  amendment  goes  to 
conference,  it  will  be  given  considera¬ 
tion  in  conference,  even  though  the 
House  has  not  considered  it.  The  pro¬ 
posal  should  be  considered.  I  hope  that 
the  substitute  will  be  accepted.  Speak¬ 
ing  for  myself — and  I  believe  also  for 
many  Members  on  my  side  of  the  aisle — 
I  am  aware  that  this  is  an  important 
matter  and  that  we  should  do  something 
about  it. 

For  reasons  that  have  been  outlined, 
many  Senators  cannot  accept  the  pro¬ 
posal  as  originally  offered  by  the  Senator 
from  Minnesota. 

Mr.  S MATHERS.  Mr.  President,  I 
should  like  to  join  Senators  who  are 
importuning  the  Senator  from  Minne¬ 
sota  to  accept  this  particular  compro¬ 
mise.  It  was  evident  from  the  very  be¬ 
ginning  that  there  was  considerable  con¬ 
fusion  as  to  what  the  original  amend¬ 
ment  would  do.  It  became  rather  evi¬ 
dent  as  soon  as  the  debate  started  that 
we  could, be  faced  with  a  situation  in 
which  six  men  were  living  in  one  apart¬ 
ment.  All  of  them  could  be  over  35 
years  of  age,  and  each  one  could  claim 


to  be  the  head  of  the  household  and 
receive  the  benefit  under  the  McCarthy 
amendment. 

The  Senator  from  Minnesota,  realiz¬ 
ing  that  he  did  not  want  to  do  that,  of¬ 
fered  a  modification  on  the  floor,  which 
provided  that  there  could  be  only  one 
head  of  the  household. 

Those  same  six  men  could  live  in  the 
same  apartment,  and  they  would  have 
to  decide  which  one  would  get  the  bene¬ 
fit  of  the  head-of-the-household  tax 
treatment. 

There  might  be  the  situation  of  a 
mother  and  father  and  two  sons  living 
together.  They  could  say,  “We  ought  to 
do  something  to  improve  our  tax  situa¬ 
tion.  Why  don’t  you,  Joe,  move  next 
door,  where  you  can  become  the  head  of 
the  household  and  have  your  taxes  re¬ 
duced?” 

Mr.  ROBERTSON.  Mr.  President, 
having  been  a  member  of  the  Ways  and 
Means  Committee  for  many  years,  I 
could  not  forget  the  admonition  that  it 
is  not  possible  to  write  a  tax  bill  on  the 
floor. 

Mr.  SMATHERS.  I  thank  the  able 
Senator.  I  agree  with  him. 

Mr.  ANDERSON.  Mr.  President,  I 
appreciate  what  the  Senator  from  Vir¬ 
ginia  has  said.  As  a  former  member  of 
the  Ways  and  Means  Committee,  I  agree 
with  him  completely.  There  is  great 
danger  in  writing  a  tax  bill  on  the  floor. 

Mr.  SMATHERS.  The  Senator  from 
Mississippi  also  was  a  member  of  that 
committee.  The  point  is  that  we  really 
do  not  know,  and  he  does  not  know,  and 
no  one  knows,  at  this  point  where  this 
amendment  will  lead. 

There  has  been  an  expression  on  it 
from  the  acting  minority  leader  and 
from  the  Senator  in  charge  of  the  bill, 
and  from  members  of  the  Finance  Com¬ 
mittee.  I  am  certain,  as  a  result  of  the 
colloquy  today,  that  the  Treasury  will  be 
impressed  with  the  fact  that  something 
should  be  done  about  the  situation.  The 
able  junior  Senator  from  Oregon  [Mrs. 
Neuberger]  made  a  very  appealing  case. 
I  hope  the  junior  Senator  from  Minne¬ 
sota  [Mr.  McCarthy]  will  agree  to  let 
the  substitute  go  to  conference.  Let  us 
have  the  Treasury  work  on  it.  Let  us 
have  the  staff  work  on  it  also.  Let  us 
see  if  we  cannot  resolve  the  differences 
in  a  fashion  that  will  be  useful  and  help¬ 
ful  to  everyone. 

The  whole  proposal  could  be  lost.  The 
Senator  from  Minnesota  could  lose  it  all. 
A  benefit  is  already  being  given  to  every¬ 
one  by  the  bill,  whether  he  is  over  35 
years  of  age  or  not.  Single  persons  who 
are  over  35  would  receive  some  benefit 
from  the  bill.  It  does  not  totally  leave 
them  out.  The  bill  would  give  tax  bene¬ 
fits  to  the  extent  of  $9.3  billion.  It  would 
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^i-each  every  individual  who  pays  taxes. 
The  Senator  has  said  that  he  wants  to 
put  persons  35  years  of  age  and  over  in  a 
better  category.  We  agree  that  that 
should  be  done,  if  those  persons  can 
qualify  as  heads  of  households.  They 
should  receive  special  treatment  if  they 
can  qualify  as  genuinely  supporting 
someone  while  maintaining  an  individ¬ 
ual  household. 

I  add  my  voice  to  the  voices  of  other 
Senators  who  have  asked  the  Senator 
from  Minnesota  to  accept  our  suggestion. 

Mr.  MCCARTHY.  I  am  not  sure  that 
it  is  not  possible  to  write  changes  into 
a  tax  bill  on  the  floor  of  the  Senate, 
especially  when  Senators  who  are  on 
the  committee  and  who  are  opposed  to  a 
provision  will  not  write  them  into  the 
bill  in  committee. 

Mr.  JAVITS.  Mr.  President,  I  have 
been  a  conferee  on  many  occasions.  It 
is  important  that  we  understand  what 
conferees  will  or  will  not  do.  With  the 
Long  substitute  in  the  bill,  the  conferees 
could  not  return  to  the  McCarthy  orig¬ 
inal.  That  does  not  mean  that  the  orig¬ 
inal  is  what  we  wanted,  either.  There¬ 
fore,  I  should  like  to  ask  the  Senator 
whether  he  is  seeking  to  introduce  into 
the  McCarthy  idea  one  additional  factor; 
namely,  the  factor  of  dependency;  in 
other  words,  that  there  must  be  some 
basis,  not  only  the  maintenance  of  a 
separate  physical  establishment,  which 
is  the  basis  of  the  McCarthy  idea,  plus 
the  age  limit,  but  also  the  additional  fac¬ 
tor  of  some  kind  of  dependency.  Is  that 
correct? 

Mr.  LONG  of  Louisiana.  Yes;  the 
proposed  amendment  to  the  McCarthy 
amendment  would  take  care  of  the  best 
cases  that  the  McCarthy  amendment 
would  aid. 

Mr.  JAVITS.  One  other  question; 
Does  the  Senator’s  substitute  maintain 
the  age  limit  or  discard  it? 

Mr.  LONG  of  Louisiana.  It  does  not 
maintain  the  age  limit. 

Mr.  JAVITS.  I  thank  the  Senator. 
Now  we  understand  exactly  what  the 
amendment  provides. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  KEATING.  I  wonder  if  the  Sen¬ 
ator  from  Minnesota  heard  the  answers 
to  the  queries  propounded  by  my  col¬ 
league  from  New  York  [Mr.  Javits]  and 
whether  he  agrees  with  the  answers  given 
by  the  Senator  from  Louisiana. 

Mr.  MCCARTHY.  I  believe  most  of 
the  cases  which  the  Senator  from  Lou¬ 
isiana  said  would  be  covered  by  his 
amendment  could  really  be  covered  by 
a  proper  interpretation  of  existing  law. 
It  would  certainly  force  the  Treasury  to 


take  care  of  the  worst  cases,  but  it  would 
not  take  care  of  the  injustices  and  in¬ 
equities  that  are  involved. 

Mr.  KEATING.  If  the  Treasury  were 
so  disposed,  it  could  take  care  of  any 
cases  involving  a  dependency,  could  it 
not? 

Mr.  MCCARTHY.  Until  quite  re¬ 
cently,  the  Treasury  had  been  refusing 
to  grant  a  head-of-household  exemption 
if  a  person  was  maintaining  a  parent  in 
a  nursing  home.  If  he  had  the  parent 
in  his  own  home  or  maintained  a  sepa¬ 
rate  home  for  the  parent,  he  could  claim 
the  head-of-household  exemption. 

Eventually,  a  case  was  taken  to  court, 
and  as  a  result  the  Treasury  has  ruled 
that  if  a  person  maintains  a  parent  in 
a  nursing  home,  he  may  claim  the  head- 
of-household  exemption.  However,  that 
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does  not  reach  out  to  the  basic  social 
problem  and  inequity  that  are  involved. 

Mr.  LONG  of  Louisiana.  Under  ex¬ 
isting  law,  the  Treasury  does  not  have 
power  to  issue  regulations  to  accord  re¬ 
lief  to  a  working  single  person  to  help  a 
niece,  a  nephew,  uncle,  an  aunt,  or  an 
orphaned  child,  who  is  living  in  a  sep¬ 
arate  home.  This  amendment  would 
cover  all  those  situations  which  the 
Treasury  at  present  has  no  statutory 
power  to  reach  at  all.  It  would  also  take 
care  of  cases  in  which  the  Senator  from 
Minnesota  [Mr.  McCarthy]  thinks  there 
should  be  relief,  but  to  which  the  Treas¬ 
ury  does  not  have  power  to  extend  relief. 

So  this  amendment  would,  in  the 
broadest  sense,  extend  the  head-of-a- 
household  treatment  to  a  taxpayer  who 
was  supporting  a  dependent  who  might 
not  be  living  in  his  home. 

But  it  leaves  one  problem,  which  I 
think  we  should  not  go  into  at  this  point. 
Should  we  try  to  extend  to  persons  who 
have  no  dependents  to  help  the  special 
tax  benefit  which  is  intended  for  those 
who  do?  The  amendment  also  would 
prevent  what  could  become  a  serious  dis¬ 
crimination.  If  we  started  at  age  35 
with  special  tax  treatment  for  single 
persons,  it  is  likely  that  new  problems 
would  develop,  and  we  would  have  to 
start  all  over  again.  So  if  the  tax  relief 
sought  by  the  McCarthy  amendment  is 
to  be  accorded,  it  seems  to  me  that  what 
is  proposed  in  my  amendment  would  be  a 
good  starting  point.  It  would  be  some¬ 
thing  to  take  to  conference.  As  a  Senate 
conferee,  I  would  use  my  best  efforts  to 
urge  the  House  to  agree  with  us  to  begin 
relief  in  this  direction. 

I  hope  the  amendment  to  the  amend¬ 
ment  may  be  agreed  to. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend- 
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ment  of  the  Senator  from  Louisiana  [Mr. 
Long]  to  the  amendment  offered  by  the 
Senator  from  Minnesota  [Mr.  Mc¬ 
Carthy]. 

The  amendment  to  the  amendment 
was  agreed  to. 

The  PRESIDING  OFFICER.  The 
question  now  is  on  agreeing  to  the 
amendment  of  the  Senator  from  Minne¬ 
sota,  as  amended. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  now  that  the  amendment  to  the 
amendment  has  been  agreed  to  and  in¬ 
cludes  my  proposal,  I  shall  gladly  take 
the  amendment  to  conference.  I  ask 
unanimous  consent  that  the  order  for 
the  yeas  and  nays  be  vacated,  so  that  the 
amendment  may  be  taken  to  conference. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  question  now  is  on  agreeing  to  the 
McCarthy  amendment  as  amended. 

The  amendment  as  amended  was 
agreed  to. 

Mr.  GORE.  Mr.  President,  I  under¬ 
stand  from  the  distinguished  Senator 
from  Florida  [Mr.  Smathers]  that  there 
is  an  understanding  that  the  senior  Sen¬ 
ator  from  Delaware  [Mr.  Williams]  will 
be  recognized  to  call  up  his  amendment. 
Therefore,  I  shall  withhold  the  amend¬ 
ment  I  had  intended  to  offer. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  on  behalf  of  Senators  Smith, 
Aiken,  and  Proxmire  and  myself,  I  call 
up  amendment  No.  400  and  ask  that  it  be 
stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  proper 
place  in  title  II  of  the  bill  it  is  proposed 
to  insert  the  following  new  section: 

Sec.  .  Percentage  Depletion  Rates  for  Oil 
and  Gas  Wells,  Etc. 

(a)  Section  613(b)  of  the  Internal  Rev¬ 
enue  Code  of  1954,  relating  to  percentage  de¬ 
pletion  rates  is  amended — 

(1)  1964. — With  respect  to  taxable  years 
beginning  in  1964,  by  striking  out  “27  y2  per¬ 
cent — oil  and  gas  wells”  in  paragraph  (1) 
thereof  and  inserting  “25  percent — oil  and 
gas  wells”. 

(2)  1965. — With  respect  to  taxable  years 
beginning  in  1965 — 

(A)  by  striking  out  “25  percent — oil  and 
gas  wells”  in  paragraph  (1)  thereof  and  in¬ 
serting  “22i/2  percent — oil  and  gas  wells”, 
and 

(B)  by  striking  out  “23  percent — ”  in 
paragraph  (2)  thereof  (relating  to  sulfur 
and  uranium  and  certain  minerals  from  de¬ 
posits  in  the  United  States)  and  inserting 
“22  y2  percent — ”. 

(3)  1966  and  Subsequent  Years. — In  the 
case  of  taxable  years  beginning  after  De¬ 
cember  31,  1965 — 

(A)  by  striking  out  “22i/2  percent — oil  and 
gas  wells”  in  paragraph  (1)  thereof  and  in¬ 
serting  “20  percent — oil  and  gas  wells”,  and 

(B)  by  striking  out  “22y2  percent—”  in 
paragraph  (2)  thereof  (relating  to  sulfur  and 


uranium  and  certain  minerals  from  deposits 
in  the  United  States)  and  inserting  “20  per¬ 
cent — ”. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  perhaps  the  Senator  in 
charge  of  the  bill  is  willing  to  accept 
the  amendment.  If  he  is,  much  discus¬ 
sion  could  be  eliminated. 

Mr.  LONG  of  Louisiana.  The  Sena¬ 
tor  from  Delaware  knows  that  I  oppose 
his  amendment.  I  shall  be  glad  to  hear 
him.  I  hope  other  Senators  will  also 
remain  in  the  Chamber  and  hear  both 
arguments,  so  that  the  Senate  may  pass 
fairly  on  the  proposal. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  this  amendment  provides  for 
a  progressive  three-step  reduction  in 
certain  percentage  depletion  rates. 
When  this  amendment  is  fully  effective 
in  1966,  all  those  percentage  depletion 
rates  which  now  are  above  20  percent 
would  be  reduced  to  20  percent. 

The  minerals  affected  by  this  amend¬ 
ment  include  oil  and  gas  which  presently 
enjoy  a  percentage  depletion  rate  of 
27  %  percent  and  sulfur,  uranium,  and 
certain  other  minerals  which  are  ex¬ 
tracted  from  deposits  within  the  United 
States  which  are  entitled  to  percentage 
depletion  of  23  percent. 

Under  its  first  step,  the  amendment 
would  reduce  the  percentage  depletion 
allowance  for  oil  and  gas  from  27% 
to  25  percent.  This  would  be  the  per¬ 
centage  depletion  applicable  to  oil  and 
gas  income  in  1964.  This  change  for 

1964  would  produce  $75  million  in  new 
revenues  for  the  Treasury  and  would 
help  offset  the  cost  of  the  first  stage  of 
the  income  tax  reductions. 

As  its  second  step,  effective  in  1965, 
the  amendment  would  further  reduce 
the  percentage  depletion  allowance  for 
oil  and  gas  to  22%  percent.  At  the 

same  time,  it  would  have  its  first  impact 
on  the  minerals  in  the  2 3 -percent  cate¬ 
gory.  As  in  the  case  of  oil  and  gas,  the 
allowance  for  these  minerals  in  1965 
would  be  22%  percent,  an  initial  reduc¬ 
tion  of  only  one-half  of  1  percent.  These 
changes  made  by  this  second  step  in 

1965  would  produce  an  additional  $75 
million  in  new  revenues  for  the  Gov¬ 
ernment,  offsetting  part  of  the  cost  of 
the  second-step  reduction  in  income 
taxes. 

The  third  and  final  step  of  my  amend¬ 
ment  would  apply  in  1966  and  subse¬ 
quent  years.  It  would  reduce  the  per¬ 
centage  allowance  to  20  percent  for  oil 
and  gas  and  for  minerals  now  in  the  23- 
percent  category.  In  1966  and  there¬ 
after  there  will  be  no  percentage  de¬ 
pletion  allowance  above  20  percent. 
This  last  step,  in  1966,  would  produce 
additional  revenues  of  $100  million  for 
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the  Federal  Treasury,  making  the  total 
revenue  gain  for  a  full  year  of  opera¬ 
tion  of  the  amendment  approximately 
$250  million. 

Mr.  President,  I  ask  that  the  yeas  and 
nays  be  ordered  on  the  amendment. 

The  yeas  and  nays  were  ordered. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Delaware  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  JAVITS.  As  the  Senator  knows, 
there  is  a  large  amount  of  business  of 
this  character  in  our  State  and  our  city. 
New  York  is  the  headquarters  of  prob¬ 
ably  most  of  the  major  oil  companies  in 
the  United  States.  They  are  always  con¬ 
cerned  about  changes  in  definitions,  in 
terms  of  the  law,  in  the  way  in  which 
foreign  income  is  treated,  depending 
upon  its  sources,  and  so  forth.  To  some 
extent,  those  factors  are  affected  in  the 
bill.  The  companies  operate  under  a 
very  complicated  set  of  tax  laws. 

Can  the  Senator  assure  us  that,  other 
than  with  respect  to  strict  rates  of  deple¬ 
tion,  his  amendment  would  not  change 
either  existing  law  or  what  is  contained 
in  the  bill  with  respect  to  depletion  in¬ 
come  from  mineral  sources,  and  so  forth? 

Mr.  WILLIAMS  of  Delaware.  That  is 
correct. 

Mr.  JAVITS.  Only  the  rates? 

Mr.  WILLIAMS  of  Delaware.  Only 
the  rates. 

Mr.  JAVITS.  And  if  there  were  to  be 
any  question  about  that — if  the  Senate 
adopts  the  Senator’s  amendment,  and  if 
the  opposite  proved  to  be  the  case - 

Mr..  WILLIAMS  of  Delaware.  Then  I 
would  help  correct  that. 

Mr.  JAVITS.  The  Senator  from  Del¬ 
aware  would  help  correct  it? 

Mr.  WILLIAMS  of  Delaware.  Yes. 

Mr.  JAVITS.  I  thank  the  Senator 
from  Delaware. 

Mr.  WILLIAMS  of  Delaware.  Yes,  be¬ 
cause  the  amendment  is  drafted  with  the 
sole  intent  of  changing  only  the  rate,  not 
changing  any  other  part  of  the  formula. 

If  it  were  found — although  I  do  not 
think  it  will  be  because  the  staff  has 
carefully  prepared  this  amendment — 
that  the  amendment  would  do  otherwise. 
I  shall  be  ready  to  change  it,  in  confer¬ 
ence  or  elsewhere. 

Mr.  JAVITS.  I  thank  the  Senator 
from  Delaware,  because  everyone  knows 
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that  I  am  devoted  to  the  struggle  to  have 
the  private  enterprise  system  really  do 
its  proper  job  in  the  world.  I  think  the 
question  before  the  tax  collector  is  al¬ 
ways  how  he  can  do  his  job  without 
drawing  blood. 

So  in  deciding  whether  this  rate  should 
be  22  percent  or  21  percent  or  26  percent, 
our  decision  will  depend  on  the  answer  to 


the  question,  Will  this  inhibit  the  ex¬ 
ploration  for  oil,  on  which  the  rate  is 
based. 

It  is  my  judgment  that  this  amend¬ 
ment  will  not  inhibit  the  exploration  for 
oil,  any  more  than  the  27  y2  percent  has 
done;  and  I  thank  the  Senator  from 
Delaware. 

Mr.  WILLIAMS  of  Delaware.  I  thank 
the  Senator  from  New  York. 

There  is  no  industry  for  which  I  have 
more  respect  than  the  oil  industry.  This 
industry  makes  a  great  contribution  to 
our  Government;  and  in  submitting  the 
amendment  I  have  no  thought  of  puni¬ 
tive  action  against  the  industry  or  any¬ 
one  else.  I  have  respect  for  this  indus¬ 
try,  but  I  expect  it  to  pay  its  propor¬ 
tionate  share  of  the  total  tax  burden, 
the  same  as  all  other  citizens. 

There  is  no  magic  in  the  27  V2 -percent 
figure.  It  was  a  compromise  between  the 
position  taken  by  the  two  Houses — one 
of  which  proposed  a  rate  of  25  percent, 
and  the  other  proposed  30  percent.  At 
that  time  the  corporate  rate  was  around 
20  percent,  and  the  top  individual  rate 
was  around  25  percent.  Therefore,  the 
2714-percent  rate  did  not  result  in  the 
same  advantages  and  benefits  for  this 
industry  as  those  which  now  result  for 
it  under  the  existing  law  or  those  which 
it  will  enjoy  under  the  new  rates  now  in 
this  bill.  I  feel  that  in  an  era  in  which 
we  must  raise  about  $100  billion  a  year 
to  support  our  Government,  and  when 
approximately  one-half  of  that  goes  to 
support  the  national  defense  it  is  only 
right  that  this  industry  be  called  upon 
to  pay  a  fair  proportion  of  the  tax  load 
required  in  order  to  operate  the  Govern¬ 
ment  and  protect  the  country.  It  is  for 
that  reason  that  I  am  proposing  this 
change  in  this  rate  structure;  and  I  feel 
that  this  change  will  not  disrupt  at  all 
the  exploration  activities  and  develop¬ 
ment  of  the  industry. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Delaware  yield  further  to 
me? 

Mr.  WIILIAMS  of  Delaware.  I  yield. 

Mr.  JAVITS.  As  a  practical  citizen 
and  a  campaigner  of  longstanding,  I 
know  of  no  particular  area  in  the  tax 
bill  which  sticks  more  in  the  public  mind 
as  some  kind  of  gimmick  and  some  sort 
of  way  by  which  the  rich  avoid  heavy 
taxes  than  this  one.  However,  as  a  mat¬ 
ter  of  fact,  that  is  not  true;  as  a  matter 
of  fact,  there  are  no  particular  iniqui¬ 
ties  involved  in  this  depletion  allowance. 
It  has  a  great  deal  of  basis  and  sound¬ 
ness  in  the  national  interest;  and  I  have 
been  pleased  to  find  that  the  Senator 
from  Delaware  takes  that  position,  too, 
because  after  studying  that  situation,  he 
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has  submitted  his  amendment,  which 
would  bring  the  rate  down,  not  sensa¬ 
tionally,  but  to  20  percent  over  a  period 
of  years. 

So  I  submit  that  if  we  show  that  this 
particular  rate  is  not  a  sacred  cow  and 
that — at  long  last — it  can  now  be  re¬ 
formed,  and  that  no  lobby  or  power 
group  will  prevent  us  from  reforming  it, 
that  will  be  one  of  the  finest  demonstra¬ 
tions  of  the  strength  of  the  tax  system 
that  we  could  possibly  have;  and  I  think 
the  oil  companies  will  benefit  from  it,  in 
terms  of  the  public  esteem  which  they 
will  receive,  and  which  I  believe  they  de¬ 
serve  to  receive. 

I  agree  with  the  Senator  from  Dela¬ 
ware  that  the  oil  companies  have  done  a 
fine  job  in  the  public  interest,  and  that 
they  have  done  many  fine  things  in  that 
connection,  in  a  forward-looking  way. 

But  somehow  the  American  people 
have  come  to  feel  that  these  oil  compa¬ 
nies  have  an  inside  drag,  and  that  their 
tax  rates  cannot  be  changed — that  other 
rates  can  be  changed  either  up  or  down 
or  across  the  board,  but  that  this  rate  is 
the  sacred  cow  of  all  sacred  cows.  I 
think  that  attitude  is  bad  for  the  coun¬ 
try  and  for  the  tax  system;  and  I  hope 
that — at  long  last — the  Senate  will  sup¬ 
port  the  Senator  from  Delaware,  in  con¬ 
nection  with  his  amendment. 

Mr.  WILLIAMS  of  Delaware.  I  thank 
the  Senator  from  New  York.  I  agree 
with  the  principle  of  depletion,  and  I 
am  not  trying  to  abolish  the  principle 
itself. 

On  the  other  hand,  since  1926  Con¬ 
gress  has  made  many  changes  in  the  tax 
rates — in  most  cases,  raising  them — 
with  the  result  that  the  individual  rates 
have  been  increased  from  around  11  per¬ 
cent  until  today  they  are  as  high  as  91 
percent,  and  the  corporate  rates  have 
been  increased  from  20  to  52  percent. 
During  the  war  the  excess  profits  tax  re¬ 
sulted  in  raising  the  rates  even  higher. 
However,  during  this  entire  period,  this 
27  V2 -percent  rate  has  been  considered 
sacred  and  as  one  which  could  not  be 
touched. 

I  think  the  oil  industry — for  which  I 
have  the  greatest  respect — can  pay  its 
proportionate  part  of  the  cost  of  the 
defense  of  the  country. 

Fifty  billion  dollars  of  the  annual  ex¬ 
penditures,  for  which  Congress  appro¬ 
priates,  are  made  for  the  Nation’s 
defense  programs.  Those  expenditures 
are  made  in  order  to  defend  the  lives  of 
all  American  citizens  and  the  defense  of 
the  property  of  America.  The  oil  in¬ 
dustry  represents  a  substantial  amount 
of  property  which  is  being  defended  by 
means  of  the  congressional  appropria¬ 


tions  for  the  national  defense  and  cer¬ 
tainly  this  industry  should  pay  its 
proportionate  share  of  that  cost.  Why 
should  it  do  otherwise? 

I  think  it  is  also  fair  that  it  do  so,  and 
I  believe  the  American  people  will  have 
a  much  higher  regard  for  this  industry 
than  if  Congress  insists  that  this  special 
tax  privilege  is  sacred  and  cannot  be 
touched. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Delaware  yield  further  to 
me? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  JAVITS.  My  remarks  will "  be 
brief,  and  I  appreciate  very  much  the 
courtesy  of  the  Senator  from  Delaware 
in  yielding  to  me. 

I  wish  to  refer  to  one  other  point:  The 
oil  industry  often  suffers  severely  from 
strange  and  unjustified  constructions  in 
regard  to  provisions  of  the  tax  law,  from 
the  point  of  view  of  the  income  of  the 
industry;  and  it  has  complained  about 
that  and  about  the  considerable  insensi¬ 
bility  on  the  part  of  those  who  complain 
about  the  effect  which  the  depletion  al¬ 
lowance  has,  and  the  programs  taken 
under  it,  and  the  demands  for  corrective 
action  in  that  connection,  as  compared  to 
other  parts  of  the  tax  system. 

Therefore,  I  believe  that  by  means  of 
this  amendment  the  oil  companies  will 
be  able  to  do  even  better  than  they  can 
do  today,  because,  in  the  absence  of  this 
amendment,  the  attitude  of  Congress 
and  of  the  people  of  the  country  toward 
that  industry  is  an  unhealthy  one;  and 
I  believe  it  is  time  for  a  change  to  be 
made. 

Mr.  WILLIAMS  of  Delaware.  I  thank 
the  Senator  from  New  York,  and  I  agree 
with  him. 

Mr.  SIMPSON.  Mr.  President,  will 
the  Senator  from  Delaware  yield  briefly 
to  me? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  SIMPSON.  I  have  great  respect 
for  the  Senator  from  Delaware,  as  he 
knows ;  and  he  is  one  whom  I  should  like 
to  have  on  my  side  in  connection  with 
any  controversy. 

I  agree  with  what  he  has  said  about 
the  oil  industry  and  its  part  in  the  de¬ 
fense  of  the  country  and  its  participation 
in  it. 

I  wish,  to  point  out  that  the  oil  in¬ 
dustry  has  been  the  minuteman  of 
America,  during  all  our  country’s  con¬ 
flicts.  In  World  War  I,  in  World  War  II, 
and  in  World  War  III  the  oil  industry 
provided  tremendous  impulse  to  the 
motivation  of  our  Armed  Forces — both 
those  on  the  land,  those  on  the  sea,  and 
those  in  the  air. 

I  point  out  that  any  diminution  of  the 
27  y2 -percent  depletion  allowance  would 
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wreak  havoc  in  this  industry,  which  in 
recent  years  has  been  suffering  a  decline. 

I  believe  that  the  economic  shock  wave 
which  would  result  from  any  change  in 
the  depletion  allowance  would  not  only 
adversely  affect  the  oil  industry,  but  also 
would  adversely  affect  the  oil  users,  and 
also — and  principally — the  U.S.  Govern-  - 
ment  itself.  The  Government  is  the  big¬ 
gest  user  in  the  United  States  of  the 
production  of  this  industry.  For  in¬ 
stance,  I  believe  our  Armed  Forces  use 
about  446,000  barrels  a  day  of  oil  prod¬ 
ucts;  and  jet  fuel  is  used  in  similar  pro¬ 
portions. 

I  call  the  attention  of  the  Senate  and 
the  attention  of  the  Senator  from  Dela¬ 
ware  to  the  fact  that  the  oil  industry  will 
spend  $2  for  every  $1  it  receives  from 
the  depletion  allowance;  the  industry 
will  spend  that  for  further  exploration 
and  for  the  discovery  of  the  hidden 
sources  of  oil. 

I  also  call  attention  to  the  fact  that 
the  industry  itself  has  spent  an  average 
of  $5.1  billion  and  has  made  approxi¬ 
mately  15,000  explorations,  including 
both  the  large  ones  and  the  small  ones. 
That  has  been  the  average  over  the 
years;  and  if  Congress  were  to  reduce 
the  depletion  allowance,  the  resulting 
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increased  cost  would  be  inflicted  upon 
the  consumers. 

I  know  how  honorable  the  Senator 
from  Delaware  is  in  his  intentions.  I 
know  how  he  must  feel  with  respect  to 
the  great  job  that  the  oil  industry  has 
done.  Coming  from  the  eighth  largest 
oil  State  in  the  Union  from  the  stand¬ 
point  of  production,  I  know  what  it 
means.  Furthermore,  I  know  that  the 
oil  industry  itself  is  far  below  the  norm 
in  corporate  receipts  in  the  United  States 
by  virtue  of  the  industry  itself.  I  call  to 
the  attention  of  the  Senator  from  Dela¬ 
ware  the  fact  that  that  great  industry 
would  be  irreparably  injured  if  there 
were  any  reduction  in  the  27  % -percent 
depletion  allowance  which  has  been  in 
existence  for  35  years.  The  oil  industry 
expected  to  use  it.  It  has  been  given  a 
promise  by  the  U.S.  Government  that  it 
could  depend  upon  that  type  of  thing 
and  could  work  out  its  destiny  in  the 
future.  As  much  as  I  should  like  to  be 
for  the  amendment  of  the  Senator  from 
Delaware,  knowing  the  '  repercussions 
that  it  would  have  on  the  oil  industry, 

I  sincerely  hope  that  Senators  will  vote 
against  it. 

Mr.  WILLIAMS  of  Delaware.  I  ap¬ 
preciate  the  remarks  of  my  good  friend 
the  Senator  from  Wyoming,  for  whom 
I  have  the  greatest  respect.  He  has  no 
higher  regard  for  the  oil  industry  than 


I  do.  I  certainly  recognize  the  great 
contribution  that  the  industry  made  to 
our  war  effort,  and  I  am  willing  to  ac¬ 
cept  the  industry  as  a  minuteman  that 
always  stood  by  when  our  country  was 
in  need.  But  by  the  same  token  we  have 
not  merely  one  minuteman;  we  have 
many.  What  the  Senator  has  said  could 
be  said  also  of  the  American  farmer. 

The  oil  would  be  of  no  use  if  we  did 
not  have  food  for  America.  So,  there¬ 
fore,  one  could  say  that  the  farmer  is 
most  important.  Neither  the  farmer 
nor  the  oil  industry  would  be  of  great 
importance  if  it  did  not  have  the  great 
productive  capacity  of  America  to  pro¬ 
vide  the  implements.  We  can  speak  of 
no  segment  of  America  in  itself  as  all- 
important.  It  takes  all  of  them  working 
together  as  a  unit — as  a  group  of  min- 
utemen — to  make  our  country  success¬ 
ful  in  its  defense.  I  would  not  for  one 
moment,  in  making  that  statement,  de¬ 
tract  from  the  part  which  the  oil  indus¬ 
try  has  played,  but  they  are  not  all- 
important.  If  we  had  all  the  oil  in  the 
world  but  did  not  have  all  these  other 
things  to  go  with  it,  it  would  be  of  no 
use. 

Mr.  SIMPSON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  I  shall 
yield  in  a  moment.  The  Senator  men¬ 
tioned  the  fact  that  the  oil  industry  has 
been  led  to  expect  that  they  could  keep 
the  27^2  -percent  depletion  allowance. 
I  cannot  say  that  I  agree  with  that  con¬ 
clusion.  The  fact  that  35  years  ago  the 
rate  was  fixed  at  27  V2  percent  does  not 
give  the  industry  any  right  to  believe 
that  it  has  an  inherent  right  always  to 
maintain  that  allowance,  any  more  than 
do  the  American  taxpayers  who  were 
paying  around  20  percent  to  25  percent 
rates  at  that  time  have  any  right  to  say 
that  the  Congress  and  the  Government 

doublecrossed  them  as  they  raised  the 
rates  to  higher  levels  in  succeeding 
years. 

Nothing  is  fixed  in  our  tax  structure. 
Every  American  taxpayer  recognizes  that 
rates  can  be  raised  or  lowered  at  the  dis¬ 
cretion  of  the  Congress  as  it  sees  the 
need.  Sure,  this  change  will  have  some 
effect  on  the  consumers.  I  recognize 
that  it  will  have  some  effect  on  the  cost 
to  the  Government,  which  is  a  large  pur¬ 
chaser  of  the  oil  products.  I  recognize 
that  as  we  increase  taxes  the  addition 
becomes  part  of  the  built-in  costs.  But, 
by  the  same  token,  the  same  statement 
is  true  with  respect  to  all  corporate  rates. 
All  taxes  are  a  part  of  the  built-in  cost 
of  operations.  It  is  true  of  all  indus¬ 
tries,  not  merely  the  oil  industry.  It  is 
one  of  those  factors  which  we  must  take 
into  consideration.  The  alternative 
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would  be  to  abolish  all  taxes  on  all  cor¬ 
porations,  so  that  the  Government  could 
buy  at  lower  costs. 

The  reason  I  am  offering  the  amend¬ 
ment  is  that  I  strongly  feel  that  this 
segment  of  our  American  industry,  which 
is  an  important  segment  and  one  of  the 
most  respected  segments  of  American 
industry,  is  not  paying  its  proportionate 
part  of  maintaining  the  cost  of  operating 
our  Government  today.  For  that  rea¬ 
son  I  am  proposing  what  I  think  is  not 
only  in  the  interest  of  the  taxpayer  but 
in  the  interest  of  the  oil  industry  itself — 
that  they  accept  some  modification  of 
the  depletion  allowance. 

As  the  Senator  knows,  under  this 
27  V2  -percent  depletion  allowance  they 
can  recover  not  just  the  original  cost 
but  in  some  instances,  many  times  over 
their  investment. 

There  is  no  limit. 

I  have  suggested  what  I  believe  would 
be  a  reasonable  adjustment.  I  admit 
that  there  is  no  magic  in  the  figures  I 
have  suggested,  nor  is  there  any  magic 
in  the  27 1/2  -percent  figure.  Congress 
should  recognize  that.  Personally  I  feel 
that  the  oil  industry  itself  would  be  bet¬ 
ter  off  if  it  accepted  a  modification  of 
the  depletion  allowance  in  order  to  re¬ 
move  the  stigma  we  sometimes  hear  that 
they  are  trying  to  enjoy  a  special  privi¬ 
lege.  I  accept  the  industry  as  a  re¬ 
spected  part  of  our  American  system. 
Let  them  accept  their  responsibility  as  a 
respected  part  of  that  system. 

Mr.  SIMPSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  SIMPSON.  I  am  sure  that  the 
Senator  from  Delaware  is  not  contend¬ 
ing  that  the  depletion  allowance  is  a  tax 
loophole  for  the  benefit  of  the  oil  in¬ 
dustry. 

Mr.  WILLIAMS  of  Delaware.  No. 

Mr.  SIMPSON.  Some  responsible  peo¬ 
ple  do. 

Mr.  WILLIAMS  of  Delaware.  I  have 
always  looked  upon  a  loophole  as  an 
unintended  benefit  that  creeps  into  our 
Internal  Revenue  Code.  As  we  act  upon 
a  bill,  such  as  we  are  considering  today, 
consisting  of  380  pages,  occasionally  we 
will  find  that  we  have  extended  a  bene¬ 
fit  to  some  group  or  to  some  individual 
which  we  did  not  intend.  We  later  cor¬ 
rect  them.  To  me  those  are  loopholes. 

The  reason  I  make  that  statement  is 
that  I  do  not  consider  the  allowance  a 
loophole  in  that  Congress,  with  its  eyes 
wide  open,  established  the  depletion  al¬ 
lowance  at  27  V2  percent.  On  numerous 
occasions  the  Congress  has  refused  to 
change  it.  If  I  were  a  part  of  the  oil  in¬ 
dustry  today  and  were  operating  an  oil 
well,  I  would  take  the  27  -percent  de¬ 
pletion  allowance  the  same  as  every  one 


else  in  the  industry  does.  I  do  not  make 
any  charges  of  impropriety  when  anyone 
in  the  industry  utilizes  the  benefits  which 
are  acorded  to  them  under  the  revenue 
code. 

I  shall  state  another  example.  I  shall 
vote  against  the  proposed  tax  reduction 
of  $11.5  billion,  not  because  I  believe  that 
the  tax  rates  are  low  enough  already,  but, 
as  I  have  previously  explained,  I  believe 
we  should  postpone  a  tax  reduction  until 
after  we  have  actually  reduced  Govern¬ 
ment  expenditures  to  the  point  at  which 
we  can  afford  a  tax  cut.  But  if  the  bill 
should  pass  and  tax  rates  are  reduced, 
even  though  I  vote  against  it,  when  I 
compute  my  tax  return  at  the  end  of  the 
year,  I  shall  compute  it  on  the  same 
lower  formula  as  every  other  taxpayer 
will.  That  does  not  mean  that  I  would 
be  taking  advantage  of  a  loophole. 

That  is  the  law.  If  the  tax  rate  is 
raised  over  my  objections  I  shall  pay  the 
increased  rate.  If  it  is  lowered  over  my 
objections  I  shall  take  the  benefit.  So 
I  certainly  do  not  cast  any  reflection  on 
the  oil  industry  because  it  has  utilized 
the  27  V2 -percent  rate  which  is  provided 
in  existing  law. 

I  frankly  believe  that  any  segment  of 
the  oil  industry  which  did  not  utilize  the 
allowance  would  be  subject  to  severe 
criticism  on  the  part  of  the  company’s 
stockholders.  They  must  take  advan¬ 
tage  of  the  law.  I  certainly  am  not  at¬ 
tacking  from  that  angle.  I  do  say  that 
it  is  up  to  Congress  to  change  the  provi¬ 
sion. 

Mr.  SIMPSON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  SIMPSON.  It  is  the  evidence  of 
the  integrity  of  the  Senator  from  Dela¬ 
ware  that  makes  me  very  friendly  toward 
him,  as  he  knows.  The  Senator  has  been 
very  fair  and  convincing  with  respect  to 
the  matter  of  tax  loopholes,  which  so 
many  irresponsible  people  refer  to  when 
they  speak  about  the  oil  depletion  allow¬ 
ance  for  the  oil  industry.  I  should  like 
to  point  out  to  the  Senator  that,  since 
I  come  from  a  State  which  has  large 
oil  capacity,  and  participate  in  an  in¬ 
dependent  company  known  as  the  Husky 
Oil  &  Refining  Co.,  I  can  assure  the  Sen¬ 
ator  from  Delaware,  as  well  as  other 
Senators,  that  the  job  of  the  oil  industry 
is  not  all  sunshine  and  roses.  Approxi¬ 
mately  1  out  of  every  12  wells  drilled 
is  a  good  producer.  Many  of  the  wells 
are  marginal  wells  or  even  submarginal 
wells  that  do  not  pay  their  expenses. 

The  path  of  the  oil  industry  is  a  very 
severe  one.  The  job  is  becoming  more 
difficult  by  virtue  of  the  importations 
of  oil  from  abroad.  In  all  of  my  ex¬ 
perience  in  the  oil  industry  I  have  never 
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found  any  stinkers  in  that  industry  with 
the  exception  of  one  or  two,  and  the  oil 
industry  itself  took  care  of  those  right 
off  the  bat. 
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This  great  industry  is  doing  a  great 
service  for  America.  The  repercussions 
of  the  proposal  on  the  economics  of  the 
country  would  be  most  severe,  not  only 
to  the  oil  industry,  but  to  other  indus¬ 
tries  that  utilize  the  oil. 

I  agree  with  what  the  Senator  has 
said  about  the  farmers  being  minute- 
men,  but  it  is  the  propulsion  provided 
in  many  instances  to  the  fanner  and 
to  other  forms  of  transportation  and 
in  the  other  areas  of  industry  that  is 
provided  by  the  oil  industry  that  makes 
them  competent  to  be  minutemen. 

Mr.  WILLIAMS  of  Delaware.  What 
the  Senator  has  said  is  true.  As  I  stated, 
I  am  not  trying  to  minimize  the  con¬ 
tribution  which  the  oil  industry  makes 
to  the  American  economy — not  for  one 
moment.  I  have  great  respect  for  the 
industry.  Some  of  my  best  friends  are 
engaged  in  it.  They  understand  my 
position,  and  I  understand  theirs.  On 
many  occasions  I  have  agreed  with  them 
and  fought  for  what  I  thought  was  fair 
for  the  industry,  and  I  shall  do  so  again. 

This  is  not  a  personal  grudge  I  have 
against  them.  I  have  supported  meas¬ 
ures  relating  to  the  industry  which  I 
felt  were  justified,  as  has  the  Senator 
from  New  York,  and  I  shall  probably 
do  so  again  in  the  future. 

Several  Senators  addressed  the  Chair. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  promised  to  yield  to  the  Sen¬ 
ator  from  Ohio  [Mr.  Young]  first. 

The  PRESIDING  OFFICER  (Mr. 
Kennedy  in  the  chair).  The  Senator 
from  Ohio  is  recognized. 

Mr.  YOUNG  of  Ohio.  Mr.  President, 
I  compliment  the  distinguished  senior 
Senator  from  Delaware  [Mr.  Williams] 
on  the  moderate  amendment  he  has  of¬ 
fered  today.  The  Senator  from  Dela¬ 
ware  is  rendering  a  real  and  needful  pub¬ 
lic  service  in  offering  the  amendment.  I 
am  sure  it  will  be  debated  fully. 

I  think  I  know  something  about  this 
matter  for  the  reason  that,  while  a  mem¬ 
ber  of  the  Committee  on  Ways  and  Means 
of  the  House  of  Representatives,  I  heard 
a  great  deal  of  testimony  on  the  27  V2- 
percent  oil  depletion  allowance  in  the 
tax  writing  of  1949  and  1950.  At  that 
time  in  committee,  based  upon  the  testi¬ 
mony  that  had  been  heard,  and  upon  my 
judgment,  I  voted  to  reduce  the  27 1/2 -per¬ 
cent  depletion  allowance  to  15  percent. 
I  would  have  voted  to  reduce  it  further. 
I  also  know  something  about  it  because 
in  recent  months  I  have  received  letters, 
accompanied  with  dividend  checks,  from 


the  Atlantic  Refining  Co.  and  the  Sin¬ 
clair  Oil  Co.,  telling  me  to  write  my  Rep¬ 
resentative  to  insist  upon  the  retention 
of  the  27*4 -percent  depletion  allowance. 

I  am  not  writing  my  Representative 
on  that  subject,  but  for  many  years  I 
have  been  happy  to  have  been  a  stock¬ 
holder  in  the  Sinclair  Oil  Co.,  the  Getty 
Oil  Co.,  the  Tidewater  Oil  Co.,  the  Mis¬ 
sion  Development  Co.,  the  Atlantic  Re¬ 
fining  Co.,  and  the  Monsanto  Co. 

The  estate  I  have  accumulated  over  the 
years  has  been  added  to  somewhat  by 
reason  of  the  fact  that  I  had  the  good 
judgment  many  years  ago,  when  I  was 
practicing  law  in  Cleveland,  to  purchase 
oil  stocks.  I  am  retraining  them.  I  am 
happy  to  have  them.  I  am  still  in  favor 
of  reducing  the  oil  depletion  allowance. 

When  it  is  said  that  there  would  be  a 
great  economic  shock  if  this  moderate 
amendment  were  to  be  adopted  today, 
I  cannot  “buy”  that  argument.  It  might 
require  some  mild  adjustments  in  the  oil 
industry,  but  I  am  certain  there  would  be 
nothing  shocking  about  it. 

Evidently  the  distinguished  Senator 
from  Delaware  has  studied  this  subject 
very  thoroughly.  In  the  graduated  re¬ 
duction  that  is  here  proposed,  I  am  cer¬ 
tain  the  oil  producing  companies  will  not 
suffer  whatever. 

They  have  been  beneficiaries  of  this 
high  allowance  over  the  years.  We  have 
been  glad  to  give  them  these  benefits,  and 
this  amendment  will  continue  to  give 
them  a  more  than  reasonable  and  fair 
depletion  allowance. 

It  is  true  that  at  the  present  time  the 
oil  industry  is  making  a  great  contribu¬ 
tion  for  the  defense  of  our  country.  I 
am  aware  of  the  great  contributions  that 
were  made  by  the  industry  to  defend  the 
free  world,  and  to  win  the  war  against 
Hitler.  However,  the  time  has  now  come 
for  a  careful  and  thorough  reappraisal 
of  its  tax  benefits,  which  are  not  sacred 
at  all.  Congress  provided  them  back  in 
1926,  in  the  era  just  preceding  the  pe¬ 
riod  of  the  great  depression.  Since 
1926,  oil  and  gas  producers  have  been 
permitted  to  deduct  27*/2  percent  an¬ 
nually  as  a  depletion  allowance  regard¬ 
less  of  the  actual  depletion  involved. 
There  is  nothing  in  our  tax  laws  so  in¬ 
equitable  as  the  excessive  depletion  ex¬ 
emptions  now  enjoyed  by  oil  and  gas  cor¬ 
porate  interests.  If  this  depletion  allow¬ 
ance  were  reduced  from  27  V2  percent  to 
15  percent,  $800  million  would  be  added 
to  our  annual  revenue,  and  in  my  judg¬ 
ment,  no  corporation  would  be  dealt  with 
unjustly.  I  commend  the  Senator  from 
Delaware  for  his  amendment  which  is  a 
big  step  in  that  direction. 

In  that  connection,  may  I  add  that  a 
great  President,  the  late  great  John  F. 
Kennedy,  who  50  years  from  now  will 
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be  regarded,  in  my  opinion,  as  one  of  our 
very,  very  great  Presidents,  recom¬ 
mended  to  the  Congress  that  the  deple¬ 
tion  allowance  of  27  y2  percent  be  re¬ 
viewed  and  reduced.  That  is  our  oppor¬ 
tunity  here  today. 

Mr.  WILLIAMS  of  Delaware.  I  thank 
the  Senator  from  Ohio  for  his  support 
of  the  amendment.  I,  too,  have  seen  the 
letters  sent  out  by  the  oil  companies  to 
the  stockholders,  urging  that  they  write 
Members  of  Congress.  As  a  stockholder  I 
have  received  some  of  them.  I  find  no 
fault  with  those  companies  sending  out 
such  letters.  Under  our  form  of  govern¬ 
ment  they  have  that  right,  and  I  would 
defend  their  right  to  do  what  they  can  to 
keep  the  27 ^-percent  depletion  allow¬ 
ance.  At  the  same  time,  I  defend  my 
right  to  put  the  allowance  in  proper  per¬ 
spective.  In  my  opinion,  it  should  be 
lowered. 

I  have  often  listened  to  the  argument 
that  the  industry  would  be  completely 
demoralized  if  it  had  to  pay  more  taxes, 
and  I  am  not  at  all  convinced. 

I  yield  now  to  the  senior  Senator  from 
Ohio  [Mr.  Lausche]. 

The  PRESIDING  OFFICER.  The 
senior  Senator  from  Ohio. 

Mr.  LAUSCHE.  Mr.  President,  I 
merely  wanted  to  express  my  concur¬ 
rence  with  the  fine  remarks  made  by  my 
colleague  from  Ohio  [Mr.  Young].  I 
think  he  ably  stated  the  case,  and  I  sub¬ 
scribe  to  all  the  thoughts  he  expressed. 

Mr.  WILLIAMS  of  Delaware.  I  thank 
the  Senator  from  Ohio. 

I  now  yield  to  the  Senator  from  Iowa 
[Mr.  Miller]. 

Mr.  MILLER.  Mr.  President,  the  Sen¬ 
ator  from  Delaware  knows  in  what  great 
esteem  I  hold  him.  He  also  knows  that 
he  and  I  share  the  same  tax  and  eco¬ 
nomic  philosophy.  I  venture  to  say  that 
the  record  of  the  yea-and-nay  votes  will 
show  that  we  voted  very  closely  together 
on  tax  questions.  Accordingly,  I  hope  he 
will  understand  why  I  feel  unhappy  about 
the  fact  that  I  must  differ  with  him. 

The  Senator  from  Iowa  has  this  ap¬ 
proach  to  the  problem :  If  an  adjustment 
is  made  in  what  is  really  a  built-in  factor 
in  the  cost,  either  of  two  things  will 
happen.  Either  the  oil  companies  will 
cut  down  on  the  amount  of  their  explo¬ 
ration  activities,  or  there  will  be  an  in¬ 
crease  in  the  cost  of  the  end  product. 

I  do  not  believe  the  oil  companies  will 
cut  down  on  their  exploration  activities, 
because  this  is  a  matter  of  life  and  death, 
a  matter  of  survival  of  the  oil  industry,  in 
view  of  the  international  competitive 
situation.  There  will  be  an  increase  in 
the  cost  of  the  end  product,  in  the  price 
of  gas  and  oil  and  heating  fuel. 

The  Senator  from  Delaware  said  that, 
if  we  use  this  argument,  perhaps  it  is  an 


argument  that  we  ought  to  reduce  the 
taxes  of  other  corporations. 

I  do  not  believe  that  is  quite  the 
point.  The  point  would  more  likely  be 
that  we  should  not  increase  the  taxes 
of  other  corporations,  and  we  are  not 
about  to  do  that.  The  essence  of  the 
bill  pending  before  the  Senate  is  that 
we  will  reduce  taxes  on  corporations 
rather  than  increase  them.  The  amend¬ 
ment  of  the  Senator  from  Delaware  goes 
contrary  to  that  philosophy  by  increas¬ 
ing  the  taxes  of  one  industry.  I  suggest 
to  the  Senator  from  Delaware  that  the 
result  will  be  an  increase  in  the  cost  of 
gas  and  oil  and  heating  fuel. 

Mr.  WILLIAMS  of  Delaware.  Will 
the  Senator  from  Iowa  yield  at  that 
point? 

Mr.  MILLER.  I  should  like  to  tie 
in  one  other  point  first - 

Mr.  WILLIAMS  of  Delaware.  I 
should  like  to  reply  at  that  particular 
point,  if  the  Senator  will  yield  to  me. 

Mr.  MILLER.  I  yield. 

Mr.  WILLIAMS  of  Delaware.  I  rec¬ 
ognize  that  if  we  increase  taxes,  surely 
of  it  does  flow  through  and  pass  on  to 
the  consumer.  But  by  the  same  token, 
so,  too,  would  this  a  tax  reduction  rep¬ 
resent  lower  prices,  should  the  reduc¬ 
tion  all  be  passed  on  to  the  consumer. 
But  changes  in  tax  rates  are  not  always 
reflected  at  the  consumer  level.  If  that 
were  true,  mathematically  they  would 
be  just  a  well  off  as  they  were  before,  so 
why  all  the  argument? 

Mr.  MILLER.  That  is  just  the  point. 
The  products  of  the  oil  industry  are  in  a 
competitive  situation,  not  only  with  re¬ 
spect  to  other  types  of  products  in  the 
United  States — coal,  for  example — but 
with  respect  to  international  competition 
as  well.  The  Senator  from  Delaware  well 
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knows  that  in  the  American  economic 
competitive  system,  the  general  ap¬ 
proach  has  been  to  reduce  rather  than 
to  increase  the  cost  of  products  to  con¬ 
sumers.  But  the  Senator  from  Delaware 
recognizes  that  there  will  be  some  in¬ 
crease  in  cost  to  the  consumers. 

With  the  percentage  depletion,  the  oil 
industry  is  not  paying  as  much  in  taxes 
as  it  would  if  the  amendment  of  the  Sen¬ 
ator  from  Delaware  were  adopted.  So 
who  is  going  to  be  paying  the  difference? 
As  of  now,  the  general  taxpayer  will  be 
paying  it.  Mainly,  the  income-tax  payer 
will  be  making  up  the  difference.  But  he 
will  be  doing  this  on  the  basis  of  relative 
ability  to  pay.  Those  with  high  incomes 
are  filling  more  of  the  gap  than  those 
with  lower  incomes,  because  that  is  the 
essence  of  our  tax  system.  That  is  our 
philosophy. 
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If  certain  industries  do  not  have  to  pay 
as  much  tax  as  they  otherwise  would, 
with  the  change  in  the  structure,  the  gen¬ 
eral  taxpayers,  on  the  basis  of  relative 
ability,  will  make  up  the  difference.  But 
if  we  close  the  gap,  and  the  extra  cost 
is  passed  on  to  the  consumer,  the  con¬ 
sumer  will  not  be  paying  according  to 
relative  ability  to  pay. 

Those  who  buy  gas  and  oil  and  heating 
fuel  do  not  pay  according  to  their  ability 
to  pay.  The  very  lowest  income  groups 
may  well  drive  their  automobiles  as  much 
as,  if  not  more  than,  those  in  the  high¬ 
est  income  bracket,  but  they  will  pay  the 
extra  cost  just  the  same.  So  from  the 
economic  standpoint,  it  seems  to  me  that 
if  we  are  going  to  pass  on  extra  costs  to 
the  consumers,  we  shall  have  a  more  re¬ 
gressive  situation  by  far  than  at  the 
present  time. 

My  argument  would  break  down  if  the 
Senator  from  Delaware  could  show  that 
the  extra  taxload  would  not  be  passed 
on  to  the  consumer  as  extra  cost  of  the 
end  product. 

Mr.  WILLIAMS  of  Delaware.  I  thank 
the  Senator  from  Iowa.  At  that  point  I 
should  like  to  reply,  because  perhaps  I 
can  convince  the  Senator. 

Even  though  the  Senator  from  Iowa 
and  I  may  differ  on  this  point,  it  does 
not  in  any  way  diminish  my  respect  for 
him.  Men  can  differ  honestly  on  views, 
and  I  most  certainly  respect  his  views 
and  the  views  of  other  Senators  on  this 
question,  but  by  the  same  token  I  hope 
that  they  in  turn  will  respect  mine. 

Mr.  MILLER.  I  thank  the  Senator. 
The  Senator  well  knows  that  the  respect 
is  mutual. 

Mr.  WILLIAMS  of  Delaware.  I  should 
like  to  quote  an  example  that  was  given 
demonstrating  how  the  oil  depletion  al¬ 
lowance  works.  I  quote  from  a  speech 
which  was  delivered  by  none  other  than 
former  President  of  the  United  States 
Harry  S.  Truman,  in  one  of  his  messages 
to  Congress,  at  which  time  he  was  ask¬ 
ing  Congress  to  change  the  depletion  al¬ 
lowance.  This  was  back  in  1950 — on 
January  23.  It  appears  in  the  Congres¬ 
sional  Record,  volume  96,  page  771  of 
that  year.  I  should  like  to  quote  one 
example  to  which  President  Truman  in¬ 
vited  our  attention  as  a  glaring  example 
of  what  exists  and  can  exist  under  the 
27  V2  -percent  depletion. 

I  quote: 

For  example,  during  the  5  years  1943  to 
1947,  during  which  it  was  necessary  to 
oollect  an  income  tax  from  people  earn¬ 
ing  less  than  $20  a  week,  one  oil  operator 
was  able,  because  of  these  loopholes,  to  de¬ 
velop  properties  yielding  nearly  $5  million, 
in  a  single  year  without  payment  of  any  in¬ 
come  tax.  In  addition  to  escaping  the  pay¬ 
ment  of  tax  on  his  large  income  from  oil 
operations,  he  was  also  able  through  the 


use  of  his  oil  tax  exemptions  to  escape  pay¬ 
ment  of  tax  on  most  of  his  income  from 
other  sources.  For  the  5  years  his  income 
taxes  totaled  less  than  $100,000,  although  his 
income  from  nonoil  sources  alone  averaged 
almost  $1  million  each  year. 

I  remain  unconvinced  that  slightly 
raising  the  taxes  of  one  who  has  an 
income  of  $1  million  a  year,  as  this 
amendment  would  do,  would  place  him 
in  a  position  in  which  he  could  not  afford 
to  pay  his  taxes.  I  venture  to  say  that 
some  of  the  tax  increase  should  come  out 
of  his  pocket  rather  than  the  consumer’s. 
Yes,  if  we  increase  taxes  some  of  it  does 
siphon  down  to  the  consumer,  but  not 
all  of  it. 

It  is  these  glaring  examples  which  are 
holding  up  the  oil  industry  to  criticism, 
a  situation  which  I  believe  is  unfortu¬ 
nate.  The  adoption  of  my  amendment 
would  correct  that  situation.  It  would 
not  be  a  punitive  action  against  them. 
But  how  can  we  justify  the  action  indi¬ 
cated  at  that  time;  namely,  a  tax  of 
20  percent  in  the  case  of  a  man  making 
$40  or  $50  a  week  and  not  taking  at 
least  some  taxes  out  of  the  incomes  of 
others  who  are  making  a  million?  Cases 
have  come  to  our  attention  involving 
individuals  and  companies  with  large  in¬ 
comes  paying  little  or  no  taxes  what¬ 
ever  toward  the  support  for  the  defense 
of  America.  They  are  a  part  of  America. 
I  recognize  them  as  an  important  part  of 
the  American  economy.  I  have  great 
respect  for  them;  so  great  is  my  respect 
that  I  believe  they  have  the  ability  at 
least  to  pay  a  part  of  the  operating  costs 
of  their  Government. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Delaware  yield  at  that 
point? 

Mr.  WILLIAMS  of  Delaware.  I  would 
be  glad  to  yield  but  first,  Mr.  President, 
I  should  like  to  ask  unanimous  consent 
that  the  entire  message  of  President  Tru¬ 
man  to  which  I  have  referred  may  be 
printed  in  the  Record. 

There  being  no  objection,  the  message 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

I  know  of  no  loophole  in  the  tax  laws  so 
inequitable  as  the  excessive  depletion  ex¬ 
emptions  now  enjoyed  by  oil  and  mining 
interests. 

Under  these  exemptions,  large  percentages 
of  the  income  from  oil  and  mining  proper¬ 
ties  escape  taxation  year  after  year.  Own¬ 
ers  of  mines  and  oil  wells  are  permitted,  after 
deducting  all  costs  of  doing  business,  to  ex¬ 
clude  from  taxation  on  account  of  depletion 
as  much  as  half  of  their  net  income.  In  the 
■i  case  of  ordinary  businesses,  investment  in 
physical  assets  is  recovered  tax  free  throtigh 
depreciation  deductions.  When  the  original 
investment  has  been  recovered,  a  deprecia¬ 
tion  deduction  is  no  longer  allowed  under 
the  tax  laws.  In  the  case  of  oil  and  mining 
businesses,  however,  the  depleted  exemp- 
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tion  goes  on  and  on,  year  after  year,  even 
though,  the  original  investment  in  the  prop¬ 
erty  has  already  been  recovered  tax  free 
not  once  but  many  times  over. 

Originally  introduced  as  a  moderate  meas- 
use  to  stimulate  essential  production  in  the 
First  World  War,  this  special  treatment  has 
been  extended  during  later  years.  At  the 
present  time  these  exemptions,  together  with 
another  preferential  provision  which  per¬ 
mits  oil-well  investment  costs  to  be  immedi¬ 
ately  deducted  from  income  regardless  of 
source,  are  allowing  individuals  to  build  up 
vast  fortunes,  with  little  more  than  token 
contributions  to  tax  revenues. 

For  example,  during  the  5  years  1943  to 
1947,  during  which  it  was  necessary  to  col¬ 
lect  an  income  tax  from  people  earning  less 
than  $20  a  week,  one  oil  operator  was  able, 
because  of  these  loopholes,  to  develop  prop¬ 
erties  yielding  nearly  $5  million  in  a  single 
year  without  payment  of  any  income  tax.  In 
addition  to  escaping  the  payment  of  tax  on 
his  large  income  from  oil  operations,  he  was 
also  able  through  the  use  of  his  oil  tax  ex¬ 
emptions  to  escape  payment  of  tax  on  most 
of  his  income  from  other  sources.  For  the 
5  years  his  income  taxes  totaled  less  than 
$100,000,  although  his  income  from  nonoil 
sources  alone  averaged  almost  $1  million 
each  year. 

This  is  a  shocking  example  of  how  present 
tax  loopholes  permit  a  few  to  gain  enormous 
wealth  without  paying  their  fair  share  of 
taxes. 

I  am  well  aware  that  these  tax  privileges 
are  sometimes  defended  on  the  grounds  that 
they  encourage  the  production  of  strategic 
minerals.  It  is  true  that  we  wish  to  encour¬ 
age  such  production.  But  the  tax  bounties 
distributed  under  present  law  bear  only  a 
haphazard  relationship  to  our  real  need  for 
proper  incentives  to  encourage  the  explora¬ 
tion,  development,  and  conservation  of  our 
mineral  resources.  A  forward-looking  re¬ 
sources  program  does  not  require  that  we 
give  hundreds  of  millions  of  dollars  annu¬ 
ally  in  tax  exemptions  to  a  favored  few  at 
the  expense  of  the  many. 

Mr.  MILLER  subsequently  said:  Mr. 
President,  will  the  Senator  from  Dela¬ 
ware  yield?- 

Mr.  WIT  .LIAMS  of  Delaware.  I  yield. 
Mr.  MILLER.  If  the  Senator  would 
permit  me  to  do  so,  I  should  like  to  con¬ 
tinue  our  earlier  colloquy  with  regard  to 
the  example  the  Senator  gave  of  $1  mil¬ 


lion  income  over  a  5-year  period,  and  a 
tax  liability  of  only  $100,000. 

I  wish  to  emphasize  that  I  am  still  of 
the  opinion  that  these  examples  are  not 
properly  given  in  a  debate  on  percentage 
depletion.  I  repeat  that  percentage  de¬ 
pletion  can  in  no  event  exceed  50  percent 
of  net  income. 

The  Senator  has  cited  an  example  of 
a  corporation  having  $1  million  net  in¬ 
come  over  5  years — let  us  say  1958,  1959, 
1960,  1961,  and  1962— $200,000  a  year. 
The  maximum  percentage  depletion 
would  be  $100,000  a  year,  leaving  taxable 
income  of  $100,000  in  each  of  those  years, 
and  a  tax  of  $46,500  in  each  of  those 
years,  or  a  total  tax  liability  of  $225,000. 

I  ask  unanimous  consent  that  this  ex¬ 
ample  be  printed  at  this  point  in  the 
Record.  The  Senator  makes  the  point 
that  this  is  merely  an  example.  But  if 
the  example  is  different  from  the  one 
that  President  Truman  gave,  perhaps  we 
can  clarify  it  to  show  that  other  factors 
are  involved.  But  I  suggest  that  more 
than  percentage  depletion  is  involved  in 
these  examples. 

Mr.  WILLIAMS  of  Delaware.  I  would 
appreciate  having  the  Senator  incorpo¬ 
rate  that  table  in  the  Record,  but  I  ask 
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that  it  appear  in  the  Record  immediately 
following  my  insertion  of  the  statement 
by  President  Truman,  and  thus  let  the 
Record  show  that  the  Senator  from  Iowa 
and  President  Tinman  differ  in  their 
conclusions. 

Mr.  MILLER.  The  Senator  from  Iowa 
wholly  endorses  that  statement.  Let  the 
Record  show  that  this  is  not  the  only 

point  on  which  the  Senator  from  Iowa 
and  President  Truman  differ. 

Mr.  WILLIAMS  of  Delaware.  On 
most  of  the  other  points,  the  Senator 
and  I  would  be  in  agreement. 

Mr.  MILLER.  That  is  correct. 

There  being  no  objection,  the  -table 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 


Corporation  with  $1  million  of  net  income  over  5-year  period  with  percentage  depletion  of  27 J ^  percent  (limited 
to  50  percent  of  net  income) : 


1958 

1959 

1960 

1961 

1962 

Net  income _ 

$200,  000 
100,  000 

$200,  000 
100,  000 

$200,  000 
100, 000 

$200, 000 
100,  000 

$200.  000 
100,  000 

Less  percentage  depletion. .  _ _ _ _ 

Taxable  Income  .  _ _ _ _ 

100. 000 
46, 500 

100,  000 
46,  500 

100,  000 
46,  500 

100,  000 
46,  500 

100.  000 
46, 500 

Tax _ _ _ _ _ _ _ 

Total  $225,000. 


Mr.  MILLER.  I  wish  to  emphasize 
that  other  factors  are  involved  in  these 
examples,  factors  such  as  intangible 
drilling  and  development  costs;  factors 


such  as  net  operating  loss,  carryovers, 
and  carrybacks,  which  are  applicable  to 
other  corporations,  as  well. 

If  there  are  other  abuses  that  have 
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arisen,  they  relate  to  net  operating  loss, 
carryovers,  or  to  intangible  drilling  de¬ 
velopment  costs,  or  to  percentage  de¬ 
pletion,  or  to  combinations  of  them,  per¬ 
haps  this  is  something  for  the  Treasury 
and  for  Congress  to  focus  attention  upon. 

But  I  deplore  the  giving  of  such  ex¬ 
amples.  The  Senator  from  Illinois  [Mr. 
Douglas]  well  knows  this  situation,  be¬ 
cause  he  and  I  have  had  many  a  scuffle 
on  this  matter.  I  do  not  like  to  see  a 
debate  start  on  the  percentage  deple¬ 
tion  allowance  by  referring  to  other  ex¬ 
amples  of  deductions  for  tax  purposes, 
because  I  do  not  think  it  is  proper  for 
the  percentage  depletion  allowance  to 
take  a  beating  when  intangible  devel¬ 
opment  and  drilling  costs  may  be  the 
basis  for  the  fact  that  very  little  income 
tax  is  paid. 

Furthermore,  a  net  loss  carryover  may 
be  the  basis  for  the  fact  that  very  little 
income  tax  is  paid;  a  person  with  an  in¬ 
come  of  $1  million  may  pay  no  income 
tax  because  he  has  a  net  loss  carryover 
of  $1  million,  as  a  deduction. 

So  I  believe  it  should  be  pointed  out, 
in  connection  with  such  a  situation  that 
he  did  not  pay  an  income  tax  that  year 
because  he  was  allowed  to  make  a  de¬ 
duction  of  $1  million,  because  of  a  net 
loss  carryover  of  $1  million  from  the 
previous  year. 

So,  Mr.  President,  in  such  cases  the 
cause  of  the  failure  to  pay  an  income 
tax  is,  not  the  oil  depletion  allowance, 
but  the  deductions  allowed  because  of 
net  loss  carryover. 

I  am  not  enchanted  by  the  rates  now 
on  the  statute  books;  and  it  may  be  that 
the  depletion  rate  can  be  improved  upon. 
However,  I  point  out  that  if  the  rate 
is  decreased,  the  result  will  be  to  in¬ 
crease  the  industry’s  operating  costs, 
and  then  it  would  be  necessary  to  change 
the  rate  in  order  to  make  it  possible  for 
the  industry  to  pay  those  increased  costs. 

Therefore,  Mr.  President,  Congress 
should  be  careful  not  to  take  action,  by 
way  of  changing  the  deduction  allowed, 
which  would  prevent  the  industry  from 
paying  for  its  increased  costs. 

The  example  which  the  Senator  just 
read  from  President  Truman  sounds  very 
much  like  some  of  the  examples  that  the 
distinguished  Senator  from  Illinois  [Mr. 
Douglas]  presented  to  the  Senate  not 
long  ago.  I  point  out  that  these  examples 
are  meaningless  unless  we  get  down  to 
specifics. 

The  Senator  from  Delaware  read  an 
example  that  President  Truman  gave  of 
someone  with  an  income  of  $1  million 
paying  only  $100,000  in  taxes. 

Mr.  WILLIAMS  of  Delaware.  That  is 
over  a  5-year  period. 

Mr.  MILLER.  Over  a  5-year  period, 
yes. 


Mr.  WILLIAMS  of  Delaware.  He  was 
earning  a  million  dollars  a  year  for  5 
years. 

Mr.  MILLER.  I  do  not  know  what 
relevance  the  example  has  to  a  debate 
on  percentage  depletion,  because  the 
Senator  knows  as  well  as  anyone  that 
percentage  depletion  cannot  possible  ex¬ 
ceed  50  percent  of  net  income  to  the  27  V2 
percent  with  a  limit  of  not  more  than 
50  percent  of  net  income.  So  this  indi¬ 
vidual  would  have  had  to  have  at  least 
$500,000  of  that  $1  million  subject  to  tax 
if  the  percentage  depletion  was  the  only 
factor  involved.  However,  my  guess  is 
that  it  was  not,  because  if  it  were,  I  am 
sure  the  officials  of  the  company,  or  the 
taxpayer  himself,  would  probably  be  do¬ 
ing  a  little  time  in  the  Federal  peniten¬ 
tiary  for  tax  evasion. 

The  point  is  that  in  these  examples  oi 
the  Senator  from  Illinois  and  others,  they 
always  talk  about  using  percentage  de¬ 
pletion,  but  never  point  out  that  other 
factors  are  involved — for  example  a  fac¬ 
tor  like  intangible  drilling  and  develop¬ 
ment  costs  which  are  currently  deduct¬ 
ible,  and  the  fact  that  the  net  operating 
loss  carryover  is  applicable  to  all  tax¬ 
payers. 

For  an  example  to  mean  something, 
it  is  necessary  to  take  other  things  into 
account.  I  recognize  that  in  any  group 
of  taxpayers  there  may  be  some  who 
will  have  a  tendency  to  abuse  a  situation. 
Some  oil  companies  might  pass  on  to 
taxpayers  undue  costs  for  a  period  of 
time,  until  competition  catches  up  with 
them.  We  are  talking  about  an  industry. 
The  Senator  from  Iowa  will  be  the  first 
to  join  the  Senator  from  Illinois  and 
the  Senator  from  Dele  ware  in  revising 
our  tax  laws  so  as  to  stop  abuses.  How¬ 
ever,  we  are  attempting  to  use  a  meat  ax 
approach  if  we  follow  the  suggestion  of 
the  Senator  from  Delaware  and  the  ap¬ 
proach  of  the  Senator  from  Illinois,  by 
merely  dropping  down,  across  the  board, 
the  percentage  depletion  allowance. 

Mr.  WILLIAMS  of  Delaware.  I  regret 
that  I  must  disagree  with  the  Senator 
from  Iowa.  I  have  checked  with  the 
staff  member  who  sits  beside  me,  and  he 
says  I  am  correct  in  saying  that  it  is 
possible  for  a  man  to  have  had  a  $1 
million  a  year  income  and  to  escape  all 
income  taxes  by  living  off  the  27  V2 -per¬ 
cent  depletion  allowance,  which  is  not 
taxable,  by  piling  all  his  other  income 
into  intangible  investments. 

Mr.  MILLER.  Intangible  develop¬ 
ment  costs;  yes. 

Mr.  WILLIAMS  of  Delaware.  -It  is 
possible  according  to  the  figures  which 
were  furnished  to  us  by  the  Department 
of  the  Treasury.  These  are  many  speci¬ 
fic  cases  that  have  been  furnished  to  us. 
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What  we  propose  would  not  correct  the 
situation  completely.  In  the  case  I  cited 
the  man  was  abiding  by  the  law,  of 
course.  If  we  do  not  like  the  law,  we 
have  an  opportunity  to  change  it.  We 
must  recognize  that  these  conditions 
do  exist.  Several  such  cases  were  fur¬ 
nished  to  our  committee.  Only  the 
names  of  the  men  were  withheld.  As 
the  Senator  from  Illinois  has  pointed  out, 
there  are  many  examples  of  piling  up  an 
estate  without  paying  any  taxes.  The 
Senator  is  aware  of  that  possibility.  I 
do  not  say  that  that  can  be  done  in  all 
instances.  Of  course  there  is  the  50- 
percent  ceiling.  At  the  same  time  there 
are  ways  of  maneuvering  around  that 
ceiling. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  I  shall 
be  glad  to  yield  again  in  a  moment. 
However,  first  I  yield  to  the  Senator  from 
Kansas. 

Mr.  PEARSON.  Mr.  President,  the 
statement  of  the  Senator  from  Delaware 
with  respect  to  the  27  -percent  deple¬ 
tion  allowance  is  correct,  when  he  says  it 
was  enacted  in  1926.  It  is  interesting 
to"  note  that  prior  to  that  year,  the  law 
pertaining  to  this  subject  matter  re¬ 
quired  the  owner  or  lessor  of  a  property 
having  mineral  resources  to  estimate  the 
value  of  the  resources  or  reserves,  and 
then  to  -  amortize  them  over  a  given 
period  of  time. 

That  was  not  possible.  There  are  re¬ 
serves  today  on  which  it  is  impossible 
to  estimate.  Because  of  this,  and  con¬ 
sistent  with  tax  principles  and  with 
principles  involved  in  the  business — geo¬ 
logical  principles  and  accounting  prin¬ 
ciples,  for  example — it  was  the  judgment 
of  Congress  at  that  time  that  somewhere 
between  25  and  30  percent  would  be  a 
fair  depletion  allowance  for  a  capital  as¬ 
set,  consistent  with  the  depreciation 
principle. 

It  is  interesting  to  note,  in  going  back 
and  checking  on  this  matter,  that  the 
figure  of  27  V2  percent  was  arrived  at  be¬ 
tween  those  two  figures.  One  House 
wanted  30  percent,  and  the  other  House 
wanted  25  percent.  The  point  I  am  mak¬ 
ing  is  that  this  determination  was  made 
after  study  at  that  time. 

My  attention  has  been  directed  at  the 
fact  that  the  petroleum  industry  must 
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use  about  $5  billion  annually  for  pur¬ 
poses  of  exploration  and  discovery ;  that, 
furthermore,  possibly  $1  billion  of  that 
amount  is  derived  from  the  depletion 
allowance. 

My  attention  has  also  been  directed 
to  the  fact  that  under  today’s  market  cir¬ 


cumstances  and  the  import  situation,  a 
producer  is  caught  in  the  familiar 
squeeze  of  our  economy,  with  costs  going 
up  and  income  going  down. 

I  hope  that  the  tax  bill  can  be 
amended  on  this  phase  of  it,  on  the  basis 
of  something  beyond  the  conviction  of 
some  person  that  a  given  taxpayer  is  not 
paying  enough ;  or  that  we  would  amend 
it  on  the  basis  of  something  beyond  the 
desire  of  the  Senator  from  New  York  to 
create  flexibility,  to  assert  the  independ¬ 
ence  of  Congress,  and  to  promote  the 
character  of  our  work,  as  I  understand 
his  statement.  I  believe  it  ought  to  be 
based  on  something  besides  the  great 
service  the  oil  industry  performed  for  our 
country  in  periods  of  national  emergen¬ 
cy;  as  well  as  beyond  the  relationship 
that  it  might  have  had  in  1926  to  the 
corporate  tax  structure. 

Although  I  do  not  fully  understand 
what  the  charts  and  tables  in  the  rear 
of  the  Chamber  mean,  I  believe  that 
some  of  the  facts  which  exist  today  touch 
upon  and  deal  with  cold,  hard  facts  of 
the  industry’s  situation  today  which 
leads  us  to  support  the  27y2-percent  de¬ 
preciation  allowance. 

I  conclude  by  stating  to  the  Senator 
from  Delaware  that  on  investigation  I 
have  been  advised  by  the  independent 
oil  producers  of  Kansas  that  a  lowering 
of  the  depletion  allowance  would  mean 
that  possibly  something  like  3,000  wells 
in  Kansas  would  become  marginal.  The 
Senator  from  Wyoming,  on  the  basis  of 
my  knowledge,  is  correct;  with  reference 
to  marginal  and  unprofitable  wells,  we 
could  have  a  ratio  of  1  to  40. 

Mr.  WILLIAMS  of  Delaware.  I  ap¬ 
preciate  the  remarks  of  my  friend  from 
Kansas.  I  do  not  believe  that  the  change 
in  the  rate  from  27  V2  percent  to  20  per¬ 
cent,  graduated  over  a  3-year  period,  will 
stop  oil  flowing  from  any  well.  Of 
course,  there  will  be  wells  that  will  not 
be  productive.  In  1926,  when  the  deple¬ 
tion  allowance  rate  was  fixed  at  27^ 
percent,  the  figure  was  a  compromise  be¬ 
tween  the  two  Houses.  One  suggested 
25  percent,  and  the  other  suggested  30 
percent.  Suggestions  were  also  made  as 
to  the  corporate  rate  and  as  to  the  in¬ 
dividual  rates.  The  compromise  came 
back  with  a  figure  for  the  corporate  rate 
of  around  20  percent,  individual  rates  of 
20  to  25  percent,  and  a  depletion  allow¬ 
ance  of  27  y2  percent.  There  was  no 
magic  in  any  of  these  figures.  The  27 1/2- 
percent  depletion  allowance  is_the  only 
one  which  over  a  35-year  period  has  been 
held  too  sacred  to  change.  There  is 
nothing  sacred  about  it.  The  27  %  per¬ 
cent  might  have  been  perfectly  proper 
at  that  time.  However,  as  the  tax  rates 
go  up  I  believe  the  depletion  rate  should 
be  adjusted  downward,  and  vice  versa. 
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I  respect  the  opinions  of  the  Senator 
from  Kansas.  I  certainly  have  great 
respect  for  him.  However,  I  do  not  be¬ 
lieve  that  it  would  create  chaos  in  the 
industry  if  we  were  to  cut  the  depletion 
allowance  as  proposed  under  this  amend¬ 
ment. 

Mr.  PEARSON.  Mr.  President,  will 
the  Senator  yield  once  more? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  PEARSON.  The  Senator  cited  an 
example  from  a  letter  written  by  former 
President  Truman.  Does  the  Senator,  in 
support  of  his  amendment,  have  any 
factual  information,  other  than  the  sin¬ 
cere  conviction  he  has  expressed?  Does 
he  have  any  factual  information  which 
indicates  that  the  oil  and  gas  industry 
is  in  such  a  state  of  high  profits  that  it 
is  not  paying  its  fair  share  of  taxes? 

Mr.  WILLIAMS  of  Delaware.  In  my 
opinion,  yes.  Such  evidence  has  been 
presented  to  our  committee.  We  have 
studied  it  over  the  years.  I  believe  the 
oil  industry  is  a  prosperous  industry  and 
fully  capable  of  sustaining  such  an  ad¬ 
justment.  I  disagree  completely  that  it 
is  a  depressed  industry,  as  it  was  referred 
to  the  other  day. 

I  do  not  say  it  is  the  most  profitable 
or  the  least  profitable  industry;  but  the 
oil  industry,  over  a  period  of  years,  has 
been  profitable.  I  am  not  quarreling 
with  that  situation.  I  merely  say  that 
if  we  want  to  change  the  law  v/e  can. 
We  certainly  have  the  right  to  change 
it.  Nor  do  I  think  the  oil  industry  is  in 
such  dire  circumstances  that  it  is  about 
to  go  on  relief.  I  have  not  seen  any  evi¬ 
dence  of  the  oil  industry  having  to  pass 
the  hat.  The  oil  industry  is  well  able 
to  support  itself  and  to  pay  its  propor¬ 
tionate  share  toward  the  cost  of  operat¬ 
ing  the  Government.  That  is  all  I  am 
trying  to  have  it  do.  I  have  as  much 
respect  for  the  oil  industry  as  for  any 
other  industry,  but  I  do  not  have  any 
more  respect  for  it  than  I  have  for  any 
other  industry. 

Mr.  PEARSON.  I  am  sure  that  is  so. 

Mr.  President,  if  the  Senator  from 
Delaware  will  permit  me  to  do  so,  I  ask 
unanimous  consent  that  I  may  have  a 
statement  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows : 

Statement  of  Senator  James  B.  Pearson  on 
Oil  Depletion  Allowance 

The  amendment  before  the  Senate  would 
reduce  the  27  % -percent  depletion  rate  for 
oil  and  gas.  I  hope  my  colleagues  will  bear 
in  mind  the  origin  and  the  reasons  for  this 
tax  provision  that  has  been  a  part  of  our 
basic  tax  law  for  more  than  37  years.  The 
percentage  method  for  computing  mineral 
depletion  was  written  into  our  tax  laws  in 
1926.  It  grew  out  of  the  highly  complicated 


and  difficult-to-administer  provisions  which 
had  been  a  part  of  our  income  tax  laws  be¬ 
ginning  with  the  original  Income  Tax  Act 
of  1913. 

Congress  recognized  that  capital  assets 
were  used  up  in  the  production  of  petroleum, 
and  as  a  result  Congress  initiated  a  provision 
in  the  original  Income  Tax  Act  to  allow  for 
the  depletion  of  resources.  In  1926,  Con¬ 
gress  replaced  the  earlier  method  of  comput¬ 
ing  depletion  by  establishing  a  depletion 
deduction  of  27*4  percent  of  the  gross  sum 
received  from  sale  of  crude  petroleum. 

In  applying  this  27  %  -percent  depletion 
rate,  Congress  intended,  among  other  things, 
that  it  approximate  the  diminution  of  the 
value  of  the  capital  asset  used  up  each  time 
a  barrel  of  oil  is  removed  from  the  ground. 

The  decision  the  Senate  must  make  today 
is  whether  we  are  writing  a  tax  law  which 
represents  good,  reasonable,  and  accepted 
business  practice,  or  whether  we  are  writing 
a  tax  law  to  satisfy  someone’s  political 
philosophy. 

The  depletion  allowance  on  minerals  is  an 
accepted  substitute  for  an  impractical 
method  of  computing  the  using  up  of  mineral 
resources.  Originally,  the  owner  or  lessor  of 
property  having  mineral  resources  was  re¬ 
quired  to  estimate  those  resources  and  then 
amortize  them  over  a  given  period  of  time. 
This  was  found  to  be  impractical.  Some 
major  gas  and  oil  fields  still  have  reserves 
which  cannot  be  computed. 

As  a  result,  a  study  of  experience,  based 
on  accounting,  tax  and  geological  reports 
produced  the  agreement  that  a  depletion 
allowance  of  between  25  and  30  percent  would 
reflect  with  reasonable  accuracy  that 
achieved  by  the  original  system.  Congress 
agreed  on  27 %  percent  for  oil  and  gas. 

There  is  no  evidence  to  justify  a  change 
from  27%  percent.  There  is  only  a  political 
philosophy  which  seeks  to  reallocate  income. 

Without  such  recognition  in  the  tax  laws 
of  the  capital  value  being  depleted  by 
production,  taxes  would  be  devouring  the 
capital  of  mineral  producers  and  depriving 
them  of .  the  funds  needed  to  replenish 
reserves  in  order  to  stay  in  business  and  to 
continue  to  supply  the  oil  and  gas  and  other 
minerals  needed  for  our  very  existence. 

All  who  have  studied  the  oil  business  know 
that  the  search  for  and  production  of  petro¬ 
leum  is  indeed  a  unique  business.  Due  to 
the  circumstances  involved  in  exploration 
and  development,  the  investment  process  in 
petroleum  production  is  quite  different  from 
that  encountered  in  manufacturing  enter¬ 
prises  and  trade.  Normally,  an  investor  can 
estimate  with  reasonable  accuracy  the  as¬ 
sets  and  producing  capacity  that  will  result 
from  a  specific  expenditure  of  money.  Not 
so  in  the  search  for  oil  however.  The  in¬ 
vestor  who  is  searching  for  oil  has  no  way 
of  determining  what  results  will  come  from 
his  investment.  Even  if  he  were  to  assume 
the  average  results  of  the  recent  past,  that  is, 
that  one  discovery  out  of  every  nine  wild¬ 
cat  wells  will  continue  to  be  realized  in  the 
search  for  oil,  he  cannot  know  to  what  ex¬ 
tent  his  experience  will  differ  from  the  aver¬ 
age.  While  oil  is  found  in  one  out  of  every 
nine  wildcat  wells  drilled,  if  the  marginal 
and  unprofitable  discoveries  are  excluded,  the 
chance  ratio  would  drop  from  one  in  nine  to 
about  one  in  40  wells  drilled. 
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This  risk  factor  has  been  fairly  constant 
for  many  years.  Even  so,  an  oil  operator 
cannot  know  in  advance  to  what  extent  his 
experience  will  vary  from  this  highly  risky 
enterprise.  It  may  be  more  favorable  or  it 
may  be  less  favorable.  The  only  thing  that 
the  petroleum  explorer  knows  for  sure  is 
that  a  great  deal  of  the  money  he  spends  in 
the  search  for  oil  and  the  drilling  of  wells  will 
probably  yield  no  results.  Thus,  it  can  be 
quickly  seen  that  the  cost  of  a  particular 
well  is  not  a  true  measure  of  the  owner’s  true 
economic  position.  For  example,  if  an  op¬ 
erator  spent  $800,000  on  eight  dry  holes  and 
then  spend  another  $100,000  on  a  producing 
well,  the  actual  economic  cost  of  the  produc¬ 
ing  well  involves  both  outlays  and  one  pro¬ 
ducing  well  cost  him  $900,000. 

Thus,  it  is  this  cost  rather  than  the  amount 
spent  on  the  lone  producing  well  which  he 
must  take  into  account  in  determining  the 
true  economic  income.  In  contrast,  if  a  tax¬ 
payer  purchases  a  truck  in  his  business,  he 
acquires  that  truck  for  immediate  use.  He 
does  not  have  to  purchase  eight  other  trucks 
which  will  not  run  in  order  to  have  one 
truck  that  will  run  and  which  he  can  use 
for  productive  '  purposes  in  his  business. 
Herein  lies  one  basic  difference  in  investing 
in  the  oil  and  gas-producing  industry  and 
that  of  normal  manufacturing  or  trade. 

Thus  one  can  see  that  the  wide  variations 
in  the  relative  success,  including  the  many 
complete  failures  that  represent  a  loss  of 
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capital,  mean  that  some  producing  properties 
must  recover  enough  to  pay  for  its  cost  and 
also  help  to  pay  the  cost  of  the  losers  if 
the  taxpayer  is  to  continue  in  business. 

When  one  looks  at  these  facts,  it  must  be 
concluded  that  the  petroleum  producing  in¬ 
dustry  is  indeed  a  unique  industry  and  that 
this  fact  must  continue  to  be  recognized  in 
our  tax  laws.  The  petroleum  producing  in¬ 
dustry  must  generate  approximately  $5  bil¬ 
lion  annually  to  be  used  in  the  search  for 
and  development  of  new  mineral  reserves. 
Through  the  operation  of  percentage  deple¬ 
tion,  the  petroleum  producing  industry  re¬ 
tains  approximately  $1  billion  each  year  to 
be  used  in  this  activity.  Thus,  each  year  for 
every  dollar  generated  through  percentage 
depletion,  the  petroleum  producing  industry 
must  acquire  through  retained  earnings, 
borrowing,  or  other  sources,  about  $4  billion 
or  $4  for  every  depletion  dollar  in  order  to 
carry  on  the  all-important  task  of  searching 
for  and  producing  new  petroleum  reserves. 

In  the  foreseeable  future,  these  capital 
costs  will  no  doubt  continue  to  exceed  the 
value  of  percentage  depletion  because  on  the 
one  hand  the  cost  of  locating  and  developing 
new  oil  and  gas  reserves  in  the  United  States 
are  increasing  rapidly  while  on  the  other 
hand  the  price  of  domestic  crude  oil  is  con¬ 
stantly  subject  to  pressures  from  excessive 
imports  of  oil  and  competition  from  other 
energy  sources.  Thus,  it  can  be  expected 
that  percentage  depletion  will  probably  cover 
a  steadily  declining  share  of  the  cost  of  new 
crude  oil  reserves. 

In  my  own  State,  the  result  of  a  decrease 
In  the  depletion  allowance  could  mean  that 
as  many  as  3,000  wells  would  become  sub¬ 
marginal,  depending  upon  the  rate  agreed 


upon.  The  depletion  allowance  is  so  intri¬ 
cately  woven  into  oil  finance,  along  with 
restrictions  on  well  spacing,  daily  allowables 
and  other  conditions,  that  hurried  manipu¬ 
lation  of  the  tax  structures  could  create  de¬ 
pressed  conditions  and  poverty  such  as  we 
are  now  asked  to  appropriate  large  sums  to 
help  overcome. 

In  view  of  these  factors,  certainly  this  is 
no  time  to  be  making  adverse  changes  in 
this  vital  tax  provision. 

Mr.  DOMINICK.  Mr.  President,  will 
the  Senator  from  Delaware  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  DOMINICK.  I  have  been  listen¬ 
ing  with  much  interest  to  the  debate.  I 
wonder  whether,  in  determining  whether 
the  oil  industry  is  paying  its  fair  share  of 
taxes,  the  Senator  from  Delaware  has 
taken  State  taxes  into  account.  I  should 
like  to  cite  an  example.  Of  all  the  in¬ 
dustries  that  I  know  of  in  Colorado,  the 
oil  industry  bears  the  heaviest  tax  load. 
It  is  not  permitted,  as  are  other  indus¬ 
tries,  to  deduct  Federal  taxes  in  order  to 
determine  its  State  taxes.  So  the  oil 
industry  in  Colorado  pays  the  Federal 
income  tax,  pays  the  usual  property  tax, 
and  pays  the  State  income  tax.  In 
addition,  the  State  of  Colorado,  under  a 
Democratic  administration,  imposed  a 
gross-severance  tax  at  the  wellhead,  so 
it  is  paying  more  taxes  than  any  other 
industry  in  Colorado  at  present.  These 
are  largely  not  the  big  major  companies 
we  hear  so  much  about;  they  are  the  in¬ 
dependents,  the  companies  which  are 
trying  to  get  for  themselves  a  profitable 
business  in  a  field  which  they  know. 

As  a  result,  ever  since  this  law  went 
into  effect,  oil  development  in  Colorado, 
which  was  fairly  substantial  up  to  about 
1956,  has  been  dropping  off.  I  have  just 
received  from  the  oil  industry  in  Colo¬ 
rado — this  has  nothing  to  do  with  the 
‘Senator’s  amendment;  I  simply  wish  to 
report  a  factual  statement — a  report 
showing  the  results  of  last  year’s  explo¬ 
rations  in  comparison  with  explorations 
of  previous  years.  The  report  shows 
that,  once  again,  the  industry  is  drop¬ 
ping  off. 

In  addition  to  the  Senator’s  amend¬ 
ment  having  an  effect  on  the  oil  people, 
it  also  contains  a  provision  which  affects 
sulfur  and  uranium  producers.  Of 
course,  when  we  speak  about  uranium, 
the  uranium  producers  have  been  hit 
right  in  the  heart.  This  is  an  industry 
which  has  been  progressively  cut  off  by 
governmental  action  since  its  peak  in 
about  1956. 

I  presume  the  Senator  from  Delaware 
is  trying  to  say  that  uranium  should  re¬ 
ceive  no  greater  depletion  allowance  than 
oil.  That  is  why  he  proposes  to  change 
the  rate.  But  the  net  effect  is  to  create 


3260 


one  more  difficulty  in  trying  to  sustain 
an  industry  which  was  at  one  time  vital 
to  the  Nation,  and  which  may  again  be 
vital  in  a  few  years.  I  read  that  a  per¬ 
son  prominent  in  the  administration 
advocated  that  there  should  be  more 
uranium  exploration  and  production  be¬ 
cause  we  shall  need  more  uranium  by 
1970.  Yet  in  the  meantime  all  the  Gov¬ 
ernment  does  is  to  continue  to  chop  back. 
The  Senator’s  amendment  would  affect 
the  possibility  of  uranium  producers  who 
are  still  in  business  remaining  in  busi¬ 
ness. 

Having  made  that  prefatory  state¬ 
ment,  I  ask  the  Senator  whether  the 
committee  took  any  evidence  as  to  the 
effect  his  type  of  amendment  would  have 
on  uranium  producers  this  year. 

Mr.  WILLIAMS  of  Delaware.  I  do  not 
recall  that  uranium  producers  appeared 
before  the  committee,  although  they  were 
on  notice  that  the  amendment  would  be 
offered,  and  that  if  they  felt  it  would 
in  any  way  disturb  them  they  had  the 
opportunity  to  present  their  views.  I  do 
not  recall  that  they  did  so. 

Mr.  DOMINICK.  There  may  not  have 
been  enough  of  them  left  to  make  a 
statement. 

Mr.  WILLIAMS  of  Delaware.  I  fully 
recognize  that  the  Government  has  re¬ 
cently  cut  back  on,  uranium  production. 
I  am  sure  that  that  has  disturbed 
uranium  producers  somewhat.  But  that 
may  be  due  to  the  fact  that  the  uranium 
industry  itself  exists  as  a  result  of  Gov¬ 
ernment  expansion;  and  that  which  the 
Government  expands,  the  Government 
can  contract.  Sometimes  it  is  painful 
when  it  does  so,  but  any  industry  that  is 
dependent  almost  solely  on  sales  to  the 
Government  can  and  does  expect  that. 

I  have  high  respect  for  the  uranium 
industry  and  the  contribution  it  has 
made  to  the  Government,  but  the 
uranium  industry  has  done  extremely 
well  under  the  Government  procurement 
and  stockpiling  program.  What  is 
proposed  by  the  amendment  is  a  modest 
rollback — no  change  this  year,  one -half 
of  1  percent  next  year,  and  a  2  y2  -percent 
reduction  thereafter. 

As  to  the  point  that  the  State  of  Colo¬ 
rado  has  in  recent  years  imposed  what 
the  Senator  feels  are  rather  punitive 
taxes  against  the  oil  industry,  he  real¬ 
izes,  I  am  sure,  that  Congress  has  no 
control  over  what  a  State  government 
does.  I  wondered,  however,  as  I  listened 
to  the  Senator  outline  the  situation, 
whether  the  increased  tax  in  Colorado, 
which  is  an  important  oil-producing 
State,  is  a  result  of  the  people  who  con¬ 
trol  the  State  government  feeling  that 
they  could  afford  to  pay  these  extra 
taxes.  Perhaps  they  may  have  felt  that 


since  the  Federal  Government  was  not 
taking  its  proportionate  part  they  could 
afford  to  expand  somewhat  at  the  State 
level.  But  those  are  questions  I  shall 
not  go  into.  It  is  none  of  the  business 
of  Congress  what  taxes  the  State  of 
Colorado  imposes.  I  feel  that  Congress 
should  vote  whatever  changes  in  the 
Federal  income  tax  it  feels  are  best. 

With  all  due  respect  to  the  position 
of  the  Senator  from  Colorado,  I  do  not 
feel  that  what  is  proposed  by  the  amend¬ 
ment  would  disrupt  the  normal  develop¬ 
ment  of  the  oil  industry.  It  will  be  more 
healthy  and  can  hold  its  head  up  because 
it  will  then  be  paying  its  proportionate 
part  of  financing  the  country.  I  should 
like  to  see  a  solution  of  this  problem, 
which  arises  every  year  on  the  floor  of 
the  Senate. 

Mr.  DOMINICK.  Again,  I  remind  the 
Senate  that  the  State  tax  increase  oc¬ 
curred  when  we  Republicans  were  in  the 
minority  in  the  government  of  the  State. 
It  occurred  largely,  I  feel,  because,  some¬ 
how  or  other,  the  State  was  trying  to  get 
more  revenue  to  finance  the  services 
which  it  felt  were  needed. 

If  the  Senator’s  amendment  should  be 
adopted,  it  would  have  a  cumulative  ef¬ 
fect,  because  the  Federal  tax  is  not  de¬ 
ductible  from  the  Colorado  State  income 
tax,  so  far  as  the  oil  industry  is  con¬ 
cerned.  So  to  the  extent  that  there 
would  be  an  additional  tax  imposed  by 
Congress,  it  would  automatically  make 
an  additional  tax  so  far  as  the  State  is 
concerned,  because  this  tax  would  apply 
in  Colorado.  So  the  Senator’s  amend¬ 
ment  would  have  an  effect  so  far  as 
Colorado  and  every  other  State  is  con¬ 
cerned  on  the  overall  tax  burden.  I  do 
not  believe,  therefore,  that  we  can  di¬ 
vorce  ourselves  from  the  overall  effect 
that  this  amendment,  if  adopted,  would 
have  on  the  oil  industry. 

I  appreciate  having  the  Senator  from 
Delaware  yield  to  me. 

Mr.  ALLOTT.  Mr.  President,  I 
reached  the  floor  only  a  few  moments 
ago,  having  been  required  to  attend  a 
committee  hearing. 

I  desire  to  join  in  the  remarks  the 
Senator  from  Colorado  has  made. 

Mr.  President,  in  discussing  this 
amendment,  I  wish  to  say,  first,  that  the 
effect  of  the  depletion  allowance  is  one 
of  the  most  complicated  matters  which 
could  come  before  Congress.  I  have  not 
been  able  to  ascertain  whether  any 
testimony  was  taken  this  year  in  regard 
to  the  depletion  allowance  for  the  oil 
and  gas  industry.  If  testimony  was 
taken  this  year,  I  know  it  could  not  have 
been  extensive.  On  the  other  hand,  I 
know  that  the  effect  of  this  amendment 
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would  be  so  extensive  that  it  is  clear 
that  this  matter  deserves  long  and  care¬ 
ful  hearings,  and  I  know  that  no  long, 
careful  hearings  have  been  held  recently. 

Second,  the  Senator  from  Delaware 
has  stated  that  if  this  depletion  rate  is 
lowered  this  year,  we  can  avoid  having 
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this  matter  brought  up  on  the  floor  of 
the  Senate  every  year. 

In  discussing  that  point,  I  wish  to 
say  that  there  is  no  justification  for  rais¬ 
ing  the  tax  rate  on  this  industry;  and  I 
cannot  avoid  feeling  that  the  amend¬ 
ment  is  brought  up  only  because  of  a 
fixation  in  the  minds  of  certain  Senators 
that  the  tax  rate  on  this  industry  should 
be  raised. 

On  the  other  hand,  I  do  not  believe 
for  a  moment  that  any  comments  I 
might  make  would  result  in  removing 
that  fixation  from  the  minds  of  anyone. 

Mr.  President,  we  have  heard  much  de¬ 
bate  on  the  imports  of  oil  and  the  im¬ 
ports  of  residual  oil.  This  amendment 
would  affect  that  situation.  Strangely 
enough,  some  of  the  loudest  protests 
about  those  imports  have  come  from  the 
great  consuming  areas  in  the  country 
which  want  more  oil  and  cheaper  oil  im¬ 
ported. 

Mr.  President,  let  us  consider  what  the 
effect  of  this  amendment  would  be.  If 
the  depletion  allowance  were  to  be  al¬ 
tered,  the  exploration  for  oil  and  gas  in 
this  country  would  be  decreased  by  just 
that  much.  Let  us  make  no  mistake 
about  that.  Oil  is  becoming  harder  to 
find  and  more  expensive  to  find. 

I  only  wish  I  could  get  some  Senators 
to  focus  their  attention  on  the  great  re¬ 
serves  of  oil  which  are  present  in  Colo¬ 
rado,  Utah,  and  Wyoming,  in  the  oil 
shale  deposits  there.  For  some  strange 
reason,  all  the  requests  that  Congress 
make  a  depletion  allowance  for  this  great 
potential  industry  seem  to  fall  on  deaf 
ears. 

I  wish  to  speak  further  about  the  ex¬ 
ploration  costs,  and  the  effect  of  this 
amendment,  if  adopted.  Let  us  make  no 
mistake  about  the  effect  of  the  amend¬ 
ment.  One  of  the  first  effects  of  the 
amendment  would  be  to  put  out  of  busi¬ 
ness  many  of  the  independent  oil  oper¬ 
ators,  explorers,  and  wildcatters,  who 
have  contributed  so  much  to  the  devel¬ 
opment  of  the  oil  reserves  in  the  United 
States. 

Mr.  SIMPSON.  Mr.  President,  on  this 
point,  will  the  Senator  from  Colorado 
yield  to  me? 

Mr.  ALLOTT.  I  yield. 

Mr.  SIMPSON.  The  Senator  from 
Colorado  already  knows  that  over  80 
percent  of  the  exploration  is  done  by  the 


independents,  not  by  the  majors.  The 
impression  that  the  greatest  amount  is 
done  by  the  majors  certainly  is  not 
founded  on  fact;  and  I  think  the  Sena¬ 
tor  from  Colorado  will  bear  out  the  ac¬ 
curacy  of  my  statement  on  that  point. 

Mr.  ALLOTT.  Yes,  Mr.  President,  the 
Senator  from  Wyoming  is  entirely  cor¬ 
rect. 

In  the  past,  although  not  recently,  I 
haxe  examined  the  books  of  independent 
oil  operators,  who  had  contended  that 
they  could  not  continue  to  operate  with¬ 
out  the  depletion  allowance.  I  have  not 
done  that  in  an  official  capacity,  but  I 
have  done  it  because  they  were  trying  to 
demonstrate  their  contention  to  me,  and 
I  was  attempting  to  ascertain  how  valid 
it  was. 

There  is  no  question  that  the  change 
in  the  depletion  allowance  advocated 
by  the  distinguished  Senator  from  Dela¬ 
ware  would  only  increase  the  cost  of  oil 
and  gas  to  the  consumer.  It  would  great¬ 
ly  lower  the  already  diminishing  dis¬ 
covery  of  new  oil  and  gas.  If  we  are  to 
progress  in  that  area  and  not  be  de¬ 
pendent  upon  the  whim  and  will  of  other 
countries  for  our  supplies  of  oil  and 
gas,  we  must  continue  its  development 
in  our  country. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  ALLOTT.  I  yield. 

Mr.  AIKEN.  I  dislike  to  disagree  with 
the  Senator  from  Colorado,  but  I  can¬ 
not  agree  that  support  of  the  amend¬ 
ment  offered  by  the  Senator  from  Dela¬ 
ware  [Mr.  Williams]  would  slow  down 
the  exploration  for  oil  in  our  country. 

Only  a  few  years  ago  I  joined  the  Sen¬ 
ator  from  Delaware  in  introducing  a  bill 
relating  to  the  depletion  allowance.  As 
soon  as  the  bill  was  before  the  Senate, 
oil  rigs  came  into  Vermont  and  drilled 
here,  there,  and  everywhere.  We  were 
told  that  a  great  deal  of  petroleum  was 
“just  around  the  corner.  The  State  will 
get  rich.”  I  was  supposed  to  withdraw 
from  sponsorship  of  the  depletion  allow¬ 
ance  bill,  even  though  geologists  said 
that  oil  would  not  be  found  under  gran¬ 
ite.  I  do  not  know  whether  the  geolo¬ 
gists  are  correct  or  not.  However,  the 
drillers  continued  to  drill,  and  I  think 
they  eventually  found,  near  the  Canadi¬ 
an  border,  a  small  pocket  of  gas. 

I  do  not  believe  that  the  drilling  for 
oil  ceases  when  it  is  suggested  that  we 
reduce  the  depletion  allowance. 

Mr.  ALLOTT.  I  do  not  see  the  appli¬ 
cation  of  what  the  Senator  has  said  to 
what  I  have  said.  My  point  may  be  veri¬ 
fied  from  records,  no  matter  from  what 
source  they  are  obtained,  whether  they 
are  obtained  from  the  Finance  Com¬ 
mittee,  from  the  oil  and  gas  producers. 
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or  from  public  records.  The  cost  of  drill¬ 
ing  is  going  up  every  year.  It  is  be¬ 
coming  more  difficult  to  find  oil  and  gas. 
Companies  are  drilling  to  depths  of  17,- 
000,  20,000,  and  23,000  feet  in  order  to 
find  oil  and  gas.  That  kind  of  drilling 
cannot  be  done  cheaply.  It  costs  real 
money. 

Mr.  SIMPSON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  ALLOTT.  I  yield. 

Mr.  SIMPSON.  I  point  out  to  the  Sen¬ 
ator  from  Vermont  that  his  State  reaped 
a  great  harvest  if  all  that  drilling  which 
he  stated  was  done  there.  I  point  out  to 
the  Senator  that  the  records  show  that 
one  out  of  every  nine  wells  drilled  in 
wildcatting  results  in  production.  Those 
wells  cost  an  average  of  $100,000  each. 
So  if  nine  wells  were  drilled  in  the  State 
of  Vermont,  even  if  the  result  was  a  dry 
hole,  the  people  of  the  State  received  the 
benefit  of  all  that  drilling. 

I  point  out  that  production  of  oil  has 
been  decreasing  materially.  In  1962  ex¬ 
ploratory  drilling  showed  a  reduction  of 
over  4,000  wells,  or  30  percent,  from  the 
1956  level,  which  may  have  been  the 
level  to  which  the  Senator  from  Vermont 
referred. 

Mr.  AIKEN.  I  merely  wished  to  point 
out  that  the  proposal  to  change  the 
depletion  allowance  spurred  the  explora¬ 
tion. 

Mr.  ALLOTT.  The  Senator’s  assump¬ 
tion  is  wholly  fallacious.  I  will  have  to 
disagree  with  him.  How  long  ago  did 
the  drilling  in  Vermont  take  place? 

Mr.  AIKEN.  Seven  or  eight  years  ago. 

Mr.  SIMPSON.  Seven  or  eight  years 
ago  the  oil  industry  was  at  its  peak. 
It  has  declined  since.  The  oil  industry 
is  now  a  sick  industry. 

Mr.  AIKEN.  The  depletion  allowance 
cannot  be  accused  of  being  responsible 
for  the  reduction  in  exploration. 

Mr.  ALLOTT.  There  has  been  no 
contention  that  the  allowance  has  been 
responsible  for  the  reduction.  I  merely 
say  that  if  the  amendment  is  agreed  to, 
there  will  be  an  even  more  violent  re¬ 
duction  in  exploration,  because  it  will  be 
too  expensive.  The  independent  oper¬ 
ators  are  the  ones  who  do  most  of  the 
exploration  and  would  be  hit  heaviest 
by  the  change.  The  decrease  in  the  al¬ 
lowance  would  shove  them  out  of  the 
field. 

Mr.  President,  I  should  like  to  make 
a  remark  or  two  about  the  uranium  in¬ 
dustry.  We  in  Colorado  have  a  little 
knowledge  of  the  uranium  industry.  We 
have  learned  it  the  hard  way.  Uranium 
was  found  in  a  great  area  including  the 
States  of  New  Mexico,  Wyoming,  Utah, 
and  Colorado.  Some  of  the  greatest 
deposits  in  our  country  are  in  that  area. 


One  point  which  should  be  considered 
with  respect  to  the  uranium  industry  is 
that  to  couple  uranium  with  any  other 
depletion  item  would  be  completely  in¬ 
valid.  With  respect  to  uranium  we  have 
only  a  “one-person”  market,  and  that  is 
the  Federal  Government. 

A  few  years  ago  the  famous  announce¬ 
ment  of  November  16  was  made,  and 
uranium  production  and  contracts  in 
this  country  were  cut  back.  People  were 
then  engaged  in  uranium  mining  in 
Colorado.  Prospectors  had  gone  out  and 
spent  years  looking  for  it  and  living  lit¬ 
erally  on  sour  dough— I  am  not  trying 
to  be  dramatic— rin  order  to  find  uranium 
for  the  Government  when  the  Govern¬ 
ment  needed  it.  Those  miners  found 
themselves  cut  back  to  the  point  at  which 
they  could  do  nothing. 

Today  uranium  is  a  sick  industry,  not 
only  in  my  State,  but  throughout  the 
West.  I  do  not  criticize  too  much  the 
decisions  of  the  Government  which 
brought  about  the  cutback  at  that  par¬ 
ticular  point.  We  had  done  so  well  for 
the  Government  in  discovering  uranium 
that  we  had  uranium  literally  running 
out  of  our  ears.  We  had  also  made  long¬ 
term  contracts,  particularly  with  Can¬ 
ada,  for  the  delivery  of  uranium  to  the 
United  States,  which  cut  Americans  out 
of  the  production  of  uranium. 

Many  people  believe — and  I  am  not  an 
authority  with  respect  to  future  uses — 
that  the  demand  will  rise,  as  my  col¬ 
league  has  pointed  out,  and  that  in  the 
1970’s  we  shall  again  be  hunting  for 
uranium.  But  we  cannot  apply  the  usual 
principles  of  depletion  to  a  product 
which  can  be  marketed  only  through  the 
Government  and  which  can  be  produced 
only  for  the  Government,  and  is  sub¬ 
ject  to  the  will  and  whim  of  a  Govern¬ 
ment  commission.  Even  on  that  basis 
alone  I  think  the  amendment  of  the  dis¬ 
tinguished  Senator  from  Delaware 
should  be  rejected. 

[P.  2066 ] 

I  yield  the  floor. 

Mr.  MONRONEY.  Mr.  President,  I 
believe  it  is  exceedingly  unfortunate  that 
a  bill  designed  to  stimulate  production, 
employment,  and  the  creation  of  new 
wealth  would  have  offered  as  an  amend¬ 
ment  to  it  the  one  offered  by  the  Senator 
from  Delaware  [Mr.  Williams].  The 
bill  is  designed  to  grant  certain  tax  con¬ 
cessions,  to  continue  other  tax  conces¬ 
sions  to  stimulate  manufacturing,  and 
to  create  new  wealth  in  the  United 
States.  Yet  the  Senator’s  amendment 
would  be  regressive.  It  would  have  the 
effect  of  cutting  the  historic  oil  and  gas 
depletion  allowance  back  from  the  27V2- 
percent  rate  that  has  given  us  oil  and 


3263 


mineral  resources  and  resources  of 
petrochemicals  that  have  been  sufficient 
to  take  us  satisfactorily  through  two 
World  Wars  and  through  a  postwar  de¬ 
velopment  of  great  magnitude. 

I  believe  the  reduction  would  be 
crippling  to  an  industry  that  has  not 
asked  for  a  Government  subsidy  and 
has  spent  its  own  money  for  research 
and  development,  an  industry  which  has 
proved  in  all  cases  that  it  is  willing  not 
only  to  bear  its  own  load  of  taxation, 
which  has  practically  equaled  the  taxa¬ 
tion  of  the  manufacturing  industry,  but 
has  also  borne  a  heavy  load  of  excise 
taxes  which  have  resulted  in  huge 
amounts  of  income  to  our  Government. 

Furthermore,  I  believe  it  is  rather 
strange  that,  without  any  large-scale 
hearings,  it  is  proposed  to  cut  back  the 
depletion  allowance  on  oil,  a  great  nat¬ 
ural  resource  and  source  of  energy  on 
which  we  depend,  to  the  same  depletion 
allowance  as  applies  to.  sulfur.  I  did 
not  think  that  sulfur  was  as  hard  to 
find  as  oil  or  as  quickly  exhaustible  once  1 
found.  Those  are  generally  the  tests 
of  what  a  depletion  allowance  should  be. 

I  know  little  about  uranium,  but  I  feel 
that  cutting  the  depletion  allowance  for 
uranium  back  from  its  present  rate  of 
23  to  20  percent  might  be  unwise  in 
the  light  of  what  we  might  need. 

It  may  be  that  sulfur  does  not  need  the 
present  23 -percent  depletion  allowance 
and  could  be  cut  back  to  20  percent,  but 
I  am  doubtful  about  the  uranium.  I  am 
not  prepared  to  say,  because  I  do  not 
know  what  these  minerals  look  like,  and 
I  wonder  if  the  Senator  knows,  whether 
we  should  cut  back  the  depletion  allow¬ 
ance  on  anorthosite.  I  do  not  know 
whether  the  depletion  allowance  should 
go  from  23  to  20  percent,  under  the 
Senator’s  amendment.  It  is  not  set  out 
in  the  language  of  the  bill  but  there 
are  several  other  minerals  that  are  put 
on  the  same  category  as  oil  in  the  deple¬ 
tion  allowance. 

I  do  not  believe  the  history  of  the 
search  for,  discovery  of,  or  production  of 
such  products  will  show  that  they  are  as 
difficult  to  find  or  as  quickly  exhaustible 
over  a  period  of  years  as  oil  is. 

The  amendment  refers  to  the  follow¬ 
ing  minerals:  asbestos,  bauxite,  beryl, 
celestite,  chromite,  corundum,  fluorspar, 
graphite,  ilmenite,  kyanite,  mica,  olivine, 
quartz  crystals — radio  grade — rutile 
block  steatite  talc,  and  zircon,  and  ores 
of  the  following  metals:  antimony,  bis¬ 
muth,  cadmium,  cobalt,  columbium,  lead, 
lithium,  manganese,  mercury,  nickel, 
platinum  and  platinum  group  metals, 
tantalum,  thorium,  tin,  titanium,  tung¬ 
sten,  vanadium,  and  zinc. 

This  is  quite  a  list.  Anyone  familiar 
with  these  metals  will  know  that  the  sup¬ 
ply  of  them  is  generally  found  within 


a  few  feet  of  the  surface  of  the  ground, 
and  not  thousands  of  feet  down.  The 
ore  yields  generally  continue  over  a  long 
period  of  time.  So  it  is  difficult  for  me  to 
see  how  the  Williams  amendment  is  any 
more  sound  in  its  approach  to  oil  than 
it  is  to  titanium,  tin,  lead,  or  zinc,  or 
some  of  the  exotic  metals  the  names  of 
which  it  is  difficult  for  me  even  to  pro¬ 
nounce. 

So  I  say  it  is  a  poor  time,  when  we  are 
considering  a  bill  to  stimulate  industry, 
to  tax  one  of  the  greatest  industries  at 
a  time  when  there  is  an  increasing  de¬ 
mand  for  oil. 

Mr.  President,  the  percentage  deple¬ 
tion  allowance  on  oil  and  gas  Is  being 
attacked  this  year,  as  it  has  been  almost 
every  year  during  the  25  years  I  have 
served  in  the  Congress.  I  shall  defend  it 
again  this  year,  and  I  shall  continue  to  do 
so  every  year  I  am  permitted  to  remain  in 
this  body. 

The  opponents  of  depletion  charge  that 
it  is  an  inequitable  feature  of  our  tax 
structure.  They  consider  it  only  in  its 
relation  to  other  provisions  of  our  tax 
law.  This  is  the  inherent  fallacy  in  their 
reasoning,  their  argument,  and  their 
proposals. 

The  depletion  allowance  is  part  of  our 
basic  national  policy  on  natural  re¬ 
sources — 

A  policy  responsible  for  the  develop¬ 
ment  of  the  most  powerful  industrial  na¬ 
tion  on  the  face  of  the  earth. 

A  policy  which  has  enabled  this  Na¬ 
tion  to  win  two  major  world  wars  and 
remain  a  bulwark  against  aggression  and 
the  builder  and  protector  of  the  free 
world  during  the  past  19  years. 

A  policy  which  has  afforded  to  the 
citizens  and  industrial  concerns  of  this 
country  a  cheap  and  abundant  source  of 
energy. 

Throughout  our  history  the  impor¬ 
tance  of  our  natural  resources  has  been 
recognized.  We  have  consistently  pur¬ 
sued  a  policy  designed  to  develop  and 
conserve  these  vast  riches.  We  have 
realized  the  necessity  for  maintaining 
self-sufficiency  in  the  minerals  which 
provide  the  energy  that  is  the  life  blood 
of  any  strong  country.  Petroleum  prod¬ 
ucts  provide  75  percent  of  the  energy  re¬ 
quired  in  this  Nation  today. 

The  success  of  this  policy  cannot  be 
challenged.  The  benefits  received  by  the 
people  of  this  country  cannot  be  dis¬ 
puted.  Nor  do  I  believe  the  method  by 
which  success  has  been  achieved  can  be 
honestly  or  rightfully  subjected  to  scorn 
or  ridicule  or  the  charge  of  vested  in¬ 
terest.  For  the  method  has  been  good 
old  American  private  enterprise  and  the 
incentive  has  been  the  reward  of  profits. 
The  instrument  through  which  the  in¬ 
centive  is  generated  is,  in  the  case  of 
the  petroleum  industry,  the  depletion 
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allowance.  And  the  reason  why  the  per¬ 
centage  allowed  on  oil  and  gas  is  higher 
than  that  allowed  on  other  minerals  is 
that  the  probability  of  failure  is  greater 
and  the  costs  of  infinitely  higher. 

Mr.  President,  if  the  oil  industry  were 
making  the  exorbitant  profits  alleged  by 
the  opponents  of  the  depletion  allow¬ 
ance,  if  the  need  for  oil  and  gas  as  the 
basic  source  of  energy  in  the  United 
States  had  declined,  if  the  capital  in¬ 
vestments  required  to  find  and  develop 
new  reservoirs  were  less,  or  if  any  of 
the  basic  reasons  for  providing  an  in¬ 
centive  to  discover  new  oil  and  gas  were 
no  longer  relevant,  then  I  could  under¬ 
stand  why  the  percentage  depletion  al¬ 
lowance  is  being  attacked.  But  the  facts, 
Mr.  President,  tell  another  story. 

The  need  to  find  new  reservoirs,  both 
in  this  country  and  abroad,  is  even 
more  imperative  today.  The  tremendous 
amount  of  capital  required  to  do  that 
job  is  staggering.  The  oil  industry  is 
no  more  profitable  than  other  industries ; 
and,  in  fact,  during  the  last  few  years 
has  made  less  return  on  its  investment 
than  most  companies  in  the  manufac¬ 
turing  industry. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  the 
Record  two  tables  which  compare  the 
rate  of  return  of  the  petroleum  industry 
and  all  manufacturing,  and  the  rate  of 
return  on  net  worth. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 


Rate  of  return  on  invested  capital 


[In  percent) 


Year 

All  manu¬ 
facturing 

Domestic 

petroleum 

1955 . . - . . 

12.6 

10.2 

1956 . . . . 

12.3 

10.5 

1957  . . . 

11.0 

10.1 

1958  . . —  - 

8.6 

7.2 

1959 . . 

10.4 

8.5 

1960  . . . - 

9.2 

8.8 

1961  . . 

8.8 

8.6 

Source:  Testimony  presented  by  president,  Inde¬ 
pendent  Petroleum  Association  of  America,  before 
House  Committee  on, Ways  and  Means,  Mar.  26,  1963. 


Rate  of  return  on  net  worth  for  petroleum, 
manufacturing,  and  all  industry  in  the 
United  States,  1958-62 


Year 


1962. 

1961. 

1960. 

1959. 

1958. 


1  Revised. 


[In  percent] 


Petroleum 

industry 

All  manu¬ 
facturing 
industry 

All 

industry 

10.5 

10.9 

9  1 

10.4 

9.9 

8.7 

i  10.3 

i  10.6 

9  1 

10.0 

11.7 

9.8 

1  9. 9 

9.8 

i  8.9 

Authority:  First  National  City  Bank  of  New  York. 


Mr.  MONRONEY.  The  first  table 
shows  that  for  all  manufacturing  the 
rate  of  return  on  invested  capital  in  1961 
was  8.8  percent,  while  that  for  the  do¬ 
mestic  petroleum  industry  was  8.6  per¬ 
cent. 

Those  were  the  figures  presented  to  the 
House  Ways  and  Means  Committee  by 
the  Independent  Petroleum  Association 
of  America. 

The  second  table  shows  that  the  rate 
of  return  on  net  worth  for  the  petroleum 
industry  in  1962  was  10.5  percent,  for  all 
manufacturing  industry  it  was  10.9  per¬ 
cent,  and  for  all  industry"  grouped  to¬ 
gether  it  was  9.1  percent. 

[P.  2067 ] 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  MONRONEY.  I  am  happy  to 
yield. 

Mr.  AIKEN.  In  determining  the  earn¬ 
ings  of  the  petroleum  companies,  was 
the  excise  tax  considered  as  an  expense 
of  the  company? 

Mr.  MONRONEY.  No;  it  was  not. 
Excise  taxes  were  kept  separately. 

Mr.  AIKEN.  What  is  the  excise  tax? 

Mr.  MONRONEY.  There  are  many  of 
them.  The  State  ar.d  Federal  excise 
taxes  on  gasoline  amount  to  about  10 
cents  a  gallon.  The  oil  companies  collect 
them  for  the  Government.  They  get 
nothing  for  it. 

Mr.  AIKEN.  On  the  chart  in  the  back 
of  the  Senate  Chamber  there  is  listed  as 
an  expense  of  the  oil  companies  $6  bil¬ 
lion  in  excise  taxes,  and  $2  billion  for  all 
other  t9/Xes 

Mr.  MONRONEY.  That  exhibit  shows 
that  since  1919  the  petroleum,  or  the 
fuel,  industry  has  been  responsible  for 
and  has  collected  for  the  Federal  Gov¬ 
ernment,  not  from  the  industry  itself,  but 
from  consumers,  excise  taxes  amounting 
to  more  than  $76  billion.  For  last  year, 
1962,  the  oil  and  gas  industry  collected 
as  excise  taxes  on  fuel  alone,  motor  fuel, 
$6,136  million.  I  am  not  saying  the  oil 
companies  paid  it. 

Mr.  AIKEN.  I  thought  I,  as  a  con¬ 
sumer,  helped  to  pay  it. 

Mr.  MONRONEY.  For  that  reason 
alone,  because  of  consumer  resistance, 
and  because  of  the  10  cents  a  gallon  tax 
on  gasoline - 

Mr.  AIKEN.  The  consumer  pays  the 
tax;  does  he  not? 

Mr.  MONRONEY.  The  consumer 
pays  the  tax;  but  in  order  not  to  have 
diminishing  consumption,  the  industry 
has  managed  to  keep  the  price  low.  The 
price  of  gasoline  today  without  the  tax 
is  less  than  it  was  in  1926. 

The  Increase  in  price  has  been  the 
result  of  the  excise  tax. 
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Mr.  AIKEN.  Has  the  highway  pro¬ 
gram  caused  this  increase? 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield? 

Mr.  MONRONEY.  I  yield. 

Mr.  TOWER.  The  industry  does  pay 
a  severance  tax. 

Mr.  MONRONEY.  A  severance  tax  is 
paid  to  the  State  on  the  barrel  charge, 
or  some  other  way,  but  I  am  talking 
about - 

Mr.  TOWER.  I  wished  to  impress 
upon  the  Senator  from  Vermont  the  fact 
that  the  industry  does  pay  taxes,  which 
are  highly  important  to  his  State  as  well 
as  to  mine. 

Mr.  MONRONEY.  The  Federal  tax 
plus  State  severance  taxes  paid  by  the 
company  will  compare  favorably  with 
taxes  paid  by  the  total  of  all  industries. 

Mr.  AIKEN.  Does  the  Senator  from 
Oklahoma  know  how  many  States  have  a 
severance  tax? 

Mr.  MONRONEY.  Practically  every 
State  which  produces  oil  has  a  severance 
tax. 

Mr.  AIKEN.  What  does  it  amount  to? 
Is  it  a  gallonage  tax? 

Mr.  MONRONEY.  It  is  a  barrel  tax. 

Mr.  AIKEN.  A  barrel  tax. 

Mr.  MONRONEY.  A  barrel  tax  on 
the  oil. 

Mr.  AIKEN.  On  the  oil. 

Mr.  MONRONEY.  Yes.  It  is  ap¬ 
proximately  3  percent,  as  I  recall;  at 
least  in  my  own  State. 

Mr.  AIKEN.  Three  percent. 

Mr.  MONRONEY.  Yes — on  the  gross 
production  of  oil  or  gas.  Every  barrel 
produced  is  subject  to  a  3  percent  of 
gross  production  tax.  I  do  not  know 
what  it  is  in  the  State  of  Texas. 

Mr.  AIKEN.  And  that  tax  is  then 
passed  on  to  the  consumer? 

*  Mr.  MONRONEY.  I  do  not  know, 
but - 

Mr.  AIKEN.  Is  it  absorbed  by  the 
companies? 

Mr.  MONRONEY.  This  is  the  price 
added  to  the  barrel  of  oil  and  the  by¬ 
products  which  are  made  from  it,  but 
this  does  not  reflect  itself  in  any  con¬ 
sumer  tax.  The  price  would  be  higher 
if  this  tax  were  raised ;  but  in  spite  of  the 
increase  in  the  cost  of  production,  the 
price  of  a  barrel  of  oil  or  a  gallon  of 
gasoline  is  less  today  than  it  was  in  1920. 

Mr.  AIKEN.  Does  the  Senator  know 
how  many  States  limit  the  production 
of  oil? 

Mr.  MONRONEY.  Almost  all  of  the 
oil-producing  States,  except,  perhaps, 
one  or  two  which  have  a  proration  based 
on  conservation  results.  We  could  open 
up  those  wells  and  produce  much  more 
oil  today,  tomorrow,  or  next  month,  per¬ 
haps,  but  we  would  destroy  the  long- 
range  production  of  oil  by  doing  so.  We 


found  that  out  when  America  opened  its 
wells  up  to  the  free  world  when  the  Suez 
Canal  was  closed,  and  with  irreparable 
damage.  The  oil  which  we  thought  we 
might  have  in  productive  capacity  could 
not  be  produced  without  impinging  on 
State  conservation  practices. 

Mr.  AIKEN.  The  limit  on  imports  is 
an  instrument  to  maintain  a  reasonably 
profitable  price  for  domestic  production 
of  oil;  is  that  correct? 

Mr.  MONRONEY.  The  same  as  it 
would  be  on  agricultural  products  or 
other  products.  We  import  oil  to  the 
United  States;  there  is  no  tariff,  which 
would  raise  the  price  so  high  that  for¬ 
eign  oil  could  not  come  over  profitably. 
Therefore,  the  tariff  is  no  good,  and  an 
effort  has  been  made  to  limit  imports  to 
about  12  V2  percent,  which  I  believe  is 
the  figure  of  our  domestic  production. 
That  seems  to  still  deny  adequate  pro¬ 
duction  in  many  States.  But  I  believe 
that  is  probably  a  ratio  that  the  industry 
can  live  with. 

Mr.  AIKEN.  Does  the  Senator  know 
that  American  agriculture  is  probably 
the  largest  customer  the  oil  industry  has? 

Mr.  MONRONEY.  That  is  probably  so. 

Mr.  AIKEN.  I  believe  it  is — I  am  not 
quite  sure  about  it. 

Mr.  MONRONEY.  Agriculture  is  de¬ 
pendent  on  oil,  for  its  motive  power,  to 
move  a  great  quantity  of  oats  and  other 
feed  grains. 

Mr.  AIKEN.  I  do  not  wish  to  deprive 
the  oil  industry  of  the  opportunity  of 
making  a  reasonable  profit.  I  know  how 
involved  the  industry  is  all  over  the  world 
today,  and  how  it  all  adds  together  when 
it  pays  dividends. 

Mr.  MONRONEY.  The  Senator  is 
thinking  of  the  giant  majors,  the  big,  in¬ 
tegrated  companies,  with  refineries  and 
manufacturing  facilities  operating  in  the 
United  States,  in  Latin  America,  and  in 
the  Middle  East.  The  oil  industry  is  a 
many-sided  industry.  The  majors  could, 
I  believe,  get  along  very  well  without 
some  of  the  allowances  that  are  con¬ 
tained  in  the  tax  laws,  because  they  op¬ 
erate  overseas  where  they  do  not  require 
a  depletion  allowance  to  come  out  whole. 

Mr.  AIKEN.  I  know. 

Mr.  MONRONEY.  We  do  not  wish  to 
favor  that  operation  to  the  exclusion  of 
always  keeping  in  this  country  an  ade¬ 
quate  supply  of  petroleum. 

Mr..  AIKEN.  The  Senator  is  correct. 
It  seems  to  me  the  difference  between  the 
27  y2  -percent  and  the  20-percent  deple¬ 
tion  allowance  would  not  necessarily 
mean  that  we  would  exhaust  our  oil  sup¬ 
ply.  It  would  mean  we  would  not  have 
to  find  new  supplies. 

Mr.  MONRONEY.  I  shall  furnish 
statistics  on  that  point  later  on  in  my 
speech.  The  27  % -percent  depletion  al- 
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lowance  has  still  not  encouraged  enough 
drilling  to  replace  that  which  we  use 
each  year.  So  we  are  going  down  hill  in 
our  known  reserves  of  oil.  If  we  do  not 
reverse  this  treatment,  we  shall  find  our¬ 
selves  more  dependent  on  sources  of  oil 
from  abroad. 

American  efforts,  even  in  our  domestic 
economy,  seem  to  be  going  down  hill.  To 
cut  depletion  by  25  percent,  as  the  Sena¬ 
tor  proposes,  would  prevent  us  from  de¬ 
veloping  the  new  sources  to  replace  that 
which  is  consumed  each  year  as  reserves 
become  less.  This  is  the  money  that 
finds  new  oil — we  could  not  find  it,  if  it 
were  not  for  this  allowance. 

Mr.  EDMONDSON.  Mr.  President, 
will  my  colleague  yield? 

Mr.  MONRONEY.  I  yield. 

Mr.  EDMONDSON.  With  reference 
to  the  statement  made  by  the  Senator 
from  Vermont  when  he  brought  up  con¬ 
servation  practices  of  States,  insofar  as 
allowables  are  concerned.  I  believe  this 
is  a  material  factor  in  the  consideration 
of  a  possible  reduction  of  the  depletion 
allowance,  as  when  an  oil  company,  in¬ 
dependent  or  otherwise,  has  to  deal  or 
operate  under  a  restricted  allowable  be¬ 
cause  of  the  conservation  purposes,  not 
price  purposes,  but  conservation  pur¬ 
poses.  As  an  example,  the  State  of  Ok¬ 
lahoma  allowable  now  is  14  barrels  a 
day. 

Mr.  AIKEN.  Fourteen  barrels  a  day? 
Mr.  EDMONDSON.  Fourteen  barrels 
a  day  limit  on  the  production  of  oil  in 
Oklahoma. 

Mr.  AIKEN.  Fourteen  barrels  a  day 
for  the  State? 

Mr.  EDMONDSON.  Fourteen  barrels 
per  well  per  day. 

Mr.  AIKEN.  Of  oil  per  day.  I  un¬ 
derstand. 

Mr.  EDMONDSON.  It  must  be  real¬ 
ized  that,  as  a  result  of  that  self- 
imposed  limitation  of  local  government, 
this  limit  is  definitely  vital  insofar  as  in¬ 
centive  for  future  explorations,  also  is 
concerned. 

Mr.  AIKEN.  Does  the  State  of  Okla¬ 
homa  produce  that  limitation  of  14  bar¬ 
rels  per  day  per  well? 

Mr.  EDMONDSON.  That  is  the  allow¬ 
able.  We  cannot  go  over  that  except  in 
exceptional  circumstances. 

Mr.  AIKEN.  Suppose  there  were  two 
wells  and  one  produced  7  barrels  a  day 

[P.  2068] 

and  the  other  21  barrels  a  day;  could 
that  be  marketed? 

Mr.  EDMONDSON.  Certainly.  The 
per  well  limitation  is  based  upon  the 
conservation  needs  of  the  State  insofai 
as  the  future  is  concerned. 


Mr.  AIKEN.  Then  there  would  be  no 
particular  incentive  to  find  more  oil  than 
one  would  be  permitted  to  extract  and 
sell. 

Mr. -EDMONDSON.  It  is  a  question 
of  how  long  it  will  take  to  extract  and 
sell.  Still  wells  extract  and  sell  all  of 
it  because  of  the  length  of  time  required 
to  get  the  money  back  from  the  invest¬ 
ment  from  the  well. 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield  at  that 
point? 

Mr.  MONRONEY.  I  yield. 

Mr.  TOWER.  Regarding  the  allow¬ 
able  we  had  to  pay,  as  the  former  Gov¬ 
ernor  of  Oklahoma  [Mr.  Edmondson] 
well  knows,  it  is  difficult  for  a  man  to 
amortize  his  investment.  As  a  matter 
of  fact,  he  is  hardly  breaking  even. 

Mr.  AIKEN.  I  was  about  to  compare 
the  oil  situation  and  the  maximum 
amount  which  would  be  produced  to¬ 
day  with  the  situation  which  prevailed 
in  New  England  in  the  late  thirties  with 
reference  to  the  production  of  milk, 
when  we  tried  the  allotment  program 
which  the  Department  of  Agriculture 
is  now  so  insistent  on  imposing  on  us 
again.  Each  farmer  had  a  maximum 
allotment  which  he  could  bring  into 
market,  and  every  farmer  produced  his 
marketable  allotment  each  day,  even  if 
the  cows  were  dry.  Are  the  maximum 
allotments  in  oil  produced?  Do  the  dry 
wells  figure  in  this  computation? 

Mr.  TOWER.  With  the  kind  of  max¬ 
imum  we  have,  we  still  have  to  produce 
to  stay  alive. 

Mr.  MONRONEY.  Production  is  not 
transferable  from  one  well  to  another. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield? 

Mr.  MONRONEY.  I  yield. 

Mr.  CARLSON.  As  to  the  pending 
amendment,  as  I  read  it  and  understand 
it,  I  am  wondering  if  the  Senator  from 
Oklahoma  would  agree  with  me  that  if 
it  were  approved  it  would  considerably 
affect  domestic  production,  while  it 
would  have  practically  no  effect  on  for¬ 
eign  producers  or  foreign  importers.  In 
other  words,  the  amendment  is  so  drawn 
up  that  if  we  approved  it,  it  could  vitally 
affect  our  domestic  production,  and 
would  have  no  effect  on  importers  of  for¬ 
eign  oil.  Is  that  what  we  are  talking 
about? 

Mr.  MONRONEY.  The  Senator  is 
correct.  While  it  would  withdraw  and 
cut  the  depletion  alowance  by  25  percent, 
reduce  it  from  27 1/2  percent  to  20  percent 
over  a  period  of  years,  the  oversea  pro¬ 
ducers,  who  have  an  arrangement  to  pay 
50  percent  of  the  gross  income  from  their 
production  of  oil  in  the  Middle  East  to 
those  foreign  countries,  are  able  to  de- 
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duct  that  50  percent  of  gross  income  as 
a  tax  credit  from  the  taxes  that  would 
be  paid  in  the  United  States.  Therefore, 
the  27  Vz  -percent  depletion  does  not  enter 
into  their  operations.  While  we  would 
be  cutting  the  depreciation  allowance 
here,  their  production  would  not  be  im¬ 
pinged  upon  in  any  way  by  this  deduc¬ 
tion. 

Therefore,  we  would  see  our  domestic 
producers  at  a  disadvantage.  The  oil 
industry  has  never  made  the  exorbitant 
profits  which  are  given  as  one  reason  for 
reducing  the  depletion  allowance.  And, 
because  the  need  is  greater,  the  costs  are 
higher,  and  the  profits  are  average,  every 
reason  justifying  the  original  policy  of 
the  depletion  allowance  remains  and  is 
even  stronger  today. 

The  proved  reserves  of  crude  oil  in  the 
United  States  declined  by  369.3  million 
barrels  in  1962.  This  amounted  to  a  de¬ 
crease  of  6  percent  in  the  ratio  of  re¬ 
serves  to  consumption.  It  represented 
the  10th  year  in  a  row  in  which  more  oil 
was  consumed  than  was  found.  At  the 
present  time  we  have  a  reserve  supply 
which  would  last  for  only  11  or  12  years 
if  no  new  oil  were  found.  Additions  to 
crude  oil  reserves  each  year  must  exceed 
our  consumption  by  20  percent  if  we 
are  to  maintain  a  constant  ratio  of  re¬ 
serves  to  consumption.  In  1962,  we  found 
little  more  than  one-half  as  much  as  we 
consumed,  and  not  since  1949  have  we 
found  enough  new  oil  to  stop  this  decline 
in  the  reserves  to  consumption  ratio.  A 
report  by  the  Chase  Manhattan  Bank  of 
New  York  issued  last  year  stated  that: 

Our  domestic  requirements  for  all  petro¬ 
leum  hydrocarbons  seem  likely  to  increase 
at  an  average  rate  of  4  percent  a  year  be¬ 
tween  1960  and  1970.  To  meet  these  require¬ 
ments,  and  prevent  any  further  erosion  of 
the  reserves  to  consumption  ratio,  the  in¬ 
dustry  would  have  to  find  50  percent  more 
crude  oil  than  it  discovered  in  the  preceding 


decade.  And  the  same  is  true  for  natural 
gas. 

The  report  concluded  with  these 
words : 

This  Nation  can  ill  afford  to  discourage  in 
any  manner  the  continuing  search  for  petro¬ 
leum  anywhere  in  the  free  world.  There 
is  abundant  evidence  that  we  will  need  for 
ourselves  and  our  friends  abroad  all  that 
we  now  have  and  can  reasonably  hope  to 
find. 

Mr.  President,  this  would  not  only 
definitely  deter  the  discovery  of  new 
sources,  as  has  been  said  by  the  distin¬ 
guished  Senator  from  Kansas  and  other 
Senators  from  oil  States  but  it  would  also 
result  in  closing  down  and  capping  and 
losing  forever  oil  from  many  of  the  strip¬ 
per  and  submarginal  wells  which  must 
depend  on  depletion  to  succeed — to  make 
possible  secondary  recovery  from  them. 
By  this  ill-advised  proposal  to  cut  the  de¬ 
pletion  allowance,  we  would  force  aban¬ 
donment  of  the  small  marginal  wells 
and  would  shut  them  down,  because  it 
would  no  longer  be  profitable  t#  produce 
from  them  without  the  full  27  V2 -percent 
depletion  allowance.  Thus,  under  such 
abandonment,  50  percent  of  the  oil  that 
these  wells  are  capable  of  producing 
would  be  lost  for  our  own  and  future  gen¬ 
erations. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  at 
this  point  statistics  contained  in  the 
January  27,  1964;  issue  of  the  Oil  and 
Gas  Journal  which  show  that  our  do¬ 
mestic  crude  oil  reserves  declined  by  an¬ 
other  139.9  million  barrels  in  1963,  that 
the  total  number  of  wells  drilled  in  1963 
was  2,526  less  than  in  1962,  and  that  the 
number  of  wildcat  wells  drilled  was  396 
less  in  1963  than  in  1962. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Rec¬ 
ord,  as  follows: 
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Estimated  proved  recoverable  reserves  of  crude 
[Thousands  of  barrels — primary  recovery] 
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2  Arizona,  Florida,  Maryland,  Missouri,  Nevada,  South  Dakota,  Tennessee,  and  Virginia. 


Total  completions  by  States,  1963  and  1962 
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Mr.  MONRONEY.  Mr.  President,  the 
increase  in  gasoline  consumption  and  the 
total  number  of  motor  vehicles  alone 
demonstrate  the  tremendous  need  for 
finding  new  oil  and  gas  to  satisfy  and 
quench  this  Nation’s  thirst  for  oil  prod¬ 
ucts.  During  the  period  from  1958  to 
1962,  motor  vehicle  registrations  in¬ 
creased  by  almost  11  million,  and  gaso¬ 
line  consumption  in  the  United  States 
alone  increased  from  59  billion  to  66  bil¬ 
lion  gallons  a  year.  The  United  States 
needs  oil  and  gas  more  than  any  country 
in  the  world  since  this  Nation  accounts 
for  almost  half  the  total  world  consump¬ 
tion. 

How  much  has  it  cost  the  petroleum 
industry  to  find  today’s  reservoirs  and 
how  much  will  it  cost  the  industry  to 
lpcate  and  develop  the  new  reservoirs 
needed  for  the  future?  The  Chase  Man¬ 
hattan  Bank  tells  us  that  between  1950 
and  1960  the  petroleum  industry  spent 
$44  billion  for  the  purpose  of  finding  and 
developing  petroleum  hydrocarbon  re¬ 
serves  in  this  country  alone.  During 
that  same  period  of  time,  it  spent  $38 
billion  to  find  reserves  in  other  countries. 
And  the  task  of  finding  enough  new 
domestic  reserves  to  halt  the  frightening 
erosion  of  reserves  which  has  occurred 
since  1949  will  probably  cost  as  much  as 
$70  billion  during  the  period  between 
1960  and  1970.  Over  the  years,  the  in¬ 
dustry  has  spent  an  average  of  $4.6  bil¬ 
lion  every  year  searching  for  new  reserves 

and  developing  them.  An  annual  total 
of  $2.2  billion  has  been  spent  for  explora¬ 
tion  alone,  and  an  additional  $2.4  billion 
a  year  has  been  spent  for  development. 

The  cost  of  drilling  and  equipping  wells 
in  1961  was  8  percent  higher  than  the 
cost  in  1957,  and  there  was  an  increase 
of  13  percent  in  the  average  hourly  wage 
paid  to  employees  engaged  in  oil  and  gas 
production.  Yet,  during  this  same  pe¬ 
riod  of  time,  the  price  of  crude  oil  ac¬ 
tually  declined  by  7  percent.  The  aver¬ 
age  price  per  barrel  of  crude  at  the  well 
was  $3.01  in  1958,  but  was  only  $2.90  in 
1962. 

Despite  the  increase  in  need,  despite 
the  incentives  in  existing  law,  and  de¬ 
spite  the  large  amounts  of  money  which 
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have  been  spent  in  exploration  and  de¬ 
velopment,  the  activity  of  the  producing 
industry  has  declined.  By  1962,  the  total 
Crew -months  of  geophysical  work  had 
declined  by  50  percent  since  1955. 

These  geophysical  experts  are  the  men 
who  find  the  oil  fields.  If  the  crews  are 
not  out  searching  for  new  supplies,  it 


means  that  in  3  or  4  years  from  now 
there  will  not  be  any  new  discoveries  or 
any  new  drilling.  These  are  the  people 
who  look  ahead. 

We  had  better  watch  this  situation, 
particularly  from  the  standpoint  of  in¬ 
centive,  when  the  number  of  crew 
months  has  steadily  fallen  by  50  per¬ 
cent  since  1955. 

The  number  of  active  rotary  drilling 
rigs  has  declined  by  40  percent  since 
1955.  And  the  amount  of  exploratory 
drilling  showed  a  reduction  of  more  than 
4,000  wells,  or  30  percent,  from  the  1956 
level.  The  total  drilling  activity — in¬ 
cluding  producing  wells,  dry  holes,  and 
service  wells — decreased  almost  12,000 
wells  from  1956  to  1962 — a  20  percent 
drop.  The  number  of  employees  en¬ 
gaged  in  the  producing  branch  of  the  in¬ 
dustry  has  dropped  by  40,000  employees 
since  1957. 

If  the  situation  were  as  good  as  is 
claimed  by  those  who  would  cut  the  de¬ 
pletion  allowance  from  27  y2  percent  to 
20  percent  or  15  percent,  this  decline  in 
employment  would  not  occur.  There 
would  be  a  much  larger  employment  and 
much  more  geophysical  work,  and  much 
more  effort  to  find  new  fields. 

I  ask  unanimous  consent  to  have 
printed  in  the  Record  at  this  point 
statistical  tables  which  reflect  the  de¬ 
cline  in  exploration  and  development 
activities  of  the  oil  industry;  the  num¬ 
ber  of  employees  engaged  in  oil  and  gas 
production;  a  comparison  between  the 
price  of  crude  oil  and  the  cost  of  pro¬ 
ducing  it,  which  shows  a  decrease  in 
price  and  an  increase  in  cost;  and  an 
index  of  U.S.  retail  gasoline  prices  com¬ 
pared  with  the  consumer  price  index. 

There  -being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 


Decline  in  exploration  and  development 
activity,  1955  through  1962 


Year 

Geo¬ 

physical 

activity 

Active 

rotary 

drilling 

rigs 

Explora¬ 
tory  wells 
drilled 

Total 

wells 

drilled 

Crew 

months 

Number 

Number 

Number 

1955 . . 

8,240 

2,688 

12, 271 

56, 682 

1950 _ 

7,846 

2,618 

13, 034 

58, 160 

1957.... . 

7,242 

2,429 

11,739 

55,024 

195H _ 

5,731 

1,923 

9,588 

50,039 

1959 _ 

5,696 

2,074 

10, 073 

51,764 

1960 _ 

5,207 

1,747 

9, 635 

46, 751 

1961 _ 

5,024 

1,760 

9, 191 

46,962 

1962.. . 

4,231 

1,641 

9, 003 

46, 179 

Source:  Testimony  presented  by  president,  Independ¬ 
ent  Petroleum  Association  of  America,  before  House 
Committee  on  Ways  and  Means,  Mar.  26, 1963. 
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Employment  oil  and  gas  production  industry 


Number 

1957  . . -  344,  000 

1958  _  327,500 

1959  _  330,900 

1960  _  313,900 

1961  _  308,800 

1962  _  304,000 


Source :  Testimony  presented  by  president, 
Independent  Petroleum  Association  of  Amer¬ 
ica  before  House  Committee  on  Ways  and 
Means,  Mar.  26,  1963. 


Comparison  of  crude  oil  prices  to  cost  of 
production 


[Index  numbers,  1957-59=100] 


Year 

Crude  oil 
prices 

Cost  of 
drilling  and 
equipping 
wells 

Hourly 
wages  paid 

1957 _ 

103.0 

100.4 

96.7 

1958.. . . 

100.3 

97.2 

99. 5 

1959 _ 

96.7 

102.  4 

103.  8 

I960. . . . . 

96. 0 

105.  6 

105.0 

1961 _ _ _ 

96.3 

108.1 

408.9 

Source:  Testimony  presented  by  president,  Inde¬ 
pendent  Petroleum  Association  of  America,  beforo 
House  Committee  on  Ways  and  Means,  Mar.  26,  1963. 


Index  of  U.S.  retail  gasoline  prices  compared  with  the  Consumer  Price  Index,  1958-62 

[1957-59=100] 


Gasoline 

Transpor- 

Year 

Excluding 

taxes 

Including 

taxes 

Food 

Housing 

Apparel 

tat  ion 

All  items 

1962 _ 

94.  3 

100. 1 

103.6 

104.8 

103.2 

107i  2 

105.  4 

1961. _ _ 

95. 1 

100.5 

102.6 

103.9 

102.8 

105.0 

104.2 

1960  _ 

97.2 

101.  7 

101.4 

103.1 

102.1 

103.8 

103. 1 

1959  _ 

98. 1 

99.  6 

100.  3 

101.3 

100.7 

103.8 

101.  5 

1958- _ _ 

99.4 

99.3 

101.9 

100.2 

99.8 

99.7 

100.7 

Authority:  Bureau  of  Labor  Statistics;  American  Petroleum  Institute. 


Mr.  MONRONEY.  Mr.  President,  the 
need  for  oil  and  the  cost  of  obtaining  it 
have  increased  greatly  and  will  continue 
to  do  so.  The  prospects  of  failure  have 
become  greater,  too.  A  study  contain¬ 
ing  a  6-year  analysis  of  the  more  than 
8,000  new-field  wildcat  wells  drilled  in 
1956  shows  that  less  than  2  percent  of 
the  wells  had  oil  or  natural  gas  in  com¬ 
mercial  quantities.  This  figure  is  down 
from  the  3  percent  figure  which  previ¬ 
ous  studies  had  shown.  This  geologists’ 
study  found  that,  out  of  the  8,436  new- 
field  wildcats  drilled  in  1956,  only  159, 
or  1.88  percent  proved  to  be  profitable 
discoveries.  This  is  a  ratio  of  one  1 
profitable  well  to  53  drilled.  The  re- 
maing  8,277  new-field  wildcats,  or  98.12 
percent,  were  either  abandoned  as  dry 
holes,  or  found  too  little  oil  or  gas  to  be 
profitable.  For  the  12-year  period  1945 
through  1956,  the  ratio  was  1  profitable 
well  to  every  38  new-field  wildcats  drilled. 
The  average  cost  of  an  exploratory  well 
is  roughly  $90,000.  It  should  be  evident 
to  even  the  opponents  of  the  depletion 
allowance  that  the  producer  must  re¬ 
cover  not  only  the  capital  expended  in 
developing  a  profitable  well,  but  also  the 
vast  sums  poured  into  dry  holes  and 
nonprofitable  wells  from  which  no  in¬ 
come  or  recoupment  of  capital  is  derived. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield? 

Mr.  MONRONEY.  I  yield  to  the  Sen¬ 
ator  from  West  Virginia. 


Mr.  RANDOLPH.  I  appreciate  the 
Senator’s  yielding  at  this  particular  point 
in  his  most  informative  presentation. 
The  Senator  [Mr.  Monroney]  is  most 
knowledgeable  on  this  subject. 

In  connection  with  the  West  Virginia 
situation,  the  Record  can  very  properly 
disclose  information  from  constituent 
correspondence  received,  and  from  which 
I  read,  in  part: 

During  the  taxable  year  1962,  we  produced 
141  wells  in  West  Virginia.  Only  one  of  these 
had  sufficient  profit  for  us  to  receive  the  fuU 
27  V2  -percent  depletion  allowance.  On  all  of 
the  others,  we  took  one-half  of  the  net  profit. 
The  actual  depletion  allowance  for  our 
seventh- eighths  working  interest  wells 
amounted  to  12.36  percent. 

In  West  Virginia,  where  production  is 
not  large-field  operation,  where  the 
drilling  is  for  relatively  lesser  amounts  of 
oil  and  gas,  there  is  a  need,  among  our 
smaller  independent  domestic  searchers 
for  oil,  for  this  incentive  in  the  present 
tax  law. 

In  West  Virginia  last  year,  when  1,400 
wells  were  drilled,  a  very  small  percent¬ 
age  of  those  wells  would  have  been 
drilled  had  the  present  depletion  allow¬ 
ance  not  been  included  as  an  incentive 
in  a  hazardous  venture  capital  program 
for  hoped  for  production. 

Mr.  MONRONEY.  The  Senator  from 
West  Virginia  is  exactly  correct.  With¬ 
out  a  depletion  allowance,  some  marginal 
fields,  fields  that  do  not  have  the  great, 
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lush  production,  would  never  be  de¬ 
veloped. 

Some  Oklahoma  drillers  are  now  going 
to  West  Virginia,  because  there  has  been 
enough  depletion  allowance  to  start  a 
discovery  of  wells.  But  certainly  it  is  the 
smaller  wells  that  would  sustain  the 
greatest  destruction  if  the  amendment  of 
the  Senator  from  Delaware  were  adopted. 

Mr.  RANDOLPH.  I  so  understand. 

[P.  2072 ] 

Mr.  SIMPSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  RANDOLPH.  I  yield. 

Mr.  SIMPSON.  Does  the  Senator 
from  West  Virginia  have  information  as 
to  the  number  of  wells  that  were  dry 
holes? 

Mr.  RANDOLPH.  Our  producing  sands 
in  West  Virginia  are  at  levels  of  1,000 
to  12,000  feet  below,  the  earth’s  suface. 
Our  average  depth  for  production  is 
3,500  feet.  The  average  cost  for  a  pro¬ 
ducing  well  in  our  State  is  $49,000.  Most 
of  our  wells  are  drilled  in  proven  fields, 
rather  than  in  v/ildcatting.  In  1962  there 
were  1,171  wells  drilled  in  West  Virginia 
and  200  of  them  were  dry  holes. 

Mr.  SIMPSON.  The  national  average 
is  1  out  of  12.  It  used  to  be  1  out  of  9. 
The  industry  has  been  drilling  fewer  and 
fewer  wells.  There  were  4,000  fewer  in 
1962  than  in  1956.  It  would  be  interest¬ 
ing  to  have  the  Senator  provide  infor¬ 
mation  as  to  the  number  of  dry  holes 
that  were  drilled  in  West  Virginia  and 
the  cost  per  well,  because  the  average 
cost  is  about  $90,400. 

Mr.  RANDOLPH.  There  is  a  very  real 
risk  in  drilling  for  oil  and  gas  in  West 
Virginia,  and  we  need  this  incentive  in 
the  law  in  the  interest  of  developing  a 
sound  industry. 

Mr.  MONRONEY.  Mr.  President,  who 
has  benefited  from  the  profit  incentives 
contained  in  our  tax  laws  and  in  our  in¬ 
herent  policy  on  all  natural  resources? 
The  petroleum  industry  has  received  a 
reasonable  profit,  without  which  there 
would  have  been  no  reason  under  our 
system  of  free  enterprise  for  them  to 
risk  the  capital  they  have.  The  em¬ 
ployees  of  the  oil  companies  have  bene¬ 
fited  from  the  wages  they  have  received. 
In  1962,  the  crude  petroleum  and  natural 
gas  portion  of  the  industry  itself  em¬ 
ployed  254,760  people,  with  an  annual 
payroll  of  over  $l1/2  billion.  But  the 
greatest  beneficiaries  have  been  the  peo¬ 
ple  of  the  United  States  who  have  had 
available  to  them  a  constant  and  ade¬ 
quate  supply  of  cheap  and  easily  avail¬ 
able  sources  of  energy  provided  by  oil 
and  gas.  The  retail  price  of  gasoline 
at  service  stations,  excluding  sales  and 
excise  taxes,  was  one-half  cent  per  gal¬ 


lon  less  in  1962  than  in  1926.  In  1926, 
1  hour’s  average  wage  would  buy  less 
than  3  gallons  of  gasoline,  but  in  1962 
it  bought  almost  12  gallons  of  gasoline. 
The  price  of  U.S.  petroleum  products  is 
lower  than  in  any  other  industrial  coun¬ 
try.  A  brief  look  at  some  of  the  prices 
which  citizens  of  other  countries  have  to 
pay  for  a  gallon  of  gasoline  illustrates 
only  one  of  the  benefits  which  the  citi¬ 
zens  of  this  country  have.  As  of  Jan¬ 
uary  1,  1962,  a  gallon  of  gasoline  in  the 
United  States,  including  all  taxes  and 
duties,  cost  30.6  cents.  In  Belgium  the 
price  was  56.5  cents;  in  Denmark,  55.9 
cents;  in  Finland,  60.3  cents;  in  France, 
75.6  cents;  in  West  Germany,  54.4  cents; 
and  in  Israel,  71.4  cents  per  gallon. 

This  has  been  the  result  of  applying 
the  depletion  allowance  to  production, 
so  that  new  supplies  of  oil  could  be  found 
in  increasing  quantities,  thus  maintain¬ 
ing  the  benefit  to  the  consumer. 

If  the  amount  that  is  necessary  for 
exploration  were  taken  away  under  the 

amendment  of  the  Senator  from  Dela¬ 
ware,  the  only  way  the  cost  of  finding 
and  producing  oil  could  be  financed 
would  be  to  put  the  burden  on  the  backs 
of  automobile  drivers.  The  cost  would 
have  to  be  multiplied  many  times  as 
the  oil  passed  through  the  industrial 
process  before  it  reached  the  consumer. 

Mr.  President,  in  1960  President  Ken¬ 
nedy  stated  the  fundamental  consider¬ 
ation  involved  in  the  principle  of  deple¬ 
tion  when  he  said : 

The  depletion  allowances  which  affect  over 
100  items  should  be  considered  primarily  as 
a  matter  of  resources  policy  and  only  second¬ 
arily  as  a  tax  issue. 

This  principle  is  fundamental  and 
must  be  kept  foremost  in  mind  in  any 
discussion  of  the  depletion  allowance. 
Mr.  Kennedy  went  on  to  say: 

Its  purpose  and  its  value  are  first  of  all  to 
provide  a  rate  of  exploration,  development, 
and  production  adequate  to  our  national 
security  and  the  requirements  of  our  econ¬ 
omy.  *  •  *  The  oil  depletion  allowance  has 
served  us  well  by  this  test. 

The  role  of  the  depletion  allowance  in 
the  maintenance  of  our  defense  and  na¬ 
tional  security  has  become  particularly 
acute  throughout  the  years  of  the  cold 
war.  Mr.  Khrushchev  declared  eco¬ 
nomic  war  on  the  United  States  and  the 
free  world  and  the  major  instrument 
which  he  has  utilized  in  this  economic 
war  has  been  the  vast  oil  resources  which 
exist  within  the  boundaries  of  the  Soviet 
Union.  This  part  of  the  economic  war, 
which  has  been  described  as  the  Soviet 
oil  offensive,  is  a  part  which  I  am  not 
sure  ;e  are  winning. 

There  is  no  question  that  the  Soviet 
Union  has  the  reserves  to  draw  upon  to 
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wage  and  win  that  war.  Russia  is  sec¬ 
ond  only  to  the  United  States  in  average 
daily  oil  production;  and,  in  1962,  Rus¬ 
sian  production  equaled  one-half  of  the 
U.S.  production.  In  1950,  Russian 
production  amounted  to  only  one- 
seventh  of  U.S.  production.  Soviet  bloc 
oil  exports  to  the  free  world  and  Cuba 
increased  from  116,000  barrels  per  day 
in  1955  to  740,000  barrels  per  day  in  1963. 
This  was  an  increase  of  10  percent  over 
the  670,000  barrels  a  day  exported  in 
1962.  Their  estimated  export  potential 
in  1965  is  1  million  barrels  per  day.  The 
export  of  soviet  oil  accounted  for  one- 
fourth  of  Russia’s  earnings  of  free  world 
currencies  in  1962.  Russia’s  proved  oil 
reserves  are  estimated  to  be  28.5  billion 
barrels,  compared  to  U.S.  reserves  of 
35.5  billion.  Some  estimates  of  potential 
Russian  reserves  have  run  as  high  as 
200  billion  barrels;  and,  in  1960,  the  So¬ 
viets  announced  that  new  oil  deposits 
discovered  in  the  Central  Asian  republics 
have  a  potential  capacity  expected  to 
equal  the  total  output  of  the  Middle  East 
oilfields.  The  discovery  of  new  oil  and 
gas  in  the  Soviet  Union  has  top  priority 
and,  in  recent  years,  Russia  has  had 
more  geophysical  crews  in  operation 
than  the  entire  free  world. 

The  objectives  of  the  Soviet  oil  offen¬ 
sive  are  threefold:  economic,  political, 
and  strategic.  From  an  economic  stand¬ 
point,  the  Soviet  Union  is  attempting  to 
regain  the  share  of  the  world  oil  market 
which  it  formerly  held,  in  order  to  ac¬ 
quire  foreign  exchange  needed  to  finance 
imports  required  by  other  sectors  of  the 
Soviet  economy.  Politically,  the  Soviets 
are  attempting  to  undermine  the  posi¬ 
tion  of  western  oil  companies  and  west¬ 
ern  governments  by  building  a  depend¬ 
ence  on  Soviet  oil  supplies,  and  by  build¬ 
ing  dependence  on  Soviet  markets  for 
surplus  local  products  and  commodities 
for  which  the  Soviet  Union  barters  its  oil. 
Strategically,  the  intrusion  of  Soviet  oil 
on  the  world  market  and  the  peculiar 
terms  and  prices  at  which  it  is  offered 
have  dislocated  the  market  and  have  con¬ 
tributed  to  sluggishness  of  price  and  dis¬ 
ruption  of  established  distribution  pat¬ 
terns. 

All  Soviet  oil  is  channeled  through  a 
monopoly  owned  and  operated  by  the 
state,  thus  eliminating  all  competition  in 
the  sale  of  oil  and  resulting  in  a  monopo¬ 
listic  bloc  policy.  This  policy  enables 
the  Soviets  to  make  planned  adjustments 
in  the  utilization  of  various  engineering 
sources  and  in  its  allocation  of  external 
and  internal  demand.  It  permits  a 
greater  flexibility  in  viewing  the  direc¬ 
tion  of  bloc  trade  for  purely  political 
and  strategic  reasons;  for  example,  the 
cancellation  of  deliveries  to  Israel  after 


the  Suez  incident  and  the  diversion  of 
its  oil  to  Europe. 

The  Soviet  pricing  policy  is  extremely 
flexible  since  it  is  not  restricted  by  nor¬ 
mal  profit  and  loss  considerations,  and 
the  cost  of  production  is  considerably 
less  because  there  is  no  obligation  to  pay 
royalties  to  producing  countries  at  the 
prevailing  rate  of  50  percent  of  the 
posted  world  price,  which  the  U.S.  com¬ 
panies  engaged  in  foreign  operations 
must  now  pay.  In  1957,  the  Soviets  ex¬ 
ported  oil  to  the  free  world  at  an  average 
price  of  $2.06  per  barrel,  when  the  price 
of  Middle  East  oil  was  $2.79,  and  Vene¬ 
zuelan  oil  was  $2.92.  In  1958,  the  Soviets 
sold  oil  to  Argentina  for  $1.60  per  bar¬ 
rel,  but  charged  Poland  $2,87  per  barrel. 
In  1960,  Russia  exported  crude  oil  to  its 
satellites  at  an  average  price  of  $3.01  per 
barrel,  but  charged  free  world  nations 
only  $1.56  per  barrel.  In  1960,  the  So¬ 
viets  entered  into  a  barter  arrangement 
with  Italian  refineries  for  long-term  sup¬ 
plies  of  Soviet  oil  at  a  price  of  about  $1 
per  barrel.  In  1963,  the  Soviets  con¬ 
cluded  another  agreement  with  Italy  un¬ 
der  which  Italy  will  take  about  180  mil¬ 
lion  barrels  of  Soviet  oil  between  1964 
and  1970  at  a  price  of  only  $1.10  per  bar¬ 
rel  in  exchange  for  Italian  synthetic 
rubber,  fertilizer,  man-made  fibers,  and 
machinery  and  equipment  so  vitally 
needed  in  the  Soviet  economy. 

The  trend  of  increased  Soviet  oil  ex¬ 
ports  will  continue,  and  is  demonstrated 
by  the  new  system  of  pipelines  which 
the  Russians  are  building  to  the  markets 
of  Western  Europe  and  its  ports  on  the 
Black  Sea  and  the  expansion  of  its  tank¬ 
er  fleet,  which  has  been  going  on  for  a 
number  of  years.  This  will  make  Soviet 
oil  even  more  accessible  and  available. 

This  is  an  economic  war,  which  we 
cannot  afford  to  lose.  For  reasons  of  de¬ 
fense,  national  security,  and  the  well¬ 
being  of  our  own  economy,  we  must  win. 
We  do  not  want  to  adopt  or  use  the  meth¬ 
ods  applied  by  the  Soviet  Union.  We 
must  continue  to  provide  other  alterna¬ 
tives  and  incentives,  such  as  the  deple- 

[P.  2073 ] 

tion  allowance  and  other  incentives  in 
our  tax  and  trade  laws,  which  will  enable 
the  petroleum  industry  of  the  United 
States  to  compete  effectively  with  the  in¬ 
flux  of  low-priced  Soviet  oil  and  to  con¬ 
tinue  to  outproduce  the  Soviet  Union. 
Any  reduction  in  the  existing  incentives 
would  be  disastrous. 

It  would  be  most  unwise  and  inappro¬ 
priate,  in  a  tax  bill  designed  to  bring 
about  necessary  production  for  our  own 
needs  in  peace  or  war,  to  cut  the  deple¬ 
tion  allowance  by  25  percent. 
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The  advocates  of  reduction  argue  that 
the  27  V2 -percent  depletion  allowance  on 
oil  and  gas  is  excessive,  that  it  creates 
an  inequality  in  our  tax  structure,  that 
oil  companies  and  oil  men  derive  exorbi¬ 
tant  profits  solely  because  of  the  deple¬ 
tion  allowance,  and  that  the  result  has 
been  an  overinvestment  of  our  total 
capital  resources  in  the  petroleum  in¬ 
dustry.  None  of  the  arguments  is  sound. 

I  have  already  pointed  out  that  the  oil 
industry  is  no  more  profitable  than  other 
industries  in  this  country,  and  that  its 
rate  of  return  on  investment  is  about  the 
same  as  it  is  for  manufacturing  com¬ 
panies.  Considering  the  unique  risk  in¬ 
volved  in  oil  and  gas  exploration,  and  the 
tremendous  benefits  which  the  opponents 
of  depletion  say  the  oil  industry  derives 
from  the  “truck  hole”  in  our  tax  laws,  it 
would  seem  that  the  rate  of  return  for 
the  oil  industry  would  therefore  be  much 
higher  than  that  for  other  industries. 
The  27^2  -percent  rate  is  not  excessive 
and  it  is  not  inequitable  to  allow  the  oil 
industry  27x/2-percent  and  the  sulfur 
industry  only  23  percent.  The  compara¬ 
tive  risks  involved  have,  I  think,  been 
wisely  recognized  by  the  Congress.  The 
amendment  would  reduce  the  depletion 
allowance  on  oil  and  sulfur  to  the  same 
amount.  Sulfur  is  not  found  5,000  to 
25,000  feet  below  the  earth’s  surface,  and 
it  does  not  require  the  drilling  of  a  well 
costing  anywhere  from  $100,000  to  al¬ 
most  $2  million  even  to  find  out  if  there 
is  sulfur  at  a  particular  locatioif. 

The  percentage  depletion  allowance  is 
not  the  cause  for  oil  producers  or  oil 
companies  paying  no  Federal  income 
taxes,  as  has  been  insinuated,  since  the 
depletion  deduction  cannot  exceed  50 
percent  of  net  taxable  income.  It  can¬ 
not  reduce  taxes  to  zero;  it  can  only  re¬ 
duce  the  tax  on  oil  production  to  ap¬ 
proximately  the  capital  gains  rate  avail¬ 
able  to  all  taxpayers  and  all  industries. 
The  main  reason  why  some  oil  producers 
pay  only  a  small  amount  of  tax  is  they 
are  reinvesting  the  money  available 
through  the  depletion  allowance  in  the 
exploration  and  development  of  new  oil 
and  gas  reserves.  These  costs  for  ex¬ 
ploration  are  obviously  a  deductible  item. 

In  fact,  the  petroleum  industry  has 
consistently  expended  for  domestic  ex¬ 
ploration  and  development  alone  over 
2V2  times  the  total  amount  of  depletion 
taken  on  both  domestic  and  foreign  pro¬ 
duction. 

When  the  percentage  method  of  com¬ 
puting  depletion  is  compared  with  the 
original  principle  of  discovery  value  de¬ 
pletion,  which  was  carried  over  in  the 
percentage  depletion  formula,  the 
amount  of  depletion  currently  allowed 


is  lower  than  the  amount  which  would 
have  been  allowed  under  the  original 
formula.  Under  discovery  value  deple¬ 
tion,  a  producer  was  entitled  to  recover 
tax  free  the  value  of  the  mineral  deposit 
at  the  time  of  discovery.  Congress  rec¬ 
ognized  the  economic  principle  that  a 
mineral  producer’s  capital  is  not  restrict¬ 
ed  to  the  actual  cost  of  finding  a  mineral 
deposit.  Today,  the  cost  of  finding  and 
producing  a  barrel  of  oil  in  the  United 
States  is  about  $3.38.  Excluding  devel¬ 
opment  and  production  costs,  the  cur¬ 
rent  value  of  new  oil  in  place  in  the  res¬ 
ervoir  averages  a  little  more  than  $1  per 
barrel.  Based  on  an  average  selling 
price  of  $2.90  per  barrel,  the  absolute 
maximum  depletion  deduction  would  be 
only  79  cents.  The  discovery  value  of 
about  $1  per  barrel  thus  exceeds  the 
maximum  depletion  deduction  today  by 
over  20  cents  per  barrel.  The  result  is 
that  under  the  27  % -percent  rate  the 
Government  actually  taxes  a  portion  of 
the  producer’s  capital  value  as  income. 

Instead  of  being  excessive,  as  its  op¬ 
ponents  charge,  the  depletion  rate  for 
oil  and  gas  is  in  reality  insufficient  to 
carry  out  the  principle  intended  by  the 
Congress  when  the  provision  was  enacted 
in  1926. 

It  is  true  that  the  oil  and  gas  produc¬ 
ing  industry  pays  less  Federal  income 
tax  than  U.S.  industry  in  general.  This 
is  what  causes  its  opponents  to  scream 
“inequity.”  But  when  the  total  tax 
burden  borne  by  the  oil  and  gas  produc¬ 
ing  industry,  exclusive  of  excise  and  sales 
taxes,  is  computed,  the  rate  of  domestic 
taxes  on  gross  income  is  about  5  percent 
both  for  the  oil  industry  and  for  almost 
all  other  industries.  When  the  total  tax 
impact  is  considered,  the  oil  industry 
pays '  essentially  the  same  tax  rate  per 
dollar  of  gross  income  as  is  paid  by  all 
mining  and  manufacturing  industries. 

When  it  is  pointed  out  that  the  profits 
of  the  oil  industry  are  reasonable  as  com¬ 
pared  to  the  profits  of  other  industries, 
despite  all  of  the  alleged  tax  havens 
which  are  attributed  to  the  industry,  the 
opponents  charge  that  the  reason  for  that 
is  an  overinvestment  in  the  oil  industry 
which  has  resulted  in  a  misallocation  of 
the  capital  resources  of  the  country.  It 
is  difficult  for  me  to  understand  how  we 
can  be  overinvesting  in  an  industry  so 
extremely  vital  to  the  strength  and  se¬ 
curity  of  this  country,  particularly  in 
view  of  the  fact  that  our  domestic  re¬ 
serves  have  declined  steadily  for  15  years 
and  our  energy  requirements  have  almost 
quadrupled  since  1926.  It  seems  to  me 
that  we  have  not  been  investing  enough 
money  for  the  exploration  and  develop¬ 
ment  of  oil  and  gas  resources,  especially 
for  domestic  oil  and  gas  reserves. 
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U.S.  petroleum  requirements  by  1970 
are  expected  to  be  at  least  13  million  bar¬ 
rels  a  day.  Our  current  production  is 
only  about  7.5  million  barrels  a  day,  and 
the  requirements  for  1970  will  be  about  2 
million  barrels  a  day  greater  than  our 
present  productive  capacity,  which  in 
1963  was,  at  the  most,  3  million  barrels  a 
day  greater  than  actual  production. 
With  respect  to  excess  productive  capac¬ 
ity  which  the  advocates  of  reduction  say 
results  from  overinvestment,  our  domes¬ 
tic  production  now  would  be  at  least 
1,800,000  barrels  a  day  greater  if  it 
were  not  for  foreign  imports  of  oil.  If 
these  imports  were  cut  off  in  an  emer¬ 
gency,  our  present  productive  capacity 
would  exceed  our  current  requirements 
by  very  little.  This  does  not  take  into 
consideration  the  increased  consumption 
of  our  military  establishment  which,  in 
an  emergency,  has  been  estimated  to  be 
as  much  as  an  additional  million  barrels 
a  day.  Thus,  if  an  emergency  should 
arise,  and  in  today’s  world  it  is  highly 
likely  that  it  will,  we  would  have  no  re¬ 
serve  productive  capacity. 

I  am  grateful  that  we  are  a  Nation 
blessed  with  many  natural  resources  and 
a  Nation  competent  to  invent  the  meth¬ 
ods  by  which  such  resources  are  readily 
and  easily  producible  and  deliverable. 
I  am  glad  that  we  have  a  surplus  in  pro¬ 
ductive  capacity  to  fall  back  upon  in 
times  of  crisis.  We  have  excess  produc¬ 
tive  capacity  in  almost  all  of  our  manu¬ 
facturing  and  mining  industries  today. 
One  of  the  reasons  for  the  tax  bill  we 
are  debating  is  to  provide  more  money 
through  tax  reduction  for  investment  in 
new  plant  facilities  and  to  provide  more 
disposable  income  to  increase  the  de¬ 
mand  for  the  products  of  industry.  It 
is  incomprehensible  to  me  that  a  pro¬ 
posal  should  be  made  to  increase  the 
taxes  of  the  oil  industry  on  the  grounds 
of  excess  productive  capacity  and  at  the 
same  time  propose  a  reduction  in  taxes 
to  solve  the  problems  of  other  industries 
which  have  excess  productive  capacity. 

Mr.  President,  I  am  firmly  convinced 
that  the  adoption  of  any  of  the  proposals 
to  reduce  the  depletion  allowance  will  re¬ 
sult  in  an  increase  in  the  price  of  pe¬ 
troleum  products  to  the  consumer  and 
a  drastic  reduction  in  the  capital  funds 
expended  in  the  search  for  new  reserves. 
This  would  be  contrary  to  our  historic 
policy  on  natural  resources,  which  has 
provided  cheap  and  abundant  sources  of 
energy  to  the  citizens  of  this  Nation. 
The  strength  of  this  Nation  has  been 
built  on  that  policy.  Unless  our  re¬ 
sources  are  taken  out  of  the  ground,  they 
have  no  value  to  us,  and  unless  we  find 
new  deposits  of  resources  and  make  them 
available  at  low  cost,  our  strength  will 
decline.  Our  natural  resources  policy 


has  served  us  well  in  peacetime  and  in 
war.  The  proposals  to  amend  the  deple¬ 
tion  allowance  represent  a  fundamental 
change  in  that  policy,  and  if  adopted, 
would  be  detrimental  to  the  national  in¬ 
terest  and  the  individual  interest  of  every 
citizen  of  the  United  States.  It  is  a  trib¬ 
ute  to  the  Congress  that  it  has  rejected 
these  proposals  in  the  past.  I  am  con¬ 
fident  that  it  will  do  so  again. 

I  feel  that  it  would  be  most  unwise  for 
us  to  make  such  a  drastic  cut  as  is  pro¬ 
posed  by  the  amendment  of  the  Senator 
from  Delaware.  That  would  be  enough 
to  freeze  or  disrupt  the  industry  during 
the  3  years  the  depletion  allowance  was 
being  reduced.  Make  no  mistake  about 
that,  because  as  the  cut  became  effective, 
it  would  freeze  the  financing  of  wells  and 
freeze  the  willingness,  the  energy,  and  the 
efforts  that  ordinarily  go  into  providing 
the  Nation  with  its  adequate  supply  of 
new-found  oil. 

[P.  2074 ] 

I  ask  that  the  amendment  be  rejected. 

I  yield  the  floor. 

Mr.  SIMPSON.  Mr.  President,  I  wish 
to  associate  myself  with  the  remarks  of 
the  distinguished  Senator  from  Okla¬ 
homa  I  Mr.  Monroney]. 

In  light  of  the  statements  made  dur¬ 
ing  the  debate  in  regard  to  the  taxes 
imposed  on  the  oil  and  gas  industry,  I 
wish  to  state  that  the  taxes  paid  in  Wy¬ 
oming — and  Wyoming  has  grown  to  be 
the  sixth  largest  producer,  among  all  the 
States,  of  oil  and  gas;  and  Wyoming  is 
an  export  State-^are  based  to  the  extent 
of  46  percent  on  the  production  of  the 
oil  industry  in  Wyoming. 

I  wish  to  present,  very  briefly,  certain 
basic  facts  that  I  believe  should  be  kept 
in  mind  in  considering  Federal  tax  poli¬ 
cies  as  to  oil  and  natural  gas  production. 

Even  critics  of  petroleum  tax  provi¬ 
sions  recognize  that  these  provisions  re¬ 
sult  in  more  investment  in  petroleum 
development  and  more  oil  and  gas  at 
lower  prices.  Proved  reserves  of  oil  in 
the  United  States  have  increased  from 
8  billion  barrels  in  1926  to  38  billion. 
Oil  production  has  been  expanded  from 
less  than  1  billion  barrels  per  year  to  3 
billion  in  1962.  The  retail  price  of  gaso¬ 
line  at  service  stations — excluding  sales 
taxes — the  distinguished  Senator  from 
Oklahoma  has  already  stated  this  infor¬ 
mation,  which  is  gathered  from  the  same 
source — was  one-half  cent  per  gallon  less 
in  1962  than  in  1926.  The  greater  value 
to  the  consumer  is  illustrated  by  the 
fact  that  1  hour’s  average  wage  will  now 
buy  almost  12  gallons  of  gasoline  in  con¬ 
trast  to  less  than  3  gallons  in  1926. 

In  short,  more  oil  and  more  gas  have 
been  made  available  to  the  consuming 
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public  at  relatively  low  prices  under  the 
tax  treatment  than  has  been  established 
and  maintained  by  Congress  for  more 
than  a  third  of  a  century. 

Exploratory  activity  is  the  necessary 
forerunner  to  oil  and  gas  drilling.  Ad¬ 
vance  exploration,  as  measured  by  the 
crew-months  of  geophysical  activity,  has 
been  declining  steadily.  In  1962,  the 
total  crew-months  of  geophysical  work 
showed  a  decline  of  50  percent  in  the 
search  for  new  oil  and  gas  reserves  since 
1955. 

This  is  only  one  indicator  of  deteri¬ 
orating  conditions  in  the  domestic  pro¬ 
ducing  industry.  Any  adverse  change 
in  petroleum  tax  policies  unquestionably 
would  accelerate  this  decline  and  threat¬ 
en  the  adequacy  of  future  oil  and  gas 
supplies. 

Following  the  decline  in  exploration 
there  has  been  a  sharp  decrease  in  the 
number  of  drilling  rigs  in  operation.  The 
number  of  active  rotary  drilling  rigs  has 
declined  by  40  percent  since  1955. 

Despite  continuing  advances  in  scien¬ 
tific  techniques,  new  oil  and  gas  re¬ 
serves  can  be  found  only  by  drilling. 
Less  drilling  means  fewer  wells  and  less 
oil  and  gas  for  the  luture. 

Let  us  turn  now  to  the  record  of  wells 
completed  in  the  United  States. 

In  1962,  exploratory  drilling  showed  a 
reduction  of  more  than  4,000  wells,  or  30 
oercent  from  the  1956  level.  Clearly,  the 
funds  and  incentives  for  oil  and  gas  ex¬ 
ploration  have  been  deteriorating,  even 
under  existing  tax  provisions. 

Looking  at  total  drilling  activity, 
there  has  been  a  decrease  of  almost 
12,000  wells  from  1956  to  1962.  This  is 
a  20 -percent  drop.  These  wells  include 
producing  oil  wells,  producing  gas  wells, 
dry  holes,  and  service  wells. 

Again,  it  is  clear  from  the  decline  in 
total  drilling  activity  that  the  domestic 
industry  is  being  forced  to  curtail  its 
operations.  At  the  same  time,  national 
oil  requirements  are  expanding. 

I  would  like  to  point  out  that  inde¬ 
pendent  oil  and  gas  producers  account 
for  about  80  percent  of  the  wells  drilled 
in  the  United  States.  The  funds  for 
drilling  activities  are  generated  primar¬ 
ily  within  the  industry.  Many  wells  are 
joint  ventures,  with  the  funds  provided 
by  both  independents  and  larger  com¬ 
panies.  Producers  depend  heavily  on 
existing  tax  provisions  to  carry  on  drill¬ 
ing  activities  which  would  be  directly 
and  adversely  affected  by  the  proposed 
changes  in  these  provisions. 

The  decreases  in  geophysical  activity, 
drilling  rigs,  exploratory  wells  and  total 
well  completions  result  from  the  cost- 
price  squeeze  on  the  domestic  producing 
industry. 


The  price  of  crude  oil  has  declined  by 
7  percent  since  1957  in  the  face  of  in¬ 
creasing  wages  and  higher  costs  of  steel 
and  other  materials.  The  cost  of  drill¬ 
ing  and  equipping  wells  in  1961  was  8 
percent  higher  than  1957,  with  an  in¬ 
crease  of  13  percent  in  the  average 
hourly  wages  paid  to  employees  in  oil 
and  gas  production. 

The  domestic  petroleum  industry  has 
a  lower  rate  of  return  on  invested  capital 
than  the  average  for  all  manufacturing 
industries. 

For  the  7  years  from  1955  through 
1961,  petroleum  earnings  averaged  9.1 
percent  on  invested  capital  as  compared 
with  10.4  percent  for  industry  generally. 
The  petroleum  industry  was  lower,  not 
only  for  the  entire  period,  but  also  for 
each  of  the  7  years. 

The  relatively  low  rate  of  return  in 
the  petroleum  industry  provides  evi¬ 
dence  that  increased  taxes,  unless  com¬ 
pensated  for  by  increased  prices,  could 
be  paid  only  at  the  expense  of  further 
curtailment  of  industry  operations. 

Huge  investments  are  required  each 
year  to  find  and  develop  domestic  oil 
and  gas  reserves.  The  latest  and  most 
complete  surveys  show  that  an  average 
of  $4.6  billion  is  spent  each  year  in 
searching  for  new  reserves  and  develop¬ 
ing  these  reserves  so  they  will  be  avail¬ 
able  to  meet  consumer  requirements.  An 
annual  total  of  $2.2  billion  is  spent  for 
exploration  alone,  with  an  additional 
$2.4  billion  expended  for  development. 

Federal  tax  provisions  have  enabled 
the  petroleum  industry  to  make  invest¬ 
ments  on  the  tremendous  scale  required 
by  expanding  national  consumption.  In 
fact,  as  previously  shown  by  declining 
exploration  and  development  activities, 
funds  and  incentives  have  become  inade¬ 
quate  for  the  necessary  expansion  of 
these  activities. 

The  proposals  to  impose  large  addi¬ 
tional  taxes  on  domestic  oil  and  gas  pro¬ 
duction  are,  in  effect,  proposals  to  cur¬ 
tail  investments  in  oil  and  gas  explora¬ 
tion  and  development. 

The  huge  investments  in  petroleum  ex¬ 
ploration  and  development  are  made  in 
the  face  of  unusual  risks  and  great  un¬ 
certainty. 

On  the  average,  there  is  only  one 
chance  in  nine  of  finding  any  oil  or  gas, 
at  an  average  cost  of  approximately  $90,- 
000  for  each  exploratory  venture.  Even 
if  oil  or  gas  is  discovered,  it  is  often  a 
marginal  or  unprofitable  operation.  The 
chances  of  finding  a  substantial  oil  or 
gas  deposit  are  slim  indeed.  In  fact,  if 
the  marginal  and  unprofitable  dis¬ 
coveries  were  excluded,  the  chance  ratio 
would  drop  from  1  in  9  to  1  in  about  40. 
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There  is  little  doubt  that  this  Nation 
will  require  more,  rather  than  less  oil 
and  gas.  More,  rather  than  less,  ex¬ 
ploration  and  development  for  new 
reserves  is  needed. 

Here,  Mr.  President,  let  me  say  that 
the  U.S.  Government  itself  is  the 
greatest  customer — using  approximately 
426,000  barrels  a  day,  and  using  an 
average  of  more  than  356,000  barrels 
of  jet  fuel  alone  a  day.  In  a  year’s  time, 
that  amounts  to  billions  of  barrels.  So, 
as  I  have  said,  there  is  little  doubt  that 
this  Nation  will  require  more,  rather 
less,  oil  and  gas,  and  that  more,  rather 
than  less,  exploration  and  development 
for  new  reserves  is  needed. 

Under  such  policies,  domestic  oil  and 
gas  supplies  can  continue  to  expand  at 
reasonable  prices  to  the  consuming  pub¬ 
lic.  The  potentials  for  future  discovery 
are  vast,  with  a  relatively  small  propor¬ 
tion  of  favorable  areas  in  the  50  States 
having  been  explored  to  date.  National 
tax  policies  should  serve  to  increase, 
rather  than  decrease,  exploration  and 
development  activities. 

Furthermore,  we  know  that  the  pur¬ 
pose  of  the  pending  bill  is  to  expand  the 
economy. 

There  is  an  additional  factor  that 
should  be  considered  before  taking  any 
action  that  would  further  discourage  do¬ 
mestic  producing  activities. 

Since  1956,  domestic  crude  oil  produc¬ 
tion  has  increased  by  less  than  200,000 
barrels  daily  or  only  2  percent.  Total 
output  of  the  producing  nations  of  the 
free  world  outside  the  United  States  has 
increased  by  more  than  5  million  barrels 
daily,  or  68  percent,  with  90  percent  of 
this  increase  resulting  from  the  rapidly 
expanding  use  of  oil  abroad. 

During  the  same  period,  Russia  has 
expanded  its  oil  production  by  more 
than  2  million  barrels  daily  or  more  than 
100  percent.  With  oil  the  primary 
weapon  in  the  Soviet  economic  offensive, 
it  would  seem  foolhardy  indeed  to  de¬ 
press  the  development  of  United  States 
oil  supplies  and  weaken  the  Nation’s, 
strength  as  to  its  energy  resources. 

This  brings  us  to  perhaps  the  matter 
of  overriding  concern:  our  national  se¬ 
curity  and  our  ability  to  preserve  world 
peace. 

The  value  of  U.S.  oil  to  national  se¬ 
curity  has  been  demonstrated  over  a 
period  of  45  years  of  meeting  various 
types  of  emergencies. 

We  all  recall  that  the  Allies  floated  to 
victory  on  a  sea  of  oil  in  World  War  I. 
In  World  War  n,  the  U.S.  oil  again  was 
indispensable  to  victory  with  6  of  every 


[P.  2075 ] 

7  barrels  used  by  the  United  States  and 
our  allies  supplied  from  domestic  sources. 

More  recently,  and  of  perhaps  more 
significance  as  a  deterrent  to  world  war 
III,  a  number  of  political  crises  have 
emphasized  the  essentiality  of  maintain¬ 
ing  adequate  oil  supplies  within  the 
United  States.  In  1951,  the  production 
of  oil  in  Iran  was  shut  down  and  600,000 
barrels  daily  were  cut  off  as  a  source  of 
supply  to  the  free  world.  Five  years 
later,  in  1956,  the  closing  of  the  Suez 
Canal  posed  a  grave  threat  to  world 
peace.  The  availability  of  reserve  sup¬ 
plies  from  the  United  States  and,  to  a 
lesser  extent,  from  other  Western  Hemi¬ 
sphere  sources  averted  this  threat  of 
war.  Today,  Communist  activities  in 
Cuba  again  threaten  the  availability  of 
oil  supplies  from  foreign  sources  through 
sabotage  activities  in  South  America. 

In  conclusion,  I  respectfully  but  em¬ 
phatically  urge  the  Senate  to  take  no 
action  that  would  weaken  the  Nation’s 
strength  as  to  its  supplies  of  oil  and  nat¬ 
ural  gas.  The  value  of  a  vigorous  and 
expanding  development  of  petroleum  re¬ 
sources  to  our  standards  of  living  and 
our  national  security  is  a  matter  of  basic 
natural  resource  policy  and  goes  beyond 
the  more  limited  consideration  of  tax 
revenues. 

In  the  short  run,  the  proposed  changes 
in  petroleum  tax  provisions  could  result 
in  additional  tax  revenues.  In  the  long 
run,  they  could  mean  a  lower  rate  of  eco¬ 
nomic  growth  and  less  tax  revenue.  Be¬ 
yond  question,  they  would  result  in  less 
oil  and  gas.  In  the  public  interest,  we 
cannot  afford  to  exchange  the  hope  of 
additional  tax  dollars  for  the  certainty 
of  oil  and  gas  supplies. 

Mr.  MECHEM.  Mr.  President,  speak¬ 
ing,  as  a  former  member  of  the  executive 
committee  of  the  Interstate  Oil  Compact 
Commission  and  as  former  chairman  of 
the  New  Mexico  Oil  Conservation  Com¬ 
mission,  I  oppose  the  amendment. 

A  reduction  in  the  petroleum  depletion 
allowance  from  the  existing  27  y2  percent 
of  gross  petroleum  sales  receipts  would 
be  a  serious  blow  to  the  economy  of  New 
Mexico,  as  well  as  to  that  of  her  neigh¬ 
boring  States. 

We  must  continue  developing  our  pe¬ 
troleum  reserves  in  this  country.  We  are 
already  drawing  heavily  on  known  re¬ 
serves  and  we  are  not  developing  new 
reserves  as  rapidly  as  we  should.  Ex¬ 
ploratory  drilling  carries  a  high  degree 
of  risk,  but  it  is  absolutely  essential  to 
the  security  and  future  well-being  of  the 
United  States. 

It  is  simple  for  those  not  familiar  with 
the  facts  about  the  petroleum  industry  to 
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single  out  a  few  millionaires  as  causes 
for  attacking  the  depletion  allowance  as 
a  supposed  loophole  in  our  tax  structure. 
The  hard  truth  is  that  many  a  dry  hole 
is  drilled  for  every  successful  producer. 

Without  this  tax  incentive,  the  explor¬ 
atory  drilling  so  necessary  for  the  con¬ 
tinued  operation  of  the  oil  industry  may 
well  taper  off.  If  that  happens,  it  can 
only  mean  future  danger  to  the  Nation’s 
security  and  its  economy. 

I  urge  that  the  Senate  reject  this 
amendment. 

Mr.  EDMONDSON.  Mr.  President,  I 
believe  it  fundamentally  important  in  our 
consideration  of  proposals  which  would 
amend  the  Internal  Revenue  Code  to  re¬ 
duce  the  percentage  depletion  allowance 
to  consider  both  the  need  which  exists  for 
an  adequate  and  readily  accessible  sup¬ 
ply  of  petroleum  and  the  fundamental 
nature  of  our  American  oil  industry. 

Few  can  argue  that  an  adequate  sup¬ 
ply  of  petroleum  and  petroleum  products 
is  essential  in  order  to  have  a  continued 
increase  in  industrial  progress  and  in  our 
already  high  standard  of  living. 

Many  can  remember  well  those  days 
when  the  citizens  of  our  country  gladly 
and  cheerfully  went  without  fuel  for 
their  automobiles  in  order  that  our  fight¬ 
ing  forces  would  have  the  means  to  carry 
the  war  to  its  successful  conclusion. 
Today  effective  military  action  in  any¬ 
thing  less  than  all-out  conflict  still  de¬ 
pends  on  adequate  supplies  of  petroleum. 

These  facts  are  self-evident  and  need 
not  be  endlessly  repeated. 

Another  fact  equally  clear  is  that  we 
do  not  have  an  oversupply  of  oil.  While 
the  oil  industry  spends  large  amounts  of 
money  each  year — about  $5  billion — to 
maintain  an  adequate  supply  of  oil,  costs 
are  increasing  and  the  risks  in  exploring 
for  oil  are  growing  every  day.  Today, 
only  1  out  of  32  exploratory  wells  results 
in  the  discovery  of  a  field  large  enough 
to  be  profitable,  and  only  1  out  of  600 
such  wells  finds  a  field  large  enough  to 
supply  this  Nation’s  needs  for  a  week. 

In  spite  of  these  great  risks  oil  and 
gas  companies  receive  about  the  same 
rate  of  return  on  their  investment  as  do 
manufacturing  companies.  From  1955 
through  1962  domestic  petroleum  earn¬ 
ings  averaged  9.1  percent  on  invested 
capital  as  compared  to  10.3  for  industry 
in  general. 

As  Governor  of  a  great  oil-producing 
State  and  as  former  chairman  of  the 
Interstate  Oil  Compact  Commission,  I 
have  been  aware  for  a  number  of  years 
of  the  effect  of  a  reduction  in  the  per¬ 
centage  depletion  allowance  upon  the  oil 
industry  and  upon  the  33  States  which 
produce  petroleum.  Without  doubt  the 


broad  base  now  existing  in  the  oil  and 
gas-producing  industry  would  shrink 
greatly  if  percentage  depletion  were  to 
be  adversely  changed. 

We  can  foresee  adjustment  in  the  in¬ 
dustry  financial  processes  which  would 
result  in  sellouts  and  mergers  among 
smaller  industry  units  with  a  resulting 
increase  in  corporate  concentration  in 
the  production  and  control  of  petroleum. 
This  would  have  a  severe  effect  upon 
the  economies  of  thousands  of  oil  com¬ 
munities  throughout  producing  States, 
and  there  would  follow  a  reduction  in 
the  overall  base  for  local.  State,  and 
Federal  tax  revenues. 

Governmental  policies  should  be  de¬ 
signed  to  encourage  the  continuation  of 
the  present  broad  base  in  the  petroleum 
industry.  Eight  companies  presently 
control  only  32  percent  of  crude  oil  pro¬ 
duction,  compared  with  the  70  percent 
of  steel  production  controlled  by  eight 
companies,  and  the  80  percent  of  motor 
vehicle  production  controlled  by  eight 
companies.  Retention  of  the  present 
depletion  provision  of  our  tax  laws  will 
maintain  a  broad  based  domestic  petro¬ 
leum  industry,  a  goal  which  should  be 
the  policy  of  this  Congress. 

In  recent  years  the  health  of  the  do¬ 
mestic  petroleum  industry  has  been  de¬ 
clining.  Crude  oil  prices  are  down,  gas¬ 
oline  prices  are  down,  employment  in 
the  industry  is  down,  and  fewer  explora¬ 
tory  wells  are  being  drilled. 

Considering  these  facts  and  consider¬ 
ing  the  close  relationship  of  economic 
progress  and  the  availability  of  low-cost 
energy  primarily  supplied  by  oil  and  gas, 
I  earnestly  submit  that  a  tax  change 
such  as  proposed  in  this  amendment 
would  impede  the  economic  advance¬ 
ment  this  country  has  made  in  the  last 
3  years  and  would  be  extremely  detri¬ 
mental  to  the  maintenance  of  the  se¬ 
curity  of  the  free  world. 

Mr.  CARLSON.  Mr.  President,  today 
we  are  again  witnessing  what  has  come 
to  be  almost  a  perennial  attack  on  the 
longstanding  tax  policy — percentage 
depletion. 

These  attacks  come  each  year  almost 
as  consistent  as  the  weeds  that  return 
each  year  to  torment  the  farmers  back 
in  my  State  of  Kansas. 

While  I  do  not  question  any  Senator’s 
motives  or  right  to  offer  amendments  to 
reduce  or  eliminate  the  effectiveness  of 
this  vital  tax  provision,  it  must  be  recog¬ 
nized  that  over  the  38  years  that  percent¬ 
age  depletion  has  been  in  the  law,  it  has 
repeatedly  stood  the  test  of  thorough  re¬ 
view  and  study  by  Congress  and  its  com¬ 
mittees.  In  fact,  I  know  of  no  other  na¬ 
tional  policy  which  has  been  subject  to 
as  much  examination  as  has  percentage 
depletion. 
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As  in  past  years,  this  amendment 
offered  here  today  during  floor  con¬ 
sideration  of  this  important  tax  bill  was 
given  full  and  considered  study  by  the 
Finance  Committee  and  rejected  by  a 
substantial  bipartisan  vote. 

Nonetheless,  the  foes  of  percentage 
depletion  continue  to  hammer  away, 
which,  of  course,  is  their  privilege. 

Mr.  President,  I  deem  it  important, 
each  time  this  subject  is  discussed  on  the 
Senate  floor,  that  the  matter  be  put  in 
proper  focus  and  considered  in  light  of 
the  intended  purpose  of  this  tax  policy, 
as  well  as  a  look  at  how  just  this  policy 
has  met  its  intended  goal.  A  look  at  the 
record  shows  that,  back  in  1926,  when 
Congress  first  wrote  percentage  depletion 
into  law  it  had  two  things  in  mind; 
namely,  a  simplified  method  for  comput¬ 
ing  depletion  which  would  recognize  that 
first,  percentage  depletion  would  parti¬ 
ally  compensate  for  the  using  up  of  a 
producer’s  capital  as  is  the  case  in 
mineral  extraction;  and,  second,  provide 
the  necessary  encouragement  to  men 
willing  to  spend  their  money,  time,  and 
energy  in  the  search  for  and  develop¬ 
ment  of  mineral  resources. 

This  minerals  tax  policy  has  served 
well  in  the  case  of  more  than  a  hundred 
different  minerals  which  this  Nation 
must  have  in  large  quantities  if  it  is  to 
remain  strong  and  self-sufficient. 

However,  Mr.  President,  since  these 
amendments  appear  to  only  affect 
petroleum  production,  I  will  confine  my 
remarks  to  that  portion  of  the  minerals 
industry. 

Petroleum  provides  more  than  70  per¬ 
cent  of  the  energy  requirements  of  this 
Nation,  so  there  remains  little  doubt  that 
we  must  have  adequate  supplies  of  this 
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vital  commodity  at  reasonable  prices  for 
both  our  military  and  civilian  require¬ 
ments.  What  is  the  picture  as  of  today? 

Percentage  depletion  and  the  other 
mineral  tax  policies  have  helped  to 
provide  adequate  petroleum  at  very  rea¬ 
sonable  prices.  For  example,  U.S. 
petroleum  reserves  in  1963  were  five 
times  as  great  as  when  percentage 
depletion  was  adopted  in  1926.  What  is 
more,  excluding  excise  taxes,  a  much  bet¬ 
ter  gasoline  is  being  sold  at  the  gas  sta¬ 
tion  pump  today  for  less  than  it  sold  for 
in  1926 — the  year  percentage  depletion 
came  into  law.  Thus,  there  can  be  no 
doubt  that  one  of  the  original  congres¬ 
sional  goals,  plentiful  supplies  at  reason¬ 
able  prices,  is  being  met.  As  a  matter  of 
fact,  Mr.  President,  I  know  of  no  other 
commodity  which  is  being  sold  today  for 
less  than  it  was  in  1926.  If  the  price  of 
gasoline  had  increased  since  1926 — the 


year  percentage  depletion  came  into  the 
law — in  proportion  to  the  increase  in  the 
consumer  price  index,  gasoline  would 
cost  today  65  percent  more  than  it  did  in 
1926.  Another  test  is  that  today  an 
hour’s  average  earnings  will  purchase 
about  10  gallons  of  gasoline  in  contrast 
to  about  2.5  gallons  of  an  inferior  prod¬ 
uct  in  1926. 

Stated  simply,  for  more  than  37  years, 
percentage  depletion  has  helped  the 
petroleum  producing  industry  to  make 
available  to  the  American  people  the 
vital  energy  required  to  make  more  and 
better  things  for  more  people  at  rea¬ 
sonable  prices.  What  more  can  you  ask? 

Mr.  President,  there  are  endless  rea¬ 
sons  which  I  could  cite  as  to  why  an 
adverse  change  in  the  percentage  deple¬ 
tion  rate  for  oil  and  gas  production 
would  not  be  in  the  best  public  interest. 
However,  I  do  not  wish  to  burden  the 
Senate  with  a  long  discourse  and  use  up 
valuable  time  in  our  efforts  to  expedite 
this  very  important  measure. 

Before  I  conclude,  however,  I  feel  I 
must  discuss  the  important  role  percen¬ 
tage  depletion  has  made  and  is  making 
toward  helping  to  encourage  the  invest¬ 
ment  in  the  oil  and  gas  search  needed 
to  meet  our  growing  energy  demands 
for  national  security. 

In  the  two  World  Wars,  the  Korean 
conflict  and  the.  numerous  peacetime  in¬ 
cidents  such  as  the  Suez  crisis,  U.S.  oil 
has  made  the  difference  between  victory 
and  defeat;  between  sufficiency  and 
shortage.  Already  .at  serious  competitive 
disadvantage  in  both  domestic  and 
world  markets,  U.S.  crude  oil  production 
has  risen  only  2  percent  since  1956,  while 
free  world  foreign  output  has  risen  68 
percent  and  Soviet  Russian  production 
has  increased  115  percent. 

Mr.  President,  in  view  of  the  uncer¬ 
tainties  on  the  international  scene,  we 
must  do  nothing  to  weaken  this  impor¬ 
tant  industry  and  its  ability  to  remain 
strong  and  to  have  this  nation  continue 
in  its  position  of  energy  supremacy. 

We  must  continue  the  national  policies 
that  will  encourage  men  to  invest  their 
resources  in  the  important  endeavor  of 
searching  for  and  developing  new  petro¬ 
leum  reserves. 

Mr.  President,  now  is  no  time  to  fur¬ 
ther  aggravate  an  already  bad  situation 
existing  in  the  domestic  petroleum  in¬ 
dustry.  I  find  that  in  my  own  State  of 
Kansas  as  well  as  the  Nation  as  a  whole, 
our  petroleum-producing  industry  has 
been  going  down  hill  consistently  since 
1955. 

For  instance,  in  my  State  of  Kansas, 
drilling  activity  reached  a  peak  of  4,958 
completions  in  1955.  During  last  year, 
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1962,  only  3,961  wells  were  drilled  in 
Kansas.  This  is  a  decline  of  nearly  1,000 
wells,  or  of  20  percent.  -  Exploratory 
crew  activity  is  down  approximately  30 
percent  over  the  same  period.  This  is 
indicative  of  fewer  discoveries  in  the 
years  ahead  for  actual  exploratory  drill¬ 
ing  is  only  undertaken  after  a  search 
for  subsurface  conditions  favorable  to  the 
accumulation  of  oil  and  gas. 

These  facts  foretell  fewer  wildcat  wells 
in  the  future,  a  further  decrease  in  de¬ 
velopment  drilling,  less  employment, 
dwindling  county,  State  and  Federal 
taxes,  and  declining  development  of  this 
vital  and  basic  resource. 

It  is  disheartening  to  one  from  an  oil 
state  to  be  aware  of  the  depressed  condi¬ 
tion  of  an  essential  industry  and  to  wit¬ 
ness  its  gradual  deterioration  in  so  brief 
a  number  of  years.  It  is  disillusioning 
to  now  be  faced  with  a  proposition,  as 
proposed  in  this  adverse  amendment, 
that  would  further  suppress  the  normal 
and  natural  progress  of  a  great  indus¬ 
try. 

Then,  too,  Mr.  President,  unfortu¬ 
nately  this  situation  is  not  confined  to 
my  State  of  Kansas.  These  deteriora¬ 
ting  conditions  exist  in  each  of  the  31 
oil  producing  States  of  this  Nation. 

I  was  delighted  when  the  former  Gov¬ 
ernor  of  Oklahoma  [Mr.  Edmondson] 
and  the  former  Governor  of  New  Mexico 
I  Mr.  Mechem],  who  both  served  on  the 
Interstate  Oil  Compact  Commission,  told 
of  the  effect  the  provision  would  have 
on  their  States.  It  was  also  my  privilege 
to  serve  not  only  as  a  member  of  the 
commission,  but  as  chairman.  Kansas 
is  the  fifth  largest  oil-producing  State. 

I  have  learned  from  the  recent  Fi¬ 
nance  Committee  hearings  that  eco¬ 
nomic  conditions  in  the  domestic  petrol¬ 
eum  industry  have  deteriorated  steadily 
while  the  U.S.  economy  in  general  has 
experienced  continuing  upward  trends. 
Each  factor  measuring  the  health  of  the 
oil-  and  gas-producing  industry  has  been 
declining.  Each  factor  for  the  general 
economy  shows  advances.  Yet  these  de¬ 
pressed  conditions  persist  despite  an 
expanding  national  economy. 

The  declining  trends  in  prices,  employ¬ 
ment  and  activity  reflect  the  increasingly 
unfavorable  atmosphere  for  capital  in¬ 
vestments  in  oil  and  gas  production.  It 
is  significant  that  the  domestic  petro¬ 
leum  industry  has  a  lower  rate  of  return 
on  invested  capital  than  the  average  for 
all  manufacturing  industries. 

For  the  latest  8-year  period  from  1955 
through  1962,  domestic  petroleum  earn¬ 
ings  averaged  9.1  percent  on  invested 
capital  as  compared  with  10.3  percent  for 
industry  generally.  The  rate  of  return 
for  petroleum  companies  was  lower  not 


only  for  the  entire  period,  but  also  for 
each  of  the  latest  8  years. 

With  relatively  low  rates  of  return  on 
investment,  declining  prices,  shrinking 
employment  and  progressively  sharp 
curtailment  of  oil  exploration  and  devel¬ 
opment  activities,  adverse  changes  in  oil 
and  gas  percentage  depletion  and  related 
tax  provisions  would  widen  the  growing 
disparity  between  economic  trends  in  the 
domestic  petroleum  industry  and  the 
general  economy.  Surely  we  in  Congress 
do  not  wish  to  aggravate  this  disturbing 
situation. 

Mr.  President,  I  do  not  wish  to  be  un¬ 
duly  alarming.  But  I  must  state  that  in 
view  of  the  economic  plight  of  the  U.S. 
petroleum  producing  industry,  this  body 
should  be  considering  ways  and  means  of 
breathing  new  life  and  vigor  into  this  all- 
important  industry  rather  than  harass 
it  with  the  constant  threat  of  adversely 
changing  basic  national  tax  policies 
which  over  almost  a  half  century  have 
become  an  integral  part  of  the  economic 
fabric  of  this  industry;  an  industry 
which  is  absolutely  essential  to  survival 
and  progress  of  this  Nation.  An  industry 
which  Interior  Secretary  Stewart  Udall 
recently  declared  “is  perhaps  the  most 
essential  of  all  to  our  national  security.” 

Mr.  President,  there  can  be  no  question 
that  in  the  public  interest,  this  Nation 
can  ill  afford  to  exchange  the  unlikely 
hope  of  additional  tax  dollars  for  the 
certainty  and  security  of  maintaining 
adequate  petroleum  supplies. 

Mr.  SIMPSON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  CARLSON.  I  yield. 

Mr.  SIMPSON.  The  Senator  from 
Kansas  spoke  of  the  various  Members 
of  this  body  who  were  former  members 
of  the  Interstate  Oil  Compact  Commis¬ 
sion,  representing  their  States  as  Gov¬ 
ernors.  I,  too,  had  that  privilege.  The 
Senator  will  recall,  as  a  member  of  the 
Interstate  Oil  Compact  Commission, 
which  has  the  sanction  of  the  U.S.  Gov¬ 
ernment,  how  the  commission  has  po¬ 
liced  the  industry  with  great  care  and 
precision. 

Mr.  CARLSON.  I  pay  tribute  to  the 
distinguished  services  the  Senator  from 
Wyoming  rendered  during  his  service  on 
the  Oil  Compact  Commission.  I  am 
familiar  with  them.  I  am  sure  he  will 
agree  with  me  that  the  Interstate  Oil 
Compact  Commission  has  not  only  con¬ 
tributed  to  the  stability  of  the  industry 
but  has  added  much  to  the  reserves 
which  continue  to  assure  this  Nation  of 
a  future  supply  that  will  not  only  be 
for  the  benefit  of  the  country  but  will 
add  to  its  economic  stability. 

Mr.  LAUSCHE.  Mr.  President,  ac¬ 
cording  to  the  indications,  the  tax  bill  as 
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it  came  to  the  Senate  will  be  passed 
without  substantial  modifications. 
There  is  no  evidence  that  the  amount 
of  revenue  loss  contemplated  in  the  bill 
will  be  reduced  by  any  amendments. 
This  prospect — I  should  not  call  it  a 
prospect;  it  is  a  bad  omen — of  a  tax 
cutting  bill,  which  is  likely  to  produce  a 
deficit  of  $8  billion  or  $9  billion,  in  all 
certainty,  in  the  fiscal  year  1965,  to 
me  is  a  matter  of  grave  concern. 

Tax  reductions  on  the  basis  of  sound 
economics  cannot  be  made  merely  by  leg¬ 
islative  fiat.  Whenever  tax  reductions 
are  made,  they  must  be  made  bearing  in 
mind  their  relationship  to  the  state  of 
the  economy,  the  state  of  the  debt,  and 
the  state  of  the  purposes  of  the  admin- 
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istration  to  spend  money.  We  are,  by  a 
sort  of  legerdemain,  attempting  to  cut 
taxes  and  thus  cure  an  ailment  con¬ 
fronting  the  Government. 

Taxes  are  the  product  of  spending. 

If  taxes  are  to  be  cut,  spending  must  first 
be  cut  to  lessen  the  burdens  that  rest 
upon  the  financial  shoulders  of  the  coun¬ 
try. 

There  are  some  indications  that-  there 
will  be  a  cut  in  spending.  I  wish  that 
were  true  and  that  I  could  rely  upon  it. 
There  may  be  some  reduction  in  spend¬ 
ing  immediately,  but  after  the  tax  cut 
bill  is  passed,  I  fear  what  is  going  to  hap¬ 
pen.  All  inhibitions  will  be  cast  aside. 

I  fear  what  will  happen  next  year,  after 
the  tax  reduction  has  been  put  into  ef¬ 
fect.  The  spending  train  will  be  put  on 
greased  rails,  and  off  we  will  go  into  high, 
entirely  unmindful  of  what  repetitious 
deficit  operations  are  likely  to  do  to  the 
country. 

-  We  are  contemplating  taking  a  great 
leap ;  my  suggestion  is  that  before  we  do 
so  we  ponder  the  probable  consequences 
of  that  jump.  The  proposed  tax  cut  is 
bottomed  on  a  great  deal  of  speculations 
and  contingencies.  If  those  contingen¬ 
cies  and  conditions  do  not  occur  and  if 
the  prophets  of  the  nostrum  are  wrong, 
we  may  come  up  with  a  $20  billion  deficit 
in  one  of  the  next  few  years,  and  what 
the  impact  of  that  will  be  is  simply  I 
frightening  to  me.  This  tax  cut  has  an 
appeal  to  the  people  of  the  country,  and 
yet  it  has  been  slow  in  being  accepted. 
My  mail  asking  for  a  tax  cut  has  been 
practically  negligible.  I  have  had  more 
approvals  of  my  determination  not  to 
support  the  cut  than  I  have  had  criti¬ 
cisms.  It  points  up  one  thing,  that  the 
citizens  of  the  country  are  in  advance  of 
the  thinking  of  the  Congress. 

It  is  said  by  these  prophets  of  the 
tax  cut  that  it  will  balance  the  budget  i 
by  1968,  that  our  gold  outflow  will  be  ' 
stopped,  that  more  money  will  be 


invested  by  industry  in  manufacturing 
cycles,  that  the  consuming  public  will 
take  every  penny  of  tax  benefits  and  run 
to  the  merchandiser  and  spend  it. 

This  last  assumption  is  an  insult  to  the 
intelligence  of  the  people  of  the  country. 

'  If  it  is  true,  then  in  my  opinion  we  are 
ascribing  immorality  to  the  people. 

I  do  not  believe  they  are  going  to  take 
94  percent  of  this  benefit  and  spend  it 
immediately.  There  is  greater  charac¬ 
ter  and  greater  stability  in  the  makeup 
of  the  American  citizen  than  to  assume 
that  he  will  put  all  his  money  into  pur¬ 
chasing  and  nothing  into  savings. 

If  these  assumptions  prove  to  be  un¬ 
founded,  we  shall  run  into  trouble  of  the 
direst  kind.  We  may  run  into  trouble 
in  the  next  several  years,  when  we  shall 
have  an  additional  deficit  operation  of 
$20  to  $30  billion.  I  submit  to  the  Senate 
that  our  economy  cannot  stand  it,  and 
the  people  of  the  country  should  not  be 
subject  to  that  danger. 

I  will  not  vote  for  this  tax  bill.  I  will 
not  vote  for  it  even  though  it  forebodes 
my  political  demise. 

I  believe  it  is  wrong.  I  believe  it  is  not 
in  the  interest  of  our  Nation. 

In  1954  we  cut  taxes  in  the  sum  of 
$71/2  billion.  There  was  a  rise  in  the 
economy  in  1955,  and  some  rise  in  1956. 
In  1957  the  graph  went  down,  and  in 
1958  we  ran  into  a  $12  billion  deficit. 

If  we  run  into  that  same  situation 
now — and  it  is  not  outside  the  realm  of 
probability — it  will  be  catastrophic. 

Mr.  President,  let  us  look  again  before 
we  leap.  In  the  pending  tax  reduction 
bill  we  are  being  asked  to  do  something 
that  has  never  been  done  before  in  the 
history  of  our  Nation  under  existing  cir¬ 
cumstances  and  conditions.  While  we 
are  being  asked  to  reduce  taxes,  we  are 
also,  at  the  same  time,  being  urged  to 
spend  more,  raise  the  national  debt,  em¬ 
bark  on  new  Federal  spending  programs, 
and  enlarge  existing  programs.  This  is 
completely  contrary  to  the  economic 
philosophies  that  have  been  held  frugal 
and  prudent  throughout  the  world  for 
centuries. 

First,  we  were  asked  to  enact  a  tax  cut 
and  tax  reform  bill  to  take  our  economy 
out  of  the  doldrums.  In  the  meantime, 
the  economy  progressed  to  a  new  high 
in  gross  national  product  and  then  the 
tune  was  changed  that  a  tax  cut  was 
essential  to  ward  off  an  impending  reces¬ 
sion.  The  recession  did  not  appear  and 
then  the  tune  was  changed  again  that 
a  cut  was  necessary  to  steer  clear  of  a 
recession  which  might  appear,  and, 
lastly,  we  are  now  requested  to  cut  taxes 
to  bolster  an  already  booming  economy. 

The  administration’s  tax  reduction 
proposal  is  couched  in  yery  attractive 
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terms.  We  are  promised  a  restoration 
of  “the  healthy  glow  of  dynamic  pros¬ 
perity”  and  insurance  against  future  re¬ 
cessions.  Consumer  demand  and  invest¬ 
ment  spending  is  to  be  stimulated,  State, 
and  local  government  revenues  to  be 
raised,  and  future  fiscal  policy  to  be  fa¬ 
cilitated.  While  everyone  is  in  favor  of 
increased  economic  activity  and  rising 
income,  the  tax  cut  approach  to  a  solu¬ 
tion  of  our  problems,  at  present,  is  open 
to  some  serious  questions.  In  particular, 
the  favorable  forecasts  on  which  the  ad¬ 
ministration’s  proposal  is  premised  need 
scrutiny.  They  rest  on  too  many  as¬ 
sumptions  and  contingencies. 

IMPACT  ON  CONSUMPTION 

Mr.  President,  the  main  thrust  of  the 
proposal  is  to  engineer  a  rise  in  dispos¬ 
able  income  which  is  to  touch  off  a  sub¬ 
stantial  increase  in  consumer  spending 
for  consumption  goods.  This,  in  turn, 
is  to  create  additional  rounds  of  income 
and  consumption  increases  along  lines 
of  the  familiar  multiplier  process.  The 
President’s  Council  of  Economic  Advisers 
has  indicated  how  much  quantitative 
importance  it  has  assigned  to  this  tend¬ 
ency.  As  an  example,  a  tax  reduction  of 
“$8  to  $9  billion  added  directly  to  the  flow 
of  consumer  income  would  call  forth  at 
least  $16  billion  of  added  consumer  goods 
and  services.”  It  is  further  claimed  that 
about  one-half  of  this  rise  in  consump¬ 
tion  would  take  place  within  a  6-month 
period. 

While  there  can  be  little  doubt  that  a 
reduction  in  tax  withholding  would  ex¬ 
ert  upward  pressure  on  consumption  ex¬ 
penditure,  the  strength  of  this  influence 
is  far  more  difficult  to  predict  with  rea¬ 
sonable  probability.  The  added  income 
in  the  hands  of  the  consumer  can  be 
used  for  a  number  of  things  besides 
spending  on  U.S.-produced  consumer 
goods.  It  can  be  used  to  buy  securities, 
it  can  be  used  to  repay  old  debts,  it  can 
be  used  to  increase  the  purchases  of  im¬ 
ports,  or  it  can  be  saved.  All  of  these 
alternatives  involve  more  complex  and 
uncertain  connections  with  income  gen¬ 
eration  and  consumer  spending;  in  fact, 
it  is  not  unreasonable  to  expect  that 
these  responses  to  increased  consumer 
income  would  lead  to  proportionately 
greater  personal  saving  and  a  worsening 
in  the  U.S.  balance  of  payments. 

All  of  these  possibilities  are  unques¬ 
tionably  open.  The  question  is;  What 
are  consumers  likely  to  do?  How  will 
other  economic  and  political  develop¬ 
ments  affect  consumer  choices? 

The  administration’s  assertion  that 
“the  ratio  of  total  consumption  expendi¬ 
tures  to  total  personal  disposable  income 
has  in  each  recent  calendar  year  fallen 
within  the  range  of  92  to  94  percent”  is 


surely  not  sufficient  as  a  guide  to  future 
consumer  behavior.  For  example,  the 
chances  for  a  rise  in  the  proportion  of 
income  devoted  to  the  purchase  of  goods 
and  services  produced  abroad  has  prob¬ 
ably  been  boosted  by  Great  Britain’s 
failure  to  join  the  Common  Market. 
Unquestionably,  Britain  will  attempt  to 
expand  her  American  markets  in  order 
to  help  compensate  for  this  setback.  We 
are  also  told  that  “recent  experience  with 
tax  reduction  demonstrates  clearly  that 
additions  to  disposable  income  from  this 
source  are  spent  as  completely  as  any 
other  additions.” 

Mr.  President,  is  it  true  that  experi¬ 
ence  with  past  tax  cuts  shows  cause  why 
we  should  be  sanguine  about  the  effec¬ 
tiveness  of  the  cut  now  contemplated? 
How  does  the  President’s  Council  of  Eco¬ 
nomic  Advisers  argue  its  case? 

Taxes  were  reduced  by  some  $4.7  bil¬ 
lion  on  May  1,  1948 — retroactive  to 
January  1 — and  this  resulted  in  large 
refunds  in  mid- 1949.  Again,  taxes  were 
cut  by  about  $6  billion,  net,  effective 
January  1,  1954,  followed  by  further  cuts 
later  that  year.  According  to  the  Coun¬ 
cil,  these  two  observations  suggest  that 
in  the  periods  following  a  tax  cut  the  per¬ 
centage  of  consumer  income  spent  for 
consumption  can  be  expected  to  remain 
within  the  normal  range  of  fluctuation 
from  quarter  to  quarter.  It  is  therefore 
proper,  the  Council  goes  on  to  argue,  to 
abstract  from  transitional  fluctuations 
and  to  accept  the  proportion  of  consumer 
expenditure  out  of  consumer  income  ex¬ 
perienced  in  other  years — 92  to  94  per¬ 
cent — in  order  to  forecast  the  effects  of 
the  proposed  reduction  in  taxes. 

To  improve  its  relevance  to  the  period 
in  question  now,  experience  in  recent 
years  was  chosen.  This  argument  needs 
a  closer  look. 

Quarter-to-quarter  changes  in  con¬ 
sumer  income  and  consumption  expendi¬ 
ture  may  indeed  be  dominated  by  erratic 
factors,  but  this  does  not  mean  that 
short-run  responses  of  consumers  to  in¬ 
creased  disposable  income  should  be 
ignored  in  favor  of  some  longer-term 
average  relationship.  These  shorter-run 
developments  are  precisely  what  matters 
in  the  process  following  a  tax  cut  or  any 
other  major  change  affecting  the  course 
of  economic  activity. 

[P.  2078 ] 

The  results  of  the  tax  program  are 
going  to  be  evaluated  by  the  public  as 
well  as  the  policymakers  in  the  next 
few  quarters,  not  over  the  next  decade 
or  two. 

Also,  the  change  in  consumer  spending 
has  its  effects  depending  on  the  way  it  is 
observed  and  interpreted  by  the  business 
community.  If  consumers  react  favor- 
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ably  to  an  improvement  in ‘their  spend¬ 
able  income,  producers  may  be  motivated 
to  increase  their  production  schedules 
and  thus  raise  income  payments  to  the 
factors  of  production.  This  is  how  the 
further  rounds  of  consumption  and  in¬ 
come  increases  come  about. 

But  if,  after  two  to  three  quarters, 
consumers  still  fail  to  live  up  to  expecta¬ 
tions,  producers  are  likely  to  hold  the 
line  or  begin  reduction  of  output  in  order 
to  avoid  excessive  inventory  accumula¬ 
tion.  In  that  case  the  so-called  multi¬ 
plier  fails  to  function,  or,  more  correctly, 
the  multiplier  effects  are  erased  by  shifts 
in  consumer  spending. 

Mr.  President,  the  tax  cut  of  1948  af¬ 
fords  practically  a  textbook  example  of  a 
multiplier  that  failed  to  materialize. 
Disposable  income  rose  sharply  begin¬ 
ning  with  the  second  quarter  of  1948, 
but,  notwithstanding  the  strong  rise  in 
income  that  developed  as  a  result  of  this 
action  and  for  other  reasons,  personal 
consumption  leveled  off.  The  rise  in  in¬ 
come  merely  enlarged  personal  saving, 
which  increased  from  2.7  percent  of  dis¬ 
posable  income  in  the  quarter  preceding 
the  tax  cut  to  6.8  percent  of  disposable 
income  in  the  final  quarter  of  the  year. 

What  did  happen  was  that  the  re¬ 
tardation  of  consumer  spending  led  to 
the  turnabout  in  inventory  investment, 
the  salient  feature  of  the  1948-49  reces¬ 
sion.  There  were  other  contributing 
factors,  of  course,  but  slackening  con¬ 
sumer  expenditures  were,  beyond  ques¬ 
tion,  a  major  cause  of  the  downturn. 

IMPACT  ON  THE  BUDGET  AND  THE  PUBLIC  DEBT 

Mr.  President,  a  special  feature  of 
the  tax  cut  proposal  is  the  fact  that 
it  is  scheduled  at  this  time.  Fiscal  ex¬ 
perience  has  been  somewhat  unfortu¬ 
nate  during  recent  years,  so  that  we  must 
contemplate  a  situation  that  is  bound 
to  get  even  worse  before  it  gets  better. 
Previous  tax  cuts  have  come  at  more 
opportune  times  and  have  not  involved 
the  prospect  of  prolonged  deficits. 

In  the  1948-49  period,  there  were  large 
surpluses  in  the  1948  tax-cut  year  and 
these  were  followed  by  only  5  quarters 
of  deficit  financing.  The  year  1953  would 
have  shown  a  significant  surplus  without 
the  tax  cut,  and  the  deficits  that  followed 
because  of  the  recession  were  wiped  out 
in  short  order  by  the  rapid  expansion  of 
1955-56.  Note  that  both  1949  and  1954 
were  recession  years.' 

The  outlook  at  the  present  time  is 
modestly  expansionary,  and  could  be 
made  more  so  by  policies  that  do  not 
involve  so  large  an  increase  in  deficits 
and  in  the  national  debt. 

At  the  present  juncture,  we  are  build¬ 
ing  upon  almost  4  years  of  deficit  financ¬ 


ing.  According  to  Dr.  Arthur  Bums, 
if  the  tax  cut  is  enacted: 

The  budget  would  not  be  in  balance  be¬ 
fore  1972  and  *  *  •  the  public  debt  mean¬ 
while  would  rise  about  $75  billion  above  its 
I  level  at  the  end  of  this  fiscal  year, 
j  , There  is  no  denying  that  this  poses  a 
major  problem.  The  rise  in  Federal 
'  indebtedness  for  the  1961-64  period 
would  be  the  largest  increase  for  any 
such  period  since  the  Second  World  War 
and  yet  we  are  promised  more. 

Mr.  President,  I  do  not  plead  here  for 
an  annually  balanced  budget.  What  I 
oppose  is  the  scrapping  of  the  principle 
that  the  Federal  budget  should  be  bal¬ 
anced  over  the  course  of  the  business 
cycle.  There  are  at  least  two  main 
reasons  why  series  of  large  sustained 
deficits  are  undesirable  during  the  next 
7  or  8  years. 

The  first  of  these  is  the  fact  that  the 
Treasury  is  likely  to  encounter  a  dilem¬ 
ma  in  trying  to  finance  the  deficit.  If 
the  Federal  Government  raises  these 
funds  by  borrowing  them  from-  the  pri¬ 
vate  sector  of  the  economy,  it  will  bid 
away  funds  from  other  uses  and  thus 
drive  up  the  rate  of  interest.  Private 
investment  and  consumption  spending 
will  be  discouraged  and  this  will  surely 
act  to  offset  at  least  partially  the  posi- 
|  tive  effects  that  the  tax  cut  may  have 
1  in  this  area. 

Of  course,  the  deficit  can  be  financed 
by  money  creation,  but  then  other  un¬ 
desirable  effects  may  be  unleashed.  To 
enable  the  Treasury  to  borrow  this 
money  from  the  commercial  banking 
i  system,  thereby  avoiding  a  rise  in  in¬ 
terest  rates,  excess  reserves  would  have 
to  be  created  by  the  Federal  Reserve  and 
the  money  supply  would  accordingly  be 
expanded.  Rough  calculations  show 
that  this  rise  in  the  amount  of  money 
would  have  to  be  at  an  annual  rate  of 
about  5  percent  if  financing  the  prospec¬ 
tive  deficit  is  not  to  tighten  capital  mar¬ 
kets  and  risk  substantial  increases  in  the 
rate  of  interest. 

But  if  that  is  done,  the  large  increases 
in  public  liquidity  can  lead  to  a  resump¬ 
tion  of  inflationary  pressures  in  certain 
sectors.  This  kind  of  spotty  inflation 
could  increase  our  balance-of-payments 
difficulties  and  provide  an  unhealthy  cli¬ 
mate — economic  and  political — for  more 
general  domestic  expansion. 

The  second  main  problem  created  by 
sustained  deficit  spending  is  the  large 
increase  in  the  public  debt  forecast  in 
the  near  future.  While  the  character 
of  the  burden  implied  by  the  public  debt 
is  sometimes  misconceived,  many  err  on 
the  side  of  ignoring  the  very  real  bur¬ 
dens  of  the  national  debt. 

Ninety-five  percent  of  the  debt  is  held 
domestically  and  in  that  sense,  it  is  true 
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that  “we  owe  it  to  ourselves.”  But  the 
debt  is  not  held  proportionately  by  all 
of  those  who  pay  taxes.  As  a  result, 
burdensome  and  unjust  transfers  of  in¬ 
come  are  certain  to  happen.  Moreover, 
substantial  increases  in  the  debt  have 
undesirable  economic  effects. 

Probably  the  most  important  of  these 
is  created  by  the  large  interest  charges 
that  must  be  paid  yearly  for  the  privilege 
of  borrowing  these  funds.  This  large 
item  is  scheduled  to  reach  more  than 
$10  billion  in  the  next  few  years  and  will 
keep  on  rising  for  at  least  a  decade  if 
the  tax  proposal  is  approved.  In  the 
words  of  the  President’s  Council  of  Eco¬ 
nomic  Advisers: 

At  full  employment,  an  increase  in  in¬ 
terest  payments  on  the  publicly  held  Federal 
debt  will  ordinarily  require  higher  personal 
income  and  corporate  profits  taxes  than 
would  otherwise  be  necessary  to  prevent 
inflation.  In  this  situation  f  *  *  by  damp¬ 
ening  Incentives,  the  higher  tax  rate  may 
reduce  total  output. 

Also,  these  interest  charges  represent 
what  is  probably  not  a  very  desirable  ifse 
of  revenue  resources.  Surely  there  are 
many  more  worthwhile  projects  for 
which  we  could  use  $10  billion  tax. 

A  second  unfavorable  effect  of  the  debt 
lies  in  the  fact  that  it  complicates  anti- 
inflationary  actions.  It  is  quite  true  that 
this  may  not  be  an  immediate  problem, 
but,  at  a  later  stage  when  credit  con¬ 
ditions  should  be  tightened  to  prevent 
a  possible  cost-price  inflation,  enlarged 
bank  holdings  of  U.S.  Government  secu¬ 
rities  would  create  difficulties.  These 
securities  can  then  be  sold  off  by  the 
banking  system  thereby  mobilizing  funds 
for  unwarranted,  inflation-creating  ex¬ 
penditures. 

Third,  some  waste  of  our  Nation’s  re¬ 
sources  occurs  whenever  a  large  part  of 
the  Federal  debt  has  to  be  refinanced. 
The  profits  from  this  operation  are  large¬ 
ly  reaped  by  a  handful  of  Government 
securities  dealers  and  this  operation  em¬ 
ploys  many  Government  workers. 

SUMMARY 

Mr.  President,  the  tax  cut  proposal  as 
it  stands  is  difficult  to  accept  without 
comparable  reductions  in  expenditures, 
curtailment  of  new  unnecessary  Federal 
programs  and  other  efforts  to  decrease 
the  deficit.  The  favorable  forecasts  un¬ 
derlying  the  administration’s  scheme  can 
be  questioned  on  historical  and  theoret¬ 
ical  grounds.  The  increase  in  consump¬ 
tion  envisaged  by  the  proposal  is  quite 
uncertain  and  so  is  its  impact  on  invest¬ 
ment.  If  increases  in  these  two  compo¬ 
nents  of  GNP  do  not  occur  to  the 
presumed  extent,  the  deficits  that  are 
forecast  for  fiscal  1964  and  1965  will  be 
substantially  larger. 

I  yield  the  floor. 


Mr.  TOWER.  Mr.  President,  I  believe 
an  inaccurate  and  erroneous  picture  has 
been  painted  by  the  proponents  of  the 
amendment  of  the  Senator  from  Dela¬ 
ware  [Mr.  Williams],  that  those  en¬ 
gaged  in  the  oil  business  are  greedy  and 
avaricious,  that  they  are  constantly 
looking  for  tax  loopholes,  and  that  they 
are  ruthless  exploiters  of  the  public. 

Mr.  President,  this  is  not  true.  For 
every  man  who  has  made  a  great  deal  of 
I  wealth  in  the  oil  business  there  are  many 
(  more  who  have  lost  what  they  have  and 
many  have  gone  broke. 

I  wish  that  the  proponents  of  this 
measure  could  walk  the  streets  of  my  • 
home  town  and  see  geologists  working 
as  shoe  salesmen,  drillers  trying  to  ped¬ 
dle  insurance,  independent  oil  operators 
working  as  bank  clerks.  They  would  see 
and  understand  the  sickness  that  has 
beset  the  great  American  petroleum  in¬ 
dustry. 

This  is  an  industry  that  is  extremely 
vital  to  the  Nation’s  defense.  Had  it  not 
been  for  our  vast  petroleum  production 
and  our  reserves  during  World  War  II, 
we  could  not  have  prevailed  as  we  did. 

If  ever  foreign  sources  are  denied  us, 
we  must  rely  wholly  and  entirely  on  our 
domestic  production  to  keep  our  indus¬ 
trial  and  military  might  going. 

[P.  2079] 

The  oil  industry  is  currently  sick,  and 
it  needs  help.  It  seems  to  me  to  be  a 
singularly  inappropriate  place  to  effect  a 
cut  in  oil  income  in  a  tax  bill  that  is  de¬ 
signed  to  stimulate  economic  growth. 
As  has  been  noted,  this  is  an  extremely 
risky  and  hazardous  business.  I  believe 
that  the  basic  risks  inherent  in  oil  ex¬ 
ploration  should  be  pointed  out.  Drill¬ 
ing  expenses  continue  to  rise.  The  cost 
of  drilling  wildcat  wells  may  range  from 
$50,000  to  $3  million.  According  to  the 
American  petroleum  industry,  the  aver¬ 
age  cost  of  every  well  drilled  is  almost 
$55,000.  Only  1  out  of  32  exploratory 
wells  finds  a  field  that  is  large  enough  to 
be  profitable;  1  out  of  600  exploratory 
wells  finds  a  field  as  large  as  50  million 
barrels  of  oil,  or  the  equivalent  in  gas. 

I  might  note  that  50  million  barrels 
would  supply  our  Nation’s  need  for  less 
than  1  week. 

In  spite  of  the  great  risks  involved,  the 
average  profits  of  oil  and  gas  companies 
represent  a  slightly  smaller  rate  of  re¬ 
turn  on  investment — less  than  10  per¬ 
cent — than  in  manufacturing  companies. 
Without  the  depreciation  allowance,  the 
return  would  be  much  smaller  still. 

In  addition  to  supplying  man  with 
a  wide  variety  of  low-cost,  high-energy 
fuels,  oil  and  oil  derivatives  form  the 
basic  ingredients  of  more  than  1,000 
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industrial  and  consumer  products,  rangr 
ing  from  synthetic  rubber  and  man¬ 
made  fibers  to  plastics  and  detergents. 

More  than  70  percent  of  our  Nation’s 
energy  is  supplied  by  oil  and  gas. 

Reduction  of  the  present  depletion 
allowances  would  destroy  the  conserva¬ 
tion  program. 

It  would  no  longer  be  possible  to  re¬ 
cover  oil  from  marginal  wells.  Second¬ 
ary  recovery  cost  would  be  prohibitive. 

It  would  result  in  raising  the  prices 
of  crude  oil  which  would  increase  prices 
of  gasoline  and  other  consumer  products. 

It  would  further  reduce  the  working 
forces  of  the  producers,  refiners,  and 
so  forth. 

I  am  convinced  that  any  proposed  sub¬ 
stantial  reduction  in  the  present  deple¬ 
tion  allowance  would  result  in  a  far- 
reaching  reduction  in  efforts  and 
expenditures  by  the  industry  to  find  new 
reserves.  These  new  reserves  must  be 
found.  An  adequate  supply  of  petro¬ 
leum  is  essential  to  national  defense, 
both  as  a  deterrent  to  nuclear  war,  and 
as  an  indispensable  fuel  in  a  conven¬ 
tional  war.  The  retention  of  the  pres¬ 
ent  depletion  allowance  will  insure  us 
of  these  necessary  reserves. 

Petroleum  already  is  one  of  the  most 
taxed  industries  in  America,  channeling 
billions  of  dollars  annually  to  local, 
State,  and  Federal  Governments  through 
ad  valorem,  income,  corporate,  sales, 
and  dozens  of  other  direct  and  indirect 
tax  devices. 

In  1961  the  State  petroleum  tax  pro¬ 
vided  Texas  with  46  percent  of  its  tax 
revenue,  actually  in  excess  of  $370,300,- 
648. 

Taxes  paid  by  oil  companies,  exclud¬ 
ing  excise  tax  and  sales  taxes,  are  5  per¬ 
cent  of  gross  revenue,  compared  to  5.1 
percent  for  manufacturing  generally.  If 
excise  and  sales  taxes  on  petroleum  prod¬ 
ucts — totaling  $6  billion  annually — are 
included,  taxes  paid  by  oil  companies 
represent  17  percent  of  gross  revenues. 
The  present  percentage  depletion  rate  is 
indeed  necessary  if  tax  deductions  are  to 
provide  for  recovery  of  capital  values. 

Existing  natural  resource  tax  policies 
have  been  built-  into  petroleum  indus¬ 
try’s  economic  structure  for  nearly  40 
years.  Our  tax  laws  must  recognize  that 
rising  energy  demands  in  this  Nation  re¬ 
quire  the  constant  development  of  main¬ 
tenance  of  a  healthy  petroleum  indus¬ 
try.  Exploration  and  development  of 
petroleum  resources  grow  more  difficult, 
more  costly,  and  financially  more  haz¬ 
ardous.  Venture  capital  will  continue 
to  be  attracted  in  the  industry  only  if 
the  reward  for  success  is  commensur¬ 
ate  with  the  risks  involved.  To  meet  na¬ 
tional  and  international  needs  and  to  as¬ 


sure  replacement  of  petroleum  products 
produced  for  energy  use,  tax  laws  must 
continue  to  provide  adequate  depletion 
allowances. 

The  retention  of  the  present  allow¬ 
ance  is  necessary,  possibly  to  the  very 
existence  of  the  industry  as  it  is  pres¬ 
ently  constituted.  The  present  depletion 
allowance  is  both  just  and  fair. 

Therefore,  I  fervently  hope  that  the 
depletion  allowance  will  not  be  reduced, 
and  that  the  Williams  amendment  will 
be  defeated. 


[P.  2080} 

REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  McGEE.  Mr.  President,  we  are 
indulging  today  in  what  has  almost  be¬ 
come  an  annual  ceremony,  under  a  dif¬ 
ferent  guise.  Whether  the  issue  be 
taxes,  whether  it  be  inequities  in  Federal 
money  structures,  whether  it  be  evasion 
or  loopholes,  somehow  or  other  the  ques¬ 
tion  of  the  oil  depletion  allowance  is 
invariably  attracted  to  the  floor  of  the 
Senate.  This  particular  occasion  is  no 
exception. 

In  the  congressional  garden  of  hardy 
perennials  that  blossom  at  a  given 
stimulus  is  the  movement  to  reduce  the 
depletion  allowance  provided  for  the  oil 
industry.  The  stimulus  that  brings  this 
hardy  but  noxious  plant  to  bloom  is  the 
consideration  of  national  tax  legislation. 
It  is  the  almost  automatic  assault  that 
is  made  on  the  depletion  allowance. 
Now  that  we  are  considering  tax  legisla¬ 
tion,  the  cries  to  reduce  the  depletion 
allowance  have  been  heard  throughout 
the  Chamber. 

In  this  weeding  operation,  which  I 
would  seek  to  undertake  for  a  few  min¬ 
utes,  I  find  that  the  basic  approach  by 
distinguished  Senators  on  the  other  side 
of  the  issue  is  a  fallacious  one  in  its 
fundamental  premise.  The  principal 
function  of  the  tax  bill  is  to  attempt  to 
cut  taxes  for  specific  economic  reasons 
in  our  national  scene  at  the  present 
time.  The  fallacy  behind  the  thinking 
of  many  Senators  who  are  attacking  the 
oil  depletion  allowance  is  that,  some¬ 
how,  the  oil  depletion  allowance  is  a  part 
of  our  taxing  policy.  The  tax  income 
from  the  oil  industry  in  relation' to  de¬ 
pletion  is  purely  incidental  and,  at  most, 
secondary.  The  only  function  of  the  oil 
depletion  allowance  is  to  provide  an  or- 
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derly  development  of  our  valuable  oil  re¬ 
sources.  The  purpose  of  the  depletion 
allowance  is  to  encourage  exploration  for 
more  oil. 

The  demands  for  the  use  of  oil  are 
intensifying.  The  availability  of  oil  that 
is  ready  to  go  has  been  declining. 
Therefore,  we  start  with  the  mistaken 
view  that  somehow  the  oil  depletion 
allowance  is  a  part  of  the  tax  structure 
of  the  country  that  demands  reexamina¬ 
tion  or  new  examination.  The  fact  is, 
if  we  understand  it  as  a  resource  policy 
for  the  development  of  this  great  poten¬ 
tial  in  the  national  interest,  that  only 
then  will  we  give  it  its  primary  or  prior 
consideration. 

If  the  truth  were  known,  the  cost  of 
oil  exploration  has  continued  to  rise. 
The  reason  it  has  continued  to  mount 
in  my  part  of  the  world,  in  the  Rocky 
Mountain  West,  is  that  the  proved  re¬ 
serves  of  oil  are  less  today  than  they 
were  a  year  ago.  The  drop  has  been  al¬ 
most  8  percent,  from  362  million  barrels 
to  338.8  million  barrels  in  1962.  Like¬ 
wise,  our  natural  gas  reserves  have 
dropped  by  almost  20  percent. 

We  know  that  a  vast  reservoir  of  oil 
exists.  We  know  that  we  have  untold 
wealth  in  this  kind  of  God-given  re¬ 
source.  But  it  is  not  worth  anything 
in  the  ground.  It  is  not  worth  anything 
if  we  do  not  know  where  it  is  in  the 
bowels  of  the  earth.  The  whole  purpose 
of  the  depletion  allowance  is  to  encour¬ 
age  a  more  aggressive  exploration,  in 
order  to  establish  our  known  reserves,  so 
that  in  a  time  of  emergency,  or  in  an 
emergency  of  a  normal  increased  usage 
of  oil,  such  as  is  taking  place  at  present, 
we  can  reasonably  and  rationally  meas¬ 
ure  our  long-term  capabilities  in  this 
regard.  That  is  why  the  real  substance 
of  my  plea  is  to  keep  this  question  where 
it  belongs,  as  a  factor  of  resource  devel¬ 
opment  policy,  and  not  drag  it  in  by  the 
heels,  under  one  guise  or  another,  as 
some  kind  of  taxing  measure  or  measure 
to  bring  income  to  the  Treasury. 

The  oil  depletion  allowance  has  pro¬ 
duced  large  income  for  the  Treasury,  for 
the  more  oil  we  can  produce,  the  greater 
the  amount  of  income  that  will  then  be 
available  for  taxation  to  bring  dollars 
into  the  Treasury.  But  one  of  the  mis¬ 
takes  would  be  if  we  were  to  start  at  the 
wrong  end  of  the  line,  start  at  the  re¬ 
source  end,  in  an  attempt  to  destroy,  as 
it  were,  the  goose  that  lays  the  golden 
egg. 

I  believe  our  sense  of  values,  our  order 
of  priorities,  is  reversed  in  the  annual 
attack  that  is  made  on  the  depletion  al¬ 
lowance.  For  that  reason,  I  urge  Sen¬ 
ators  to  give  special  consideration  to  the 
question,  not  as  a  taxing  measure,  but 
as  a  resource  measure  over  the  long 
range. 


When  Congress  passed  the  allowance 
more  than  35  years  ago  it  had  no  inten¬ 
tion  of  creating  a  tax  “loophole”;  it  was 
providing  for  the  obvious  fact  that  a 
mineral -producing  industry — and  deple¬ 
tion  allowances  apply  to  more  than  100 
minerals — is  using  up  its  capital  assets 
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In  the  process  of  production  and  that  it 
is  very  expensive  to  find  new  assets  to 
replace  the  old. 

In  fact,  the  cost  of  oil  exploration  has 
risen  to  such  a  point,  Mr.  President,  that 
the  oil  depletion  allowance  now  falls 
more  than  20  cents  a  barrel  short  of  dis¬ 
covery  value,  thus  permitting  the  Gov¬ 
ernment  to  tax  a  portion  of  the  pro¬ 
ducer’s  capital  value  as  income. 

The  basic  principle  of  the  depletion 
allowance,  as  conceived  by  the  Congress, 
was  very  well  stated  by  President  Ken¬ 
nedy  in  1960  when  he  said  that — 

The  depletion  allowance  which  affects  over 
100  items  should  be  considered  primarily  as 
a  matter  of  resources  policy  and  only  sec¬ 
ondarily  as  a  tax  issue. 

The  President  further  said  that — 

Ite  purpose  and  its  value  are  first  of  all  to 
provide  a  rate  of  exploration,  development 
and  production  adequate  to  our  national  se¬ 
curity  and  the  requirement  of  our  economy. 
The '  oil  depletion  allowance  has  served  us 
well  by  this  test. 

And  I  would  point  out  that  the  need 
now  is  for  even  greater  exploration  and 
development  in  this  country.  In  the 
Rocky  Mountain  West  the  production 
and  consumption  of  oil  and  gas  are  now 
outstripping  the  discovery  of  new  oil  and 
gas  reserves.  Our  reserves  of  crude  oil 
dropped  from  362  million  barrels  to  333.8 
million  in  1962 — nearly  8  percent— while 
natural  gas  liquid  reserves  dropped  from 
20.7  to  16.5  million  barrels. 

And  we  know  that  a  vast  reservoir  of 
oil  is  still  beneath  our  soil,  unusable  be¬ 
cause  it  is  undiscovered.  The  Senate 
Interior  Committee  study  on  National 
Fuels  and  Energy  estimated  that  our  un¬ 
discovered  reserves  are  between  225  and 
300  billion  barrels. 

It  would  be  a  sad  thing  indeed  if  this 
Nation  were  to  go  fuel  hungry  or  face  a 
reduction  in  our  defense  strength  because 
we  have  not  the  capability  to  find  and 
develop  our  oil  potential. 

Oil  exploration  is  a  high  risk  business. 
The  odds  against  the  wildcat  driller  are 
40  to  1  and  the  costs  are  continually  in¬ 
creasing  while  the  price  of  crude  oil  is 
decreasing.  It  should  be  noted  that  for 
every  dollar  available  for  exploration 
through  the  depletion  allowance  the  oil 
industry  spends  an  additional  two  ex¬ 
ploration  dollars.  And  the  business  of 
exploration  and  development  is  still  one 
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of  those  ventures  attracting  a  large  per¬ 
centage  of  independent  small  operators. 
And  they,  naturally,  would  be  the  first 
to  go  down  if  any  change  was  made  in 
the  depletion  allowance. 

The  economic  impact  of  any  change 
in  the  depletion  allowance  would  be 
largely  felt  on  the  Main  Streets  of  towns 
and  cities  throughout  the  Nation;  the 
impact  upon  the  Treasury  would  be 
small  by  comparison.  Some  of  the  re¬ 
sults  would  be:  . 

First.  A  drastic  flight  of  capital  from 
the  industry. 

Second.  A  rash  of  mergers  and  sell¬ 
outs  among  smaller  operators  with  the 
resulting  increase  in  corporate  concen¬ 
tration. 

Third.  This  concentration  would  lead 
to  greatly  reduced  levels  of  exploration, 
drilling,  and  development. 

Fourth.  The  shrinking  industry  would, 
in  turn,  shrink  the  tax  base  for  local. 
State,  and  Federal  tax  purposes. 

Fifth.  Military  requirements  for  petro¬ 
leum  fuels,  one  of  the  larger  budget 
items,  could  be  filled  only  at  a  much 
higher  cost. 

Sixth.  Reduced  oil  industry  activities 
would  result  in  lower  markets  for  steel, 
other  basic  materials  and  spread  eco¬ 
nomic  discontent  through  a  whole  chain 
of  supply  and  service  organizations  sus¬ 
tained  by  petroleum  production.  . 

Seventh.  Reduced  reserves  would  re¬ 
sult  in  increased  dependence  upon  for¬ 
eign  supplies  which  in  turn  would 
seriously  weaken  our  ability  to  be  self- 
sustaining  in  time  of  war  or  national 
emergency. 

Mr.  President,  to  tamper  with  the  oil 
depletion  allowance  is  to  open  the  gates 
for  a  wholesale  upheaval  in  the  Nation’s 
economy  with  serious  results  to  a  vital 
industry  and  to  the  entire  country.  I 
would  suggest  that  while  we  are  con¬ 
sidering  a  bill  designed  to  stimulate  our 
economy  to  new  and  broader  expansion, 
it  is  completely  unthinkable  that  at  the 
same  time  we  provide  for  the  crippling 
of  a  vital  segment  of  that  economy. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  from  Wyoming  yield  for  a 
question? 

Mr.  McGEE.  I  yield. 

Mr.  PROXMIRE.  I  was  interested  to 
hear  the  Senator  from  Wyoming  say — 
and  I  wonder  if  I  heard  him  correctly — 
that  this  was  a  tax  cut  bill,  not  a  tax  re¬ 
form  bill.  As  the  bill  was  conceived  by 
President  Kennedy  and  sold  to  the  Amer¬ 
ican  people,  it  was  primarily  a  tax  re¬ 
form  bill,  but  it  has  ended,  as  the  Sena¬ 
tor  from  Wyoming  has  revealed  or 
disclosed,  almost  exclusively  as  a  tax  re¬ 
duction  bill.  That  is  why  the  New  York 
Times  editorial  writer  was  concerned  and 
wrote  against  the  bill  in  its  present  form 


The  Senator  from  Wyoming  did  not 
hear  me  correctly,  although  I  would  be 
glad  to  debate  with  him  the  issue  he  has 
raised.  I  said  that  we  are  considering  a 
tax  bill.  That  is  the  pending  business. 
Whether  it  be  a  tax  cut  bill  or  a  bill  under 
any  other  guise  to  discredit  its  real  in¬ 
tent  and  purpose,  my  point  is  that  the 
oil  depletion  question  does  not  belong  in 
the  discussion  of  a  tax  bill,  whether  it 
be  a  tax  reform  or  a  tax  cut  bill.  It  be¬ 
longs  in  a  resource  policy  development 
measure.  This  is  the  purpose  of  it;  this 
is  the  goal  it  seeks. 

Would  not  the  Senator  acknowledge 
that  some  persons  disagree  with  his 
viewpoint?  Fortune  magazine  has  called 
this  the  most  injurious  loophole  in  our 
tax  laws.  For  the  same  reason,  Fortune 
has  the  feeling  that  if  there  is  to  be  any 
kind  of  tax  reform  bill  at  all,  this  item 
most  certainly  should  be  considered. 

Mr.  McGEE.  I  am  mindful  of  that.  I 
leave  it  to  the  Senator  from  Wisconsin 
to  make  his  apologies  to  Fortune  maga¬ 
zine.  I  maintain  that  this  is  a  matter  of 
education  or  information.  That  is  the 
whole  point  of  what  I  am  trying  to  say. 
The  oil  depletion  allowance  was  never 
conceived  as  a  loophole.  Nobody  can 
honestly  argue  that  it  is  a  loophole.  The 
oil  depletion  allowance  was  conceived  as 
constructive  legislation  when  it  was 
written  into  the  books.  It  was  not  con¬ 
ceived  as  a  loophole,  it  was  written  not 
as  a  tax  measure,  but  as  a  conservation 
resource  measure.  It  should  remain  in 
that  realm  and  not  be  changed  into  the 
tax  arena  as  it  is  at  the  present  time. 

Mr.  STENNIS.  Mr.  President,  the  re¬ 
duction  of  oil  and  gas  percentage  deple¬ 
tion  would  have  a  very  adverse  effect 
upon  our  national  security  by  jeopardiz¬ 
ing  the  continued  supply  of  energy  neces¬ 
sary  to  our  defense  effort. 

In  addition,  it  would  have  a  very  detri¬ 
mental  effect  upon  the  country’s  econ¬ 
omy.  Removal  or  reduction  of  the  in¬ 
centive  percentage  depletion  would  be 
especially  damaging  to  the  economic 
welfare  of  many  land  and  royalty  owners 
and  to  the  small  independent  oil  pro¬ 
ducers. 

The  State  of  Mississippi,  while  only 
one  of  many  States  concerned,  is  an  ex¬ 
ample  of  how  many  present  and  future 
royalty  owners,  land  owners,  farmers, 
and  small  oil  and  gas  operators,  as  well 
as  the  larger  companies,  will  be  seriously 
hurt  by  reducing  the  depletion  allowance. 
Mississippi  has  no  large  fields,  but  has 
several  small  ones.  The  oil  depletion 
allowance  distributes  the  benefits  among 
many  individuals  and  many  areas. 

The  search  for  oil  and  gas  is  an  ex¬ 
tremely  risky  business  requiring  large 
capital  investment.  Even  after  a  field  is 
found,  production  costs  in  deep  produc- 
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ing  areas  such  as  Mississippi  are  very 
high,  and  unless  large  amounts  of  oil  are 
found  these  costs  are  prohibitive.  Un¬ 
less  we  continue  to  find  new  fields  and 
new  supplies,  our  national  reserves  will 
be  reduced  below  the  level  necessary  to 
supply  our  future  needs. 

The  27  V2  -percent  depletion  allowance 
has  been  established  as  the  minimum 
amount  that  will  insure  the  recovery  by 
individuals  and  companies  of  enough  of 
their  investment  capital  to  remain  in 
business  and  continue  finding  new  oil  and 
gas  reserves. 

Money  placed  in  circulation  by  the 
search  for  and  the  production  of  oil  and 
gas  benefits  many  people.  Merchants, 
farmers,  landowners,  and  in  fact,  every 
segment  of  the  economy  reaps  an  eco¬ 
nomic  benefit  from  the  leasing  of  land, 
royalty  payments,  direct  and  indirect 
employment,  and  many  other  activities 
resulting  from  oil  and  gas  production. 

The  oil  industry  is  the  third  largest 
industry  in  my  State.  It  is  the  fourth 
largest  producer  of  our  State’s  revenue. 
But  the  risks  are  greater  in  Mississippi 
than  in  almost  any  other  State.  Experi¬ 
ence  has  shown  that  we  must  drill  twice 
as  many  wildcat  or  exploratory  wells  to 
find  a  producing  field  as  is  necessary  in 
other  States.  Almost  half  of  our  field  or 
development  wells  are  dry  holes  and  are 
a  total  loss  of  investment  capital.  Our 
average  drilling  depth  of  nearly  10,000 
feet  is  the  second  deepest  in  the  Nation, 
making  the  search  for  and  production 
of  oil  and  gas  an  extremely  hazardous 
business  financially. 

These  natural  disadvantages  greatly 
reduce  the  possibility  of  making  a  profit; 
and  without  the  advantage  of  percent¬ 
age  depletion,  most  of  our  operations 
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would  be  forced  out  of  business.  The 
result  would  be  disastrous  to  the  eco¬ 
nomic  welfare  of  our  people.  Royalty 
payments  would  cease,  land  would  not  be 
leased,  employment  would  decline,  and 
farmers  depending  on  lease  or  royalty 
payments  to  supplement  their  income 
would  become  distressed.  The  total  re¬ 
sult  would  be  a  decline  in  the  standard 
of  living. 

When  fully  and  objectively  considered, 
the  depletion  allowance  is  not  a  tax 
“loophole”  benefiting  large  multimil- 
lion-dollar  companies;  but  it  is  a  logical, 
fair,  and  equitable  provision  in  our  tax 
law. which  has  proved  to  be  workable  and 
essential  to  the  continued  economic  wel¬ 
fare  of  our  Nation.  It  is  not  a  favor  to 
the  property  owner.  It  is  an  insurance 
which  favors  continued  production.  It 
should  be  retained,  in  order  that  we  may 
continue  to  be  assured  of  an  adequate 


supply  of  energy  to  supply  our  domestic 
needs,  and  to  have  sufficient  reserves  for 
the  future,  and  to  be  able  to  meet  any 
national  emergency. 

Mr.  President,  the  pending  amendment 
and  similar  amendments  should  be  re¬ 
jected;  and  I  urge  Senators  to  join  in  re¬ 
jecting  this  amendment. 

I  thank  the  Senator  from  Pennsylva¬ 
nia  [Mr.  Clark]  for  his  courtesy  in  en¬ 
abling  me  to  obtain  the  floor. 

I  yield  the  floor. 

Mr.  PROXMIRE.  Mr.  President,  the 
Senator  from  Delaware  [Mr.  Williams] 
is  recognized  as  a  man  of  integrity  and 
very  deep  and  sound  principles,  and  a 
man  of  very  conservative  instincts — at 
least,  that  is  my  opinion — with  regard  to 
government  spending  and  all  other  gov¬ 
ernment  policies.  Certainly  he  is  a  warm 
friend  of  free  enterprise;  and  certainly 
he  is  so  recognized  throughout  the  coun¬ 
try,  as  well  as  in  this  body. 

Mr.  President,  the  pending  amend¬ 
ment,  which  has  been  submitted  by  the 
Senator  from  Delaware,  cannot  be 
“kissed  off”  as  an  amendment  submitted 
by  a  group  of  Populists  or  “wild-eyed 
liberals.”  To  the  contrary,  the  amend¬ 
ment  has  been  submitted  by  a  Senator 
who  sincerely  respects — I  am  certain  that 
he  does — the  importance  of  this  indus¬ 
try  to  the  Nation. 

The  pending  amendment  is  the  most 
modest  amendment  on  oil  depletion  that 
has  been  submitted  during  the  number 
of  years  I  have  served  in  the  Senate. 
The  amendment  does  not  call  for  a  sharp 
cut  in  the  oil  depletion  allowance. 
Instead,  the  amendment  calls  for  a 
gradual  cut,  changing  over  the  years 
from  27  y2  percent  to  20  percent. 

The  pending  amendment  is  a  very 
modest  one,  and  it  gives  this  industry  an 
opportunity  to  adjust  to  this  change. 
Therefore,  the  amendment  seems  to  me 
to  be  entirely  workable. 

Mr.  President,  it  seems  to  me  that  the 
arguments  made  by  the  Senator  from 
Wyoming — who  is  a  very  fine  person — 
were  most  shocking.  He  said  this 
proposal  is  raised  year  after  year  as  a 
noxious  weed,  when  tax  bills  are  under 
consideration.  In  other  words,  he  is 
implying  that  we  have  “a  lot  of  crust”  to 
propose  that  the  oil  depletion  allowance 
be  amended,  that  it  is  sacred,  and  that  it 
should  not  be  touched  or  dealt  with  in 
a  tax  bill.  He  said  any  provision  in 
regard  to  it  should  be  included  in  a 
natural  resources  bill. 

But,  Mr.  President,  according  to  my 
view,  all  sorts  of  provisions  are  included 
in  the  tax  bill,  and  not  all  of  them  by 
any  means  are  for  the  purpose  of  raising 
revenue.  They  include  the  investment 
credit  provision,  which  is  certainly  not 
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primarily  a  revenue  raising  measure; 
but  during  the  debate  on  that  provision, 
no  Senator  said  it  had  no  place  in  the  bill. 
That  provision,  too,  was  included  for  the 
alleged  purpose  of  providing  for  growth. 

Outstanding  economists  and  other  au¬ 
thorities  feel  that  this  provision  of  the 
law  is  an  exceedingly  inequitable  one. 
Certainly  it  should  be  considered  by  the 
Senate  when  it  deals  with  a  tax-reform 
and  tax-reduction  bill. 

Mr.  President,  I  believe  we  should  rec¬ 
ognize  that  the  oil  depletion  allowance — 
which,  as  the  Senator  from  Wyoming 
said,  was  originally  conceived  as  a  means 
of  conserving  our  oil  resources  and  as  a 
means  of  encouraging  their  develop¬ 
ment — was  instituted  at  a  time  when  the 
corporation  income  tax  was  only  13  per¬ 
cent.  However,  after  this  bill  becomes 
law,  the  corporation  income  tax  will  be 
48  percent — or  an  increase  of  almost 
400  percent.  Yet  there  has  been  no  re¬ 
duction,  revision,  or  modification  of  the 
depletion  allowance.  On  that  basis,  we 
could  make  a  good  argument,  in  favor 
of  reducing  the  depletion  allowance 
from  the  present  27  y2  percent  to  only 
7  or  8  percent.  However,  no  one  is  ask¬ 
ing  that  that  be  done.  In  short,  the 
pending  amendment  calls  for  a  modest 
change  in  the  existing  rate. 

It  is  argued  that  the  depletion  allow¬ 
ance  is  necessary  in  order  to  encourage 
exploration,  development,  and  other  ac¬ 
tivities  in  the  oil  industry.  But  what  are 
the  facts?  Today  there  is  an  oversupply 
in  the  oil  industry.  For  example,  how 
much  oil  are  the  Texas  fields  allowed  to 
pump?  They  are  not  operating  at 
capacity,  or  even  at  50  percent  of  ca¬ 
pacity;  instead,  they  are  operating  at 
less  than  30  percent  of  capacity.  So  this 
industry  does  not  need  any  encourage¬ 
ment  for  the  production  of  more  oil  be¬ 
cause  of  any  idea  that  the  country  needs 
to  have  more  oil  produced.  The  restric¬ 
tions  imposed  by  the  State  of  Texas,  with 
the  cooperation  of  the  oil  industry  in 
Texas — which  produces  a  great  deal  of 
our  oil,  and  is  the  No.  1  oil-producing 
State — are  imposed  because  of  the  reali¬ 
zation  that  production  must  be  held 
down.  So  they  do  not  have  too  little  oil ; 
they  have  too  much  oil. 

Mr.  President,  tears  have  been  shed 
this  afternoon  for  “the  little  pro¬ 
ducers” — those  “who,”  it  is  said,  “would 
be  injured  by  a  reduction  of  the  oil  de¬ 
pletion  allowance.” 

But,  Mr.  President,  who  are  the  ones 
who  really  get  the  benefit  of  this  exist¬ 
ing  provision  of  the  tax  law?  We  know 
who  they  are.  They  include  Mr.  J.  Paul 
Getty,  Mr.  H.  L.  Hunt,  and  the  late  Sid 
Richardson — fine  men,  I  am  sure,  and 
men  who,  of  course,  deserve  proper  con¬ 
sideration. 


The  Senate  should  consider  where  the 
principal  benefits  of  the  tax  depletion 
allowance  go.  In  1958-59,  $70  out  of 
every  $100  obtained  by  means  of  the  de¬ 
pletion  allowance  went  to  corporations 
with  assets  of  more  than  $100  million, 
and  $97  out  of  every  $100  obtained  by 
means  of  the  oil  depletion  allowance 
went  to  corporations  with  assets  of  $1 
million  or  more.  So  the  oil  depletion 
allowance  is  not  primarily  a  means  of 
aiding  “the  little  wildcatter.”  Instead, 
it  is  overwhelmingly  an  aid  to  the  big 
boys. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  ANDERSON.  The  Senator  from 
Wisconsin  said  that  much  of  the  money 
obtained  by  means  of  the  oil  depletion 
allowance  goes  to  Mr.  Getty  and  to  Mr. 
Richardson.  But  Mr.  Richardson  is 
dead.  So  where  is  he  getting  that 
money — in  heaven  or  in  hell? 

Mr.  PROXMIRE.  I  am  sure  he  is  in 
heaven. 

Mr.  ANDERSON.  He  was  a  great 
friend  of  Billy  Graham,  and  I  hope  he  is 
there. 

Mr.  PROXMIRE.  Nevertheless,  dur¬ 
ing  his  lifetime,  he  made  a  vast  amount 
of  money  by  means  of  the  oil  depletion 
allowance,  and  his  estate  is  being  ad¬ 
ministered,  as  the  Senator  from  New 
Mexico  knows - 

Mr.  ANDERSON.  By  a  foundation. 

Mr.  PROXMIRE.  Yes,  by  a  founda¬ 
tion;  and  it  is  being  administered  in  the 
usual  manner,  and  it  will  be  handled  by 
men  who  were  close  to  Mr.  Richardson 
during  his  lifetime.  But  regardless  of 
whether  Mr.  Richardson  is  alive  or  is 
dead,  it  is  a  fact  that  he  made  a  great 
deal  of  money  out  of  the  oil  depletion 
allowance,  and  so  will  the  foundation, 
and  so  will  many  other  wealthy  men — 
who  invest  in  oil  in  order  to  take  ad¬ 
vantage  of  the  oil  depletion  allowance. 
The  fact  is  that  this  particular  provi¬ 
sion  of  the  tax  law  induces  those  with 
enormous  amounts  of  money  and  very 
large  incomes  to  invest  in  the  oil  indus¬ 
try,  because  the  oil  depletion  allowance 
enables  them  to  reduce  their  tax  liabil¬ 
ity  very  sharply.  The  oil  depletion  al¬ 
lowance  represents  a  strong  attraction 
for  many  persons  who  are  very  well  off, 
indeed. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  PROXMIRE.  I  yield. 

Mr.  ANDERSON.  The  Senator  would 
be  interested  in  checking  to  see  who  in 
America  is  drilling  for  oil.  The  state¬ 
ment  was  made  that  the  Standard  Oil 
Co.  has  a  great  interest.  It  has  a  great 
interest.  That  company  pays  after  the 
entrepreneur  goes  in  and  completes  the 
drilling  for  oil. 
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Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect.  That  is  one  of  my  main  points. 

Mr.  ANDERSON.  The  depletion  al¬ 
lowance  goes  to  them. 

Mr.  PROXMIRE.  The  Senator  is  cor- 
rest.  The  depletion  allowance  goes  to 
the  people  who  move  in  after  the  wild¬ 
catter  has  done  the  work.  How  much 
do  the  wildcatters  get?  As  I -.pointed 
out,  the  corporations  with  assets  of  $1 
million  or  more  get  97  percent  of  the 
benefits  of  the  depletion  allowance. 

Mr.  ANDERSON.  They  have  pur¬ 
chased  it  in  advance.  They  have  paid 
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for  it  and  have  taken  It  into  considera¬ 
tion  in  the  payment  for  a  barrel  of  oil 
in  place. 

Mr.  PROXMIRE.  Of  course  it  has 
been  taken  into  consideration,  but  the 
fact  is  that  the  corporations  get  the 
benefit  of  it. 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  yield  before  he  starts  on  an¬ 
other  subject? 

Mr.  PROXMIRE.  I  am  happy  to  yield. 

Mr.  MONRONEY.  The  implication 
that  the  proration  exists  because  we 
have  far  too  much  oil  is  very  mislead¬ 
ing.  Today  the  daily  demand  for  oil  is 
about  71/2  million  barrels  of  produc¬ 
tion.  If  we  opened  up  every  single  well 
to  blast  the  full  amount  that  it  could 
possibly  produce,  we  would  have  about 
10  l/z  million  barrels.  The  Senator  would 
not  expect  us  to  destroy  one  of  the  assets 
of  America  which  we  are  producing  un¬ 
der  a  conservation  method.  For  that 
reason  the  proration  exists.  It  is  true 
that  many  wells  are  shut  down  on  a  per¬ 
centage  basis,  but  that  action  is  neces¬ 
sary  if  we  are  to  be  able  ultimately  to 
get  the  oil  supplies  that  we  have. 

When  the  Suez  Canal  was  closed  and 
we  had  to  supply  the  necessary  oil,  not 
only  for  ourselves,  but  for  the  free  world, 
within  a  period  of  a  few  weeks  we  dis¬ 
covered  how  quickly  our  wells  would  be 
destroyed  if  they  were  opened  and  al¬ 
lowed  to  flow  at  their  full  flow  capacity. 

The  depletion  allowance  is  not  a  means 
of  trying  to  maintain  a  condition  of 
overproduction.  Our  reserves  are  de¬ 
creasing  all  the  time.  Even  under  the 
so-called  very  expensive  and  very  waste¬ 
ful  depletion  allowance  that  statement 
is  not  true.  If  it  were  true,  we  would 
have  more  production,  more  explora¬ 
tion,  and  more  drilling  of  wildcat  wells. 

Mr.  PROXMIRE.  The  facts  are,  first, 
that  the  Texas  fields  are  pumping  only 
about  one-third  of  capacity;  second,  that 
any  tax  incentive  which  encourages  the 
drilling  of  oil  wells  tends  to  use  up  a 
limited  American  resource.  We  have 
only  so  much  oil.  It  is  limited.  When 


exploration  proceeds  under  forced  incen¬ 
tive,  artificially,  we  are  using  up  our  re¬ 
sources  more  rapidly  than  we  should. 

In  discussing  the  oil  depletion  allow¬ 
ance,  too  many  of  us  have  discussed  it 
strictly  from  the  standpoint  of  its  justice 
and  equity.  In  my  opinion,  the  Senator 
from  Delaware  certainly  has  justice  on 
his  side.  But  what  we  have  ignored  is 
the  realistic  and  practical  effect  of  the 
amendment.  The  proposal  would  raise 
$250  million  of  taxes  a  year.  When  a 
Senator  offers  an  amendment  which 
would  cut  excise  taxes,  the  only  argu¬ 
ment  used  against  it  is  that  we  would 
lose  revenue.  The  argument  is  a  good 
one.  It  is  a  sensible  and  strong  argu¬ 
ment.  The  amendment  of  the  Senator 
from  Delaware  would  gain  revenue  and 
reduce  our  loss.  It  is  a  fiscally  respon¬ 
sible  proposal. 

Mr.  SIMPSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  am  happy  to 
yield. 

Mr.  SIMPSON.  Does  not  the  Senator 
from  Wisconsin  know  that  if  the  deple¬ 
tion  allowance  were  reduced,  the  added 
expense  would  be  passed  on  to  the  con¬ 
sumer,  and  that  in  the  United  States  in¬ 
dividuals  are  the  largest  consumers  of 
gas  and  oil? 

Mr.  PROXMIRE.  That  is  one  point 
about  which  I  feel  very  sure,  for  many 
reasons.  The  cost  would  not  go  to  the 
consumer.  There  are  many  reasons 
why,  but  the  big  reason  is  that  while 
the  big  oil  corporations  and  the  lobbyists 
for  the  oil  industry  will  fight  to  the 
death  such  an  amendment  as  is  pro¬ 
posed,  still  they  make  some  battle,  but 
not  very  much,  when  the  States  and 
Federal  Government  increase  excise 
taxes.  That  cost  does  go  to  the  con¬ 
sumer  of  oil.  That  is  a  point  about 
which  I  feel  very  strongly.  The  deple¬ 
tion  allowance  goes  to  the  people  who 
can  invest  vast  sums  and  a  reduction  in 
the  depletion  allowance  will  reduce  the 
amounts  going  to  these  persons  who  have 
invested  in  the  industry. 

They  are  in  a  position,  with  the  de¬ 
pletion  allowance,  greatly  to  reduce 
their  taxes.  I  believe  that  most  econ¬ 
omists  agree  that  the  incidence  of  the 
income  tax  is  not  shifted  except  in  un¬ 
usual  circumstances.  It  is  really  shifted 
if  the  corporation  is  in  a  monopolistic 
position.  It  is  in  a  position  to  shift  the 
incidence  of  the  tax  to  the  consumer, 
but  the  oil  industry  is  a  competitive  in¬ 
dustry. 

Mr.  SIMPSON.  Do  I  correctly  under¬ 
stand  the  Senator’s  answer  to  be  that 
the  consumer  would  not  pay  the  in¬ 
creased  cost? 

Mr.  PROXMIRE.  Yes,  indeed. 

Mr.  SIMPSON.  The  Senator  does 
make  that  statement? 
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Mr.  PROXMIRE.  Yes.  The  consumer 
may  pay  a  little  of  it,  but  most  of  the 
saving  would  result  in  a  diminution  in 
the  after-tax  income  of  the  big  invest¬ 
ors — those  who  invest  heavily  in  the  oil 
industry. 

Mr.  SIMPSON.  That  is  conjecture. 

Mr.  PROXMIRE.  All  of  this  is  con¬ 
jecture.  I  agree  with  the  Senator.  We 
cannot  be  absolutely  positive  about  it, 
but  it  seems  logical. 

As  I  have  said,  we  cannot  overstress 
the  fact  that  this  is  a  responsible  pro¬ 
posal.  It  would  raise  money.  Eventu¬ 
ally  it  would  raise  $250  million.  Imme¬ 
diately  I  believe  it  would  raise  $75  mil¬ 
lion  for  the  next  year. 

Mr.  President,  I  am  almost  finished.  I 
would  like  to  make  two  additional  points. 

First,  the  people  in  the  oil  industry  say 
that  they  deserve,  need,  and  should  have 
the  privilege  of  the  oil  depletion  allow¬ 
ance.  I  wonder  how  many  people  in 
America  really  appreciate  what  an  ex¬ 
traordinary  privilege  that  is.  Most  busi¬ 
nesses  and  businessmen  are  allowed  to 
write  off  their  assets  once,  and  only  once. 
Between  1946  and  1949  the  oil  industry 
was  able  to  write  off  its  oil  wells  not 
once,  not  twice,  not  three  times,  but  19 
times — 19 -fold. 

I  can  understand  an  incentive  or  a 
superincentive.  I  can  understand  why 
people  would  go  so  far  as  to  permit  a  lit¬ 
tle  excessive  depreciation.  But  a  19- 
fold  writeoff  is  ridiculous. 

The  Senator  from  Delaware  has  not 
proposed  that  we  cut  the  depletion  al¬ 
lowance  so  that  those  in  the  industry 
would  be  able  to  write  off  their  oil  in¬ 
vestment  once;  his  amendment  would 
result  in  reducing  the  corporation  write¬ 
off  to  only  15  or  16  times. 

I  should  like  to  state  one  more  point. 
The  argument  for  the  depletion  allow¬ 
ance  has  also  been  justified  on  one  other 
basis — that  the  oil  industry  is  a  risky 
business.  Since  there  is  a  great  risk,  the 
element  of  reward  in  after-tax  income 
should  be  higher.  How  risky  is  it? 

Dun’s  Review,  in  the  mid-1950’s, 
showed  that  the  failure  rate  for  every 
10,000  businesses  was  as  follows:  In  the 
food  business,  20  firms,  per  year;  ap¬ 
parel,  50  firms;  construction,  86  firms; 
retailing — which  is,  of  course,  the  most 
risky  and  perilous  of  all — 400  firms;  in 
oil,  4  firms.  In  other  words,  retailing 
is  100  times  as  risky  as  is  the  oil  industry. 

Mr.  President,  the  amendment  of  the 
Senator  from  Delaware  is  the  most  mod¬ 
erate  and  conservative  amendment 
which  has  been  offered  on  oil  depletion 
in  years.  It  would  reduce  the  revenue 
loss  in  the  bill  eventually  by  only  $250 
million.  It  deserves  our  support,  and  I 
hope  that  the  amendment  will  be 
adopted. 


The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Delaware. 

On  this  question,  the  yeas  and  nays 
have  been  ordered,  and  the  clerk  will 
call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  SALTONSTALL.  (after  having- 
voted  in  the  affirmative) .  Mr.  President, 
on  this  vote  I  am  paired  with  the  Sena¬ 
tor  from  Nebraska  [Mr.  Hruska].  If  he 
were  present  and  voting,  he  would  vote 
“nay.”  If  I  were  at  liberty  to  vote,  I 
would  vote  “yea.”  Therefore,  I  withdraw 
my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Oregon  [Mr.  Morse]  is 
absent  on  official  business. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Oregon 
[Mr.  Morse],  would  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis], 
the  Senator  from  Illinois  [Mr.  Dirksen]  , 
and  the  Senator  from  Arizona  [Mr. 
Gold  water]  are  necessarily  absent. 

The  Senator  from  Nebraska  [Mr. 
Hruska]  is  detained  on  official  business. 

If  present  and  voting,  the  Senator  from 
Nebraska  [Mr.  Curtis]  ,  the  Senator  from 
Illinois  [Mr.  Dirksen],  and  the  Senator 
from  Arizona  [Mr.  Gold  water]  would 
each  vote  “nay.” 

The  pair  of  the  Senator  from  Nebraska 
[Mr.  Hruska]  has  been  previously  an¬ 
nounced. 

The  result  was  announced — yeas  33, 


nays  61,  as  follows: 

[No.  28  Leg.] 
YEAS — 33 

Aiken 

Humphrey 

Neuberger 

Byrd,  Va. 

Jackson 

Pastore 

Case 

Javits 

Pell 

Church 

Keating 

Prouty 

Clark 

Kennedy 

Proxmire 

Dodd 

Lausche 

Ribicoff 

Douglas 

Magnuson 

Russell 

Ervin 

McGovern 

Smith 

Fong 

McNamara 

Symington 

Gore 

Muskie 

Williams,  Del. 

Hart 
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Nelson 

NAYS— 61 

Young,  Ohio 

Allott 

Gruening 

Monroney 

Anderson 

Hartke 

Morton 

Bartlett 

Hayden 

Moss 

Bayh 

Hickenlooper 

Mundt 

Beall 

Hill 

Pearson 

Bennett 

Holland 

Randolph 

Bible 

Inouye 

Robertson 

Boggs 

Johnston 

Scott 

Brewster 

Jordan,  N.C. 

Simpson 

Burdick 

Jordan, Idaho 

Smathers 

Byrd,  W.  Va. 

Kuchel 

Sparkman 

Cannon 

Long,  Mo. 

Stennis 

Carlson 

Long,  La. 

Talmadge 

Cooper 

Mansfield 

Thurmond 

Cotton 

McCarthy 

Tower 

Dominick 

McClellan 

Walters 

Eastland 

McGee 

Williams,  N.J. 

Edmondson 

McIntyre 

Yarborough 

Ellender 

Mechem 

Young,  N.  Dak. 

Engle 

Fulbright 

Metcalf 

Miller 
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NOT  VOTING— 6 

Curtis  Goldwater  Morse 

Dirksen  Hruska  Saltonstall 

So  the  amendment  of  Mr.  Williams 
of  Delaware  was  rejected. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  it  seems  to  me  that  the  oil  industry 
more  than  any  other  industry,  has  suf¬ 
fered  from  adverse  publicity  from  people 
who  do  not  want  to  understand  the  prob¬ 
lems  of  the  industry.  It  is  the  only  in¬ 
dustry  that  will  suffer  increases  in  taxes 
of  a  substantial  nature  in  the  bill.  Be¬ 
cause  of  the  bad  publicity  that  some  in¬ 
sist  on  giving  the  industry,  it  is  being 
taxed  in  the  bill  an  additional  $40  mil¬ 
lion,  which  could  not  be  justified,  in  my 
opinion,  in  any  other  way  except  by  ridi¬ 
cule  and  propaganda,  such  as  Mr. 
Herblock’s  cartoons,  and  things  of  that 
nature. 

I  invite  the  attention  of  Senators  to 
the  charts  at  the  rear  of  the  Chamber, 
which  show  the  actual  situation  of  the 
oil  industry  compared  with  other  indus¬ 
tries. 

The  bottom  bar  on  the  first  chart 
shows  the  average  rate  of  return  on  in¬ 
vested  capital  for  the  entire  domestic  oil 
industry  for  the  years  1955-62.  The 
top  bar  shows  the  average  rate  of  return 
on  invested  capital  for  all  manufactur¬ 
ing  industries  for  the  same  period. 

The  profits  for  all  manufacturing  in¬ 
dustries  over  this  period  has  averaged 
10.3  percent,  after  taxes,  while  the  profits 
for  the  domestic  oil  industry  for  this 
same  period  has  averaged  only  9.1  per¬ 
cent. 

The  profits  of  the  petroleum  industry 
are  based  on  cost  depletion,  which  some 
people  argue  is  the  way  taxes  should  be 
figured  for  the  oil  industry. 

Furthermore,  we  hear  talk  that  the  oil 
industry  does  not  pay  as  much  income 
tax  as  some  other  industries  because  of 
the  27  Vz  percent  depletion  allowance. 

I  hope  Senators  will  look  at  all  the 
taxes  levied  on  the  oil  industry,  and  take 
into  account  production  taxes,  and  taxes 
on  income  at  the  State  and  local  level. 
For  example,  in  the  State  of  Louisiana, 
of  which  I  have  the  honor  in  part  to 
represent,  the  severance  tax  alone  this 
year  which  the  oil  industry  will  pay  will 
be  $160  million. 

Also  consider  State  and  local  property 
taxes,  which  are  very  high  in  a  great 
number  of  jurisdictions,  and  the  other 
taxes  of  State  and  local  governments. 
The  grand  total  of  all  these  direct  taxes 
on  the  oil  industry  total  is  $2  billion. 
Th^.t  is  5  percent  of  the  total  revenue  of 
the  industry,  which  works  out  to  be  just 
about  the  average  for  the  manufacturing 
industry. 


While  most  manufacturing  industries 
pay  very  little  excise  tax,  the  oil  industry 
is  burdened  by  State  and  Federal  excise 
taxes  of  $6  billion  a  year.  That 
amounts  to  a  grand  total  for  the  in¬ 
dustry  of  $8  billion  a  year. 

The  next  chart  shows  the  rate  of 
growth  of  industrial  production  and 
employment  over  the  last  4  years,  based 
on  the  1957  to  1959  average  and  the 
increase  in  consumer  prices  over  that 
period. 

For  all  industries,  on  the  average,  in¬ 
dustrial  production  since  1959  has  gone 
up  by  23.5  percent.  Employment  has 
gone  up  by  8  percent.  Consumer  prices 
have  gone  up  by  4  percent. 

Let  us  look  at  the  domestic  oil  indus¬ 
try.  Gasoline  prices  have  actually  gone 
down  by  6.5  percent. 

Employment  has  gone  down  by  10.8 
percent.  The  drilling  of  exploratory 
wells  has  declined  by  19.4  percent.  In 
relative  terms,  Mr.  President,  this  is  a 
depressed  industry,  which  is  paying  more 
than  its  fair  share  of  taxes.  What  some 
people  who  would  have  the  industry  pay 
more  taxes  forget  is  the  risk  factor 
which  prevails  in  the  oil  industry,  but 
which  does  not  prevail  to  the  same  ex¬ 
tent  in  the  manufacturing  industry. 

If  they  were  to  take  the  risk  factor 
into  consideration,  they  would  not  con¬ 
tend  that  the  industry  should  pay  more 
in  taxes.  The  industry  is  already  taxed 
$40  million  more  in  the  bill.  It  is  the 
only  industry  whose  taxes  have  been  in¬ 
creased  in  the  bill. 

Let  us  take  a  look  at  the  risk  factor. 

If  a  person  drills  a  well  in  New  Eng¬ 
land,  whether  it  be  Massachusetts  or 
Connecticut  or  Maine,  that  person  ought 
to  have  a  100  percent  depletion  allow¬ 
ance.  For  what  reason?  The  chances 
are  10,000  to  1  that  he  would  not  find  any 
oil  up  there. 

Therefore,  if  a  person  is  to  take  that 
kind  of  risk,  he  should  have  something 
to  offset  the  risk. 

The  depletion  allowance  has  been  ar¬ 
rived  at  as  the  only  fair  way  to  deal  with 
the  risk  factor.  Furthermore,  the  only 
fair  way  in  which  to  determine  whether 
an  industry  is  getting  too  much  or  too 
little  depletion  is  to  see  whether  it  is 
relatively  more  profitable  than  other 
industries. 

Studies  made  by  the  Chase  Manhat¬ 
tan  Bank  show  that  it  is  not. 

The  studies  to  which  I  refer  are  the 
kind  that  President  Kennedy  wanted 
made.  He  wanted  them  made  before 
making  his  recommendation — his  rec¬ 
ommendations  having  such  a  study 
made.  He  told  me  frankly  that  he  had 
overlooked  that  point  and  that  it  was 
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too  late  to  make  the  study,  and  he  had 
to  make  his  recommendation. 

The  Petroleum  Industry  Research 
Foundation  made  the  study  on  which 
the  charts  I  have  used  were  based.  It 
was  based  on  the  published  figures  avail¬ 
able  to  the  Securities  and  Exchange 
Commission  and  from  other  sources.  I 
ask  unanimous  consent  that  the  study 
may  be  printed  in  the  Record  at  this 
point. 

There  being  no  objection,  the  study 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

The  Tax  Burden  of  the  Domestic  Oil  and 
Gas  Industry 
preface 

“The  Tax  Burden  of  the  Domestic  Oil  and 
Gas  Industry”  is  another  in  Petroleum  In¬ 
dustry  Research  Foundation’s  background 
studies  on  current  oil  industry  affairs  of 
public  interest. 

The  present  study  has  been  prompted  by 
the  special  emphasis  on  oil  and  gas  taxation 
in  the  President’s  tax  reform  program  for 
1963. 

The  aim  of  our  study  is  to  add  to  the  in¬ 
formation  on  the  subject  of  oil  and  gas  tax¬ 
ation  by  developing  facts  and  figures  on  the 
oil  industry’s  total  domestic  taxpayments 
and  to  consider  Federal  income  taxpayments 
within  this  overall  framework.  We  believe 
this  particular  approach  has  not  previously 
been  published  in  the  form  in  which  it  is 
presented  here.  * 

Our  calculations  are  made  both  with  and 
without  excise  and  sales  taxes  and  pertain 
only  to  the  taxpayments  of  oil  producers 
and  refiners.  To  obtain  the  oil  industry’s 
complete  tax  burden  one  would  also  have  to 
consider  the  taxpayments  made  by  the  Na¬ 
tion’s  thousands  of  independent  oil  products 
jobbers  and  retailers. 

The  study  was  made  under  the  super¬ 
vision  of  our  research  director,  John  H. 
Lichtblau,  who  was  assisted  in  his  work  by 
Miss  Susan  Goodman. 

John  Harper, 

Petroleum  Industry  Research 

Foundation,  Inc. 

PURPOSE  OF  THE  STUDY 

This  study  was  undertaken  in  order  to 

(a)  determine  the  total  domestic  tax  pay¬ 
ments  of  the  U.S.  oil  and  gas  producing  and 
refining  industry;  (b)  to  compute  a  ratio 
whfch  measures  the  incidence  of  these  tax 
payments  on  this  particular  industry;  and 
(c)  to  compute  similar  ratios  for  other  in¬ 
dustries  in  order  to  compare  the  tax  burden 
of  the  oil  and  gas  industry  with  that  of  other 
industries. 

SUMMARY  OF  FINDINGS 

The  findings  of  the  study  are  that: 

(a)  While  the  burden  of  Federal  income 
tax  payments  on  the  oil  and  gas  industry 
tends  to  be  somewhat  lower  than  on  U.S. 
industry  in  general,  the  incidence  of  the 
various  other  taxes  paid  by  the  oil  industry 
(exclusive  of  excise  and  sales  taxes)  is  sig¬ 
nificantly  higher  than  on  most  other 
industries; 

(b)  The  ratio  of  total  domestic  taxes 
(exclusive  of  excise  and  sales  taxes)  to  total 


domestic  revenue  is  approximately  5  per¬ 
cent  for  both  the  oil  industry  and  most  other 
industries; 

(c)  The  total  tax  burden  per  dollar  of 
revenue  is  therefore  essentially  the  same  for 
the  oil  industry  as  for  other  industries; 

(d)  If  Federal  and  State  excise  and  sales 
taxes  are  included,  oil’s  tax  burden  is  con¬ 
siderably  higher  than  that  of  most  other 
industries; 

(e)  The  administration’s  recent  proposals 
for  changes  in  the  taxation  of  minerals  in¬ 
dustries  would  tend  to  raise  the  oil  in¬ 
dustry’s  total  domestic  tax  burden  percep¬ 
tively  above  the  average  for  all  industries. 

THEORETICAL  CONSIDERATIONS  AND  ASSUMPTIONS 

A.  Types  of  taxes  considered 

All  types  of  domestic  taxes — Federal,  State, 
and  local — (with  the  exception  of  excise  and 
sales  taxes)  were  taken  into  account  in  this 
study  in  determining  the  industry’s  total  tax 
burden.  The  reason  for  the  exclusion  of  ex¬ 
cise  taxes  is  explained  below.  All  other 
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taxes  were  considered  collectively  on  the 
theory  that  all  tax  payments  by  business 
firms  have  at  least  one  common  economic 
effect:  They  tend  to  lower  net  earnings  and, 
hence,  may  be  considered  a  burden  on  the 
taxpaying  firm.  Thus,  a  tax  on  business 
operations  raises  the  cost  of  production,  a 
tax  on  payroll  raises  labor  costs  while  a 
franchise  or  property  tax  increases  fixed 
overhead  costs.  In  the  absence  of  offsetting 
measures,  all  these  taxes  will  act  to  reduce 
the  business’  net  income.  They  are  there¬ 
fore  not  only  comparable  with  each  other 
but  also  with  income  taxes  which  have  a 
similar,  if  more  direct,  impact  on  disposable 
income. 

B.  Determination  of  the  tax  burden 

To  measure  the  relative  tax  burden  on 
oil  and  other  industries,  ratios  of  total  tax 
payments  (exclusive  of  sales  and  excise 
taxes)  to  gross  revenues  were  computed. 
The  rationale  for  relating  tax  payments  to 
revenue  is  that  business  firms  usually  at¬ 
tempt  to  shift  taxes  forward  by  incorporat¬ 
ing  them  into  the  price  structure  of  their 
products.  However,  the  ability  of  business 
firms  to  effectively  do  so  is  limited  by  com¬ 
petitive  factors  and  varies  among  different 
types  of  taxes,  products,  and  industries. 

Among  the  different  taxes,  those  on  opera¬ 
tions,  payroll,  cost  of  goods,  etc.,  are  most 
readily  shifted,  since  they  are  usually  ab¬ 
sorbed  into  the  firm’s  cost  structure.1 

Income  taxes  are  of  a  somewhat  different 
nature,  since  they  do  not  directly  affect  the 
product’s  cost.  However,  empirical  evidence 
suggests  that  most  businesses  have  a  price 


1  An  excellent  illustration  of  the  forward 
shifting  of  productions  taxes  is  contained  in 
“An  Analysis  of  the  Effects  of  the  Processing 
Taxes  Levied  Under  the  Agricultural  Adjust¬ 
ment  Act,”  U.S.  Treasury  Department,  Bu¬ 
reau  of  Internal  Revenue,  Washington,  1937, 
which  analyzes  in  detail  the  effect  of  a  proc¬ 
essing  tax  on  certain  agricutural  commodi¬ 
ties  on  the  price  of  the  processed  goods  made 
from  these  commodities. 
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policy  to  maintain  stable  rates  of  return  on 
investment,  at  least  in  the  long  run,  regard¬ 
less  of  prevailing  income  tax  rates.2 

Generally  speaking,  a  comparison  of  cor¬ 
porate  income  tax  rates  and  corporate  rates 
of  return  over  an  extended  period  of  time 
reveals  little  visible  effect  of  the  tax  rate  on 
the  rate  of  return  in  the  short  run  and  even 
less  in  the  long  run.  These  and  other  find¬ 
ings  have  led  many  tax  economists  to  con¬ 
clude  that  in  the  long  run  the  incidence  of  a 
significant  part  of  all  business  income  taxes 
tends  to  fall  on  the  consumer.3 

Accordingly,  the  tax  burden  of  the  indus¬ 
try  under  study  was  computed  by  relating  all 
taxes  to  sales  receipts  plus  other  revenues. 
In  effect,  the  resulting  ratio  indicates  how 
much  taxes  for  each  dollar  of  revenue  the 
industry  must  pay. 

It  should  be  pointed  out  parenthetically 
that  the  term  “tax  shifting”  does  not  mean 
that  a  firm  or  industry  thereby  escapes  the 
impact  of  the  tax.  Aside  from  the  afore¬ 
mentioned  fact  that  taxes  can  very  rarely  be 
completely  shifted  forward,  the  inclusion  of 
the  tax  burden  into  the  price  affects,  of 
course,  the  demand  for  and  production  of  the 
firm’s  goods  and,  hence,  its  earnings,  invest¬ 
ments,  growth  rate,  etc.  Thus,  tax  shifting 
often  only  transforms  the  tax  incidence  of 
the  business  firm  but  does  not  remove  it. 

TREATMENT  OF  EXCISE  AND  SALES  TAXES 

Several  reasons  exist  for  excluding  excise 
and  sales  taxes  from  our  calculation  of  the 
tax  burden : 

(1)  Unlike  other  taxes,  excise  and  sales 
taxes  are  clearly  visible  to  the  consumer, 
since  they  are  generally  marked  as  such  by 
being  specifically  listed  apart  from  the  price 
of  the  product.  They  are  therefore  shifted 
to  the  consumer  with  the  latter’s  full  knowl¬ 
edge.  In  fact,  the  tax-levying  authority 
frequently  intends  these  taxes  to  be  fully 
passed  on  to  the  consumer  and  often  regards 
the  firms  on  whose  goods  these  taxes  are 
levied  merely  as  collecting  agents  of  public 
funds.  Excise  and  sales  taxes  are  therefore 


2  See  “Pricing  in  Big  Business” — a  case  ap¬ 
proach  by  Kaplan,  Dirlam,  and  Lanzlllotti, 
the  Brookings  Institution,  1958.  The  study 
concludes  that  many  large  business  corpora¬ 
tions  have  a  “target  rate  of  return”  pricing 
policy,  designed  to  achieve  a  specific  rate  of 
return  on  investments. 

3  Eugene  R.  Schlessinger,  “Corporate — In¬ 
come  Tax  Shifting  and  Fiscal  Policy,”  Na¬ 
tional  Tax  Journal,  vol.  XIII,  March  1960. 
The  author  asserts  that:  “The  existence  of  a 
corporate  income  tax  should  result  in  a  con¬ 
scious  decision  to  charge  higher  prices  than 
would  have  been  the  case  in  the  absence  of 
the  tax  or  with  a  significantly  lower  rate  of 
taxation."  For  additional  discussion  of  the 
shifting  of  the  corporate  income  tax  see :  ( 1 ) 
Eugene  M.  Lerner  and  Eldon  S.  Hendriksen, 
"Federal  Taxes  on  Corporate  Income  and  the 
Rate  of  Return  on  Investment  in  Manufac¬ 
turing,  1927  to  1952,”  National  Tax  Journal, 

vol.  IX,  September  1956;  (2)  B.  V.  Ratchford 
and  P.  B.  Han,  “The  Burden  of  the  Corporate 
Income  Tax,”  National  Tax  Journal,  vol.  X, 
December  1957;  (3)  Gilbert  Burck,  “You  May 
Think  that  Corporation  Profits  Tax  is  ‘Bad’ 
But,”  Fortune  Magazine,  p.  86,  April  1963. 


somewhat  outside  the  scope  of  this  study 
which  is  concerned  primarily  with  the  less 
visible  or  internal  tax  burden  of  oil  and 
other  industries. 

(It  should  be  pointed  out,  however,  that 
even  by  shifting  excise  and  sales  taxes  com¬ 
pletely  to  the  consumer  a  business  does  not 
fully  escape  their  impact.  For  the  resulting 
higher  sales  price  affects,  of  course,  the  busi¬ 
ness  much  as  any  other  tax  on  operations.) 

(2)  Another  reason  for  excluding  these 
taxes  from  our  computation  is  that  motor 
fuel  excise  taxes  are  of  such  magnitude  that 
they  overshadow  all  other  oil  industry  taxes 
combined  and,  indeed,  most  taxes  paid  by 
any  other  industry.  Since  the  size  of  these 
excise  taxes  are  a  matter  of  public  knowl¬ 
edge,  this  study  has  concentrated  on  the 
other  oil  industry  taxes  whose  magnitude  is 
much  less  well  known. 

(3)  The  final  reason  for  excluding  excise 
and  sales  taxes  was  that  these  taxes  were  not 
included  in  the  data  pertaining  to  many  of 
the  industries  compared  to  the  oil  industry. 
Hence,  excise  and  sales  taxes  were  elimi¬ 
nated  as  far  as  possible  from  the  tax  burden 
of  the  oil  as  well  as  the  other  industries 
considered.  A  brief  discussion  of  the  burden 
of  the  excise  tax  on  oil  only  is  found  in  the 
section  entitled  “Findings  of  the  Study.” 

OUTLINE  OF  THE  METHODOLOGY 

A  full  discussion  of  the  methodology  em¬ 
ployed  in  arriving  at  the  findings  of  this 
study  is  contained  in  a  separate  appendix. 
The  following  outline  of  the  methodology 
is  therefore  not  meant  to  be  comprehensive 
but  is  deemed  sufficient  for  an  understand¬ 
ing  of  the  manner  in  which  this  study  was 
carried  out. 

(1)  Since  domestic  revenues  and  related 
tax  payments  for  the  entire  U.S.  oil  indus¬ 
try  are  not  available,4  the  desired  data  had  to 
be  gathered  from  a  representative  sample 
of  individual  companies.  The  companies 
selected  for  this  purpose  were  the  30  large 
U.S.  oil  companies  used  by  the  Chase  Man¬ 
hattan  Bank  in  its  annual  petroleum  indus¬ 
try  review.  These  companies  accounted  in 
1961  for  63  percent  of  domestic  crude  oil 
production  and  88  percent  of  domestic  re¬ 
finery  operations. 

(2)  The  domestic  tax  payments  of  these 
companies  were  taken  from  form  10-K  which 
publicly  owned  corporations  are  required  to 
file  annually  with  the  Securities  and  Ex¬ 
change  Commission. 

(3)  To  compute  the  domestic  revenues,, 
the  five  major  international  companies  were 
eliminated  from  the  sample.  The  revenue 
of  the  25  other  oil  companies  is  derived 
primarily  from  domestic  sources  in  the  years 
under  study  (1959-61).  An  adjustment  was 
made  to  eliminate  their  marginal  foreign 
revenues.  The  ratio  of  the  total  adjusted 
domestic  revenues  of  these  25  companies  to 
their  total  domestic  tax  payments  was  as¬ 
sumed  to  be  representative  of  the  entire 
U.S.  oil  and  gas  producing  and  refining  in¬ 
dustry/' 


4  The  oil  industry  data  in  the  annual  IRS 
publication.  Statistics  of  Income,  include 
large  nonsegregable  amounts  of  foreign 
revenues. 

6  In  1961  the  25  companies  accounted  for 
35  percent  of  total  U.S.  crude  oil  produc¬ 
tion  and  50  percent  of  total  U.S.  refinery 
runs. 
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(4)  For  comparative  purposes,  a  similar 
ratio  was  computed  for  all  U.S.  mining  and 
manufacturing  corporations  other  than  oil 
and  for  all  U.S.  business  corporations  other 
than  oil.  The  source  for  these  computations 
was  the  annual  Internal  Revenue  Service 
publication,  “Statistics  of  Income — Corpora¬ 
tion  Income  Tax  Returns’’  for  the  fiscal  years 
1958-59  to  1960-61.  The  numerator  of  the 
ratio  consists  of  figures  for  the  items  “taxes 
paid”  plus  “income  tax”  and  the  denominator 
of  figures  for  “total  compiled  receipts.”  In 
the  mining  and  manufacturing  category  as 
well  as  in  the  all-business  category  a  few 
industries,  known  to  be  burdened  with  very 
large  manufacturer’s  excise  taxes,  were  either 
eliminated  or  adjustments  were  made  to  ex¬ 
clude  the  excise  taxes  presumably  included 
in  the  Internal  Revenue  Service  data. 

VALIDITY  OF  FINDINGS 

The  comparability  of  the  data  is  discussed 
in  more  detail  In  the  appendix.  In  brief, 
it  is  our  view  that  while  the  oil  industry 
data  and  the  data  derived  from  the  Internal 
Revenue  Service  statistics  has  been  computed 
somewhat  differently,  they  are  sufficiently 
homogenous  to  permit  an  approximate  com¬ 
parison  of  the  various  ratios.  The  data  for 
mining  and  manufacturing  and  for  all¬ 
business  corporations  include  some  foreign 
revenues  and  taxes.  But,  as  the  foreign  tax 
credits  of  these  categories  indicate,  their 
share  of  total  revenues  and  taxes  is  too  small 
to  affect  the  findings  significantly. 

FINDINGS  OF  THE  STUDY 

A.  The  oil  industry’s  tax  payment 

The  total  domestic  tax  payments  (exclu¬ 
sive  of  motor  fuel  taxes)  of  the  30  major 
U.S.  oil  companies  listed  by  the  Chase  Man¬ 
hattan  Bank  amounted  to  $1.43  billion  in 
1961,  $1.37  billion  in  1060,  and  $1.3  billion 
in  1959,  as  the  following  table  shows. 


Total  domestic  tax  payment  of  30  major  U.S. 
oil  companies 

(In  thousands  of  dollars] 


Type  of  tax 

1961 

1960 

1959 

Federal  income  taxes _ 

260, 855 

289,  673 

308, 783 

State  income  taxes _ 

Ad  valorem,  severance. 

39, 365 

35, 892 

33, 809 

production  taxes _ 

Properaty  and  franchise 

268, 430 

260, 072 

232, 972 

taxes _ 

660,331 

613,685 

667, 391 

Payroll  taxes _ 

79,586 

79, 297 

68, 945 

Other  taxes  1 _ _ 

118,599 

98, 714 

88,684 

Total _ _ - 

1,427,166 

1  ]B67, 233 

1,300,684 

1  Includes  lubricating  oil  excise  taxes. 
Source:  SEC  Form  10-K. 


In  view  of  the  aforementioned  share  of 
these  companies  in  domestic  production  and 
refining,  it  is  estimated  that  the  total  do¬ 
mestic  tax  payments  of  the  entire  U.S,  oil 
and  gas  producing  and  refining  industry 
amounted  to  somewhat  less  than  $2  billion 
in  1961. 


[P.  2086 ] 

The  share  of  the  various  taxes  In  the  30 
company  total  was  as  follows : 


Type  of  tax 

1961 

1960 

1959 

Federal  income  taxes  __ _ 

18.3 

21.2 

23.7 

inrome  taxes _ 

2.8 

2.6 

2.6 

Ad  valorem,  severance,  pro¬ 
duction  taxes _ _ _ 

18.8 

18.3 

17.9 

Property  and  franchise  taxes.. 
Payroll  taxes.  _ 

46.3 

5.5 

44.9 

5.8 

43.6 

5.4 

Other  taxes . - . 

8.3 

7.2 

6.8 

Total  . 

100.0 

100.0 

100.0 

As  the  above  table  indicates,  the  largest 
single  tax  was  that  levied  on  properties  (a 
substantial  part  of  which  are  properties  held 
for  oil  production  or  exploration).  Next 
came  Federal  income  taxes  and  taxes  levied 
on  production  or  reserves,  which  were  ap¬ 
proximately  of  the  same  magnitude.  This 
distribution  of  tax  payments  is  peculiar  to 
the  minerals  industry  and  differs  from  manu¬ 
facturing  industries  where  Federal  income 
taxes  account  for  about  half  of  total  tax 
payments,  according  to  IRS  statistics  for  all 
manufacturing  corporations. 

The  distribution  of  the  oil  industry’s  tax 
payments  reflects  the  existence  of  a  number 
of  special  factors,  including  two  provisions 
in  the  Federal  income  tax  statutes  applicable 
only  to  minerals  industries,  namely,  per¬ 
centage  depletion  which  is  designed  to  en¬ 
able  oil  and  gas  producers  to  recover  the 
value  of  their  depleting  deposits,  and  the 
right  to  write  off  intangible  drilling  and  de¬ 
velopment  expenditures  in  the  year  in  which 
they  are  incurred.  These  factors  tend  to 
reduce  the  oil  industry’s  Federal  income  tax 
burden,  as  defined  in  this  study.  However, 
they  apply  only  to  the  producing  sector  of 
the  industry — the  same  sector  which  must 
bear  most  of  the  industry’s  heavy  property 
and  production  taxes.  Hence,  a  determina¬ 
tion  of  whether  the  oil  and  gas  producing 
Industry  pays  an  equitable  share  of  taxes 
cannot  be  made  on  the  basis  of  Federal  in¬ 
come  tax  payments  alone. 

B.  The  tax  burden  on  oil  and  other  industries 

The  domestic  gross  revenue  and  total  taxes 
of  the  25  companies  in  the  Chase  Manhattan 
Bank’s  group  with  primarily  domestic  reve¬ 
nues  were  as  follows: 


[In  millions  of  dollars] 


1961 

1960 

1959 

Gross  revenues . . . 

14,016 

655 

13, 229 
673 

13,333 

Total  taxes . . . . 

643 

Source:  SEC  Form  10-K  and  annual  company  reports. 


The  companies’  tax  burden  (the  ratio  of 
taxes  to  receipts)  for  these  3  years  was, 
therefore,  4.7  percent,  5.2  percent,  and  4.8 
percent,  respectively.  The  average  for  the 
3  years  was  4.9  percent.  Thus,  for  each  dollar 
of  revenue,  these  25  companies  paid  out 
nearly  5  cents  in  taxes  (always  exclusive  of 
excise  and  sales  taxes)  in  the  3  years  under 
study. 
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For  total  manufacturing  and  mining  cor¬ 
porations  other  than  oil,8  the  comparative 
figures  were  as  follows  (by  fiscal  years)  : 


[In  millions  of  dollars] 


1960-61 

1959-60 

1958-59 

Gross  revenue _ 

323, 446 
16, 750 

317,  497 
17, 131 

283,  551 
13,511 

Total  taxes.. _ _ 

On  this  basis,  the  tax  burden  ratios  were 
5.2  percent,  5.4  percent,  and  4.8  percent  re¬ 
spectively,  or  an  average  of  5.1  percent  for 
the  3 -year  period.  Considering  the  approx¬ 
imate  character  of  many  of  our  calculations 
we  may  therefore  conclude : 

(a)  That  the  oil  industry’s  total  domestic 
tax  burden  per  dollar  of  revenue  is  virtually 
the  same  as  that  for  all  mining  and  manu¬ 
facturing  industries,  and 

(b)  That  the  oil  industry’s  lower  Federal 
income  tax  burden,  relative  to  other  indus¬ 
tries,  is  fully  offset  by  the  correspondingly 
higher  burden  of  other  taxes. 

To  realize  the  full  magnitude  of  these 
other  taxes  it  should  be  kept  in  mind  that 
the  oil  industry  also  had  a  lower  burden  of 
payroll  taxes  than  many  other  industries, 
since  it  is  not  very  labor  intensive.  Appar¬ 
ently,  the  burden  of  production  and  property 
taxes  was  sufficient  to  offset  all  these  factors. 

While  the  tax  burden  for  all  manufac¬ 
turing  and  mining  corporations  appears  to 
be  fractionally  above  that  of  the  oil  indus¬ 
try,  the  following  figures  show  that  for  all 
U.S.  business  corporations  other  than  oil  the 
burden  is  slightly  less  than  for  oil: 


All  business  corporations  1 
[Tn  millions  of  dollars] 


1960-61 

- f - 

1959-60 

1958-59 

Gross  receipts. - - 

775.3 

748.  9 

669.3 

Total  taxes.  . .  . 

35.3 

34.  2 

29.0 

Ratios -  - 

3-year  average  ratio - 

4.5 

4.6 

4.5 

4.3 

i  A  small  number  of  industries  with  very  heavy  excise 
taxes  have  been  eliminated  from  this  total;  for  details  see 
chart  III  iu  appendix. 


The  reason  why  the  tax  burden  for  all 
corporations  is  somewhat  lower  than  for 
mining  and  manufacturing  corporations  is 
probably  due  to  the  fact  that  as  goods  and 
commodities  travel  through  the  economy  on 
their  way  from  primary  producers  to  con¬ 
sumer  outlets  they  increase  in  value,  partly 
because  of  the  inclusion  of  successive  tax 
payments  into  the  price  structure.  The  ra¬ 
tio  of  taxes  to  revenues  tends  therefore  to 
be  lower  at  the  distribution  level  than  at 
the  production  level. 

MOTOR  FUEL  EXCISE  AND  SALES  TAXES 

Although  this  study  is  not  concerned  with 
excise  and  sales  taxes,  these  taxes  are  of 
such  magnitude  for  the  oil  industry  that 
they  warrant  at  least  a  brief  discussion. 

Total  excise  and  sales  taxes  paid  by  the 
25  domestic  oil  companies  amounted  to  $2.2 
billion,  $2.4  billion,  and  $2.6  billion,  respec- 


0  For  other  exclusions  from  the  total,  see 
chart  II  in  appendix. 


tively,  for  the  years  1959-61.  This  was 
equivalent  to  a  ratio  of  about  17  percent  of 
the  total  revenue  of  these  companies.  Thus, 
the  full  and  complete  tax  burden  of  oil-  and 
gas  producers  and  refiners  on  each  dollar  of 
revenue  is  approximately  22  cents  (17  cents 
excise  taxes  plus  5  cents  other  taxes). 

It  was  not  possible  to  compute  a  mean¬ 
ingful  comparable  ratio  of  excise  and  sales 
taxes  to  revenue  for  all  other  corporations. 
However,  the  fact  that  about  23  percent  of 
total  Federal,  State,  and  local  excise  and  sales 
tax  receipts  of  $23.3  billion  in  1960  consisted 
of  motor  fuel  taxes  indicates  that  the  excise 
tax  burden  on  the  oil  industry  is  consider¬ 
ably  larger  than  on  most  other  industries. 

EFFECT  OF  THE  TAX  REFORM  PROGRAM  ON  OIL 

INDUSTRY  TAX  BURDEN 

According  to  a  recent  estimate  by  the  U.S. 
Treasury,  the  President’s  tax  reform  program 
of  1963  is  expected  to  yield  $280  million  an¬ 
nually  in  additional  Federal  income  taxes 
from  the  oil  and  gas  producing  industry,  as 
a  result  of  a  series  of  proposed  statutory  tax 
changes  affecting  the  minerals  industries. 

Since  the  25  domestic  oil  companies  in  our 
sample  paid  approximately  half  of  the  oil 
industry’s  total  Federal  income  taxes  in  the 
years  under  study,  we  may  assume  that  these 
companies  would  contribute  the  same  share 
of  the  anticipated  additional  tax  payments, 
or  about  $140  million.  This  would  have  in¬ 
creased  their  total  domestic  tax  burden  to 
$783  million,  $813  million  and  $795  million 
respectively  for  the  years  1959-61.  In  turn 
this  would  have  raised  their  average  tax 
burden  ratio  to  5.9  percent,  or  perceptively 
above  the  5.1  percent  figure  for  mining  and 
manufacturing  corporations. 

Assuming  that  the  additional  tax  burden 
could  be  completely  shifted  to  consumers, 
prices  on  all  oil  and  gas  products  would  have 
to  be  raised  by  2.2  percent  in  order  to  obtain 
the  required  $280  million  in  additional  re¬ 
venue.7  (Actually,  the  price  increase  would 
probably  be  concentrated  principally  on 
gasoline  whose  cost  would  have  to  rise  con¬ 
siderably  more  than  2.2  percent  to  recoup 
the  additional  tax  payments).  Even  under 
these  circumstances,  the  tax  burden  ratio 
would  still  be  5.75  percent,  or  higher  than 
that  of  the  industries  with  which  oil  is  being 
compared  in  this  study. 

CONCLUDING  COMMENTS 

While  the  distribution  among  income 
taxes  and  other  taxes  varies  significantly 
between  the  oil  industry  and  American  in¬ 
dustry  in  general,  the  total  tax  burden,  as 
defined  in  this  study,  of  the  U.S.  oil  industry 
is  at  least  equal  to  that  of  the  average  U.S. 
industrial  corporation  and  considerably 
higher  if  excise  and  sales  taxes  are  included. 

APPENDIX 

(a)  The  list  of  30  oil  companies  used  in 
this  study  was  obtained  from  the  Chase 
Manhattan  Bank’s  report  “Petroleum  In¬ 
dustry  1961.”  They  are  described  therein  as 
’•representative”  companies.  They  fall  into 


7  Based  on  a  50-percent  corporate  income 
tax  rate,  as  proposed  for  fiscal  1964  in  the 
President’s  tax  message,  the  after-tax  income 
from  $280  million  would  offset  the  additional 
tax  payments  of  $140  million. 
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three  categories:  producers,  integrated 
refiners  and  international  companies.  Fol¬ 
lowing  is  a  list  of  the  individual  companies 
by  category: 

Producers:  Amerada  Petroleum  Co.,  the 
Louisiana  Land  &  Exploration  Co.,  the 
Superior  Oil  Co.,  Texas  Gulf  Producing  Co., 
and  the  Texas  Pacific  Coal  &  Oil  Co^ 

Integrated  refiners:  Ashland  Oil  &  Refin¬ 
ing  Co.,  the  Atlantic  Refining  Co.,  Champlin 
Oil  &  Refining  Co.,  Cities  Service  Co.,  Con¬ 
tinental  Oil  Co.,  Getty  Oil  Co.,  Marathon, 
Phillips  Petroleum  Co.,  Pure  Oil  Co.,  Rich¬ 
field  Oil  Corp.,  Shell  Oil  Co.,  Signal  Oil  and 
Gas  Co.,  Sinclair  Oil  Corp.,  Skelly  Oil  Co., 
Standard  Oil  Co.  (Indiana),  Sun  Oil  Co., 
Sunray  Mid-Continent,  the  Standard  Oil 
Co.  (Ohio) ,  Tidewater  Oil  Co.,  and  Union  Oil 
Co.  of  California. 

International  companies:  Gulf  Oil  Corp., 
Socony  Mobil  Oil  Co.,  Inc.,  Standard  Oil  Co. 
(New  Jersey) ,  Standard  Oil  Co.  of  California, 
and  Texaco  Inc. 

(b)  Elimination  of  Foreign  Revenue  (see 
chart  I)  :  Inspection  of  annual  reports  and 
other  sources  led  to  the  conclusion  that  from 
1959  through  1961  foreign  refinery  runs 
accounted  for  an  average  of  2.5  percent  of 
total  refinery  operations  of  the  25  integrated 
refiners  (i.e.,  2.0  percent  in  1959,  2.9  percent 
in  1960  and  2.8  percent  in  1961) .  The  above- 
mentioned  percents  were  subtracted  from 
the  gross  revenue  of  these  integrated  refiners 
to  obtain  figures  for  gross  revenue  from 
domestic  operations  only.  No  adjustments 
were  made  for  any  foreign  crude  oil  produc¬ 
tion  of  these  25  companies. 

The  lubricating  oil  tax  was  added  to  the 
figures  for  gross  domestic  revenue  and  taxes 
of  refiners  and  producers  in  order  to  com¬ 
pensate  for  the  inclusion  in  the  IRS 
“Statistics  of  Income’’  of  unidentifiable 
amounts  of  excise  taxes  in  the  total  compiled 
receipts  and  taxes  paid  by  other  industrial 
groups.  The  amounts  allocated  to  these  25 
refiners  for  the  lubricating  oil  tax  were 
estimated  on  the  basis  of  their  share  of  total 
domestic  refinery  runs. 

[P.  2087] 

(c)  Elimination  of  specific  industries: 
The  figures  used  in  charts  II  and  III  were 
derived  from  the  IRS  “Statistics  of  Income — 
Corporation  Income  Tax  Returns”  which 
gives  the  following  definitions  of  terms. 
Gross  revenues  (total  compiled  receipts)  are 
the  gross  operating  receipts  of  corporations 
(minus  returns,  disco unts,  and  allowances) 
and  other  receipts  such  as  those  from  inter¬ 
est,  dividends,  rents,  and  royalties.  Income 
taxes  represent  gross  liabilities  reported  on 
the  tax  return  before  credit  for  foreign 
taxes  paid  or  accrued.  Other  taxes  (taxes 
paid)  include  the  amounts  reported  as  an 
ordinary  and  necessary  business  deduction 
as  well  as  identifiable  amounts  reported  as 
part  of  the  cost  of  sales  and  operations.  De¬ 
ductible  were  ordinary  State  and  local  taxes 
paid  or  accrued  during  the  year;  social 
security  and  payroll  taxes;  unemployment 
insurance  taxes;  import  and  tariff  duties; 
and  business,  license,  and  private  taxes.  Ex¬ 


cise  and  stamp  taxes  were  deductible,  but 
When  included  in  business  receipts  or  in  the 
cost  of  sales  and  operations  these  taxes  often 
could  not  be  identified. 

The  crude  petroleum  and  the  petroleum 
refining  industry  was  eliminated  from  all 
industrial  groups,  since  it  was  the  industry 
to  be  compared  to  others.  The  beverage 
and  tobacco  industries  were  eliminated  be¬ 
cause  it  was  not  possible  to  determine  how 
much  of  rtieir  heavy  excise  taxes — which  we 
wanted  to  eliminate — were  included  in  their 
gross  revenues  and  taxes  paid.  Even  though 
the  motor  vehicle  and  equipment  Industry 
pays  substantial  excise  taxes,  it  was  unde¬ 
sirable  to  eliminate  it  on  the  same  ground 
that  the  beverage  and  tobacco  industries 
were  eliminated  because  of  its  greater  signi¬ 
ficance  in  the  economy.  Therefore,  we  com¬ 
puted  the  ratio  for  1958  through  1961  of 
taxes  paid  (excluding  Federal  income  and 
all  excise  taxes)  to  gross  receipts  of  the 
eight  largest  motor  vehicle  companies.  The 
resultant  ratio  was  considered  representa¬ 
tive  of  the  entire  industry  and  was  there¬ 
fore  applied  to  the  gross  receipts  of  the 
motor  vehicle  industry  as  given  in  the  IRS 
“Statistics  of  Income.”  The  difference  be¬ 
tween  the  “taxes  paid”  item  in  the  IRS 
“Statistics  of  Income”  and  our  computed 
tax  figure  was  considered  to  be  excise  taxes 
and  was  therefore  subtracted  from  total 
mining  and  manufacturing  revenues  and 
taxes. 

The  communications  Industry  was  elimi¬ 
nated  from  the  totals  for  all  corporations 
because  it  too  pays  substantial  excise  taxes 
and  it  was  not  feasible  to  estimate  the 
amount  of  its  excise  included  in  the  IRS 
data. 

(d)  Limitations  of  data:  Even  though  ex¬ 
cise  taxes  were  eliminated  as  far  as  possible 
from  the  data  in  the  IRS  “Statistics  of  In¬ 
come”  either  by  omitting  entire  industries 
which  pay  heavy  excise  taxes  (the  beverage, 
tobacco,  and  communications  industries)  or 
by  estimating  the  amount  of  the  tax  and 
subtracting  it  (in  the  case  of  the  motor 
vehicle  and  equipment  industry) ,  the  figures 
still  contain  incalculable  amounts  of  excise 
taxes  paid  by  the  remaining  industries.  As 
previously  stated,  allowance  was  made  for 
this  fact  by  adding  oil  lubricating  taxes  to 
the  taxes  paid  and  revenues  received  by  the 
oil  industry.  Another  limitation  lies  in  the 
fact  that  the  figures  obtained  from  the  IRS 
“Statistics  of  Income”  are  overstated  to  the 
extent  that  they  include  foreign  sales  and 
foreign  tax  credits,  while  the  oil  industry 
data  are  for  domestic  operations  only.  How¬ 
ever,  foreign  tax  credits  represents  only  a 
very  small  part  of  total  income  tax  liabili¬ 
ties  of  mining  and  manufacturing  corpora¬ 
tions.  For  example,  according  to  the  IRS 
data,  in  1961  these  credits  accounted  for 
only  3.6  percent  of  their  total  income  tax 
liabilities.  This  fact  was  taken  as  an  indi¬ 
cation  that  the  foreign  revenue  of  these  cor¬ 
porations  was  also  relatively  insignificant. 
Hence,  the  comparability  between  oil  and 
other  industries  is  not  perceptively  affected 
by  the  inclusion  of  foreign  taxes  and  reve¬ 
nues  in  the  data  for  other  industries. 
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Chart  I. — Ratio  of  taxes  to  revenue  of  25  selected  domestic  oil  companies 
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Chart  III. — Gross  revenue  and  total  taxes  -paid — All  corporations 

[In  millions  of  dollars] 
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1  Before  deduction  of  foreign  tax  credits. 
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Mr.  LONG  of  Louisiana.  It  seems  to 
me  that  when  this  industry  is  paying  $40 
million  more  in  taxes  under  the  bill, 
with  every  other  industry  getting  a  re¬ 
duction,  it  is  paying  enough  taxes,  and 
we  should  not  increase  them. 

I  hope  that  in  the  future,  Senators 
will  investigate  the  facts,  and  not  listen 
to  people  who  are  constantly  spearing 
this  industry.  There  are  those  who  have 
no  more  than  a  detached,  textbook  in¬ 
terest  in  the  industry.  We  cannot  jus¬ 
tify  any  further  taxes  on  this  industry 
unless  we  wish  to  have  a  general  in¬ 
crease  in  taxes  for  all  industries. 

Mr.  JAVITS.  Mr.  President,  on  be¬ 
half  of  myself  and  Senators  Beall,  Ben¬ 
nett,  and  Keating,  I  send  to  the  desk 
an  amendment  and  ask  to  have  it  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  end  of 
page  351,  it  is  proposed  to  add  the  fol¬ 
lowing: 

Sec.  239.  Exemption  of  Certain  Live  Dramat¬ 
ic  or  Musical  Performances  from 
Tax  on  Admissions. 

(a)  In  General. — Section  4233(a)  (relat¬ 
ing  to  exemptions  from  the  tax  on  admis¬ 
sions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“(12)  Live  dramatic  or  musical  perform¬ 
ances. — No  tax  shall  be  imposed  under  sec¬ 
tion  4231  in  respect  of  any  admission  to  a 
live  dramatic  or  musical  performance  pre¬ 
sented  in  a  theater,  or  presented  in  any  other 
place  if  the  presentation  of  such  perform¬ 
ance  is  the  principal  activity  being  con¬ 
ducted  in  such  place  at  the  time  of  such  ad¬ 
mission.” 

(b)  Effective  Date. — The  amendment 
made  by  this  subsection  (a)  shall  apply  only 
with  respect  to  amounts  paid,  or  nor  after 
the  first  day  of  the  first  month  which  begins 
more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act,  for  admissions  on 
or  after  such  first  day. 

Mr.  JAVITS.  The  amendment  pro¬ 
poses  to  take  the  10-percent  tax  off  thea¬ 
ter  tickets  for  the  live  theater.  It  has 
nothing  to  do  with  the  motion  picture 
theaters  or  any  other  form  of  entertain¬ 
ment.  It  deals  only  with  the  live  theater 
and  musical  performances. 

This  is  the  amendment  which  the  Sen¬ 
ator  from  Arkansas  [Mr.  Fulbright] 
sponsored  in  the  Finance  Committee, 
and  which  was  approved  by  the  Finance 
Committee.  Then,  because  of  the  ad¬ 
ministration’s  feeling  that  this  type  of 
tax  should  not  be  removed,  it  was  swept 
out  with  other  provisions. 

I  propose  it  as  a  separate  item  because, 
first,  I  do  not  believe  it  fits  into  the  cate¬ 
gory  of  any  of  the  taxes  with  which  we 
can  deal;  second,  because  we  have  al¬ 
ready  demonstrated,  both  in  the  terms 
of  the  bill  itself,  and  in  the  action  we 
took  on  the  amendment  of  the  Senator 


from  Minnesota  [Mr.  McCarthy],  that 
there  is  no  pretense  of  confining  this  tax 
bill  purely  to  the  idea  of  adjusting  the 
rates,  so  far  as  either  individuals  or 
corporations  are  concerned,  but  that  this 
tax  bill  will  deal  with  other  matters. 

This  is  another  matter  which  had  very 
sympathetic  consideration  in  the  com¬ 
mittee;  indeed,  enough  to  be  carried  in 
the  committee,  at  least  tentatively;  and 
it  should  have  a  sympathetic  considera¬ 
tion  in  the  Senate. 

Man  does  not  live  by  bread  alone;  this 
is  the  essence  of  what  we  understand  to 
be  our  society,  and  the  theater  is  one  of 
the  great  ornaments  of  our  Nation. 

The  theater  is  suffering  very  mate¬ 
rially.  Indeed,  the  commercial  theater, 
as  we  know  it,  is  dying.  This  is  a  point 
which  I  think  needs  to  be  impressed  upon 
all  Americans ;  and  anything  that  we  can 
do  to  breathe  some  life  into  it  is  ex¬ 
tremely  useful  and  valuable.  The  thea¬ 
ter  industry  is  probably  the  best  judge 
of  the  fact  that  the  10-percent  tax  on 
theater  tickets  is  extremely  harmful  to 
it.  If  the  burden  were  lifted  from  the 
industry,  this  would  be  extremely  help¬ 
ful  to  its  continuance  and  vitality. 

As  evidence  that  the  theater  is  in  a 
very  bad  way,  let  me  say  that  the  amount 
of  the  tax,  about  $6  million  a  year,  is  ap¬ 
proximately  equal  to  the  annual  loss 
suffered  by  theater  productions  in  the 
major  theater  center  of  the  United 
States,  New  York  City.  The  tax  amounts 
to  $6  million.  The  annual  loss  in  theater 
production  is  figured  at  about  $5.5  mil¬ 
lion. 

When  the  20 -percent  tax  on  theater 
tickets  was  reduced  to  10  percent,  the 
city  of  New  York  put  a  5-percent  tax  on 
theater  tickets,  which  was  very  wrong. 
The  city  realized  it  was  wrong  and  re¬ 
moved  that  tax  in  October  1961,  in  the 
hope  that  this  proffer  on  the  part  of  the 
city  of  New  York  might  create  some 
feeling  in  Congress  that  the  Federal 
Government  should  remove  its  tax  bur¬ 
den  from  the  theater  tickets. 

When  it  was  announced  that  the  Sen¬ 
ate  Finance  Committee  had  voted  to 
take  the  tax  off  theater  tickets,  the  lead¬ 
ers  in  the  theater,  including  the  presi¬ 
dent  of  the  New  York  League  of  The¬ 
aters,  which  represents  all  the  managers, 
made  a  public  declaration  that  if  the 
10 -percent  tax  were  taken  off  theater 
tickets,  that  saving  would  be  passed  on 
to  the  theater  ticket  buyers  to  stimulate 
attendance  at  the  theater. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  JAVITS.  I  yield. 

Mr.  ANDERSON.  I  was  trying  to  find 
a  clipping  which  stated  that  the  saving 
would  not  be  passed  on. 
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Mr.  JAVITS.  The  saving  would  be 
passed  to  the  theatergoer. 

Mr.  ANDERSON.  The  clipping  stated 
that  the  price  would  remain  the  same. 

Mr.  JAVITS.  I  am  sorry,  but  I  have 
talked  with  the  acting  president  of  the 
League  of  New  York  Theaters,  and  with 
some  of  the  leading  producers,  including 
Leland  Hayward,  about  it.  And  the 
leading  managers  have  assured  me  by 
telegram  that  the  savings  would  be 
passed  on  to  the  theater  ticket  buyer  in 
order  to  stimulate  attendance  at  the 
theater. 

Mr.  ANDERSON.  I  saw  an  article 
published  in  a  newspaper  the  day  after 
the  Senate  committee  had  taken  its  first 
action,  showing  that  the  tax  would  be 
retained  by  the  theaters,  because  they 
were  in  distress. 

Mr.  JAVITS.  I  have  a  letter  from  the 
attorney  in  Washington  for  the  League  of 
New  York  Theaters  and  the  National 
Association  of  Legitimate  Theatre.  He 
is  Joel  Fisher.  I  should  like  to  read  one 
section  from  his  letter. 

He  writes  as  follows: 

Also,  I  am  pleased  to  confirm  on  behalf  of 
my  clients,  the  League  of  New  York  Theatres, 
Inc.,  and  the  National  Association  of  Legiti¬ 
mate  Theatres,  Inc.,  that  the  leading  pro¬ 
ducers  and  theater  owners  will  pass  along  to 
the  theatergoers  the  savings  from  the  elim¬ 
ination  of  the  admission  tax.  In  brief,  the 
theatergoer  will  benefit  from  repeal  of  this 
admission  tax. 

I  might  say  to  the  Senator  from  New 
Mexico — and  I  have,  of  course,  the  high- 
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est  respect  for  anything  he  might  tell  the 
Senate — that  it  may  very  well  be  that 
some  theater  manager  said  that  this  pro¬ 
posal  would  assume  the  continuance  of 
present  scales  of  wages,  salaries,  and 
other  costs,  with  which  the  Senator 
knows  the  theater  is  very  much  con¬ 
cerned,  including  union  and  association 
problems.  We  would  expect  that.  In 
other  words,  we  could  not  expect  this 
commitment  to  be  completely  blind;  but 
this  is  the  present  design,  based  upon 
present  financial  operations,  as  expressed 
to  me  by  counsel  for  the  League  of  New 
York  Theatres,  which  represents  the¬ 
ater  management. 

Mr.  ANDERSON.  I  thank  the  Sena¬ 
tor  from  New  York.  Unless  my  memory 
is  playing  me  a  trick,  my  understanding 
of  the  statement  made  by  someone  con¬ 
nected  with  the  theater  industry  was 
that  the  theaters  in  New  York  did  not 
contemplate  passing  on  the  proposed  re¬ 
duction. 

Mr.  JAVITS.  There  is  no  contract  or 
commitment  that  that  would  be  done. 
One  manager  or  another  might  believe 
that  he  could  not  pass  on  the  saving; 


that  he  would  have  to  take  it  for  him¬ 
self,  in  order  to  produce  a  play  that  he 
thought  ought  to  be  produced.  But  the 
general  intention  and  design  is  the  one 
I  have  just  read,  from  counsel  for  the 
League  of  New  York  Theatres.  I  would 
not  wish  to  make  any  representation  to 
the  Senate  that  I  have  an  ironbound 
promise  or  anything  else;  but  I  do  have 
a  statement  of  intention. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  New  York 
yield? 

Mr.  JAVITS.  I  yield. 

Mr.  LONG  of  Louisiana.  I  understand 
that  the  Senator  is  confronted  with  a 
real  problem.  As  one  who  voted  on  the 
amendment  in  committee,  I  know  we 
felt  that  this  was  an  amendment  that 
would  have  opened  the  door  to  the  re¬ 
moval  of  all  excise  taxes,  and  that  that 
would  cast  about  $550  million.  We 
agreed  to  the  amendment  before  lunch¬ 
time  but  had  to  reverse  ourselves  in  the 
afternoon  in  order  to  prevent  the  re¬ 
moval  of  all  excise  taxes. 

I  should  like  to  suggest  to  the  Senator 
that,  so  far  as  I  am  concerned,  if  he 
would  offer  the  amendment  to  a  subse¬ 
quent  bill — which  would,  of  course,  have 
to  originate  in  the  House  of  Representa¬ 
tives,  an  appropriate  bill  that  the  Presi¬ 
dent  would  have  an  opportunity  to  veto 
if  he  did  not  agree  with  it — I  could  sup¬ 
port  what  the  Senator  from  New  York  is 
seeking  to  do.  I  think  we  might  be  able 
to  get  on  its  own  merits  the  kind  of  re¬ 
lief  he  seeks  for  the  legitimate  theater. 

But  if  we  vote  on  a  single  excise  tax 
amendment  in  the  Senate,  there  are 
Senators  who  would  feel  obligated  to 
offer  similar  amendments  to  remove  the 
excise  tax  from  other  items,  and  we 
would  have  no  choice  but  to  open  the 
floodgates;  and  that  might  cost  $5  bil¬ 
lion. 

If  the  Senator  from  New  York  would 
be  willing  to  cooperate  with  the  commit¬ 
tee  .in  this  respect,  I  assure  him  that  we 
would  try  to  see  to  it  that  this  question 
would  be  considered  at  the  earliest  pos¬ 
sible  opportunity. 

Mr.  JAVITS.  There  seems  to  be  an 
appropriate  frame  of  reference  for  the 
consideration  of  this  matter,  especially 
as  the  committee  looked  favorably  upon 
it.  I  am  sure  the  Senator  would  not 
wish  me  to  assume  that  he  expresses  the 
opinion  of  anyone  other  than  himself. 
But  if  he  does  express  the  opinion  of  the 
committee,  it  would,  of  course,  be  ex¬ 
tremely  valuable  for  the  Senator  from 
New  York  to  know  that.  I  will  be  as 
frank  with  the  Senator  from  Louisiana 
as  he  has  been  with  me.  Whether  the 
amendment  succeeds  or  fails  on  a  vote, 
it  is  my  feeling  that,  at  least,  there  would 
be  an  expression  of  a  substantial  amount 
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of  opinion  in  the  Senate.  The  amend¬ 
ment  may  fail  because  of  the  important 
argument  which  the  Senator  from 
Louisiana  makes.  Apparently,  the  Sen¬ 
ator  convinced  the  Senator  from  Ar¬ 
kansas  [Mr.  Fulbright],  too,  because  I 
asked  the  Senator  from  Arkansas  to  offer 
this  amendment  since  he  was  the  origi¬ 
nal  author  of  it  in  the  Finance  Com¬ 
mittee.  But  he  declined  to  do  so,  saying 
that  in  view  of  my  deep  interest  in  the 
theater,  he  preferred  to  have  me  do  it. 

I  am  being  frank  with  the  Senator 
from  Louisiana.  I  know  he  will  under¬ 
stand  it.  I  should  like  to  demonstrate 
some  substantial  sentiment  for  this  idea 
by  a  vote.  Then  I  feel  there  would  be 
a  good  basis  for  a  followup  at  some  time 
when  the  argument  that  is  now  being 
made  could  not  be  made. 

On  the  other  hand,  if  the  committee, 
or  a  substantial  number  of  the  members 
of  the  committee,  would  give  that  as¬ 
surance,  I  would  certainly  give  most  seri¬ 
ous  consideration  to  whether  to  press 
the  amendment. 

Mr.  LONG  of  Louisiana.  When  the 
amendment  was  first  offered,  it  was 
agreed  to  in  committee  by  a  vote  of 
9  to  8.  I  voted  against  it.  If  we  made 
that  adjustment,  the  vote  would  have 
been  10  to  7.  The  committee  itself 
recognized  the  merit  of  what  the  Sena¬ 
tor  from  New  York  is  advocating. 

Mr.  SMATHERS.  I,  too,  voted  against 
the  amendment. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Florida  also  voted  against  it.  He 
feels  somewhat  as  I  do. 

Mr.  SMATHERS.  As  the  Senator  from 
Louisiana  has  said,  the  amendment  was 
agreed  to  orginally  in  committee. 
There  was  a  sort  of  pulling  of  fingers 
from  the  dike;  because  after  voting  as 
the  Senator  from  Louisiana  said  yester¬ 
day,  for  a  $550  million  reduction  in  excise 
taxes.  We  are  all  somewhat  sympa¬ 
thetic  toward  the  Senator’s  desires. 

I  must  say  to  the  Senator  from  New 
York  that  in  my  State  perhaps  we  are 
somewhat  uncultured.  We  do  not  have 
as  many  legitimate  theaters  as  motion 
picture  houses,  and  some  excise  tax  still 
remains  on  motion  picture  theater  ad¬ 
missions.  While  I  strongly  favor  help¬ 
ing  and  encouraging  the  legitimate 
theater,  the  living  theater,  as  much  as 
possible,  still,  in  most  small  communities 
in  my  State  the  people  who  have  a  night 
out  go  to  the  motion  picture  theaters. 
They  have  to  pay  excise  taxes  on  all 
admissions  costing  more  than  $1.  So  it 
seems  to  me  that  we  must  consider  this, 
as  the  Senator  has  said,  and  we  will  con¬ 
sider  it  when  the  excise  tax  question 
is  considered  in  toto.  Before  June  30, 
$1,500  million  in  excise  taxes  will  expire. 


So  there  will  be  an  opportunity  to  con¬ 
sider  the  legitimate  theater  admissions 
proposal.  We  shall  have  to  consider 
the  motion  picture  admissions  proposal. 
We  shall  have  to  consider  the  excise 
tax  on  light  bulbs,  because,  once  again, 
it  is  not  possible  to  see  the  theaters  un¬ 
less  there  are  those  light  bulbs — and 
there  is  a  tax  on  the  light  bulbs. 

We  shall  have  to  go  over  the  whole 
country  again,  talking  about  the  removal 
of  excise  taxes.  Every  individual  Sena¬ 
tor  has  a  favorite  tax  that  he  would 
like  to  have  dropped  off.  Certainly  the 
proposal  of  the  Senator  from  New  York 
will  receive  consideration  when  an  excise 
tax  bill  is  considered.  The  chairman 
of  the  Committee  on  Finance  has  already 
stated  that  he  will  hold  hearings  on  ex¬ 
cise  taxes  this  year.  The  chairman  of 
the  House  Committee  on  Ways  and 
Means  has  said  the  same  thing.  How¬ 
ever,  under  the  circumstances  at  this 
time,  I  do  not  see  how  we  could  favor 
accepting  this  particular  amendment 
without  opening  up  the  floodgates. 

Mr.  JAVITS.  I  should  say  in  response 
to  both  Senators  that  they  have  pointed 
up  one  of  the  reasons  why  I  have  of¬ 
fered  the  amendment  and  why  I  really 
believe  it  should  be  pressed  to  a  vote. 
I  deeply  believe  that  unless  we  have 
some  cognizance  of  the  significance  of 
the  living  theater  as  being,  in  a  sense, 
one  of  the  real  gages  of  culture  of  our 
country,  we  miss  the  fundamental  point 
of  the  amendment. 

Let  us  consider  the  motion  picture 
theaters  where  all  admissions  below  $1 
are  exempt  from  the  excise  tax.  The 
vitality  and  skill  of  American  moving 
pictures  is  very  heavily  based  on  what 
happens  in  the  American  theater.  That 
is  where  actors  are  developed.  That  is 
where  scene  directors,  who  try  out  new 
ideas  and  concepts,  are  developed.  It 
is  the  legitimate  theater  that  develops 
playwrights.  As  a  practical  matter,  the 
living  theater  has  come  to  such  a  low 
estate  that  of  the  roughly  12,000  mem¬ 
bers  of  Actors’  Equity — I  am  giving  the 
figures  off  the  top  of  my  head,  but  the 
order  of  magnitude  is  correct — only 
about  10  percent — somewhere  between 
1,200  and  1,500 — held  a  job  within  the 
last  couple  of  years,  notwithstanding  the 
fact  that  so  many  are  finished  actors. 

One  of  our  colleagues  told  me  a  story 
to  the  effect  that  he  had  paid  the  way 
through  a  college  theater  course  for  a 
particularly  gifted  young  man,  but  now 
had  him  working  in  his  own  office  be¬ 
cause  the  young  man  could  not  obtain 
work  in  the  theater,  for  which  he  had 
been  so  superbly  trained.  So  it  seems  to 
me  that  if  we  do  not  understand  this 
proposal  as  being  an  effort  to  encourage 
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one  of  the  finer  cultural  expressions— 
our  stage — we  really  miss  the  point. 

Mr.  President,  while  a  substantial 
number  of  Senators  are  in  the  Chamber, 
and  so  long  as  the  Senate  will  vote  on 
the  amendment,  I  ask  for  the  yeas  and 

nays.  _ 

Mr.  LONG  of  Louisiana.  Does  the 
Senator  from  New  York  wish  to  insist 
on  the  yeas  and  nays? 

[P.  2090 ] 

Mr.  JAVITS.  I  do.  We  ought  to  get 
some  concept  of  the  sentiment  of  Sen¬ 
ators  who  favor  the  proposal.  I  think 
that  would  help  in  the  future. 

Mr.  President,  I  ask  for  the  yeas  and 

nays. 

The  yeas  and  nays  were  ordered. 

Mr.  JAVITS.  Mr.  President,  I  would 
not  want  the  Senator  from  Louisiana  to 
consider  me  obdurate.  I  believe  that 
his  good  will  and  helpfulness  will  be  in¬ 
dispensable  in  getting  the  job  done.  I 
said  a  moment  ago  that  the  theater  is 
suffering  seriously  and  materially.  For 
example,  in  1931,  there  were  66  theaters 
in  New  York.  The  number  is  down  to 
33  now.  On  the  road — that  is,  through¬ 
out  the  country — there  were  560  thea¬ 
ters;  now  the  number  is  down  to  193. 

Mr.  President,  I  have  already  given  the 
figures  in  regard  to  the  money  lost  in  the 
theater.  It  is  estimated  that  out  of  every 
$2  invested,  only  $1  is  returned,  under 
present  conditions — especially  in  view  of 
the  fact  that  the  costs  in  the  theater 
have  risen  so  very  materially — approxi¬ 
mately  five  times  or  more  in  the  past  two 
decades.  In  other  words,  a  play  which 
cost  $25,000  to  produce  in  1939  would 
cost  approximately  $150,000  to  produce 
today. 

A  very  significant  analysis  of  the  situa¬ 
tion  in  the  American  theater  has  been 
written  by  John  F.  Wharton,  based  upon 
material  compiled  by  Prof.  O.  Glenn 
Saxon,  under  the  auspices  of  the  League 
of  New  York  Theatres  and  the  National 
Association  of  Legitimate  Theatre,  Inc. 
The  analysis  shows  what  is  happening 
in  this  country.  From  the  analysis  made 
by  these  very  able  men,  it  appears  that 
the  whole  system  of  theaters  in  Amer¬ 
ica,  both  the  commercial  and  the  non¬ 
commercial  ones  throughout  the  Nation, 
depend  on  what  Mr.  Wharton  calls  the 
creative  core  of  our  theater,  which  he 
says  is  the  system  which  brings  50  to  75 
new  plays,  professionally  produced,  to 
New  York  every  season — and  more  than 
75,  if  professional  off -Broad way  is  in¬ 
cluded.  He  points  out: 

For  50  years  these  plays  have  dominated 
the  American  theater. 

I  believe  it  might  come  as  a  surprise  to 
many  Senators  to  find,  when  they  ex¬ 


amine  the  situation  throughout  the 
country,  the  extent  to  which  people  in 
the  various  States  are  involved  in  the 
theater  or  are  closely  related  to  it,  from 
the  point  of  view  of  their  interest  in  it 
and  their  wish  to  encourage  it  and  help 
it  develop. 

In  the  United  States  there  are  some 
very  fine  repertory  theaters.  The  most 
recent  development  in  that  connection 
has  been  in  Minneapolis;  I  refer  to  the 
so-called  Tyrone  Guthrie  Theater. 

It  is  important  that  Senators  fully 
realize  that  the  pending  amendment  re¬ 
lates  to  a  great  social  effort  in  the  in¬ 
terest  of  aiding  what  is  perhaps  Ameri¬ 
ca’s  most  distinguished  art — the  Amer¬ 
ican  theater,  which  throughout  the 
years  has  been  the  hallmark  of  the  cul¬ 
ture  of  a  people — and  that  Senators  un¬ 
derstand  that  in  the  United  States  the 
theater  is  not  subsidized.  Incidentally, 
ours  is  about  the  only  one  of  the  great 
nations  which  does  not  have  theater  sub¬ 
sidies  by  the  government.  We  have  no 
Government  subsidies  or  any  contribu¬ 
tions  of  that  sort  in  aid  Of  the  theater, 
except  for  the  commercial  efforts  or  the 
voluntary  efforts  of  Americans  through¬ 
out  the  country  who  are  desirous  of 
helping  the  theater. 

So  when  Senators  consider  the  key 
place  the  theater  occupies  in  our  cul¬ 
ture,  I  believe  they  will  find  that  this 
amendment  cannot  properly  be  consid¬ 
ered  as  one  to  be  lumped  together  with 
amendments  relating  to  the  excise  taxes 
or  other  phases  of  the  tax  structure 
which  relate  to  personal  comforts  or 
conveniences,  or  even  personal  neces¬ 
sities.  Instead,  this  amendment  relates 
to  the  giving  of  assistance  to  a  great  art 
which  so  far  has  received  no  assistance 
whatever  of  this  kind. 

Let  us  remember  that  we  have  com¬ 
pletely  removed  the  tax  from  the  non¬ 
profit  theaters  of  all  kinds.  I  say  frank¬ 
ly,  Mr.  President,  that  I  see  no  real  dif¬ 
ference — when  we  consider  the  condition 
of  the  theater — between  the  situation  of 
the  commercial  American  theater  and 
the  situation  of  the  nonprofit  theater. 
Their  objectives  are  the  same.  Indeed, 
the  nonprofit  theater  draws  its  suste¬ 
nance  very  heavily  from  what  Mr. 
Wharton  calls  the  “creative  core”  of  the 
American  theater,  strongly  based  in  New 
York,  but  which  also  has  established 
areas  of  great  importance  in  other  parts 
of  the  country,  including  Denver,  Dallas, 
San  Francisco,  and  other  metropolitan 
centers  where  the  theater  has  become  a 
very  significant  and  important  art. 

Mr.  President,  as  I  speak  of  the  Amer¬ 
ican  theater,  I  also  wish  to  pay  my  re¬ 
spects  to  New  York,  in  particular.  Often 
we  hear  expressed  on  this  floor  a  feeling 
which  would  lead  one  to  believe  that  New 
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York  is  not  really  a  part  of  the  United 
States,  not  a  seat  of  culture  and  under¬ 
standing,  not  an  exponent  of  the  fine 
things  in  our  country  of  which  all  of  us 
can  be  very  proud.  However,  I  know  of 
no  particular  development  in  New  York, 
other  than  the  great  buildings  and  sky¬ 
scrapers  there,  which  represents  better 
America’s  trusteeship  than  does  the  in¬ 
stitution  of  the  theater,  which,  as  it  has 
developed  in  New  York,  constitutes  a 
magnet  to  people  from  all  over  the  Unit¬ 
ed  States  and  from  all  over  the  world, 
who  there  find  in  the  theater  the  ex¬ 
pression  of  American  culture  and  crea¬ 
tivity. 

Furthermore,  anyone  who  now  attends 
the  New  York  theater  will  be  quite  sur¬ 
prised  by  the  number  of  British  plays 
and  other  foreign  plays  being  produced 
there,  after  first  having  been  developed 
abroad. 

All  this  is  confirmation  of  my  state¬ 
ment  that,  judging  from  the  available 
figures,  the  American  theater  is  suffering 
very  seriously  and  may  be  dying  right 
before  our  eyes.  Thus,  anything  we  can 
do  to  help  revive  it  and  breathe  life  into 
it  is  of  critical  importance,  not  only  to 
the  theater  in  New  York,  but  to  the  the¬ 
ater  in  the  entire  Nation. 

To  Senators  who  feel  that  this  amend¬ 
ment  should  be  laid  aside  at  this  time — 
with  all  due  respect  for  the  feeling  about 
this  matter — I  say  that  I  think  it  most 
important  that  there  be  sufficient  ex¬ 
pression  of  opinion  by  Senators  in  regard 

to  this  matter — which  I  believe  to  be 
entirely  separate  and  apart  from  the 
question  of  raising  excise  taxes — to  give 
us  a  solid  basis  of  support  for  dealing 
with  it  at  some  other  appropriate  time, 
if  the  Senator  from  Louisiana  [Mr. 
Long]  feels  that  way. 

The  pending  bill  already  deals  with  a 
number  of  matters  which  are  not  strictly 
related  to  the  tax -reduction  concept  and 
to  the  concept  of  giving  stimulation  to 
the  economy.  For  example,  I  have  al¬ 
ready  referred  to  the  McCarthy  amend¬ 
ment,  which  was  worked  out  admirably 
and  was  adopted. 

I  feel  that  the  American  theater  is  an 
institution  of  very  great  importance  to 
the  Nation  and  to  the  stimulation  of  its 
culture;  and  I  am  convinced  that  any¬ 
thing  of  such  great  importance  in  that 
connection  should  receive  this  proposed 
support  at  this  time. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  t\have  printed  at  this  point  in  the 
Record  the  analysis  to  which  I  have 
referred. 

There  being  no  objection,  the  analysis 


was  ordered  to  be  printed  in  the  Record, 
as  follows: 

[  A  statement  of  the  League  of  New  York 
Theaters,  Inc] 

Crisis  in  the  Free  World  Theater 
(By  John  F.  Wharton,  from  material 
compiled  by  Prof.  O.  Glenn  Saxon) 
introduction 

Let  me  say  first  that  the  following  pages 
are  not  a  statement  of  despair.  They  are 
aimed  at  awakening  in  us  the  awareness  of 
an  important  problem  existing  in  our  coun¬ 
try  and  at  offering  a  possible  solution  that 
is  both  practical  and  optimistic. 

The  League  of  New  York  Theaters  commis¬ 
sioned  Prof.  O.  Glenn  Saxon  to  do  an  ex¬ 
haustive  study  of  theater  economics  in  the 
United  States  of  America.  When  the  report 
was  finally  compiled,  we  saw  before  us  a 
clear  picture  of  a  constantly  diminishing 
business  within  a  constantly  expanding 
economy.  The  obvious  competition  from 
motion  pictures  and  television  was  by  no 
means  a  sufficient  or  valid  answer  to  this 
consistent  decline.  The  fact  is  that  the 
living  theater  in  America  has  been  caught 
in  a  cost-price  squeeze  and  has  faced  ever 
increasing  taxes.  This  is  a  historic  di¬ 
lemma  which  has  seriously  impeded  the  de¬ 
velopment  of  the  performing  arts  in  many 
parts  of  the  world.  However,  in  most  cases 
the  solution  has  been  found  in  legislation 
which  could  enable  the  theater  to  function 
as  fully  as  possible  as  a  vital  expression  of 
the  Nation  from  which  it  springs. 

John  F.  Wharton,  who  has  written  this 
statement,  has  spent  his  life  in  the  profes¬ 
sional  theater  as  a  partner  in  the  Play¬ 
wrights  Producing  Co.,  and  as  a  legal  adviser 
to  many  of  America’s  most  important  thea¬ 
ter  people.  He  sees  the  theater  as  an  excit¬ 
ing  and  serious  element  in  our  national  life 
and  its  preservation  as  a  responsibility  not 
only  to  ourselves  but  to  the  rest  of  the 
world.  From  this  standpoint  Mr.  Wharton 
has  drawn  upon  the  research  of  Professor 
Saxon  and  written  the  following  pages  which 
he  has  entitled  so  meaningfully,  “Crisis  in 
the  Free  World  Theater.” 

Robert  Whitehead, 
President,  the  League  of  New  York 
Theaters,  Inc.,  the  National  Associ¬ 
ation  of  the  Legitmate  Theater,  Inc. 

In  the  current  contest  to  win  the  unde¬ 
cided  peoples  of  the  world  to  our  way  of  life; 
money,  arms,  and  even  machines  have,  by 
themselves,  proved  insufficient.  Every  hon¬ 
est  observer  reports  that  something  more  is 

[P.  2091 ] 

needed;  these  peoples  demand  something  for 
the  spirit,  for  the  soul.  In  short,  a  culture 
which  makes  the  material  life  worth  living. 
Since  the  days  of  Aeschylus,  one  of  the  key¬ 
stones  in  the  arch  of  culture  has  been  the 
living  theater,  which  can  entertain,  educate 
and  inspire  its  audience — often  even  an  illit¬ 
erate  audience.  Fortunately  for  us,  we  have 
built  a  vital  living  theater  which,  despite  a 
current  decline,  can  still  impress  both  the  so¬ 
phisticated  and  the  uneducated  anywhere  in 
the  world. 

In  dynamics,  progressivism  and  drive,  our 
theater,  for  many  years,  ranked  ahead  of  any 
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other  country,  when  viewed  as  a  whole. 
Despite  the  long  history  of  the  Russian  the¬ 
ater,  returning  travelers  reported  year  after 
year  that,  except  for  an  occasional  company, 
they  were  years  behind  us.  The  same  was 
true  of  all  of  the  Iron  Curtain  countries  of 
which  he  had  knowledge.  On  the  Continent, 
except  for  a  few  avant  garde  writers,  nothing 
was  happening.  Only  in  England  was  there 
evidence  of  ferment  and  creativeness  com¬ 
parable  to  ours. 

Now,  it  is  in  our  own  country  and  in  Eng¬ 
land  (to  a  lesser  extent)  that  the  theater  is 
the  product  of  the  free  enterprise  system. 
In  the  Iron  Curtain  countries,  and  also  in 
almost  every  other  country,  the  living  theater 
is  either  the  creature  of  the  state  or  largely 
subsidized  by  it.  (Today  some  countries  are 
pouring  such  enormous  subsidies  into  their 
theater  that  our  supremacy  is  threatened.) 
Even  England  has  resorted  to  subsidy,  in 
part.  Hence,  the  American  theater  should 
be  one  of  our  proudest  displays  to  the  un¬ 
decided  peoples,  and  should  be  encouraged 
and  assisted  by  every  device  known  to  the 
free  enterprise  system. 

JUST  THE  OPPOSITE  IS  THE  CASE 

The  Federal  Government  and  the  city  of 
New  York  have  continually  harassed  and  im¬ 
peded  the  creative  core  of  the  American 
theater.  The  heaviest  blow  is  today  dealt 
by  the  Federal  Government  through  the  ad¬ 
missions  tax  of  10  percent.  This  tax  yields, 
from  the  living  theater,  not  more  than  the 
insignificant  amount  of  .0007  percent  of  Fed¬ 
eral  revenues.  Yet,  as  we  shall  see,  its  im¬ 
pact  on  the  theater  is  staggering;  moreover, 
it  is  applied  in  a  fashion  clearly  discrimina¬ 
tory  against  the  creative  core. 

The  creative  core  of  our  theater  is  the  sys¬ 
tem  which  brings  50  to  75  new  plays,  pro¬ 
fessionally  produced,  to  New  York  every  sea¬ 
son  (more  than  75,  if  professional  off-Broad- 
way  is  included).  For  50  years  these  plays 
have  dominated  the  American  theater.  The 
millions  of  people  who  see  them  each  year  in 
New  York  begin  to  spread  the  thoughts, 
standards,  and  concepts  of  these  plays 
throughout  the  land.  Many  of  them  are 
toured  through  the  country;  they  are  dupli¬ 
cated  by  the  75,000  nonprofessional  groups 
outside  of  New  York.  They  thus  reach  more 
millions  of  our  citizens  who  do  not  come  to 
New  York. 

In  addition,  the  best  of  the  productions 
are  adapted  for  presentation  not  only  in  the 
British  Empire,  but  in  all  non-English  speak¬ 
ing  countries  which  have  a  going  theater. 
Even  the  Iron  Curtain  countries  present 
them — without  paying  royalties.  But  these 
presentations  are,  on  the  whole,  puny  in 
comparison  to  what  could  be  done  if  real 
assistance  were  given. 

It  is  important  to  understand  that  the 
dynamics  of  the  industry  requires  as  many 
new  productions  as  possible.  For  every  year 
brings  a  new  crop  of  talent — playwrights,  di¬ 
rectors,  actors,  producers,  composers,  lyricists. 
They  must  have  an  opportunity  to  learn 
their  trade  and  test  their  skills.  Very  few 
will  reach  the  top,  just  as  in  any  other  free 
enterprise  industry.  But  if  the  best  are  to 
reach  the  top,  everyone  must  have  oppor-  I 
tunity.  Only  a  sufficient  number  of  produc-  \ 
tlons  can  make  that  opportunity  available. 


THEATER  ECONOMICS  AND  THE  ADMISSIONS  TAX 

In  order  to  have  a  sufficient  number  there 
must  be  a  sufficient  number  of  entrepreneurs 
(who,  in  the  theater,  are  the  producers)  who 
can  bring  together  the  talent  and  the  cap¬ 
ital  necessary  for  a  production.  The  money, 
in  the  theater,  is  of  unusual  importance,  for 
every  production  of  a  play  is  a  new  venture 
calling  for  venture  capital,  the  most  diffi¬ 
cult  kind  of  capital  to  obtain.  Fortunately, 
the  theater  has  had  an  intrinsic  fascination 
for  many  venture  capitalists,  but  it  has,  up 
to  now,  also  offered  a  chance  of  reward 
commensurate  with  the  risk.  Whether  it  can 
continue  to  do  so  is  doubtful.  There  are 
various  reasons,  but  clearly  one  of  the  most 
important  is  the  heavy  and  discriminatory 
admissions  tax. 

In  the  1959-60  season,  the  last  season  for 
which  figures  are  available,  77  percent  of 
the  new  plays  produced  failed  to  earn  back 
the  venture  capital  invested  in  them;  the 
combined  loss  was  about  $5  y2  million.  It 
remains  to  be  seen  whether  the  successful 
23  percent  will,  in  time,  earn  more  than  that 
amount.  What  can  be  seen  now,  by  any 
venture  capitalist  who  cares  to  look,  is  that 
the  Federal  Government  took,  in  admissions 
taxes,  $6  million,  more  than  the  total  losses 
of  the  failures.  It  isn’t  an  attractive  picture, 
is  it? 

This  discrimination  is  equally  startling. 
Motion  picture  theaters  attract  seekers  of 
theatrical  entertainment.  When  a  motion 
picture  has  been  produced,  it  requires,  to 
exhibit  it,  only  a  projection  machine  and  a 
projectionist.  After  a  play  is  produced,  it 
requires  a  troupe  of  actors,  musicians,  and 
stagehands  who  must  be  paid  every  week. 
Consequently,  the  admission  price  to  the  liv¬ 
ing  theater  must  be  higher.  But  the  lower 
priced  motion  picture  tickets  have  been  con¬ 
sistently  exempted,  in  whole  or  in  part,  from 
the  admissions  tax. 

The  admissions  tax  is  an  excise  tax,  and 
one  thing  about  excise  taxes  is  clear.  A 
booming  industry  can  absorb  an  excise  tax 
without  much  difficulty  (the  theater  absorbed 
it  in  the  boom  1920’s  and  war  years).  A 
financially  declining  industry  cannot;  ex¬ 
cise  taxes  accentuate  the  decline,  and 
eventually  help  to  kill  the  goose  that  once 
laid  the  golden  eggs.  Since  1930  the  theater 
has  been  a  financially  declining  Industry;  in 
detailing  the  decline  it  will  become  ap¬ 
parent  how  the  Government — instead  of  try¬ 
ing  to  halt  the  decline  and  stimulate  re¬ 
growth — imposed  both  excise  and  other  tax 
problems,  as  well  as  nontax  burdens  with 
disheartening  regularity. 

The  amazing  feature  is  the  fact  that  until 
recently  the  theater  maintained  its  artistic 
vigor  despite  the  financial  decline. 

THE  RISE  AND  FALL 

Between  1920  and  1929  the  disposable  per¬ 
sonal  income  of  the  Nation  (in  dollars  of 
constant  purchasing  power)  increased  nearly 
40  percent.  In  the  second  half  came  the 
(until  then)  unprecedented  stock  market 
boom.  Simultaneously  there  was  a  great 
reduction  in  Federal  income  and  corpora¬ 
tion  taxes.  By  1929  personal  income  taxes 
were  one-half  of  1  percent  to  25  percent. 
Corporate  taxes  were  only  11  percent,  which 
precipitated  an  increasing  flow  of  dividends. 
The  10-percent  admissions  tax  was  carried 
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over  from  the  World  War  I  tax  structure, 
but  In  the  face  of  the  other  tax  reductions 
was  insignificant.  Venture  capital  was  easy 
to  find;  the  box  office  boomed;  production 
costs  and  running  costs  were  comparatively 
low.  The  number  of  productions  soared.  In 
1928  there  were  264  new  productions;  the 
lowest  number  for  any  year  in  the  10  years 
1921-30  was  152;  the  average  was  217.  Dur¬ 
ing  this  period,  famous  personalities,  such 
as  Robert  E.  Sherwood,  Eugene  O’Neill,  Max¬ 
well  Anderson,  S.  N.  Behrman,  Alfred  Lunt 
and  Lynn  Fontanne,  Katharine  Cornell, 
Richard  Rodgers,  Cole  Porter,  began  or  de¬ 
veloped  their  careers. 

The  stock  market  crash  of  1929  warned  of 
the  depression  which  was  to  settle  down  on 
us  and  close  every  bank  within  4  years.  At 
the  same  time,  the  effectively  competitive 
talking  picture  passed  out  of  the  experi¬ 
mental  stage,  and  the  no-admission  radio 
programs  began  to  take  hold  with  a  ven¬ 
geance.  Personal  and  corporate  income  tax 
rates  went  up.  Venture  capital  was  no 
longer  plentiful.  The  financial  decline  of 
the  theater  began. 

The  factors  of  financial  rise  or  decline  in 
any  industry  are  (1)  amount  of  production 
(number  of  plays  produced);  (2)  capital 
goods  facilities  (physical  theaters),  (3)  sales 
(attendance),  and  (4)  profit  per  dollar  in¬ 
vested — this  last  of  overpowering  Im¬ 
portance  in  an  industry  constantly  seeking 
venture  capital.  Let  us  take  these  up  in 
order. 

Production:  In  the  seasons  ended  May  31, 
1927,  and  1928,  over  260  plays  were  produced 
per  season.  By  1931  this  number  had  fallen 
to  187 — and  the  decline  had  only  started. 
The  average  number  of  plays  per  season  from 
1931  through  1940  was  142;  for  the  ten  years 
1941-1950  it  was  78 — despite  the  fact  that  in 
the  war  years,  always  a  boom  time  in  the 
theater,  the  number  was  over  90  each  year. 
From  1951  through  1960  the  average  dropped 
to  62,  but  in  the  last  four  seasons  (including 
1961)  it  has  been  under  60.  The  detailed 
figures  are  set  out  in  exhibit  A. 

Theaters:  In  1931  there  were  66  physical 
theaters  available  for  productions  of  the 
creative  core.  This  number  declined  steadily 
during  the  depression  decade  of  the  1930’s 
to  only  43  in  1940 — a  decline  of  35  percent 
in  one  decade. 

The  downward  trend  continued,  even 
during  the  war  years,  and  reached  a  low  of 
30  theaters  in  1950  and  1956 — a  decline  of 
55  percent  since  1931.  Today  the  number  is 
about  33,  an  increase  of  3  over  1956.  How¬ 
ever,  these  three  theaters  were  old  theaters, 
which  had  been  abandoned  for  other  uses 
and  were  reclaimed  for  professional  produc¬ 
tion.  No  theater  for  professional  produc¬ 
tions  exists  in  New  York  that  was  built  after 
1927 — 34  barren  years  as  far  as  capital 
facilities  are  concerned — although  architects 
and  designers  have  been  burning  with  cre¬ 
ative  ideas. 

The  decline  in  physical  facilities  has  not 
been  limited  to  New  York.  Plays  emanating 
from  the  creative  core  frequently  are  toured 
through  the  Nation.  Obviously,  this  requires 
physical  theaters  throughout  the  Nation. 
The  number  of  such  theaters  has  declined 
from  560  to  193.  (See  exhibits  B  and  C.) 

Attendance:  Accurate  figures  on  attend¬ 
ance  are  difficult  to  obtain.  However,  it  is 


obvious  that  if  the  number  of  physical 
theaters  in  New  York  dropped  from  66  to 
30,  and  that  if  the  number  of  physical  the¬ 
aters  on  the  road  dropped  from  560  to  193, 
there  must  have  been  a  decline  in  attend¬ 
ance  of  considerable  proportion. 

During  the  period  of  this  decline,  the  pop¬ 
ulation  of  the  United  States  increased  46 
percent,  the  per  capita  disposable  personal 
income  (in  dollars  of  constant  purchasing 
power)  rose  more  than  78  percent,  and  the 
increased  efficiency  of  the  airlines  brought 
New  York  within  easier  and  easier  reach. 

Profits:  Almost  all  profit-seeking  indus¬ 
tries  in  the  United  States  have  been  caught 
in  a  cost-price  squeeze  since  1939.  The  in¬ 
dustries  which  have  had  the  hardest  going 
are  those  which  (a)  rely  on  personal  service 
employees  to  a  major  extent,  particularly 
where  such  employees  are  highly  unionized, 
or  (b)  constantly  requuire  new  items  of  one 
sort  or  another,  or  (c)  find  more  than  av¬ 
erage  public  resistance  to  increased  prices 
for  the  product,  or  (d)  have  limited  outlets 
of  distribution.  The  living  theater  suffers 
heavily  in  all  four  respects. 

[P.  2092'] 

Machines  play  an  insignificant  role  in  the 
theater.  Actors,  musicians,  stagehands,  press 
agents, — all  highly  unionized, — are  the  ma¬ 
jor  operating  costs,  although  the  royalties  to 
dramatists,  composers  and  lyricists,  also 
highly  organized,  come  to  no  small  item. 
Moreover,  there  is  always  a  shortage  of  tal¬ 
ent  with  “star”  quality — the  ability  to  draw 
people  to  the  box  office — and  the  successful 
actor  or  dramatist  or  composer  can  obtain 
astoundingly  high  compensation.  Exhibit 
D  shows  the  increase  of  minimums  in  the 
theater;  vast  increases  in  cost  also  come 
from  those  who  can  command  much,  much 
more  than  the  minimum. 

As  mentioned,  every  play  is  the  organiza¬ 
tion  of  a  new  enterprise — new  sets  are 
bought,  new  costumes  made,  new  props  se¬ 
cured,  often  in' a  rush  and  hence  at  overtime 
rates.  The  rise  in  these  costs  has  been  tre¬ 
mendous.  In  the  1930’s  a  musical  comedy 
could  be,  and  often  was,  produced  in  toto  for 
$75,000  to  $100,000.  Today,  the  costumes 
alone  may  cost  more  than  that. 

Ticket  prices  have  been  raised  (see  exhibit 
E),  but  it  has  not  been  possible  to  raise 
them  sufficiently  to  pass  along  the  increased 
costs.  Plays  must  now  run  longer  in  order 
to  recoup  their  costs  and  make  a  fair  profit; 
this  means  that  more  people  must  see  them. 

However,  the  distribution  outlet  is  limited. 
Even  a  lavish  musical  cannot  be  presented 
properly  in  a  stadium  seating  100,000  people. 
The  current  physical  theater  will  seat,  on  the 
average,  around  1,000  people.*  This  means 
that  many  people  who  wish  to  see  a  “hit” 
cannot  get  in;  this  germinates  a  sales  resist¬ 
ance  to  all  ticket  prices. 

It  is  difficult  to  get  exact  financial  figures 
on  plays,  since  they  are  private  enterprises, 
but  certain  facts  are  clear.  Exhibit  F  shows 
how  capital  requirements  have  risen.  Prof¬ 
its  have  not  risen  commensurately. 

For  example,  in  1938  "Life  With  Father” 
was  capitalized  at  $25,000.  It  is  estimated 
that  it  earned  at  least  $1,500,000,  a  profit  of 
$60  for  each  $1  invested.  Ten  years  later  the 
same  producer  presented  a  sequel  by  the 
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same  authors,  “Life  With  Mother.”  It  was 
capitalized  at  $100,000 — four  times  as  much, 
and  would  have  required  earnings  of  $6  mil¬ 
lion  to  show  a  60-to-l  return. 

Let  us  repeat  once  more:  If  the  creative 
core  is  to  continue  as  part  of  a  free  enter¬ 
prise  system,  it  must  attract  venture  capital. 
Every  factor  which  the  venture  capitalist 
scrutinizes  is  shifting  toward  the  negative. 
The  trend  cannot  continue  indefinitely,  or 
the  theater  will  require  subsidy  or  cease  to 
exist. 

By  every  test  the  living  theater,  for  30 
years,  has  been  a  financially  declining  in¬ 
dustry  which  has  needed,  still  needs,  and 
will  continue  to  need,  help  and  encourage¬ 
ment.  The  record  shows  that  it  has  received 
discouragement  from  every  side. 

SOME  OTHER  ASPECTS  OF  FEDERAL  TAXATION 

In  the  low  tax  years  of  the  1920’s,  the 
organization  of  a  legal  entity  to  produce  a 
play  was  a  simple  matter.  Sometimes  it  was 
done  by  syndicate  letter  agreements.  More 
often  a  simple  corporation  was  organized; 
the  investors  received  a  senior  security,  de¬ 
bentures  or  preferred  stock,  and  a  share  of  the 
equity  stock.  Everyone  was  thus  protected 
from  personal  liability:  the  accounting  prob¬ 
lems  were  routine;  the  tax  burden  clear  and 
small. 

When  corporate  tax  rates  rose,  during  the 
1930’s,  investors,  who,  it  must  always  be 
remembered,  were  venture  capitalists,  ob¬ 
jected  to  stock  ownership,  so  a  simple  loan 
agreement  with  the  producing  corporation 
was  worked  out,  which  gave  them  their  share 
of  profits  in  lieu  of  interest.  Personal  liabil¬ 
ity  was  still  protected.  (The  professionals, 
among  themselves,  and  their  close  friends, 
still  frequently  used  syndicate  agreements.) 

In  1940  an  excess  profits  tax  was  passed 
which  discriminated  so  violently  against  new 
ventures  such  as  play  productions  that  the 
use  of  the  corporation  had  to  be  dropped. 
Most  producers  assumed  personal  liability 
and  used  a  modified  form  of  the  loan  agree¬ 
ment.  Suddenly,  an  amendment  to  the  law 
knocked  out  the  loan  agreement  by  denying 
a  fully  deductible  loss  to  the  lender — the 
venture  capitalist. 

The  industry  then  turned  to  the  limited 
partnership  as  a  last  hope.  At  first  this  hope 
seemed  doomed  by  mechanical  difficulties. 
When  the  first  investor,  or  his  counsel,  look¬ 
ed  at  the  proposed  agreement,  he  demanded 
changes;  the  second  investor  then  demanded 
other  changes,  which  required  going  back  to 
the  first  for  reapproval;  the  third  wanted 
something  which  required  going  back  to  the 
first  two;  and  so  ad  infinitum.  Fortunate¬ 
ly,  the  industry  laid  aside  personal  preju¬ 
dices  and  agreed  on  a  more  or  less  standard 
form.  This  did  away  with  the  interminable 
delays. 

When  all  seemed  well,  the  Treasury 
launched  another  attack.  It  brought  suit 
against  a  syndicate  of  one  of  the  most  dis¬ 
tinguished  and  reputable  producers  and  his 
investors,  asserting  that  they  should  be  taxed 
as  if  they  were  a  corporation.  There  was 
a  further  plain  implication  that  the  standard 
limited  partnership  was  next  in  line  for  at¬ 
tack.  The  sophisticated  venture  capital  dried 
up  immediately;  it  looked  as  if  there  would 
be  only  a  shell  of  a  season  during  the  com¬ 


ing  year.  At  this  point  the  industry  retained 
a  distinguished  ex-Treasury  official  who  was 
able  to  make  the  Government  see  some  light. 
He  obtained  a  ruling  that  the  standard  lim¬ 
ited  partnership  was  a  partnership,  to  be 
taxed  as  a  partnership  and  not  as  a  cor¬ 
poration. 

But  the  end  is  not  yet.  Less  than  a  year 
ago  the  Treasury  proposed  new  regulations 
designed  to  knock  out  a  limited  partnership 
unless  the  general  partner  could  show  ade¬ 
quate  financial  means.  The  new  entrepre¬ 
neur,  willing  to  risk  his  own  credit  future, 
was  not  to  be  acceptable.  He  was  to  be 
denied  the  financing  method  open  to  his 
successful  older  competitors.  The  regula¬ 
tions,  as  finally  promulgated,  were  less  oner¬ 
ous,  but  where  this  attack  will  end  remains 
to  be  seen. 

Such  is  the  record  of  the  lack  of  help  or 
encouragement  given  to  the  declining  living 
theater  by  the  Treasury. 

Just  one  bit  of  help  was  given  in  30  years. 
In  1954  the  admission  tax  was  not  elimi¬ 
nated  but  it  was  reduced  to  10  percent.  New 
York  City  immediately  imposed  a  new  tax 
of  5  percent. 

NONTAX  ASPECTS 

Near  the  close  of  the  1940’s  the  Securities 
Exchange  Commission  decided  that  play  pro¬ 
ductions  involved  sales  of  securities  to  the 
general  public  and  therefore  the  entrepre¬ 
neurs  must  file  with  the  Commission.  The 
industry  protested;  the  law  was  far  from 
clear.  A  Commission  representative  assured 
the  industry  that  the  matter  would  be  han¬ 
dled  so  as  to  provide  minimum  difficulty. 
A  short  set  of  papers  would  be  all  that  was 
required;  5  days  after  filing,  unless  the  Com¬ 
mission  objected,  the  producer  could  seek 
and  take  investments.  The  industry  then 
quickly  agreed  to  obey  despite  warnings  that 
the  simple  procedure  was  only  the  beginning. 

The  warnings  proved  correct. 

The  organization  of  a  play  often  depends 
on  one  golden  moment  when  star,  director, 
and  theater  are  all  available;  then  moving 
ahead  full  speed.  Five  days’  delay  is  not 
fatal.  But  it  didn’t  remain  5  days  very  long. 
New  Commission  representatives  decided  it 
should  only  be  5  days  if  they  gave  their 
approval  within  that  time,  and  they  fre¬ 
quently  didn’t  even  look  at  the  papers  within 
that  time.  The  short  set  of  papers  grew  and 
grew  and  grew,  as  the  Commission  demanded 
more  and  more  and  more  statements.  At  one 
time  the  Commission  proposed  a  regulation 
that  the  papers  must  include  a  synopsis  of 
the  plot  of  the  play.  Six  or  seven  weeks 
became  the  normal  time.  Finally, ‘after  con¬ 
tinued  protests,  but  only  after  continued 
protests,  the  Commission  adopted  a  system 
which  can  and  does  speed  up  approval.  But 
the  short  set  of  papers  and  the  5  days  have 
never  returned. 

During  this  whole  period  of  harassment  of 
the  producers  who  complied  with  the  Com¬ 
mission’s  rulings,  not  one  action  was  brought 
by  the  Commission  to  prevent  producers  who 
ignored  the  law  from  raising  money  for  a 
play,  although  these  producers  regularly  sent 
out  unapproved  prospectuses  and  in  one  case 
announced  their  money  raising  in  the  daily 
papers. 

Such  has  been  the  lack  of  help  from  the 
guardians  of  financial  morality. 
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Until  Mayor  Robert  Wagner  personally 
studied  the  problem  and  reached  the  long 
over-due  conclusion  that  the  theater  was  one 
of  the  city’s  main  attractions,  the  city  of 
New  York  drew,  from  the  theater,  indirect 
benefits  in  the  millions,  but  added  to  the 
general  harassment. 

*  One  reason  why  the  construction  of  the¬ 
aters  came  to  an  end  was  an  obsolete  city 
building  code.  The  theater  protested  for 
years  but  it  wasn’t  changed  until  building 
costs  had  risen  to  a  point  of  no  return,  while 
the  general  theatrical  financial  decline  had 
made  any  kind  of  theatrical  construction  un¬ 
attractive  to  the  builder. 

Even  in  minor  ways,  the  city  has  been,  to 
put  it  mildly,  uncooperative.  In  the  1920’s 
it  became  clear  beyond  all  question  that  the 
theater  was  an  enormous  drawing  card  for 
visitors,  and  some  wise  theater  operator  ap¬ 
pealed  to  the  city  to  help  make  theater¬ 
going  attractive  to  them.  He  proposed  that, 
since  many  of  these  visitors  used  taxicabs  to 
go  and  come,  the  theater  approaches  be 
cleared  of  parked  cars  for  an  hour  before 
curtain  time.  The  experiment  was  tried  and 
everyone  who  remembers  it  will  testify  that 
it  was  spectacularly  successful — everyone 
except  the  city  officials,  who  refused  to  make 
it  permanent.  No  only  that,  but  shortly 
thereafter  taxicabs  were  forbidden  to  enter 
theater  streets  to  pick  up  passengers  at  the 
close  of  a  play. 

A  real  body  blow  was  dealt  by  the  city 
when  it  negated  half  the  benefit  of  the 
grudging  reduction  of  the  Federal  admissions 
tax.  This  occurred  in  1954.  The  reduction 
was  from  20  to  10  percent.  The  city  imme¬ 
diately  imposed  a  5-percent  tax. 

Quite  properly,  the  city  has  a  commis¬ 
sioner  of  licenses  whose  duty  it  is  to  make 
sure  of  the  physical  safety  of  theaters  for 
both  actors  and  audience.  From  time  to 
time,  a  commissioner  has  been  appointed 
who  has  used  his  power  over  the  physical 
theater  to  censor  the  artistic  content  of  a 
play.  No  other  city  has  ever  used  such  a 
crude,  backhanded  method  of  censorship. 

Such  has  been  the  attitude  of  the  city 
where  the*  artistic  side  of  the  living  theater 
has  flourished  so  brilliantly  as  to  bring  mil¬ 
lions  of  visitors  every  year. 

At  the  moment  there  is  a  glimmer  of  hope. 
Mayor  Wagner  has  studied  the  problems  and 
realized  that  the  city  has  been  energetically 
sawing  off  a  stout  branch  of  its  support, 
helped  by  the  State  and  the  Federal  Govern¬ 
ments.  He  is  advocating  as  a  first  step  to 
rescue  the  theater  repeal  of  all  admission 
taxes. 

CONCLUSION 

The  United  States  is  justly  proud  of  the 
fact  that  its  great  physical  natural  resources 


have  been  developed  by  a  free  enterprise 
profit  system.  The  culture  of  a  country  is 
as  much  a  natural  resource  as  any  physical 
product,  but  only  two  facets  of  our  culture 
have  been  products  of  the  free  enterprise 
system — books  and  the  living  theater. 
Painting,  sculpture,  music,  opera,  ballet 
have  had  to  rely  largely  on  charitable  insti¬ 
tutions.  Books  have  been  left  alone;  no  one 
ever  had  to  pay  10  percent,  or  15  percent, 
or  20  percent  of  the  cost  of  a  book  before 

[/>.  2093} 

being  permitted  to  read  it.  The  disheart¬ 
ening  record  of  the  theater  is  set  out  above. 
In  conclusion,  let  us  compare  the  treatment 
of  a  physical  resource  with  the  treatment 
of  the  living  theater. 

When  the  importance  of  oil  became  ap¬ 
parent,  what  did  the  Government  do?  Did 
it  harass  the  oil  explorer  and  his  backers 
with  Government,  city,  and  State  regula¬ 
tions?  Did  it  levy  special  unfair  taxes  on 
the  prospector?  Very  clearly  it  did  not;  in¬ 
stead  it  gave  the  seeker  for  oil  and  his  back¬ 
ers  an  enormous  tax  advantage.  They  were 
permitted  to  charge  off  exploration  costs 
whether  they  succeeded  or  failed;  they  were 
given,  in  cases  of  success,  a  depletion  allow¬ 
ance  which  amounted  to  tax-free  income; 
they  were  assured  of  a  capital  gain  treatment 
on  sales.  These  factors  combined  to  pro¬ 
duce  the  greatest  oil  industry  in  the  world — 
copied  by  every  other  nation.  Would  we 
have  had  it  without  this  encouragement? 

The  creative  core  of  the  living  theater  can 
be  proud  of  the  fact  that,  despite  lack  of 
help  and  encouragement,  despite  financial 
harassment,  despite  discrimination  against 
it,  it  has  maintained,  artistically,  a  vital 
dynamic  theater.  But  artistic  vitality  can¬ 
not  surmount  financial  disaster  forever.  Our 
creative  core  is  today  on  the  brink  of  the 
cascade;  at  any  moment  it  may  go  down 
with  a  plunge.  Yet  very  little  is  needed  to 
avert  the  danger.  It  is  not  seeking  subsidi¬ 
zation  nor  special  aid;  it  is  asking  only  that 
a  free  people  take  pride  in  their  free  theater 
and  treat  it  fairly. 

Without  pride  at  home,  we  shall  soon  lose 
our  position  abroad.  We  cannot  continue 
to  ask  eminent  producers  to  arrange  eco¬ 
nomical  foreign  tours  to  show  off  our  the¬ 
ater,  while  our  competitors  spare  no  expense 
to  display  their  best.  We  must  look  on  our 
*irtistic  theatrical  accomplishments  with  ad¬ 
miration,  not  as  something  to  be  used  at  the 
least  expense  possible.  This  may  require  a 
complete  reversal  of  feeling  toward  the  the¬ 
ater  on  the  part  of  many  people.  Maybe 
this  cannot  be  done  overnight,  but,  to  quote 
our  President,  “Let  us  begin.”  An  admira¬ 
ble  beginning,  as  shown  above,  would  be  the 
elimination  of  unfair  and  discriminatory 
taxes. 
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Exhibit  A. —  Total  annual  professional  productions  in  New  1  ork  City,  1901-60 
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1  Each  season’s  year  ending  on  May  31  of  each  year.  Source:  Derived  from  article  in  Variety,  New  York,  N.Y.,  issue  of  June  1,  1900. 


Exhibit  B. — Legitimate  ( commercial )  theaters  in  New  York  City,  1931-60 


©  u. 

$  * 

c  C  X  9 

>  a  ^,2 
•<  a  ~ 


«o 

C5 


°=0 

J-  u. 


s  « 

3  — 


cococorococococococo 


© 


WCC^^CONOOOiv 
0050C50iC50500>C5 


©  u. 

g_g 


o 

-  u'H 

y-  3  O  J* 


-<  3 


CO 


U>  S-4 

©  © 

Its 

3  £ 


MMH55CD©>0»C^O 

^TfTjiCOCOCOCOCOCOCO 


i  y-i 


— <  (NCC^OONOOOiO 

-Tr-Tt4'Tr^,*r'*fTt<’Tf«'<j<LO 

0:050000^0500 


©  U.  -V 

tx  o  ,2 
«J=  u  ~ 
V-  rt  o  “ 

£  S  C.U 

>  3  2 

<1  0  ^ 


CO 

}~  u- 

21 

af 


O^C5(OCOW1 
o  O  O  iO  O  iC  < 


>  oc  co 

>  ^  ^ 


S3 

© 

5h 


I  ^ 

I  CO  JO 
©  < 


JO  C  O  N  00  OS  O 
CO  CO  CO  CO  CO  CO  CO  Tt« 
C5C5C5  0  0  00C5 


Co 

C* 

co 


Ob 


s: 


CO 

o 

CO 

CO 

So 

CJ 

<© 

Su 

CO 

oT 


co 


03 

© 


t-t 

© 

>< 

£ 

o 

£ 


© 

d 

C5JD 

c3 

© 

h3 


© 

3 

X 


£  o 
c  ^ 


CO  c 
CO 

' 

V. 

a. 


© 

©i 

o 

ai 

© 


!§ 

© 

•15 


'G 

© 

ati 

© 

© 

•o 

V) 

u. 

© 

Q 

© 

e 


o 

H 

CD 

X 


cjG© 

5  i< 

-  CM 
•C  O 

o- 


§s? 

*—  C5 

G  ^ 


oo 

3 

© 


s 

© 


CM 

05 


X 


S- 

2  03 

rd  05 

G^ 


©  © 
fcXO 

al 
2g 
G  2 


oo 

4*0 

05 


CO 

40 

© 


CM 

05 


© 

■*—> 

C3 

X 


CO  — *  00  CM  40  »0  05  CM  ©  ^ 
r— (  CM  CM  CM  |  |  I  I  hh  I 

I  I  I  I  I  I 


OOOOCMOOOi-HOCM 

+  +  I 


»-<©©t^COCMfH*Hr^©TH 


^©COt>COCMiHiHOO©CM 


H©COf>*HOJHH<C<CCO 


^r^^©aot>©cof^©© 

CM  CM  CO  CM  T-i  HCM»H 


0^^r-»t^05CMCMO>01© 

lll^lllll^l 


©©©0©©©*h©0© 

+ 


COCM»HH<CO^fHCM©iOCM 


COCM»-3TfCO^iHCM©»OCM 


COCMfH^ffO^tHiHCOiOC^ 


C5©4040©COCO^t<*Ot^OO 
CO  H  H  HH 


d  C3 

cz 


So 


3 

.2  «  o 


C fj 

tZ 

O  g  tse  >.3-g 

§  35©  3.2 

•n-d  rt  ©  0^-2  0 

«ooc;aa^ 


fcD  O 
u* 

C 

© 

C£ 


C3 


3313 


Footnotes  at  end  of  tables. 


Exhibit  C. —  Theaters  hooked  outside  New  York  City  for  professional  production,'  hy  States,  selected  seasons  ending  in  1921,  1953,  1958, 

and,  1960 — Continued 
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i  Average  maximum  price  is  the  sum  of  the  maximum  ticket  price  of  all  dramatic  3  Admissions  taxes:  In  1944  and  1953:  Federal,  20  percent  of  established  price.  In 
shows  and  all  musicals  playing  in  January  of  each  year,  divided  by  the  number  of  1955:  Federal,  10  percent  of  established  price.  New  York  City:  5  percent  of  estab- 
dramatic  shows  and  musicals,  respectively.  lished  price.  In  1959:  Federal,  10  percent  of  established  price,  less  $1.  New  York 

3  The  statistics  in  this  chart  for  the  years  1944  and  1953  differ  somewhat  from  those  City:  5  percent  of  established  price, 
reported  for  these  years  by  th$  same  source  in  1953,  but  are  more  comprehensive.  _  .T  , ,  ..  .  ..  , il  T  _ 

Source:  National  Association  of  the  Legitimate  Theatre. 


Exhibit  F. — Increase  in  capital  requirements  in  the  New  York  theater,  1939-60 
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Mr.  MORTON.  Mr.  President,  I  ap¬ 
preciate  the  plight  of  the  American  the¬ 
ater,  and  I  commend  the  Senator  from 
New  York  for  his  efforts  in  behalf  of  this 
institution. 

However,  I  feel  constrained  to  oppose 
his  amendment. 

Yesterday,  the  Senate  had  a  very  close 
vote  on  the  Federal  retail  sales  tax 
amendment;  and  the  amendment  was 
rejected.  Assurance  was  given  to  us  that 
this  matter  would  be  reviewed  by  the 
Ways  and  Means  Committee  and  the 
Senate  Finance  Committee  before  the 
end  of  this  fiscal  year. 

If  that  amendment  had  been  adopted 
yesterday,  I  would  be  more  inclined  to 
support  this  amendment.  But  yesterday 
we  pointed  out  that  we  must  not  open 
a  Pandora’s  box,  and  that  therefore 
amendments  which  do  not  relate  to  the 
actual  necessities  should  be  rejected. 

Therefore,  Mr.  President,  although  I 
am  sympathetic  to  the  objectives  the 
Senator  from  New  York  has  in  mind,  I 
must  oppose  the  amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  New  York. 
On  this  question,  the  yeas  and  nays  have 
been  ordered;  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD  (when  his  name  was 
called) .  On  this  vote  I  have  a  pair  with 
the  distinguished  minority  leader,  the 
Senator  from  Illinois  [Mr.  Dirksen].  If 
he  were  present  and  voting,  he  would 
vote  “yea”;  if  I  were  at  liberty  to  vote, 
I  would  vote  “nay.”  Therefore,  I  with¬ 
hold  my  vote. 

The  rollcall  was  concluded. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Arizona  [Mr.  Hayden], 
the  Senator  from  Oregon  [Mr.  Morse], 
and  the  Senator  from  Georgia  [Mr.  Tal- 
madge]  are  absent  on  official  business. 

I  further  announce  that  the  Senator 
from  California  [Mr.  Engle]  is  neces¬ 
sarily  absent. 

On  this  vote,  the  Senator  from  Oregon 
I  Mr.  Morse]  is  paired  with  the  Senator 
for  California  [Mr.  Engle].  If  present 
and  voting,  the  Senator  from  Oregon 
would  vote  “yea”  and  the  Senator  from 
California  would  vote  “nay.” 

Mr,  KUCHEL.  I  annouce  that  the 
Senator  from  Nebraska  [Mr.  Curtis], 
the  Senator  from  Illinois  [Mr.  Dirksen], 
and  the  Senator  from  Arizona  [Mr. 
Goldwater]  are  necessarily  absent. 

The  pair  of  the  Senator  from  Illinois 
I  Mr.  Dirksen]  has  been  previously  an¬ 
nounced. 

On  this  vote,  the  Senator  from  Arizona 
[Mr.  Goldwater]  is  paired  with  the  Sen¬ 


ator  from  Nebraska  [Mr.  Curtis].  If 
present  and  voting,  the  Senator  from 
Arizona  would  vote  “yea”,  and  the  Sena¬ 
tor  from  Nebraska  would  vote  “nay.” 

The  result  was  announced — yeas  33, 
nays  59,  as  follows: 

[No.  29  Leg.] 

YEAS— 33 


Aiken 

Fulbright 

Pastore 

Bartlett 

Gore 

Pearson 

Beall 

Gruening 

Pell 

Bennett 

Hickenlooper 

Prouty 

Boggs 

Javits 

Ribicoff 

Case 

Keating 

Saltonstall 

Clark 

Kuchel 

Scott 

Dodd 

Mechem 

Tower 

Dominick 

Metcalf 

Williams,  N.J. 

Douglas 

Moss 

Yarborough 

Fong 

Neuberger 

Young,  Ohio 

NAYS— 59 

Allott 

Holland 

Monroney 

Anderson 

Hruska 

Morton 

Bayh 

Humphrey 

Mundt 

Bible 

Inouye 

Muskie 

Brewster 

Jackson 

Nelson 

Burdick 

Johnston 

Proxmire 

Byrd,  Va. 

Jordan,  N.C. 

Randolph 

Byrd,  W.  Va. 

Jordan,  Idaho 

Robertson 

Cannon 

Kennedy 

Russell 

Carlson 

Lausche 

Simpson 

Church 

Long,  Mo. 

Smathers 

Cooper 

Long,  La. 

Smith 

Cotton 

Magnuson 

Sparkman 

Eastland 

McCarthy 

Stennls 

Edmondson 

McClellan 

Symington 

Ellender 

McGee 

Thurmond 

Ervin 

McGovern 

Walters 

Hart 

McIntyre 

Williams,  Del. 

Hartke 

McNamara 

Young,  N.  Dak. 

Hill 

Miller 

NOT  VOTING- 

—8 

Curtis 

Goldwater 

Morse 

Dirksen 

Hayden 

Talmadge 

Engle 

Mansfield 

So  Mr.  Javits'  amendment  was  re- 
jected 

Mr.  DOUGLAS.  Mr.  President,  I  call 
up  my  amendment  No.  368,  which  is  on 
the  desks  of  most  Senators. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Illinois  will  be  stated. 

The  legislative  clerk  read  as  follows: 
Add  at  the  end  of  the  bill  a  new  section: 

“SEC.  .  PERCENTAGE  DEPLETION  FOR  OIL  AND 
GAS  WELLS. 

“(a)  Graduated  Rates. — Section  613  (relat¬ 
ing  to  percentage  depletion)  is  amended — 
“(1)  by  striking  out  in  subsection  (a), 
‘specified  in  subsection  (b)’  and  inserting  in 
lieu  thereof  ‘specified  in  subsections  (b)  and 

(d) ’; 

“(2)  by  striking  out  paragraph  (1)  of  sub¬ 
section  (b)  and  inserting  in  lieu  thereof  the 
following: 

“  ‘(1)  Oil  and  gas  wells. — The  percentage 
applicable  under  subsection  (d)  (1).’;  and 
“(3)  by  redesignating  subsection  (d)  as 

(e) ,  and  by  inserting  after  subsection  (c) 
the  following  new  subsection : 

“‘(d)  Oil  and  Gas  Wells. — 

“  ‘  ( l )  Percentage  depletion  rates. — In  the 
case  of  oil  and  gas  wells,  the  percentage 
referred  to  in  subsection  (a)  is  as  follows: 
“‘(A)  27 V2  percent — to  the  extent  that, 
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for  the  taxable  year,  the  taxpayer’s  gross  in¬ 
come  from  the  oil  and  gas  well,  when  added 
to  (i)  the  taxpayer’s  gross  income  from  all 
other  oil  and  gas  wells,  and  (ii)  the  gross 
income  from  oil  and  gas  wells  of  any  tax¬ 
payer  which  controls  the  taxpayer  and  of  all 
taxpayers  controlled  by  or  under  common 
control  with  the  taxpayer,  does  not  exceed 
$1,000,000; 

“‘(B)  21  percent — to  the  extent  that,  for 
the  taxable  year,  the  taxpayer’s  gross  income 
from  the  oil  and  gas  well,  when  added  to  (i) 
the  taxpayer’s  gross  income  from  all  other 
oil  and  gas  wells,  and  (ii)  the  gross  income 
from  oil  and  gas  wells  of  any  taxpayer  which 
controls  the  taxpayer  and  of  all  taxpayers 
controlled  by  or  under  common  control  with 
the  taxpayer,  exceeds  $1,000,000  but  does  not 
exceed  $5,000,000;  and 

“‘(C)  15  percent — to  the  extent  that,  for 
the  taxable  year,  the  taxpayer’s  gross  income 
from  the  oil  and  gas  well,  when  added  to  (i) 
the  taxpayer’s  gross  income  from  all  other 
oil  and  gas  wells,  and  (ii)  the  gross  income 
from  oil  and  gas  wells  of  any  taxpayer  which 
controls  the  taxpayer  and  of  all  taxpayers 
controlled  by  or  under  common  control  with 
the  taxpayer,  exceeds  $5,000,000. 

“‘(2)  Control  defined. — For  purposes  of 
paragraph  (1),  the  term  “control’’  means — 

“‘(A)  with  respect  to  any  corporation,  the 
ownership,  directly  or  indirectly,  of  stock 
possessing  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  or  the  power  (from  whatever 
source  derived  and  by  whatever  means  ex¬ 
ercised)  to  elect  a  majority  of  the  board  of 
directors,  and 

“‘(B)  with  respect  to  any  taxpayer,  the 
power  (from  whatever  source  derived  and 
by  whatever  means  exercised)  to  select  the 
management  or  determine  the  business 
policies  of  the  taxpayer. 

“‘(3)  Constructive  ownership  of 
stock. — The  provisions  of  section  318(a) 
(relating  to  constructive  ownership  of  stock) 
shall  apply  in  determining  the  ownership  of 
stock  for  purposes  of  paragraph  (2). 

“‘(4)  Application  under  regulations. — 
This  subsection  shall  be  applied  under 
regulations  prescribed  by  the  Secretary  or 
^his  delegate.’ 

“(b)  Effective  Date. — The  amendments 
made  by  subsection  (a)  shall  apply  only 
with  respect  to  taxable  years  beginning  after 
the  date  of  the  enactment  of  this  Act.” 

Mr.  DOUGLAS.  Mr.  President,  this  is 
a  variation  of  the  amendment  previously 
offered  by  the  Senator  from  Delaware 
TMr.  Williams].  On  this  question  I  ask 
for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

SLIDING  SCALE  REDUCTION 

Mr.  DOUGLAS.  First,  Mr.  President, 
let  me  explain  the  amendment.  It  is  the 
same  amendment  which  I  have  offered  in 
previous  years.  In  brief,  it  would  reduce 

[P.  2096~\ 

the  depletion  allowance  on  oil  and  gas 
from  the  present  27  V2  to  15  percent  in 
those  cases  where  the  taxpayer’s  gross 
income,  abroad  and  at  home,  from  oil 


and  gas  in  any  1  year  exceeds  $5  million. 

The  allowance  would  be  reduced  to  21 
percent  where  the  taxpayer’s  income 
from  oil  and  gas  exceeded  $1  million  but 
did  not  exceed  $5  million. 

It  would  leave  the  existing  27  V2 -per¬ 
cent  allowance  for  those  whose  income 
from  oil  and  gas  does  not  exceed  $1  mil¬ 
lion  gross  income  in  a  year. 

SMALL  INDEPENDENTS  AND  WILDCATTERS  EXEMPT 

This,  in  practice,  would  exempt  vir¬ 
tually  all  the  wildcatters  from  any  re¬ 
duction  in  the  depletion  allowance.  It 
would  also  exempt  the  owners  of  land 
upon  which  drillings  are  conducted,  and 
who  normally  receive  a  one-eighth 
royalty. 

My  amendment  differs  from  the  Wil¬ 
liams  amendment  in  that  the  Williams 
amendment  would  have  reduced,  at  a 
uniform  rate,  all  operations,  regardless 
of  size,  down  to  an  ultimate  low  of  20 
percent. 

This  amendment  provides  a  graduated 
reduction,  exempting  small  drillers,  op¬ 
erators  and  royalty  recipients.  It  pro¬ 
vides  that  the  medium-sized  drillers  will 
not  have  their  depletion  allowance  re¬ 
duced  below  21  percent,  but  under  it  the 
big  companies,  the  very  prosperous  com¬ 
panies,  will  have  their  depletion  allow¬ 
ance  reduced  to  15  percent. 

REBUTTAL  OF  PROFIT  FIGURES 

Before  I  go  into  the  affirmative  case 
for  this  amendment,  let  me  refer  to  some 
of  the  figures  which  have  been  intro¬ 
duced  by  my  good  friend,  the  Senator 
from  Louisiana  [Mr.  Long],  and  which 
are  contained  in  the  well -fashioned 
charts  at  the  rear  of  the  Chamber  and 
which  bear  evidence  of  an  expert  job. 

The  Senator  from  Louisiana  pointed 
out  one  chart  which  shows,  apparently, 
that  the  average  profits  of  the  petroleum 
industry  were  only  9.1  percent  over  the 
8-year  period  from  1955  to  1962,  whereas 
they  were  10.3  percent  for  all  the  manu¬ 
facturing  industries. 

This  is  correct  so  far  as  it  goes,  but 
what  is  omitted  is  that  it  does  not  in¬ 
clude  income  which  American  companies 
receive  from  oversea  oil  operations.  It 
is  well  known  these  are  much  more 
profitable  to  the  big  companies,  such  as 
Standard  Oil  Co.  of  New  Jersey,  that 
have  oil  wells  in  Venezuela,  or  such  as 
the  three  standard  oil  companies  and 
Texaco,  which  have  oil  wells  in  the 
Persian  Gulf.  It  does  not  include  them. 

OIL  AVERAGE  PROFITS  HIGHER  THAN  OTHER 
INDUSTRIES 

If  they  are  included,  we  find  that  the 
average  rate  of  profit  for  the  8  years  on 
foreign  operations  is,  not  9.1  percent,  but 
19.5  percent.  If  the  foreign  operations 
are  added  in  with  the  domestic  oil  opera¬ 
tions,  it  produces  a  combined  total  aver- 
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age  rate  of  profit  of  11.2  percent,  or  1  per¬ 
cent  higher  than  the  average  for  all 
manufacturing  industries.  This  is 
shown  in  a  table  prepared  at  my  request 
by  the  Tax  Analysis  Division  of  the 
Treasury  Department  and  which  I  ask 
unanimous  consent  to  be  inserted  in  the 
Record  at  this  point  in  my  remarks. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Table  1. — Rate  of  return  on  investment 
capital 


[Percent] 


All 

manu- 

33  petroleum  companies  * 

factor¬ 
ing 
com¬ 
panies  i 

Total 3 

Do¬ 

mestic 

For¬ 

eign 

opera¬ 

tions 

1955. . 

12.6 

13.5 

10.2 

30.2 

1956. . 

12.3 

13.9 

10.5 

28.8 

1957.. . 

11.0 

13.0 

10.1 

23.8 

1958... . 

8.6 

9.5 

7.2 

17.3 

1959 . 

10.4 

9.7 

8.5 

13.8 

1960. . 

9.2 

10.0 

8.8 

13.8 

1961 . 

8.8 

10.0 

8.7 

13.9 

1962 . 

9.8 

10.3 

8.8 

14.6 

Average  of  8  years.. 

10.3 

11.2 

9.1 

19.5 

Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax 
Analysts,  Jan.  29,  1964. 

1  Federal  Trade  Commission-Securities  and  Exchange 
Commission. 

2  Chase  Manhattan  Bank,  “Annual  Report  on  33 
Petroleum  Companies.” 

3  Rate  of  return  on  all  operations,  regardless  of  origin 
by  domestic  or  foreign. 

Mr.  DOUGLAS.  So  let  us  be  done  with 
the  crocodile  tears  about  the  low  rate  of 
earnings  in  the  oil  industry.  I  shall  re¬ 
fer  to  that  matter  again  later  on  in  my 
remarks. 

DRY  HOLE  MYTH 

Second,  we  have  had  brought  up  again 
the  old  ghost  that  there  are  eight  un¬ 
successful  or  dry  holes  for  every  success¬ 
ful  drilling.  This  is  a  somewhat  hoary 
myth  which  has  been  perpetrated  year 
after  year. 

I  call  attention  to  the  statement  of 
Gen.  E.  O.  Thompson,  who  was  supposed 
to  have  been  the  great  authority  in  the 
oil  industry.  In  testimony  before  the 
House  Ways  and  Means  Committee  in 
1950,  he  stated  that  the  overall  indus¬ 
try  average  was  two  successes  for  every 
dry  hole. 

The  Oil  and  Gas  Journal  itself,  volume 
67-16,  stated  that  the  5  largest  oil 
companies  in  1958  hit  3,447  successful 
production  wells  against  868  dry  holes, 
or  a  ratio  of  4  successes  to  1  miss. 
Even  the  worst  record  among  the  40  top 
oil  companies  was  105  successes  to  96 
dry  holes.  The  secret  of  the  whole 
thing  is  that  the  wildcatters  do  the  ad¬ 
venturous  drilling  and,  when  a  field  is 


found  and  developed,  the  big  companies 
come  in.  They  take  very  little  risk.  The 
wildcatter  does  take  some  risk.  That  is 
why  I  do  not  propose  to  reduce  the  de¬ 
pletion  allowance  for  the  wildcatters  and 
for  those  who  have  a  gross  income  of  less 
than  $1  million  a  year. 

My  amendment,  therefore,  is  a  small 
independent  oilman  amendment  as  well 
as  a  propublic  amendment. 

This  amendment  strikes  at  the  great¬ 
est  abuse  among  the  many  abuses  in  our 
whole  tax  system.  Many  unjust  tax 
privileges  are  now  embodied  in  the  rev¬ 
enue  system,  costing  the  Government 
many  billions  of  dollars  a  year  in  rev¬ 
enue.  These  privileges  are  sometimes 
called  loopholes.  Perhaps  they  are  bet¬ 
ter  termed  “truck  holes.”  They  produce 
a  disparity  in  the  rates  of  taxation  on 
equal  net  incomes.  They  have  been  in¬ 
creased  over  the  years  so  that  the  tax 
structure  of  the  country  is  now  seri¬ 
ously  eroded. 

OIL  AND  GAS  DEPLETION  GREATEST  ABUSE 

Of  all  these  abuses,  depletion  allow¬ 
ance  and  other  privileges  for  oil  and  gas 
are  the  worst.  Unless  Congress  cures 
this  and  other  erosions  and  injustices, 
these  abuses  will  continue  to  spread  like 
a  cancer  through  our  tax  system  and 
make  citizens  disgruntled  and  cynical. 
They  may  break  down  our  whole  tax  sys¬ 
tem  with  everyone  seeking  special  privi¬ 
leges. 

I  have  said  that  the  27 ^-percent  de¬ 
pletion  allowance  and  other  privileges 
for  income  from  oil  and  gas  are  the  worst 
of  many  tax  loopholes.  Let  me  review 
the  situation  so  far  as  oil  and  gas  are 
concerned. 

Under  present  law,  a  host  of  costs  and 
special  allowances  in  and  for  the  gas  in¬ 
dustry  are  deductible  from  gross  income 
even  before  the  depletion  allowance  ap¬ 
plies.  There  are  others  which  offset  the 
actual  taxes — that  is,  tax  credits  owed 
dollar  for  dollar. 

OPERATING  COSTS  DEDUCTIBLE 

First,  of  course,  there  are  operating 
costs.  This  is  a  deduction  for  every  in¬ 
dustry.  Perhaps  it  is  the  only  deduction 
which  is  not  a  special  deduction  for  the 
oil  industry.  I  would  not  change  this. 
It  is  completely  proper. 

INTANGIBLE  DRILLING  COSTS 

Second,  the  gas  and  oil  industry  is 
credited  with  intangible  drilling  and  de¬ 
velopmental  costs.  These  are  capital 
costs  which  can  be  written  off  in  1  year 
and  not  spread  over  a  period  of  years,  as 
is  the  case  in  other  industries.  It  has 
been  estimated  that  between  75  and  90 
percent  of  all  costs  involved  in  drilling 
a  successful  well  can  be  written  off  with¬ 
in  a  year  in  this  manner.  We  have. 
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therefore,  given  to  this  industry  virtually 
the  ultimate  in  accelerated  depreciation 
and  in  fast  tax  writeoffs.  This  is  in  ad¬ 
dition  to  and  apart  from  the  ordinary  de¬ 
preciation  and  the  depletion  allowance. 
Thus,  there  is  the  very  great  advantage 
of  the  fast  writeoff  which  many  experts 
tell  us  is  more  advantageous  than  even 
the  oil  depletion  allowance  itself.  What 
other  industries  must  capitalize  and  de¬ 
preciate,  the  oil  industry  can  and  does 
write  off  in  the  first  year. 

I  am  not  proposing  in  my  amendment 
to  alter  this  situation.  It  applies  abroad 
as  well  as  at  home.  Most  of  the  75  to  90 
percent  of  the  capital  costs  can  be  writ¬ 
ten  off  in  1  year. 

WRITEOFF  OF  DRY  HOLES 

Third,  the  custom  of  drilling  unsuc¬ 
cessful  so-called  dry  holes  can  be  writ¬ 
ten  off  against  the  income  from  success¬ 
ful  drilling.  I  do  not  propose  to  change 
that. 

FOURTEEN-POINT  WESTERN  HEMISPHERE 
DEDUCTION 

Fourth,  there  is  a  14-point  reduction 
in  the  tax  itself,  or  a  reduction  from  52 
to  38  percent  on  taxable  income,  for  in¬ 
comes  derived  from  operations  abroad  in 
the  Western  Hemisphere,  notably  in  the 
oil  center  of  Venezuela,  but  also  in  Mex¬ 
ico  and  other  countries. 

Standard  Oil  has  big  drillings  and 
fields  in  Venezuela. 

[P.  2097] 

ROYALTY  PAYMENTS  DISGUISED  AS  TAXES 

Royalty  payments  abroad,  particularly 
in  the  Near  East,  are  commonly  dis¬ 
guised  as  income  tax  payments  for 
which  the  foreign  tax  credit  then  is ' 
available.  The  50-50  plan  was  started, 

I  believe,  in  Latin  America  and  then  it 
was  applied  to  the  Middle  East.  Now  it 
has  been  applied  to  Persia  and  through¬ 
out  the  Near  East.  Indeed,  it  has  gone 
up  in  many  countries  from  one-half  to 
two- thirds,  and  up  to  70-30  in  some 
countries.  This  is  really  a  royalty,  but 
it  is  called  a  tax,  and  therefore  it  is  used 
to  offset  to  that  degree  the  tax  which 
the  American  company  would  otherwise 
pay  on  its  income  from  abroad. 

I  believe  it  is  well  known  that  the 
Arabian- American  Oil  Co.,  which  is  a 
subsidiary  of  three  Standard  companies, 
and  of  Texaco,  probably  does  not  pay 
a  single  dollar  in  income  tax  to  the 
American  people,  although  its  profits  run 
into  the  hundreds  of  millions  of  dollars. 

DEPLETION  IN  PERPETUITY 

In  the  case  of  gas  and  oil,  this  amounts 
to  an  additional  27%  percent  of  gross 
income  which  is  free  from  taxation  up 
to  one-half  of  net  income.  This  allow¬ 
ance  is,  moreover,  permitted  in  perpe¬ 


tuity,  as  long  as  there  is  any  flow  of  oil 
or  gas  from  the  well.  There  are  wells 
in  the  east  Texas  fields  which  I  believe 
started  to  gush  30  to  50  years  ago,  and 
are  still  continuing. 

I  remember  as  a  youngster  reading 
about  the  first  great  gusher  that  came 
in  outside  of  Beaumont,  Tex.  Some 
years  ago,  I  was  in  Beaumont,  and  I  was 
told  that  it  is  still  flowing,  that  ever 
since  1926  a  depletion  allowance  has 
been  given  to  it. 

Oil  can  flow,  and  gas  can  flow.  Men 
may  come  and  men  may  go,  but  the  de¬ 
pletion  allowance  goes  on  forever. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Illinois  yield  at  that  point? 

TAX  HAVENS 

Mr.  DOUGLAS.  I  should  first  like  to 
finish  my  statement  as  a  whole,  and  then 
I  shall  be  glad  to  yield.  In  times  past, 
I  have  yielded  during  the  course  of  my 
presentation  and  have  never  been  able 
to  get  back  to  the  thread  of  my  dis¬ 
course.  So  if  the  Senator  will  allow  me 
to  finish  my  speech,  I  shall  try  to  finish 
rapidly,  and  then  I  shall  be  happy  to 
yield  to  him. 

There  are  also  tax  havens  abroad.  If 
the  Gore  amendment  should  be  dropped 
in  conference,  which  may  well  be  its 
fate,  the  oil  executives  abroad  would  be 
exempted,  as  they  are  now,  on  the  first 
$35,000  of  income,  i  hope  the  Gore 
amendment  will  be  maintained,  but  I  am 
not  too  optimistic. 

Mr.  GORE.  The  Senator  from  Illi¬ 
nois  will  certainly  yield  long  enough  for 
me  to  say  “hurrah,”  will  he  not? 

Mr.  DOUGLAS.  Most  certainly. 

PERCENTAGE  DEPLETION  ALSO 

All  these  provisions  would  seem  to  be 
extremely  generous,  but  the  oil  and  gas 
industry  is  permitted  a  still  further  al¬ 
lowance  called  the  percentage  depletion 
allowance,  and  I  should  like  to  speak 
about  that. 

1  There  is  no  limit,  moreover,  to  the  de¬ 
pletion  allowance  as  compared  with  the 
original  cost  of  the  well.  They  are  not 
limited  to  the  original  cost,  and  in  the 
case  of  rich  wells  and  long-gushing  or 
long-flowing  wells,  the  deduction  of  the 
depletion  allowance  has  gone  on  inter¬ 
minably  without  regard  to  the  original 
cost. 

I  emphasize  again  that  the  depletion 
allowance  is  not  limited  to  recapturing 
the  cost  of  the  well  in  question.  It  may 
sound  like  depreciation,  but  I  assure 
Senators  that  depletion  is  different  from 
depreciation.  Depreciation  really  means 
providing  for  the  replacing  of  the  origi¬ 
nal  cost  of  the  properties.  Under  our 
system,  we  have  double  depreciation  and 
then  added  the  depletion  allowances  -as 
well. 
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I  emphasize  that  the  depletion  allow¬ 
ance  is  in  addition  to  all  of  the  other  de¬ 
ductions,  continuing  through  time,  with¬ 
out  relationship  to  the  taxpayer’s  invest¬ 
ment  in  the  venture  and  whether  or  not 
the  investment  has  been  more  than  re¬ 
covered  from  the  taxpayers. 

There  are  wells  where  the  depletion 
allowance  has  amounted  to  more  than 
20  times  the  original  cost.  I  should  like 
to  get  the  cost  figure  on  that  original 
well  in  the  Beaumont  region.  Probably 
the  depletion  allowance  down  there  has 
been  100  times  the  original  cost  of  the 
drilling. 

DEPLETION  MORE  VALUABLE  OVER  TIME 

From  its  inception,  the  percentage  de¬ 
pletion  allowance  has  been  27  V2  percent 
of  gross  and  half  of  net  income  when  it 
was  put  into  effect  in  1926.  The  corpo¬ 
ration  income  tax  was  then  14  percent, 
so  that  this  amounted  to  only  about  T 
percent  of  net  profits. 

As  corporation  income  taxes  have  risen 
from  14  percent  to  the  present  52  per¬ 
cent,  the  value  of  the  allowance  both  in 
percentage  of  profits  retained,  and  dol¬ 
lars,  has  grown.  Not  only  is  this  true, 
but  it  has  also  brought  in  its  train  a  host 
of  similar  deductions  on  virtually  every¬ 
thing  else  extracted  from  the  earth  and 
from  the  sea. 

LOOPHOLE  EXTENDED  FROM  A  TO  Z 

It  extends  all  the  way  from  aluminum 
to  zinc.  I  should  like  to  read  some  of 
them: 

Sulfur,  uranium,  anorthosite  (to  the 
extent  that  alumina  and  aluminum  com¬ 
pounds  are  extracted  therefrom),  as¬ 
bestos,  bauxite,  beryl,  celestite,  chromite, 
corundum,  fluorspar,  graphite,  ilmenite, 
kyanite,  mica,  olivine,  quartz  crystals — 
radio  grade — rutile,  block  steatite  talc, 
and  zircon,  and  ores  of  the  following 
metals:  antimony,  bismuth,  cadmium, 
cobalt,  columbium,  lead,  lithium,  man¬ 
ganese,  mercury,  nickel,  platinum  and 
platinum  group  metals,  tantalum,  thor¬ 
ium,  tin,  titanium,  tungsten,  vanadium, 
and  zinc. 

Also  rock  asphalt  and  vermiculite; 
also  brucite,  coal,  lignite,  perlite,  sodium 
chloride,  and  wollastonite. 

In  1951,  the  great  Senator  from  Texas, 
Tom  Connally,  had  the  list  extended 
to  include  mollusk  shells,  including  clam 
shells  and  oyster  shells.  Other  items  in¬ 
clude  peat,  pumice,  sand,  scoria,  shale, 
and  stone;  also  clay  used,  or  sold  for 
use,  in  the  manufacture  of  building  or 
paving  brick,  drainage  and  roofing  tile, 
sewerpipe,  flower  pots,  and  kindred 
products. 

I  could  continue  to  read  from  another 
supplementary  list.  I  shall  read  only  a 
few  of  them: 

All  other  minerals,  including,  but  not 
limited  to,  aplite,  barite,  borax,  calcium. 


carbonates,  diatomaceous  earth,  dolo¬ 
mite,  feldspar,  fullers  earth,  garnet,  gil-. 
sonite,  granite,  limestone,  magnesite, 
magnesium  carbonates,  marble,  phos¬ 
phate  rock,  potash,  quartzite,  slate,  soap¬ 
stone,  stone — used  or  sold  for  use  by  the 
mine  owner  or  operator  as  dimension 
stone  or  ornamental  stone — thenardite, 
tripoli — that  is  not  the  place,  but  a  min¬ 
eral,  I  assume — trona.  And  so  forth. 

Perhaps  I  should  read  what  the  list 
does  not  include.  It  does  not  include 
soil,  sod,  dirt,  turf,  water,  or  mosses,  or 
minerals  from  sea  water.  I  understand 
that  there  is  a  lawsuit  now  pending  in  an 
attempt  to  include  water  in  the  deple¬ 
tion  allowance.  But  the  oil  and  gas 
depletion  allowance  has  been  the  father 
of  them  all.  We  started  sowing  the 
dragon’s  teeth  with  this  allowance  and 
they  have  borne  bitter  fruit. 

A  LOOPHOLE  UNIVERSALIZED 

This  process  has  gone  wild.  The  deple¬ 
tion  allowance  is  almost  a  perfect  ex¬ 
ample  of  why  it  is  necessary  to  close 
these  loopholes  in  the  law.  A  more  or 
less  successful  attempt  has  been  made 
to  make  the  loopholes  universal.  This 
is  the  citadel  of  privilege.  This  is  the 
greatest  waste  of  taxpayers’  money. 
This  is  the  “truckhole”  which  enables 
certain  specially  favored  groups  to  ob¬ 
tain  enormous  privileges  from  the  Treas¬ 
ury  and  from  the  taxpayers. 

I  do  not  always  agree  with  the  policies 
of  the  Treasury.  However,  it  has  a  very 
honorable  and  very  capable  Office  of  Tax 
Analysis  manned  by  fine  men.  When 
we  ask  them  to  produce  figures,  they 
produce  honest  statistics.  For  years  we 
have  been  asking  them  to  produce  sta¬ 
tistics  on  depletion.  We  did  so  last  year. 
Senators  will  find  these  statistics  in  the 
first  volume  of  the  hearings  on  the  bill 
before  the  House  Ways  and  Means  Com¬ 
mittee,  beginning  on  page  302.  It  will 
be  found  that  in  the  year  1960  the  total 
amount  of  the  tax-free  depletion  allow¬ 
ance  to  corporations  amounted  to  $3,267 
billion.  This  was  merely  the  allowances 
to  corporations.  It  does  not  include  the 
allowances  to  individuals. 

The  estimate  is  that  this  figure  for  in¬ 
dividuals  as  well  as  corporations  would 
raise  the  total  by  approximately  one- 
sixth  more.  This  may  be  an  overstate¬ 
ment.  It  is  most  conservative  to  say 
that  the  total  depletion  granted  tax  ex¬ 
emption  is  at  least  $3.5  bfilion,  of  which 
$2.5  billion  is  on  gas  and  oil.  I  do  not 
believe  those  figures  can  be  challenged  in 
any  degree. 

Furthermore,  72  percent  of  this  deple¬ 
tion  allowance  goes  to  companies  with 
total  assets  of  over  $100  million.  This 
information  will  be  found  on  page  304 
in  table  3  of  the  report.  Only  a  little 
over  2  percent  went  to  corporations  with 
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INDIVIDUAL  EXAMPLES 

Mr.  DOUGLAS.  We  all  know,  as  men, 
some  of  the  huge  individual  fortunes 
which  have  been  made  and  upon  which 
either  no  taxes  or  very  little  taxes  have 
been  paid. 

I  am  not  here  to  excoriate  those  gen¬ 
tlemen;  I  do  not  make  a  practice  of  that. 
I  do  not  say  that  they  have  done  any¬ 
thing  illegal.  I  do  say  that  the  laws  have 
been  so  rigged  as  to  benefit  them  enor¬ 
mously,  and  that  virtually  all  of  those 
gentlemen — with  some  honorable  excep¬ 
tions — are  opposing  any  change  in  the 
law  which  would  take  from  them  some  of 
the  unjust  benefits  which  they  are  now 
receiving. 

MILLIONS  IN  INCOME - NO  TAXES  PAID 

On  December  12,  I  had  printed  in  the 
Record  six  examples  of  individual  oil  op¬ 
erators,  who,  because  of  special  allow¬ 
ances  allowed,  paid  little  or  no  taxes  in 
1960.  One  of  these  individuals  had  an 
economic  income  of  $26,400,000  in  1960, 
and  paid  no  Federal  income  taxes  at 
all.  I  do  not  say  the  depletion  allow¬ 
ance  was  the  sole  cause  of  this.  The  in¬ 
tangible  drilling  and  developmental 
costs,  and  capital  gains  all  played  their 
part. 

Table  I. — Examples  of  high  income  oil 


Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  Not  at  this  time.  I 
had  to  decline  to  yield  to  my  friend,  the 
Senator  from  Tennessee  [Mr.  Gore].  I 
would  like  to  complete  my  speech.  Then 
I  shall  be  very  glad  to  yield  to  the  Sena¬ 
tor  from  New  Mexico. 

Another  had  an  income  of  $2,300,000, 
and  paid  no  income  taxes  at  all;  another 
had  an  income  of  $1,200,000  and  paid  no 
income  taxes  at  all.  Another  had  an  in¬ 
come  of  little  over  $1  million,  but  paid 
only  5.9  percent  of  his  income,  or  $60,000 
in  Federal  income  taxes.  Another  had 
an  economic  income  of  $2.1  million  and 
paid  $167,000,  or  7.9  percent  in  Federal 
income  taxes. 

Still  another  had  $1.7  million  in  in¬ 
come,  but  paid  only  $162,000,  or  8.4  per¬ 
cent,  in  Federal  income  taxes. 

I  ask  unanimous  consent  that  a  table 
showing  these  facts  and  the  detailed  ex¬ 
amples  be  printed  at  this  point  in  the 
Record,  and  that  specific  examples  for 
each  of  the  six  be  also  printed  in  the 
Record. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

operators  with  low  effective  tax  rates  {I960) 


Taxpayer 

* 

(1) 

Total 

economic 

income 

(2) 

Reported 

economic 

income 

(3) 

Adjusted 

gross 

income 

(4) 

Net 

taxable 

income 

i 

(5) 

Federal 

income 

tax 

(6) 

Federal  in¬ 
come  tax  as 
percentage 
of  total 
reported 
economic  in¬ 
come  (col.  2) 

A . . . 

$4,  642, 447 

$2,110,060 

$405, 376 

$317,284 

$166,  768 

7.9 

B__ . . . _ 

4,  020, 349 

2, 271,  723 

(723, 916) 

(725, 252) 

0 

0 

C . . . 

2,  201,278 

1,707,839 

454, 404 

240, 016 

142, 808 

8.  4 

D . . . . 

28,  716,  932 

26,  440, 776 

i  (556,  626) 

2  (846, 330) 

0 

0 

E . . . - . 

1,522,  478 

1,179,248 

1  330,  645 

2  (184, 992) 

0 

0 

F . . . . . . 

1,  307, 962 

1,  029,  540 

135, 633 

2  131,945 

61, 240 

5.9 

1  After  carryover  of  net  loss. 

2  Before  personal  exemptions. 


Example  of  actual  high  income  oil  operator 
(individual  A)  with  low  effective  tax  rate, 


1960 

Total  reported  economic  income : 

Salary _  $45,  000 

Dividends _  $1,  028,163 

Interest  (taxable) _  $5,904 

Capital  gains  (100  percent) -  $717,  166 

Oil  and  gas  production  (before 

special  deductions)1 -  $2,  336,  729 

Oil  and  gas  manufacturing, 

distribution,  and  royalties.-  $399,  495 
Farm  income _  $9.  990 


Total  income  before  ex¬ 
ploration  and  develop¬ 
ment  and  nonallocated 
overhead  expenses _ $4,  542,  447 


Footnotes  at  end  of  table. 


Example  of  actual  high  income  oil  operator 
( individual  A)  with  low  effective  tax  rate, 
1 960 — Continued 
Less: 

Oil  and  gas  exploration  and 
development  expendi¬ 
tures  2 -  $2,  072,  069 

Overhead  expenses  not  allo¬ 
cated  3 _  $360,  318 


Total  reported  economic  in¬ 
come — Continued : 

Total  exploration  and  de¬ 
velopment  and  nonallo¬ 
cated  overhead - $2,  432,  387 


Total  reported  economic 
income _ $2,110,060 

Footnotes  at  end  of  table. 
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Example  of  actual  high  income  oil  operator 
(individual  .4)  with  low  effective  tax  rate, 


1 960 — Continued 

Components  of  taxable  income 
for  Federal  tax  purposes : 

Salary _  $45,  000 

Dividends  less  exclusion -  $1,  028,063 

Interest  (taxable) _  $5,904 

Capital  gains  (50  percent) _  $358,  583 

Oil  and  gas  production: 

Net  before  special  deductions - $2,  336,  729 

Less  special  deductions : 

Excess  percentage  deple¬ 
tion4 _  $881,297 

Intangible  drilling  expenses —  $464,  704 


Taxable  income  from  oil  and 

gas  production _  $990,  728 


[P.  2099] 

Oil  and  gas  manufacturing,  dis¬ 


tribution  and  royalties _  $399,  495 

Farm  income _  $9.  990 


Total  adjusted  gross  in¬ 
come  before  explora¬ 
tion  and  development 
and  nonallocated  over¬ 


head  expenses _ $2,  837,  763 

Less  total  exploration  and  devel¬ 
opment  and  nonallocated  over¬ 
head 3 _ $2,432,387 


Adjusted  gross  income _  $405,  376 


Less  deductions  from  adjusted 


gross  income: 

Contributions _ 

Interest _ _ 

Taxes _  $2, 157 

Medical _ _  $85,  483 

Other _  $452 


Total  deductions _  $88,  092 


Net  taxable  income _  $317,  284 

Federal  income  tax: 

Computed  tax  before  divi¬ 
dends  credit _  $179,  291 

Less  dividends  received 
credit - ___ -  $12,  523 


Net  Federal  taxes _  $166,  768 


Net  tax  as  percent  of  total  re¬ 
ported  economic  income 
(percent) _  7.9 


1  Excess  percentage  depletion  (footnote  4) 
and  intangible  drilling  expenses. 

2  Including  $1,221,925  in  dryhole  expenses, 
$520,508  in  canceled  and  surrendered  leases. 

3  Interest  expenses  of  $382,766  is  included 
in  total  overhead  expenses  of  $617,797.  Some 
$257,479  of  total  overhead  was  allocated  to 
oil  and  gas  production.  The  remaining 
$360,318  was  not  allocated  by  income  cate¬ 
gory. 

4  Excess  of  percentage  depletion  over  ad¬ 
justed  basis  depletion. 


Example  of  actual  high  income  oil  operator 
(individual  D)  with  low  effective  tax  rate, 


1960 

Total  reported  economic  income: 

Salary -  $18, 150 

Dividends _ _ _  64,398 

Interest  (taxable) _  852,639 

Capital  gains  (100  per¬ 
cent)1 -  26.203,307 

Oil  and  gas  production  (be¬ 
fore  special  deductions)2 _  1,534,082 

Oil  and  gas  royalties,  drill¬ 
ing  contracts,  partnerships 

and  miscellaneous 3 4 _  320,  724 

Farm  income  (loss) _  (276,368) 


Total  income  before  ex¬ 
ploration  and  develop¬ 
ment  and  nonallocated 
overhead  expenses.  _  28,716,  932 


Less: 

Oil  and  gas  exploration  and 


development  expenditures.  1,  546, 463 
Overhead  expenses  not  al¬ 
located  4 - _ -  729,  693 


Total  exploration  and 
development  and  non¬ 
allocated  overhead; _  2,  276,  156 


Total  reported  economic 

income -  26,  440,  776 


Components  of  taxable  income 
for  Federal  tax  purposes: 

Salary _  $18,  150 

Dividends  less  exclusion _  64,  298 

Interest  (taxable) _  852,639 

Capital  gains  (50  percent)1 _  5,436,224 


Oil  and  gas  production: 

Net  before  special  deduc 

tions _ 

Less  special  deductions: 

Excess  percentage  deple 
tion  5 _ 


Intangible  drilling  ex¬ 
penses _ 

Taxable  income  (loss) 
from  oil  and  gas  pro¬ 
duction _ 

Oil  and  gas  royalties  drilling 
contracts,  partnerships,  and 

miscellaneous _ 

Farm  income  (loss) _ 


Total  adjusted  gross  in¬ 
come  before  exploration 
and  development  and 
nonallocated  overhead 

expenses _ 

Less  total  exploration  and  de¬ 
velopment  and  nonallo¬ 
cated  expenses _ 


Adjusted  gross  income 
before  carryover  of 

net  loss -  3,377,421 

Less  net  operating  loss 
carryover  from  1957  and 
1959  6 -  (3,934,047) 


Footnotes  at  end  of  table. 


1,  534,  082 
686,  642 


1, 609, 530 

(762,090) 

320, 724 
(276,  368) 


5,  653,  577 
2,276,  156 
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Example  of  actual  high  income  oil  operator 
( individual  D)  with  low  effective  tax  rate, 
1 960 — Continued 

Adjusted  gross  income 
after  carryover  of  net 

loss _ 

Less  total  itemized  deduc¬ 
tions _ 


Taxable  income  (loss) 
before  personal  ex¬ 
emptions _  (846, 330) 

Federal  income  tax _  0 

Net  tax  as  percent  of  total 
reported  economic  in¬ 
come _  0 

1  For  tax  purposes  an  installment  of  $10,- 
872,449  was  reported  in  1960  from  a  total 
capital  gain  realized  of  $26,203,307  (under 
section  453(b)(2)(A)).  The  gain  resulted 
from  the  sale  of  a  reserved  oil  and  gas  pro¬ 
duction  payment.  A  second  installment  of 
$5,743,200  from  this  capital  gain  was  re¬ 
ported  in  the  1961  tax  return. 

2  Excess  of  percentage  depletion  over  cost 
depletion,  and  intangible  drilling  expenses. 

3  Includes  net  income  from  royalties,  drill¬ 
ing  contracts,  drilling  tools,  and  other 
sources,  in  part  offset  by  net  losses  from 
partnerships  in  oil  development  and  manu¬ 
facturing  operations. 

4  Includes  $238,430  in  interest,  $80,675  in 
general  overhead  and  $63,965  for  employees 
group  insurance. 

'Excess  of  percentage  depletion  over  ad¬ 
justed  basis  depletion. 

8  $232,050  loss  carried  over  from  1957  and 
$3,701,997  from  1958,  primarily  from  oil  op¬ 
erations. 


Example  of  actual  high  income  oil  operator 
(individual  B)  with  low  effective  tax 


rate,  1960 

Total  reported  economic  in¬ 
come: 

Salary _ _ 

Dividends _  $1,  441 

Total  reported  economic  in¬ 
come — Continued : 

Interest  (taxable) _  $120 

Capital  gains  (100  percent) _  1,642 

Oil  and  gas  production  (before 

special  deductions)  l _ * _  4,061,682 

Oil  and  gas  distribution,  royal¬ 
ties,  and  other  income _  (44,  536) 


Total  income  before  oil 
and  gas  exploration  and 
development  expendi¬ 
tures _ $4,  020,  349 

Less  oil  and  gas  exploration 
and  development  expendi¬ 
tures  3 -  $1,  748,  626 


Total  reported  economic 

income - $2,  271,  723 

Components  of  taxable  income 
for  Federal  tax  purposes  : 

Salary _ 

Dividends  less  exclusion _  $1,  341 

Interest  (taxable) _  $120 

Capital  gains  (50  percent)3— _ 


Footnotes  at  end  of  table. 


Example  of  actual  high  income  oil  operator 
( individual  B )  with  low  effective  tax 
rate,  1960 — Continued 

Oil  and  gas  production: 

Net  before  special  deduc¬ 
tions - $4,  061,  682 

Less  special  deductions : 

Excess  percentage  deple¬ 
tion 4 - $1,529,667 

Intangible  drilling  expenses.  $1,  464,  230 


Taxable  income  from  oil 

and  gas  production. _  $1,  067,  785 
Oil  and  gas  distribution,  royal¬ 
ties  and  other  income  (loss)  _  ($44,  536) 


Total  adjusted  gross  in¬ 
come  before  exploration 

and  develop,  expend _ $1,  024,  710 

Less  oil  and  gas  exploration 
and  development  expendi¬ 


tures -  $1,  748,  626 

Adjusted  gross  income _ ($723,  916) 


Less  deductions  from  adjusted 


gross  income: 

Contributions _ _ 

Interest _ _ 

Taxes _  $1,  366 

Medical _ _ 

Other _ _ 


Total  deductions _  $1,  336 


Net  taxable  income _ ($725,  252) 

Federal  income  tax _  0 


Taxes  as  percent  of  total  re¬ 
ported  economic  income _  0 


1  Excess  percentage  depletion  (footnote  4) 
and  intangible  drilling  expenses. 

2  Includes  $875,622  in  dryhole  expenses  and 
$765,620  in  canceled  and  surrendered  leases. 

3  In  1960  capital  gains  offset  by  capital 
losses  carried  forward  from  previous  years. 

4  Excess  of  percentage  depletion  over  ad¬ 
justed  basis  depletion. 


Example  of  actual  high  income  oil  operators 
(individual  C)  with  low  effective  tax  rate. 


1960 

Total  reported  economic  income : 

Salary _  $100 

Dividends _  $9,  927 

Interest  (taxable) _  $32,192 

Capital  gains  (100  percent) _  $571,950 

Oil  and  gas  production  (before 

special  deductions)  l _ $2,297,052 

Oil  and  gas  manufacturing,  dis¬ 
tribution  and  other  income 
(loss)  2 _  $27,  731 


{P.  2100 ] 

Example  of  actual  high  income  oil  operators 
(individual  C )  with  low  effective  tax  rate. 


1 960 — Continued 
Total  reported  economic  income — 

Continued 

Farm  income  (loss) -  ($637,  674) 


Total  income  before  ex¬ 
ploration  and  develop¬ 
ment  and  nonallocated 
overhead  expenses -  $2,  201,  278 


Footnotes  at  end  of  table. 


(556,626) 
289,  704 
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Example  of  actual  high,  income  oil  operators 
( individual  C)  with  low  effective  tax  rate, 
1 960 — Continued 


Less: 

Oil  and  gas  exploration  and 
development  expenditures.  $286,  527 
Overhead  expenses  nonallo- 

cated _  $206,  912 


Total  exploration  and 
development  and  non- 
all  ocated  overhead -  $493,  439 


Total  reported  economic 

income - $1,  707,  839 

Components  of  taxable  income 
for  Federal  tax  purposes : 

Salary -  $100 

Dividends  less  exclusion -  $9,  877 

Interest  (taxable) _  $32,192 

Capital  gains  (50  percent) -  $285,975 

Oil  and  gas  production: 

Net  before  special  deduc¬ 
tions _ $2,  197,  052 

Less  special  deductions: 

Excess  percentage  deple¬ 
tion 3 _  $861,400 

Intangible  drilling  ex¬ 
penses _  $106, 010 

Taxable  income  from  oil 

and  gas  production - $1,  229,  962 

Oil  and  gas  manufacturing, 
distribution  and  other  in¬ 
come  (loss) _  $27,  731 

Farm  income  (loss) -  ($637,674) 


Total  adjusted  gross  in¬ 
come  before  exploration 
and  development  and 
nonallocated  overhead 

expenses _  $947,  843 

Less  total  exploration  and  de¬ 
velopment  and  nonallocated 

overhead _  $493,  439 

Adjusted  gross  income _  $454,  404 


Less  deductions  from  adjusted 
gross  income : 

Contributions _  $38,  940 

Interest _  $49,  435 

Taxes _  $63,365 

Medical _ _ 

Other _  $62,  648 


Total  deductions _  $214,  388 


Net  taxable  income _  $240,  016 


Federal  income  tax : 

Computed  tax  before  divi¬ 
dends  credit _  $143,  203 

Less  dividends  received  credit-  $395 


Net  Federal  taxes _  $142,  808 

Net  tax  as  percent  of  total  re¬ 
ported  economic  income  (per¬ 
cent)  _  8. 4 


1  Excess  percentage  depletion  (footnote  3) 
and  intangible  drilling  expenses. 

2  Includes  losses  on  various  business  ven¬ 
tures,  offset  by  net  income  from  others. 

3  Excess  of  percentage  over  adjusted  basis 
depletion. 

Footnotes  at  end  of  table. 


Example  of  actual  high  income  oil  operator 
( individual  E)  with  low  effective  tax  rate, 
1960 

Total  reported  economic  income: 

Salary _ 

Dividends _ 

Interest  (taxable) _ 

Capital  gains  (100  percent)  1 _ 

Oil  and  gas  production  (be¬ 
fore  special  deductions)  2__ 

Oil  and  gas  royalties  and  mis¬ 
cellaneous  income _ 

Farm  income  (loss) _ 


Total  income  before  ex¬ 
ploration  and  develop¬ 
ment  and  nonallocated 
overhead  expenses _ $1,522,478 

Less: 

Oil  and  gas  exploration  and 
development  expendi¬ 
tures  3 _  $222,  671 

Overhead  expenses  not  allo¬ 
cated  4 _  $120, 559 

Total  exploration  and  de¬ 
velopment  and  nonallo¬ 
cated  overhead _  $343,  280 


Total  reported  economic 

income _ ! _ $1,179,248 

Components  of  taxable  income 
for  Pederal  tax  purposes : 

Salary _ 1 _  $250 

Dividends  less  exclusion _  $73,  076 

Interest  (taxable) _  $320,731 

Capital  gains  (50  percent) _  $66,164 


Oil  and  gas  production  : 

Net  before  special  deduc¬ 
tions _  $440, 918 

Less  special  deductions: 

Excess  percentage  deple¬ 
tion6 -  $217,513 

Intangible  drilling  ex¬ 
penses _  $59, 339 

Taxable  income  from 
oil  and  gas  produc¬ 
tion -  $164, 066 

Oil  and  gas  royalties  and  mis¬ 
cellaneous  income _  $83,  499 

Farm  income  (loss) _  ($6,353) 


Total  adjusted  gross  in¬ 
come  before  exploration 
and  development  and 
nonallocated  overhead 


expenses -  $701,433 

Less  total  exploration  and  de¬ 
velopment  and  nonallocat¬ 
ed  overhead  expenses _  $343,  230 


Adjusted  gross  income 

before  net  operating 

loss  carryover _ 

Less  net  operating  loss  carry¬ 
over  from  1958 _ 

Adjusted  gross  income 

after  carryover  of  net 


loss _  $330, 645 


Footnote©  at  end  of  table. 


$250 
$73, 176 
$320, 731 
$610, 257 

$440, 918 

$83, 499 
($6, 353) 


$358, 203 
($27, 558) 
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Example  of  actual  high  income  oil  operator 
( individual  E)  with  low  effective  tax  rate, 
1 960 — Continued 


Less  deductions  from  adjusted 
gross  income: 

Contributions  6 -  $511,419 

Interest _  $ - 

Taxes _  $2,  950 

Medical _  $1,  123 

Other _  $135 

Total  deductions _  $516,  637 


Net  taxable  income  (be¬ 
fore  exemptions) _ ($184,992) 

Federal  income  tax _  0 

Net  tax  as  percent  of  total  re¬ 
ported  economic  income 
(percent) _  0 


1  Includes  $125,469  from  sale  of  oil  and 
gas  leases  and  $477,929  excess  of  market  value 
over  book  value  of  gift  (unimproved  land 
in  a  major  city)  to  a  foundation. 

-Excess  percentage  depletion  (footnote  5) 
and  intangible  drilling  expenses. 

Includes  $145,867  for  drilling  expendi¬ 
tures  on  nonproducing  leases  and  $41,202 
for  leases  expired  and  surrendered. 

4  Includes  $82,700  for  general  and  admin¬ 
istrative  expensse. 

Excess  of  percentage  depletion  over  ad¬ 
justed  basic  depletion. 

0  Includes  contribution  to  foundation  re¬ 
ferred  to  in  footnote  1. 

Example  of  actual  high  income  oil  opera¬ 
tor  (individual  F)  with  low  effective  tax 


rate,  1960 

Total  reported  economic  income: 

Salary _ _ 

Dividends _  $191,933 

Interest  (taxable) _  $1,157 

Capital  gains  (100  percent) _  $120,089 

Oil  and  gas  production  (be¬ 
fore  special  deductions)1 _  $767,488 

Oil  and  gas  royalties,  partner¬ 
ship,  trust,  and  miscellane¬ 
ous  2 _  $227,  295 


Total  income  before  ex¬ 
ploration  and  develop¬ 
ment  and  nonallocated 
overhead  expenses _ $1,307,962 


Less: 

.  Oil  and  gas  exploration  and 
development  expendi¬ 
tures 3 _  3 $175,  665 

Overhead  expenses  not  allo¬ 
cated _  $102, 767 


Total  exploration  and 
development  and 

nonallocated  over¬ 
head _ _ _  $278, 422 


Total  reported  eco¬ 
nomic  income _ *  $1,  029,  540 

Footnotes  at  end  of  table. 


Example  of  actual  high  income  oil  opera¬ 
tor  ( individual  F)  urith  low  effective  tax 
rate,  1960 — Continued 

Components  of  taxable  income 


for  Federal  tax  purposes : 

Salary _ _ _ _ 

Dividents  less  exclusion _  $191,833 

Interest  (taxable) _  $1,  157 

Capital  gains  (50  percent)  4__  $60,  940 

Oil  and  gas  production : 

Net  before  special  deduc¬ 
tions _  $767, 488 

Less  special  deductions: 

Excess  percentage  deple¬ 
tion  6 _  $297, 703 

Intangible  drilling  expenses.  $536,  955 


Taxable  income  (loss)  from 

oil  and  gas  production _  ($67,  170) 

Oil  and  gas  royalties,  partner¬ 
ship,  trust  and  miscella¬ 
neous _  $227, 295 


Overhead _  $278,  422 

Total  adjusted  gross  in¬ 
come  before  exploration 
and  development  and 
nonallocated  overhead $414,  055 


[P.  2101  ] 

Components  of  taxable  income 


for  Federal  tax  purposes — Con. 

Less  total  exploration  and  de¬ 
velopment  and  nonallocated 
adjusted  gross  income _  $135,  633 


Less  deductions  from  adjusted 
gross  income: 

Contributions _  $1,151 

Interest -  $L471 

Taxes - $1,066 

Medical _  o 

Other _  o 


Total  deductions _  $3,  688 


Net  taxable  income  (be¬ 
fore  exemption) _  $131,945 


Federal  income  tax: 

Computed  tax  before  divi¬ 
dends  received  and  foreign 

tax  credit _  $66,  628 

Less  dividends  received  and 

foreign  tax  credits _  $5,388 


Net  Federal  taxes _  $61,  240 

Net  tax  as  percent  of  total 
reported  economic  in¬ 
come  (percent) -  5.9 


1  Excess  percentage  depletion  (footnote  4) 
and  intangible  drilling  expenses. 

5  Includes  $166,804  from  a  family  partner¬ 
ship  and  $56,619  from  rents  and  royalties. 

3  Includes  $152,368  for  leases  canceled  and 
expired. 

*  Includes  a  small  amount  of  short-term 
capital  gains  at  100  percent. 

0  Excess  of  percentage  depletion  over  ad¬ 
justed  basis  depletion. 
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Mr.  DOUGLAS.  Mr.  President,  in  ad¬ 
dition  to  this,  Fortune  magazine  for  April 
1963,  estimated  that  the  depletion  allow¬ 
ance  was  taken  by  30  of  the  largest  oil 
and  gas  companies  in  this  country.  The 
first  10  companies  received  a  total  of 
$1,440  million  in  depletion  allowances. 
If  we  add  the  next  5,  for  a  total  of  15,  we 
get  a  grand  total  of  $1,680  million  which 


was  written  off  and  freed  from  taxation. 

I  ask  unanimous  consent  that  a  table, 
reprinted  from  the  Fortune  magazine 
article,  showing  the  estimated  depletion 
allowances  for  the  30  largest  companies, 
be  printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Depletion:  What's  at  stake  for  30  companies 


Estimated  production 
revenues 

Estimated  depletion 
allowance 

Total 

(millions) 

As  propor¬ 
tion  of  net 
sales 

Total 

(millions) 

Per  common 
share 

Standard  Oil  (New  Jersey)  _ _ _ 

$1,511 

862 

Percent 

18 

$399 

$1.  84 

Gulf  Oil  ...I-.  _ I. . - . . 

31 

228 

2. 18 

Texaco  _  _ _ 

817 

27 

216 

1.74 

Standard  Oil  of  California  _ 

492 

24 

130 

2.05 

Shell  Oil  . . . 

430 

23 

114 

1.88 

Standard  Oil  (Indiana) _ 

415 

20 

110 

3.06 

Socony  Mobil  Oil  _ 

415 

13 

111) 

2.  25 

Phillips  Petroleum  _  _ 

250 

20 

'U 

1.92 

Cities  Service  _ 

225 

23 

59 

5.  48 

Continental  Oil  _ 

200 

25 

63 

2.47 

Sinclair  Oil  _ 

196 

16 

62 

3.32 

Atlantic  Refining  _ 

185 

33 

49 

5.37 

Sun  Oil  _  _ 

180 

23 

47 

3. 43 

Superior  Oil  _ _ _ 

144 

99 

38 

89. 89 

Marathon  Oil _ 

128 

36 

34 

2.37 

Tidewater  Oil _ _ 

123 

20 

33 

2.38 

Union  Oil  of  California _ 

122 

27 

32 

3. 61 

Sunray  DX  Oil _ 

103 

22 

27 

1.51 

Amerada  Petroleum . . . . . 

100 

97 

26 

4. 17 

Richfield  Oil _ _ 

97 

34 

24 

2.96 

Pure  Oil . . 

96 

17 

25 

2. 55 

Skclly  Oil . . _ . . . 

86 

35 

23 

3. 93 

Signal  Oil  &  Gas. . 

53 

18 

14 

1.38 

Standard  Oil  (Ohio)  . . . . . 

39 

9 

10 

2.09 

Kerr-McGce  Oil  Industries . . 

19 

11 

5 

.80 

Ashland  Oil  <fc  Refining . . . . . _ . . 

17 

6 

4 

.66 

Murphy . . . 

16 

15 

4 

1.08 

Delhi-Taylor  Oil . . . . . 

11 

10 

3 

.43 

American  Petrofina . . 

11 

14 

3 

.40 

Clark  Oil  &  Refining . - 

(') 

i 

1  Negligible. 

INDIVIDUAL  COMPANIES 

Mr.  DOUGLAS.  Mr.  President,  in  ad¬ 
dition,  over  the  years,  I  have  been  col¬ 
lecting  some  facts  and  figures  on  taxes 
paid  in  general  by  producing  companies, 
as  opposed  to  those  which  have  large 
integrated  operations.  I  have  collected 
figures  on  some  28  companies  to  show 
the  amount  they  paid  in  income  taxes 
and  the  percentages  which  those  taxes 
were  to  income  before  taxes.  Some  of 
those  figures  go  back  as  far  as  1945.  It 
will  be  seen  very  clearly  that  the  rates 
for  those  companies  are  very  much  lower 
than  the  48-  to  52-percent  corporate  tax 
which  has  been  in  effect  since  that  time. 


These  figures  are  available  to  the  public 
in  Moody’s  Manual  and  other  sources; 
but  I  have  preferred  to  call  them  com¬ 
pany  A,  company  B,  company  C,  and  so 
forth,  because  I  am  not  interested  in 
pillorying  any  company,  but  merely  il¬ 
lustrating  the  point. 

I  ask  unanimous  consent  to  have 
printed  at  this  point  in  the  Record  tables 
showing  the  28  companies  and  the  taxes 
they  paid  and  the  percentage  of  the  in¬ 
come  taxes  paid  to  income  before  taxes. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 
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Income  taxes  paid  by  28  oil  and  gas 
companies 

COMPANY  A 


[Data  through  1962,  if  available] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income. 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962.... 

$34,804,282 

$1,294,000 

$33, 510,282 

3. 72 

1961.... 

28,824,114 

250, 000 

28,574,114 

.87 

I960.... 

27,768,929 

200,000 

27, 568,929 

.72 

1959.... 

24, 122, 835 

100,000 

24,022, 835 

.41 

1958.... 

23,  270, 135 

785,000 

22,  485, 135 

3. 37 

1957.... 

35, 208, 979 

5, 260,000 

29, 948, 979 

14.94 

1956.... 

29,523,395 

3,024,000 

26, 499, 395 

10.  24 

1955.... 

28,143,673 

2, 780, 000 

25,363,673 

9.88 

1954.... 

21,029,684 

1,252,000 

19, 777, 648 

5. 95 

1953.... 

18, 81,2, 590 

367,000 

18,  445, 590 

1.95 

1952.... 

16,  550, 361 

654,000 

15,896,361 

3.95 

1951.... 

17,369, 652 

1,073,000 

16, 296,652 

6. 17 

1950.... 

18, 467,607 

3,068,000 

15, 399,607 

16, 61 

1949.... 

14, 759, 193 

375,000 

14, 384, 193 

2.54 

1948.... 

27, 367, 252 

4, 725, 000 

22, 642, 252 

17.  27 

1947.... 

17,749,626 

2,830,000 

14,919,626 

15.94 

1946.... 

10, 130,975 

1,275,000 

8,855,975 

12, 59 

1945.... 

5,611,770 

215,000 

6, 396, 770 

3.83 

Note. — “Income  taxes’’  also  include  State  and/or 
foreign  taxes. 


COMPANY  B 
[Liquidated  Apr.  1, 1961] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

I960.... 

(') 

(0 

(0 

0) 

1959.... 

$7,  799,  592 

$915,000 

$6, 884, 592 

11.73 

1958.... 

4,371,094 

525,000 

3, 846,094 

12.01 

1957.... 

6, 392, 505 

150,000 

5,242,505 

2.78 

1956.... 

6, 975, 283 

1,095,000 

5,880,382 

15.70 

1955.... 

5,975,382 

485,000 

4,965,220 

9.90 

1954.... 

3,291,733 

38,172 

3,253,561 

1.16 

1953.... 

5, 594,074 

1,552,500 

4, 441,574 

27.  75 

1952.... 

4,436,030 

669,500 

3, 766, 630 

15. 09 

1951.... 

5, 561, 770 

714,880 

4,846,890 

12.  85 

1950.... 

5, 709, 537 

1,023,900 

4, 685, 637 

17.93 

1949.... 

3, 259, 928 

163,040 

3,096,888 

5.00 

1948.... 

6,295,858 

898,900 

5,396, 958 

14.28 

1947.... 

4,011,073 

1,023, 126 

2,987,947 

25.  51 

1946.... 

2,089,932 

417,000 

1,672,932 

19.95 

1945.... 

2,321,605 

205,908 

2, 115, 697 

8. 87 

i  Not  available. 

Note. — “Income  taxes’’  may  also  include  State  and/or 
foreign  taxes. 


Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 

COMPANY  C 


[Acquired  by  company  B-Z,  Dec.  22, 1961] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

I960.... 

$5, 548,693 

$658,022 

$4,890,671 

11.86 

1959.... 

4,378, 649 

1,061 

4, 377, 588 

,02 

1958.... 

5, 402, 894  • 

481,413 

4,921,481 

8.91 

1957.... 

5,  561,652 

640, 635 

4,921,017 

11.52 

1956.... 

4, 770, 495 

261,837 

4, 508, 658 

5. 49 

1955.... 

4,826, 687 

417,388 

4, 409, 299 

8.65 

1954.... 

4, 625, 759 

336,889 

4, 288, 870 

7.28 

1953... . 

4,391,404 

179, 114 

4,212,290 

4.08 

1952... . 

3, 588, 107 

91,660 

3, 496, 447 

2. 55 

1951.... 

3, 934, 107 

399, 397 

3, 534, 710 

10.16 

,  1950.... 

3, 696, 584 

847,072 

2, 849, 412 

22.91 

1949.... 

3,373, 448 

679, 553 

2, 693, 895 

20. 14 

1948... . 

4,542,842 

982,540 

3, 660, 302 

21.63 

1  1947.... 

2, 284, 109 

529, 781 

1,754,328 

23.  19 

!  1946.... 

161,816 

212 

161,604 

.13 

1945.... 

33, 895 

256 

33,639 

.76 

Note. — “Income  taxes’’  may  also  include  State  and/or 
foreign  taxes. 


[P.  2102 ] 

COMPANY  D 


[Sold  and  liquidated] 


Year 

Net  income 
(loss)  before 
Income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in- 
cOtne 
before 
taxes 

I960.... 

($623, 758) 

0 

($623, 758) 

1959.... 

(35, 226) 

•  >  ($20,347) 

(14,879) 

1958.... 

156, 130 

0 

156, 130 

0 

1957.... 

271, 615 

5,000 

266, 515 

1.84 

1956.... 

472,656 

35,000 

437,556 

7.41 

1955.... 

1954 

649,093 
309,405 
303, 453 

15,000 

634,093 
309,405 
292, 121 

2.73 

1953.... 

11,332 

3.73 

1952.... 

169,084 

25,686 

133,398 

16. 15 

1951.... 

415,948 

8,234 

407, 714 

1.98 

1950.... 

277, 614 

1,500 

276,014 

.54 

1949.... 

177, 187 

1,000 

176, 187 

.56 

1948.... 

628, 061 

35,000 

491, 061 

6.65 

1947.... 

399,643 

62,000 

347,643 

13. 01 

1946 _ 

139,923 

1,000 

138,923 

.71 

1945.... 

140, 101 

1,500 

138, 601 

1.07 

i  Credit. 


Note. — “Income  taxes”  may  also  include  State  and/or 
foreign  taxes. 
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Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 


COMPANY  E 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962— 

$12, 040, 753 

$2, 350, 000 

$9, 690, 753 

19.52 

1961.... 

11,794,460 

2, 500,000 

9, 294. 460 

21.20 

I960.... 

11,156, 510 

2,000,000 

9,156, 510 

17.93 

1959.... 

9, 497, 890 

950, 000 

8, 647,890 

10.00 

1958.... 

8. 108, 706 

800,000 

7, 308, 706 

9.87 

1957.... 

11,303, 747 

1,600, 000 

9,703,747 

14.15 

1966.... 

11,379,241 

1,900,000 

9,479,241 

16.69 

1955.. .. 

1954.. .. 

8,509,136 
5, 320, 750 
8,420,968 

1, 500,000 

7,009, 136 
6,320,750 
6, 372,968 

17.63 

1953.... 

1,048,000 

16.32 

1952.... 

5,601,723 

1,400,000 

4,201,723 

24.50 

1951.... 

6,866,052 

2,000,000 

3, 866,052 

34.09 

I960.... 

4,951, 476 

1, 500,000 

3,451,476 

30.29 

1949.... 

4,928, 459 

1, 020,000 

3, 908, 459 

20.70 

1948.... 

6,  766,543 

960, 000 

4,806,643 

16.65 

1947.... 

3,650,374 

600,000 

3,050, 374 

16.44 

1946.... 

3,248,813 

200,000 

3,048,813 

6. 16 

Note 

—“Income  taxes”  include  Federal  taxes  only. 

COMPANY  r 


Year 

Net  income 
(loss)  before 
income 
taxes 

Incomo 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962.... 

$69, 483, 631 

$407,000 

$69, 076, 631 

0.59 

1961.... 

67,  544, 8.53 

3, 018,000 

64,  526, 853 

4.47 

I960.... 

70, 832,  501 

9, 600.  000 

61, 232,  501 

13.55 

1959.... 

78, 177,  650  ■ 

17, 905,  600 

60, 272, 050 

22.90 

1958.... 

54,  865, 371 

7, 400, 000 

47,465,371 

13.49 

1957.... 

61.273, 749 

4,  550, 000 

46,  723,  749 

8.  87 

1956.... 

67,  517, 000 

15,700,000 

51,  817, 000 

23.25 

1955.... 

56,  259, 000 

9.900,000 

46, 359, 000 

17.60 

1954.... 

50,  383,  000 

8,  700,000 

41, 683, 000 

17. 27 

1953.... 

55,  775, 000 

14,  900, 000 

40, 875, 000 

26. 71 

1952.... 

52,488,000 

14,400,000 

38,088,000 

27.43 

1951.... 

58,593,000 

17, 300, 000 

41, 293, 000 

29.53 

1950.... 

67,407,000 

15,000,000 

42, 407,000 

26. 13 

1949.... 

46,487,000 

10, 390, 000 

36,097,000 

22.35 

1948.... 

74, 080, 000 

19. 863, 000 

54.217,000 

26.  81 

1947.... 

40,655,000 

9, 298, 000 

31,357,000 

22. 87 

1946 _ 

22,599,000 

3,585,000 

19,014,000 

15. 86 

1945.... 

16,371,700 

1,228,000 

15,143,000 

7.50 

Note.— “Income  taxes”  include  Federal  taxes  only. 


Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 


COMPANY  G 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962.... 

$1, 134,  525 

$313, 524 

$821,001 

27.63 

1961.... 

1, 408, 071 

624, 112 

783, 959 

44.32 

I960—. 

859,  517 

85,000 

774,  517 

9.89 

1959—. 

865,  330 

105, 000 

760, 330 

12. 13 

1958—. 

804,  716 

50,000 

754, 716 

6.21 

1957.... 

1, 167,  546 

115,000 

1, 052,  546 

9.85 

1956 

560  753 

560.  753 

1955 

832  765 

832, 765 

1954 

785  624 

785, 624 

1953 

730  699 

730,699 

1952—. 

968,’ 287 

69,022 

899, 265 

7. 13 

1951.... 

935, 134 

137, 220 

797,  914 

14.67 

1950—. 

892,  552 

147, 275 

745, 277 

16.50 

1949— 

969,  991 

204,860 

765, 131 

12. 12 

1948—. 

872,719 

150,  367 

722, 352 

17.23 

1947—. 

654,922 

160,  452 

494,  470 

24.  45 

1946—. 

471,923 

135,  664 

336,  259 

28.  75 

1945— 

461,  448 

180,808 

280, 640 

39. 18 

Note.— “Income  taxes”  may  also  include  State  and / 
or  foreign  taxes. 


COMPANY  H 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962—. 

$1, 902, 482 

0 

$1, 902, 482 

0 

1961  —  . 

1,  784,  566 

>  ($120,000) 

1, 904,566 

I960.... 

2, 021,  545 

55,000 

1, 966,  545 

2.72 

1959—. 

2, 022. 351 

30,000 

1. 992, 351 

1.48 

1958—. 

1,  760,  794 

0 

1,  760,  794 

0 

1957— 

2. 176, 226 

160.000 

2, 016,  226 

7.35 

1956— 

2,  647,058 

93,000 

2,  554,  058 

3.51 

1955— 

1,  994, 072 

86,000 

1,  908, 072 

4.31 

1954.... 

2,  276,415 

238, 329 

2, 038. 086 

10.  47 

1953.... 

1,  899.  343 

156, 039 

1,  743, 304 

8.22 

1952— 

1, 998,  758 

370, 291 

1,  628,  467 

18.53 

1951.... 

1,992,234 

411,166 

1,581,068 

20.64 

1950—. 

1, 270, 271 

72,843 

1, 197,  428 

5. 73 

>  Credit. 

Note.— “Income  taxes”  include  Federal  taxes  only. 
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Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 


COMPANY  i 


Year 

Net  Income 
(loss)  before 
Income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1962.... 

$6, 633,096 

$107, 906 

$6, 525, 190 

1.63 

1961.— 

4, 166, 438 

64,355 

4, 102, 083 

1.54 

I960.... 

2, 260, 728 

65,000 

2, 195,  728 

2.88 

1959.... 

6,  696,047 

40,000 

6,  656,  047 

,60 

1958  i.. 

7,  076, 455 

2  (23, 352) 

7, 099, 807 

1957.... 

9, 079, 022 

2  (5, 860) 

9, 084, 882 

1956.... 

8,  886, 172 

151,000 

8, 735, 172 

1.69 

1955.... 

8, 106,  746 

429, 075 

7,  677,  671 

5.29 

1954.... 

6,  769, 145 

196, 335 

6,  572,  810 

2.90 

1953.... 

5,414,053 

26, 156 

6, 387,  897 

.48 

1952.... 

5, 067, 243 

410,  539 

4,  656,  704 

8.10 

1951.... 

4,  477,  673 

404 

4, 477,  269 

.01 

1950.... 

3,  456, 001 

202,087 

3,253, 914 

6.85 

1949.... 

2, 949,  585 

72,  628 

2, 876, 957 

2.46 

1948.... 

2,  774, 079 

201, 176 

2,  572,  903 

7.25 

1947.... 

3, 172,001 

504,  487 

2, 667,  514 

15.90 

1946.... 

755,  220 

258, 488 

496,  732 

34.23 

1945.... 

102, 860 

65, 966 

368,  946 

64. 13 

1 12  months  ended  June  30. 

2  Credit. 

Note— In  total  analysis  1956  equals  1957  on  this  com¬ 
pany,  etc.  “Income  taxes’’  may  also  include  State 
and/or  Federal  taxes. 


COMPANY  J 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962.... 

$2,  556, 000 

0 

$2,  556, 000 

0 

1961.... 

3,176,000 

$25,000 

3,151,000 

.79 

I960.... 

1,816,000 

>  (400,000) 

2, 216, 000 

1959.... 

3,517,000 

150,000 

3, 367, 000 

4.26 

1958.... 

2,  950,  700 

90,000 

2, 860,  700 

3. 05 

1957.... 

3, 154,  900 

20,000 

3, 134, 900 

.63 

1956.... 

3, 168,  549 

75,000 

3, 093,  549 

2.  37 

1955.... 

3,  656,  274 

150,000 

3,  506,  274 

4. 10 

1954.... 

3,  570, 162 

360,000 

3,  210, 162 

10.08 

1953.... 

3, 363,  964 

500,000 

2, 863,  964 

14.86 

1952.... 

2,  561, 162 

267,  461 

2,  293,  701 

10.44 

1951.... 

3,  971, 370 

965,  230 

3, 006, 140 

24.30 

1950.... 

2,  302,  729 

519,  263 

1,  783,  466 

22.55 

1949.... 

1,  551,  586 

104,000 

1,  447,  586 

6.70 

1948.... 

1,  344, 021 

150,000 

1, 194, 021 

11.16 

1947.... 

1,  230,  364 

50,000 

730, 364 

4.06 

1946 

409  171 

409,  171 

1945 

328, 260 

328,260 

*  Credit. 

Note. — “Income  taxes”  may  also  include  State  and/or 
Federal  taxes. 


COMPANY  K 


[Assets  sold  in  October  1961] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

I960.... 

$12, 062,  758 

$1, 700, 000 

$10, 362, 758 

14.09 

1959.... 

14,  594, 387 

1,700,000 

12, 894, 387 

11.65 

1958— 

14, 145, 331 

2, 300,000 

11, 845,  331 

16.26 

1957.... 

17,  938,  378 

3, 400,000 

14, 538, 387 

18.95 

1956.... 

16, 316,  268 

2, 500,000 

13, 816, 268 

15.32 

1955.— 

15,  599,  264 

1,900,000 

13, 699,  264 

12. 18 

1954.... 

11,541,464 

1,  278, 154 

10,  263, 310 

10.01 

1953— 

11,762,  519 

1,  590, 080 

10, 172, 439 

13.52 

1952.... 

9,  218, 224 

1,875,000 

7,343,224 

20.34 

1951.... 

10, 327, 002 

2,  400,000 

7, 927, 002 

23.24 

1950.... 

8,  723, 484 

2, 000,000 

6,  723, 484 

22.  93 

1949.... 

8,  716,  231 

1,800,000 

6,  916,  231 

20.65 

1948.... 

17,  245,  547 

4,000,000 

13,  245,  547 

23. 19 

1947.... 

9,  301,  386 

2, 300,000 

7,001,386 

24.73 

1946.... 

5,  321,  560 

1,010,000 

4,  311,560 

18.98 

1945.... 

4, 235, 097 

257,000 

3, 978,097 

6. 07 

Note.— “Income  taxes”  include  Federal  taxes  only. 


COMPANY  L 


[Liquidated  Apr.  11,  1957] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1954.... 

$7, 762, 785 

$1, 275, 000 

$6, 487, 785 

16.42 

1953.... 

8, 494. 844 

L,  785, 000 

6, 709, 844 

21.01 

1952.... 

7, 844, 057 

1,600,000 

6,344,057 

19. 12 

1951.... 

8,  553, 640 

1,500, 000 

7,053,  640 

17.54 

1950.... 

8, 086, 702 

1, 983, 000 

6, 103, 702 

24.52 

1949.... 

7,  805, 345 

1, 900, 000 

6, 905, 345 

24.34 

1948 _ 

7, 512, 733 

1, 726, 006 

5, 786, 727 

22.  97 

1947.... 

7,667,536 

1, 575, 000 

6, 092, 536 

20.54 

1946.... 

5, 146, 094 

1, 100, 000 

4, 046, 094 

21.38 

1945.... 

3, 209, 359 

832,600 

2,377,859 

25. 91 

1944.... 

3, 519, 208 

1,068.760 

2, 450, 448 

30.37 

3331 
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Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 

COMPANY  M 


[Merged  on  Dec.  1, 1959;  the  following  data  are  for  parent 
company  and  include  company  M] 


Year 

Net  income 
(Joss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1962 _ 

$848, 903,000 

$8, 000,000 

$840,903,000 

0.94 

1961 _ 

814,083,000 

56,000,000 

758,083,000 

6.88 

1960 _ 

735,  573,000 

47, 000, 000 

688,573,000 

6.39 

1959 - 

708,778,000 

79, 000, 000 

629, 778, 000 

11.15 

1958 _ 

573, 475, 000 

11,000,000 

562, 475,000 

1.92 

1957  . 

857, 178, 000 

52, 000,000 

805, 178,000 

6.07 

1956  ... 

925, 534, 919 

117, 000,000 

808, 534, 919 

12.64 

1955 .... 

824, 309, 992 

115,000,000 

709, 309, 992 

13. 95 

1954 .... 

680, 793, 158 

96, 000,000 

584, 793, 158 

14. 10 

1953 _ 

714,825,969 

162,000,000 

552, 825, 969 

22.66 

1952  .  . 

653,981,109 

134,000,000 

519,981,109 

20.  49 

1951  ... 

695, 460, 779 

167,000,000 

528, 460, 779 

24. 01 

1950  ... 

501,223,223 

93, 000, 000 

408, 223, 223 

18.55 

1949  ... 

316, 869, 501 

48,000,000 

268, 869, 501 

15. 15 

1948... 

452, 604, 976 

87,000,000 

365, 604, 976 

19.  22 

1947  ... 

327, 626, 580 

59, 000, 000 

268, 626, 580 

18.01 

1946  ... 

201,609,931 

24, 000, 000 

177, 609, 931 

11.90 

1945  ... 

179, 156, 196 

25, 000, 000 

154, 156, 196 

13.95 

Noth.— “Income  taxes”  include  Federal  taxes  only. 


COMPANY  M 


[Before  merger] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1958.... 

$512,  543,  223 

$16,000,000 

$136,  543,  223 

10. 49 

1957.... 

192, 910, 393 

17,000,000 

175, 910, 393 

8.81 

1956.... 

212,961,000 

34, 000, 000 

178, 961, 000 

15.97 

1955.... 

215,  997, 000 

41,000,000 

174,  997, 000 

18.98 

1954.... 

174, 803, 000 

28,  600,000 

146, 303, 000 

16.30 

1953.... 

207,  757,  854 

43, 500, 000 

164,  257,  854 

20.94 

1952.... 

175,  792, 000 

30,  500, 000 

145,  292, 000 

14.68 

1951.... 

220,  981, 000 

51,500,000 

169, 481, 000 

23.30 

1950.... 

161,360,000 

32,  000, 000 

129, 360, 000 

19.83 

1949.... 

138,  480, 000 

18, 000,000 

120,  480,000 

13.00 

1948.... 

240, 069, 000 

54, 000, 000 

186, 069, 000 

22. 49 

1947.... 

153,207,000 

29, 100, 000 

124, 107,000 

18.99 

1946.... 

79, 332, 000 

7,  500, 000 

71, 832, 000 

9.45 

1945.... 

80, 395, 000 

9,  500,000 

70, 895, 000 

11.82 

Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 


COMPANY  N 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962.... 

$19,  507,  764 

$2, 473, 500 

$17, 034, 264 

12.68 

1961.... 

21, 464, 125 

4, 461, 000 

17,003, 125 

20.  78 

I960.... 

10,  600/457 

3,313,000 

7,  287,  457 

31.25 

1959.... 

6,  548,  745 

675,  415 

5, 873, 330 

10.  31 

1958.... 

5,  378,  973 

0 

5, 378,  973 

0 

1957... . 

7,  972,  558 

1,  727, 910 

6,  244,  648 

21.67 

1956... 

5,  378,  994 

699,000 

4,  679,  994 

13.00 

1955.... 

2,  502,  867 

18,000 

2,  484,  867 

.72 

1954.... 

1,603,  682 

23,  923 

1,  579,  759 

1.49 

1953— 

3,  077,  447 

4,  724 

3,  072,  723 

'  .  15 

1952.... 

2,  334,  532 

99,  844 

2,  234,  688 

4.  28 

1951.... 

1,  209,  045 

31,250 

1, 177,  795 

2.58 

1950.... 

282,  202 

49,  750 

232,  452 

17.63 

1949— 

1,  225,  576 

6,  949 

1,  218,  627 

.57 

1948— 

1,395,517 

29,  053 

1, 366,  464 

2.08 

1947.... 

359,  903 

15,000 

344,903 

4. 17 

1946.... 

1  106,  098 

200 

8  106,298 

1945.... 

1,  537,  551 

406,500 

1, 131, 051 

26.  44 

1  12  months  ended  June  30. 

2  Deficit. 


Note. — In  total  analysis,  1956=1957  on  this  company, 
etc.  “Income  taxes”  also  include  State  and  foreign  taxes. 


COMPANY  O 


[Merged  July  31,  1959] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in- 
como 
taxes 
to  in¬ 
come 
before 
taxes 

1958.... 

1957 

(») 

$1,573, 165 
1,034,094 

(') 

0) 

$1,  573, 165 
1, 034, 094 

1956— 

(2) 

1955.... 

1,006,718 

(2) 

1,006,  718 

1954— 

1,690,  567 

$42,130 

1,  648,  437 

2.49 

1953— 

1,873,226 

50,000 

1,  823, 226 

2. 67 

1952.... 

1,  502,  077 

40,000 

1,  462,  077 

2.66 

1951.... 

2,  714, 277 

30,000 

2, 684,  227 

1.11 

1950.... 

2, 692,  947 

40,000 

2, 652,  947 

1.49 

1949.... 

3, 382, 140 

42, 323 

3, 382, 140 

1.26 

1948— 

4, 236, 057 

348,900 

3, 887, 157 

8.24 

1947.... 

1,517,  480 

48,  919 

1,  468,  561 

3.22 

1946  8_. 

689,609 

10, 241 

679, 368 

1.52 

1945  8_. 

664,  526 

4, 103 

660, 423 

.62 

1954  3_. 

2,  205,  837 

42, 130 

2, 163,  707 

1.91 

1953  3__ 

2, 600,  271 

50,000 

2,  560, 271 

1.92 

1952  3._ 

2,  202,  835 

40,000 

2, 162,  835 

1.81 

1951  3__ 

2,  623, 191 

30,000 

2,  593, 191 

1.14 

1950  3_. 

3,  744,  852 

40,000 

3,  704, 852 

1.01 

1949  3_. 

4, 158, 672 

42,  322 

4, 116,  350 

1.00 

1948 

4, 353,  435 

348,900 

4,004,535 

8.01 

1  Not  available. 

8  Not  reported. 

3  Figures  for  1954-48  restated  as  result  of  revision  of 
estimates  of  recoverable  oil  and  gas  reserves. 

Note.— Company  O  felt  not  liable  for  Federal  income 
tax  in  this  period. 
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Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 


COMPANY  p 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1962 _ 

$6, 137, 672 

$470, 000 

$5, 667, 672 

7.66 

1961.... 

6,209,027 

470,000 

5, 739, 027 

7.57 

I960—. 

6,  449,  358 

610, 000 

5, 839, 358 

9.46 

1959—. 

6,  407, 498 

590, 000 

5,  817, 498 

9.21 

1958.— 

6,235,  363 

470,000 

6,  765, 363 

7.54 

1967—. 

6,611,110 

660,000 

5,  951, 110 

9.98 

1956—. 

6,277,997 

478,  000 

5, 799, 997 

7.61 

1955—. 

6,211, 916 

470,000 

5,  741,  916 

7.56 

1954—. 

6,209, 385 

470, 000 

5,  739, 385 

7. 57 

1953—. 

6,  761,  834 

515,000 

6,246,834 

7.62 

1952—. 

7, 023,  582 

540,000 

6, 483,  582 

7. 69 

1951—. 

7,  008,  444 

535,000 

6,  473,  444 

7.63 

1950— 

6, 616, 103 

415,000 

6,201,103 

6.27 

1949—. 

4,  940, 029 

270,000 

4,  670, 029 

5. 47 

1948—. 

6,  679,  055 

333,000 

5,  346,  055 

5.86 

1947.... 

2,  827,  824 

159,000 

2,  668,  824 

5.62 

1946—. 

2,  532,  718 

151,000 

2, 381,  718 

5.96 

1945.... 

2,  522,  301 

157,  075 

2, 365, 226 

6.23 

Note.— “Income  taxes’*  include  Federal  taxes  only. 


COMPANY  Q 


Year 

Net  income 

(lOSS)  t  •.  '} 

income 

taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1962—. 

$24, 216, 327 

$7, 380,000 

$16, 836,327 

30. 48 

1961—. 

19, 967, 835 

6, 037,000 

13, 939, 835 

30.22 

I960-.. 

15,026,655 

4, 205, 000 

10,821,655 

27.98 

1959-... 

14,  236,  083 

3, 575, 000 

10, 661, 083 

25.11 

1958-... 

16, 144,  274 

3, 271,000 

12,873,274 

20.26 

1957— 

19, 137,  735 

4, 500, 000 

14,637,735 

23.  51 

1956.... 

10,590,947 

2,  703, 000 

7,887,947 

25.52 

1955-... 

13,034,071 

1,852, 000 

11,182,071 

14.21 

1954-.. 

14,  484,  813 

1,967, 000 

12,  517,  813 

13.58 

1953. ... 

12, 815,  586 

1, 143, 000 

11,672,586 

8.92 

1952— 

9,  570,  934 

602, 000 

8, 968, 934- 

6.29 

1951-... 

8,  190,  680 

385,  000 

7,805, 680 

4.  70 

1950-.. 

6,  263,  638 

400, 000 

5, 863, 638 

6. 39 

1949—. 

5, 183,830 

210, 000 

4, 973, 830 

4.05 

1948-.. 

7,  713, 057 

407,  623 

7, 305, 434 

5.28 

1947.... 

3,  896,  936 

85, 000 

3,811,936 

2. 02 

1946-.. 

1, 614, 888 

65,000 

1, 549, 888 

4.02 

1945— 

997, 075 

40,000 

257, 075 

4.01 

Note.— “Income  taxes”  also  include  State  and/or  for¬ 
eign  taxes. 


Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 

COMPANY  R 


[In  process  of  liquidation] 


Year 

Net  income 
(loss)  be  fore 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1*60— . 
1959.... 
1958— 

($2,845, 711) 
1, 644,  843 
3,  620, 312 

1  ($400, 000) 

1  (540, 900) 

1  (968, 000) 

($2,445, 711) 
2, 185, 743 

4,  588, 312 

1957— 

6,  908,  969 

882,000 

6, 026, 969 

12. 77 

1956.... 

10,  595,  588 

2,  640,  000 

7, 955,  588 

24.92 

1955.... 

8,  052,  718 

1, 164,  559 

6,  888, 159 

14.  46 

1954.... 

8,396,516 

1,  636,  500 

6, 759, 061 

19. 49 

1953.... 

11,536,428 

3,  477,  350 

8,  059, 078 

30.14 

1952.... 

13,  532,  095 

3,  884,  000 

9,  648,  095 

28.  70 

1951.... 

14,  940,  795 

4,  645,  000 

10, 295,  795 

30.11 

1950.... 

10, 850, 226 

2.351,801 

8,  498,  425 

21.68 

1949.... 

6,  470,  610 

299,  023 

6, 171,  587 

4.  62 

1948—. 

8, 229, 656 

1,635,000 

6,  594,  656 

19.  87 

1947— 

4,  773,  864 

576, 444 

4, 197,  420 

12.  07 

1946— 

2,  475, 239 

370,  000 

2, 105, 239 

14.  95 

1945— 

1,983,259 

252, 500 

1,  730,  759 

10. 27 

1  Credit. 

Note.— “Income  taxes”  include  Federal  taxes  only. 


COMPANY  S 


[Assets  sold  to  major  company  and  4  other  companies  in 
December  1961.  In  liquidation] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
Income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

I960— 

$6, 379, 492 

$675,000 

$5, 704, 492 

10.58 

1959— 

4, 318,  985 

250,000 

4,068,985 

5.79 

1958  >_  . 

3, 337, 324 

2  236, 642 

3, 100, 682 

7.09 

1957  i.  . 

4,  712, 841 

330, 000 

4, 382,  841 

7.00 

1957— . 

4,  712,  841 

330,000 

4, 382,  841 

7.02 

1956.— 

4, 060,  798 

260,000 

3, 800,  798 

6. 40 

1955.... 

4,284,521 

220,000 

4,  064,  521 

5. 13 

1954.... 

5,241,179 

43,000 

5, 198, 179 

.82 

1953.... 

5,  525,  948 

583,000 

4,  942,  948 

10.55 

1952—. 

5,  618,  762 

1,  425,  000 

4, 193,  762 

25. 36 

1951— 

5,280,  578 

964,000 

4,  316,  578 

18.26 

1950—. 

2,  944, 322 

191,000 

2,  753,322 

6. 49 

1949— 

4,  736, 153 

342, 000 

4, 394, 153 

7.22 

1948—. 

4, 213, 001 

266,000 

3,  947,  001 

6.31 

1947 - 

3, 200, 034 

160,000 

3, 040, 034 

4.99 

1946— 

1,  809,  404 

30,000 

1,  779,  404 

1.66 

1 12  months  ended  June  30. 

2  Includes  credit  of  $171,642  prior  years’  tax  adjustment. 

Note.— In  total  analysis  1956=1957  for  his  company, 
etc.  “Income  taxes”  may  also  include  State  and/or 
foreign  taxes. 
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Income  taxes  paid  by  28  otl  and  gas 
companies — Continued 


COMPANY  T 


Year 

4 

Net  income 
(loss)  before 
income 
taxes 

;  Income 
taxes 
(credit) 

Net  income 
(loss)  after 
income 
taxes 

1962.... 

($571,641) 

0 

($571,641) 

1961.... 

(89,095) 

0 

(89, 095) 

I960.... 

425,933 

0 

425, 933 

1959—. 

516,400 

i  ($86,814) 

602, 214 

1958— 

1,011,165 

•  (235,320) 

1, 246, 485 

1957.... 

701,822 

0 

701,822 

1956— 

949, 659 

138,000 

811,659 

19.55— 

1,385, 335 

185,000 

1,200,335 

19.54.. .. 

542,208 

2,500 

539,708 

1953— 

408, 107 

408, 107 

1952.... 

431, 569 

431,  569 

1951— 

273, 473 

273, 473 

I960.... 

183,116 

6,000 

178,116 

1949.... 

i  6,000 

i  6,000 

Percent 

of' 

income 
taxes  to 
income 
before 
taxes 


0 


0 

14.53 
13. 35 
4.61 


2. 73 


i  Credit. 

Note. — “Income  taxes”  include  Federal  taxes  only. 


[P.  2104] 


COMPANY  XT 


[Acquired  by  major  company  in  June  1958] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1958.... 

(0 

(') 

(') 

1957.... 

$11,719, 324 

$560, 482 

$11,158,842 

4.78 

1956.... 

9,  568, 842 

200,000 

9,368, 842 

2.09 

1955  A  . 

9, 340, 810 

900,000 

8, 440, 810 

9.64 

1954.... 

7, 805,307 

335,000 

7,470, 307 

4.29 

1953.... 

7, 140, 132 

600, 000 

6,  540, 132 

8. 40 

1952.... 

7,  715,  591 

1, 000, 000 

6,  715, 591 

12.96 

1951.... 

10, 239, 600 

2, 900, 000 

7, 396, 000 

28. 32 

1950.... 

7, 659, 000 

1,200,000 

6, 459, 000 

15. 67 

1949.... 

6, 656, 347 

875, 000 

5, 781, 347 

13. 15 

1948.... 

9, 030, 713 

2, 250, 000 

6,  780, 713 

24. 91 

1947.... 

7, 191, 002 

1, 250, 000 

5,941,002 

17.38 

1946.... 

3, 400, 586 

400,000 

3, 000,  586 

11.76 

i  Not  available. 

3  Restated  to  conform  with  accounting  practice  effec¬ 
tive  Jan.  1,  1956 — method  of  charging  intangible  develop¬ 
ment  costs  was  changed.  1956  net  income  would  have 
been  $1,470,000  less  without  such  change. 


COMPANY  V 


[In  liquidation] 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1954.... 

$4, 173, 767 
3, 951, 367 

$4, 173, 767 

1953.... 

$350,000 

3,601,367 

8.  86 

1952.... 
1951  ... 

4, 414, 623 
3, 112, 871 
1,904,836 

660,000 

3,  754, 623 
3,112, 871 
1,378, 836 

14.95 

1950— 

526,666 

27.  61 

1949.... 

l  592,  448 

7,500 

584,948 

1.26 

1948.... 

461,640 

2,400 

459, 240 

.52 

1947.... 

416,  506 

4, 100 

512,  406 

.98 

1946.... 

328,052 

11,282 

316,  770 

3.44 

1946  2.. 

176,841 

5, 250 

171,591 

2.  97 

1945  2_  . 

298,  539 

6,127 

287,412 

2.0 

1  Before  $653,408  loss  on  wells  abandoned. 

*  12  months  ended  Apr.  30.  In  1946,  the  company 
changed  to  a  calendar  year  basis,  so  1946  taxes  are  shown 
both  ways. 


COMPANY  W 


Year 

Net  Income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962... 

$23, 311,467 

$2, 496, 407 

$20,815, 060 

10.  71 

1961... . 

26, 423,  774 

5,  298, 305 

21,125, 469 

20.05 

1960. . . 

21,478,  712 

>  (123, 194) 

21,601,906 

1959. . . 

20, 164, 080 

808, 150 

19,  355.  930 

4.01 

1958  2_. 

16, 726,  337 

»  175,  000 

16,  551,337 

1.05 

1957  2.. 

18, 877,389 

0 

18,  877,389 

0 

1957... 

18, 877,  389 

18,  877,  389 

1956. .. 

5, 040,  752 

<  5,  040,  752 

1956  ».  . 

(«) 

(6) 

1955. .. 

3,  395,  446 

3,  395,  446 

1954. .  . 

10, 260, 388 

1  100,000 

10,  360, 388 

(7) 

1953. .  . 

11,500,382 

1  500, 000 

12, 000, 382 

(7) 

1952... 

12, 100, 165 

200, 000' 

11,900, 165 

1.65 

1951... 

15, 195, 639 

1,900, 000 

13,  295, 639 

12.  03 

1950... 

7, 128,  542 

200, 000 

6, 928,  542 

2.  81 

1949. .  . 

7,  483,443 

200, 000 

7, 283,  443 

2.  67 

1948... 

17,917,  474 

3, 000, 000 

14,917,  474 

16.  74 

1947... 

5,  266, 897 

400, 000 

4,  866, 897 

7.  59 

1946. .  . 

1,844,156 

1,844,156 

1945... 

5,  422,  254 

450, 000 

4,  972, 254 

8.29 

1  Credit. 

2 12  months  ended  Aug.  31. 

2  Foreign  income  taxes. 

*  Same  for  both  consolidated  and  company  only. 

2  Consolidated. 

®  Same. 

7  Credit  taxes. 

Note.— In  total  analysis,  1956=1957  on  this  company, 
etc.  “Income  taxes”  also  include  State  and/or  foreign 
taxes. 
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Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 


Income  taxes  paid  by  28  oil  and  gas 
companies — Continued 


company  x 


COMPANY  Z 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962.... 

$7, 152,  966 

$844,  864 

$6, 308, 102 

11.81 

1961.... 

7,  696, 827 

1,  626, 142 

6, 070, 685 

21. 13 

I960.... 

5,  972,  614 

1,272,698 

4,  699,  916 

21.31 

1959.... 

5, 194,  877 

1,006, 024 

4, 188, 853 

19.  37 

1958.... 

4,  642,  978 

670, 023 

3, 972,  955 

14.43 

1957.... 

7, 670,  6.54 

840, 709 

6,  829, 945 

10.  96 

1956— 

6, 057,  708 

400,000 

5,  657,  708 

6.60 

1955.... 

6,  720, 029 

400, 000 

6, 320,029 

5. 95 

1954.... 

5,  245,  527 

5, 245,  527 

1953— 

4, 470, 659 

240, 000 

4,  230,  659 

5. 37 

1952.... 

3,  635,  498 

450, 000 

3, 185, 498 

12.  38 

1951.... 

3,  702,  765 

550,000 

3, 152,  765 

14.  85 

1950.... 

3,  770,  706 

696, 200 

3,047,  506 

18.  46 

1949.... 

4, 022,  266 

640,  907 

3, 381, 359 

15. 93 

1948.... 

4,731,952 

901,906 

3,  830, 046 

19. 06 

1947.... 

2, 940,  750 

597,  621 

2,343, 129 

20.  32 

1946.... 

1,394,512 

163, 973 

1, 230,  539 

11.  75 

1945.... 

666,557 

666,  557 

Note. — “Income  taxes”  may  also  include  State  and/or 
foreign  taxes. 


COMPANY  Y 


Year 


1962.. .. 
1961.— 

1960.. .. 
1959— 
1958— 
1957— 
1965 1  2.  . 
1956  3.. 

1955.. .. 
1954— . 
1953— 
1952—. 
1951—. 

1950.. .. 
1949— 

1948.. .. 


Percent 

of  in- 

Net  income 

Income 

Net  income 

come 

(loss)  before 

taxes 

(loss)  after 

taxes 

income 

(credit) 

income 

to  in- 

taxes 

taxes 

come 

before 

taxes 

$3,040,880 

0 

$3, 040, 880 

0 

2,  841,243 

0 

2, 841, 243 

0 

1,040,237 

0 

1, 040, 237 
2, 379, 129 

0 

2, 379, 129 

0 

0 

2,065,  816 

0 

2, 065, 816 

0 

2,215, 290 
746,  447 

1.602.988 
1,262, 177 
1,720, 086 

1.508. 988 
1,  547, 048 

703,747 
151,488 
154, 707 
134, 881 

0 

i  2, 215, 290 
746, 447 
1, 602, 988 
1, 262, 177 
1, 720, 086 
1, 058, 988 
1,  547, 048 
703, 747 
151,488 
154, 707 
134,881 

0 

1  Adjusted. 

2  7  months  ending  Dec.  31. 

3  In  totals  analysis,  May  31  ending  years  used. 


Note. — Years  end  May  31  prior  to  1957.  “Income 
taxes”  include  Federal  taxes  only. 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1962.. .. 

1961.. . 

$7, 805, 736 

7,  272, 890 

»  ($105, 074) 

»  (534,  557) 

$7. 910, 810 
7,  807,  447 

1960 . 

7,  664,  892 

l  (113,002) 

7,  777,  894 

1959.... 

7. 1%,  561 

0 

7, 196,  561 

0 

1958.... 

6,  231,  481 

0 

6,  231,  481 

0 

1957.... 

7,  802.  218 

670,000 

7, 232,  218 

7. 31 

1956.... 

7, 859.  694 

650,000 

7,  209,  694 

8.27 

1955.... 

8,  449, 374 

500,000 

7. 949,  374 

5. 92 

1954.... 

8,  256, 034 

400,000 

7, 856, 034 

4.  85 

1953 _ 

8,  874, 068 

1,275.000 

7,  599, 068 

14.  37 

1952.... 

8, 101,  135 

1,  255,  000 

6, 846, 335 

15.  49 

1951.... 

8,  009, 124 

1,185,000 

6.  824, 124 

14.  79 

1950— 

7, 047,  367 

1, 050, 000 

5, 997,  367 

14.89 

1949.... 

7,048.  753 

710,000 

6, 338,  753 

10.  07 

1948.... 

9, 186, 038 

1,  725,  000 

7,  461. 038 

18.  78 

1947.... 

4,  883,  907 

760,000 

4,123, 907 

15.  56 

1946.... 

2,  428,  249 

315,000 

2, 113,  249 

12.  97 

1945.... 

1, 934, 850 

175, 000 

1,  759, 850 

9.04 

1  Credit. 

Note.— “Income  taxes”  include  Federal  taxes  only. 


COMPANY  A-Z 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  income 
(loss)  after 
income 
taxes 

Percent 

of 

income 
taxes  to 
income 
before 
taxes 

1962.... 

$1,  222,  633 

0 

$1,  222, 633 

0 

1961.... 

880,  515 

0 

880,  515 

0 

I960.... 

839,  556 

0 

839,  556 

0 

1959.... 

982,  552 

0 

982,  552 

0 

1958.... 

909,  982 

0 

909,982 

0 

1957.... 

891,  025 

0 

891,  025 

0 

1956.... 

783,  082 

783,  082 

1955.... 

981,  994 

981,  994 

1954.... 

647,  516 

647,  516 

1953.... 

1,  008,  416 

$80,000 

928,  416 

7.93 

1952.... 

768,  664 

768,  664 

1951.... 

1, 143,  004 

283,  000 

860,  004 

24.76 

1950 _ 

969, 156 

264,  774 

704, 382 

27. 32 

1949.... 

394,  227 

394,  227 

1948 _ 

874, 306 

173,  000 

701,  306 

19.79 

1947.... 

655,  289 

73,000 

582, 289 

11.14 

1946.... 

227,  789 

227,  789 

1945.... 

322,  232 

332, 232 

Note. — “Income  taxes”  include  Federal  taxes  only. 
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COMPANY  B-Z 


OTHER  EXAMPLES 


Year 

Net  income 
(loss)  before 
income 
taxes 

Income 

taxes 

(credit) 

Net  Income 
(loss)  after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes 
to  in¬ 
come 
before 
taxes 

1962.... 

$46, 266,000 

0 

$46.  266, 000 

0 

1961.... 

46, 094, 000 

0 

46, 094, 000 

0 

I960.... 

45,  816,000 

i  ($750,000) 

46,  566, 000 

1959.... 

27,  526, 000 

i  (2,  648, 000) 

30, 174, 000 

1958 _ 

29,  750, 374 

i  (4, 074, 902) 

33, 825,  276 

1957.... 

33, 842, 149 

1(1,827,  610) 

35.  669,  759 

1956.... 

52,  638, 000 

5,  481,  000 

47, 157, 000 

10.  41 

1  Credit. 

Note. — “Income  taxes’’  include  Federal  taxes  only. 


Mr.  DOUGLAS.  Mr.  President,  I  have 
called  attention  very  often  to  company 
W,  which  over  one  period  of  6  years  had 
net  profits  of  $65  million,  paid  no  tax 
during  that  time,  and  received  a  refund 
of  $425,000. 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  from  Illinois  yield  for  a  sug¬ 
gestion? 

Mr.  DOUGLAS.  I  yield  for  that  pur¬ 
pose. 

Mr.  MONRONEY.  Will  the  Senator 
be  good  enough  to  identify  for  the  Rec¬ 
ord  the  companies  having  overseas  pro¬ 
duction  in  addition  to  the  domestic  pro¬ 
ducing  companies? 

Mr.  DOUGLAS.  I  believe  that  most  of 
the  nonintegrated  companies  do  not 
have  oversea  production.  The  Stand¬ 
ard  Oil  group,  Texaco,  Getty,  and  the 
rest  do. 

Mr.  MONRONEY.  Some  of  them  do. 

Mr.  DOUGLAS.  I  will  try  to  follow 
the  Senator’s  suggestion.  In  the  main, 
although  not  entirely,  these  28  compa¬ 
nies  are  the  smaller  companies. 

Mr.  MONRONEY.  There  is  a  vast  dif¬ 
ference  between  the  application  of  the 
depletion  allowance  for  companies  oper¬ 
ating  at  home  and  companies  operating 
abroad. 

Mr.  DOUGLAS.  That  is  correct. 
Would  the  Senator  like  to  have  me  state 
the  names  of  the  companies,  or  should 
I  shield  them? 

[P.  2105 ] 

Mr.  MONRONEY.  I  am  not  asking  for 
any  shielding.  The  Senator  can  use  his 
own  judgment. 

Mr.  DOUGLAS.  If  we  study  the  table, 
we  find  that  many  companies  pay  less 
than  10  percent  of  their  net  profits  in 
taxes  and  a  large  number  that  pay  less 
than  20  percent.  As  I  have  said,  some 
companies  pay  nothing  at  all,  or  only  1, 
2,  or  less  than  5  percent.  These  on  the 
whole  are  nonintegrated  companies. 


If  we  take  some  of  the  big  companies — 
and  I  am  speaking  of  taxes  paid — Texaco 
in  1961,  according  to  my  figures,  drawn 
from  Moody’s  Manual  for  Industrial 
Companies,  paid  only  13.2  percent  of  its 
profit  in  taxes.  Sinclair  paid  18.2. 
Socony-Mobil  paid  31.1.  Standard  Oil 
of  New  Jersey,  the  parent  Rockefeller 
Co.,  paid  11.7  percent. 

TAXES  OF  OIL  COMPANIES  PAY  ABOUT  HALF 
WHAT  OTHERS  PAY 

The  average  for  all  corporations  was 
49  percent  of  net  profits.  The  average  for 
all  oil  corporations,  however,  was  only 
about  23  percent,  or  less  than  half  the 
amount  paid  by  all  other  corporations. 
Some  of  those  oil  companies  paid  very 
much  less  than  23  percent.  The  biggest 
ones  paid  very  much  less. 

Consider  Standard  Oil  of  New  Jersey. 
Less  than  12  percent  of  its  net  profits 
went  to  taxes.  About  three-fourths  of 
its  profit  came  from  overseas.  I  call 
attention  to  the  fact  that  my  amend¬ 
ment  refers  to  oversea  oil  as  well  as 
domestic  oil.  It  is  not  confined  to  do¬ 
mestic  oil,  but  applies  to  oversea  oil,  as 
well.  My  amendment  would,  therefore, 
give  a  comparative  advantage  to  the 
small  domestic  producer  as  compared 
with  the  large  oversea  producer. 

In  addition,  the  table  which  was  placed 
In  the  hearings  of  the  House  by  the  Sec¬ 
retary  of  the  Treasury  indicated  who  got 
the  depletion  allowances  by  asset  classes. 
I  have  already  mentioned  that,  but  let 
me  review  it  again. 

BIG  FIRMS  GET  MOST  OF  THE  DEPLETION 

The  table  showed  that  71.9  percent — 
or  72  percent — of  all  depletion  allow¬ 
ances  went  to  firms  having  assets  of  $100 
million  or  more.  Firms  having  less  than 
$1  million  in  assets  got  only-  2  percent 
of  all  allowances.  Firms  having  under 
$5  million  in  assets  got  only  5.3  percent. 
In  other  words,  91.7  percent,  or  approxi¬ 
mately  92  percent,  of  depletion  allow¬ 
ances  went  to  firms  having  assets  in  ex¬ 
cess  of  $5  million.  From  that,  it  can  be 
seen  that  very  little  of  the  depletion 
allowance  goes  to  the  small  wildcatters, 
to  the  independent  producers,  to  farmers, 
to  royalty  holders,  in  whose  names  the 
depletion  allowance  is  often  supported. 
This  is  another  case  in  which  a  vast  loop¬ 
hole,  going  almost  entirely  to  the  ex¬ 
tremely  high  income  groups,  is  justified 
in  the  names  of  widows,  orphans,  and 
small  wildcatters. 

One  of  the  major  points  of  my  amend¬ 
ment  is  that  it  does  not  reduce  the  de¬ 
pletion  allowance  in  any  way  for  those 
who  really  receive  relatively  small  in¬ 
comes  from  oil  and  gas,  but  only  the 
vast  incomes  of  oil  companies. 
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OVERINVESTMENT  IN  OIL 

Mr.  President,  we  have  already  heard 
the  argument  that  the  oil  Industry  has 
lower  average  profits  than  the  rest  of 
industry.  I  have  dealt  with  that  point, 
and  have  pointed  out  that  if  we  include 
oversea  income,  which  I  strike  at  in  my 
amendment,  the  figure  is  11.2  percent  as 
compared  with  10.3  percent  for  all  major 
industries.  Therefore,  the  average  is 
higher  than  in  other  industries;  but 
even  if  it  were  not  higher,  it  would  indi¬ 
cate  that  the  depletion  allowance  is 
greater. 

What  the  depletion  allowance  has  done 
has  be$n  to  encourage  overinvestment  in 
the  oil  industry.  The  prospect  of  tax 
reductions  has  lured  capital  into  the  in¬ 
dustry  which  would  not  normally  go  in 
if  the  tax  were  neutral,  so  far  as  the  oil 
industry  is  concerned.  This  is  one  of  the 
gravest  abuses  in  the  oil  industry,  in 
that  it  has  led  to  an  uneconomic  applica¬ 
tion  of  labor  and  capital.  'This  is  one  of 
the  great  abuses  of  our  tax  system. 

It  causes  people  to  think  not  of  what 
is  needed,  not  of  what  profits  can  be 
made,  but  how  they  can  beat  Uncle  Sam. 
It  has  shifted  the  business  decisions  onto 
an  extremely  uneconomic  level. 

UNECONOMIC  INVESTMENT 

As  I  understand,  in  Texas,  the  oil  wells 
are  now  limited  to  30  percent  of  produc¬ 
tion  and  run  for  approximately  only  8 
days  a  month.  They  close  down  for  the 
remainder  of  the  month.  This  is  a  clear 
indication  of  overdevelopment.  Texas 
has  so  many  wells  that  it  has  to  restrict 
their  flow.  If  my  figures  are  incorrect,  I 
shall  be  glad  to  be  corrected. 

I  observe  the  Senator  from  New  Mex¬ 
ico  rising  to  his  feet. 

Mr.  ANDERSON.  Did  the  Senator 
ever  hear  of  conservation? 

Mr.  DOUGLAS.  Oh,  yes;  I  have  heard 
of  conservation.  I  know  that  conserva¬ 
tion  is  generally  an  excuse  for  restricting 
output  and  either  raising  or  maintaining 
prices. 

Mr.  ANDERSON.  I  assure  the  Senator 
from  Illinois  that  that  is  not  the  situa¬ 
tion  at  all.  The  Texas  Railroad  Commis¬ 
sion  administers  the  operation  of  oil 
wells  for  purposes  of  conservation. 

Mr.  DOUGLAS.  It  says  it  does. 

Mr.  ANDERSON.  It  has  done  a  fine 
job.  It  is  not  done  for  the  purpose  of 
making  money,  either. 

Mr.  DOUGLAS.  I  am  the  one  who  got 
through  the  Senate  the  provision  requir¬ 
ing  the  Attorney  General  to  examine  the 
operations  of  the  interstate  oil  com¬ 
pacts;  and  I  believe  he  has  had  some 
questions  about  these  practices.  They 
do  not  involve  conservation  alone.  These 
restrictions  are  imposed  in  order  to 
maintain  the  price,  because  the  industry 


is  overdeveloped  in  relation  to  the  de¬ 
mand,  and  it  is  overdeveloped  because  of 
the  great  tax  bonus  which  has  been  given 
the  industry. 

Mr.  ANDERSON.  Does  the  Senator 
from  Illinois  say  the  Attorney  General 
has  charged  that,  with  reference  to  these 
compacts? 

Mr.  DOUGLAS.  Well,  I  have  some 
qualifications  in  regard  to  the  job  done 
by  the  Attorney  General. 

RELATIVE  ADVANTAGE  TO  INDEPENDENTS 

Mr.  President,  let  me  make  a  further 
point:  This  amendment  would,  if  passed, 
give  a  relative  advantage  to  the  inde¬ 
pendent  domestic  producers  who  are,  at 
the  moment,  in  some  difficulties.  The 
depletion  allowance  is  given  for  produc¬ 
tion  both  at  home  and  abroad.  The 
large  American  companies  abroad  are 
shipping  oil  into  this  country,  and  are 
cutting  down  the  production  of  the  do¬ 
mestic  industry.  The  domestics  are 
therefore  in  trouble.  One  of  the  basic 
reasons  they  are  in  trouble  is  that  the 
depletion  allowance  goes  to  those  com¬ 
panies  which  operate  abroad.  My 
amendment  would  cut  down  the  deple¬ 
tion  allowance  for  companies  abroad 
which,  in  the  main,  are  the  huge  com¬ 
panies — most  notably  the  Standard  Oil 
Co.,  Texaco,  Gulf,  J.  Paul  Getty,  Supe¬ 
rior,  and  the  others. 

But,  at  the  same  time,  it  would  not 
decrease  the  depletion  allowance  for  the 
smaller  companies  and  the  independent 
companies  which  operate  here  at  home. 
Thus,  there  would  be  a  relative  advan¬ 
tage  to  the  small  and  independent  pro¬ 
ducer  of  oil  in  the  United  States  if  my 
amendment  is  passed. 

Far  from  hurting  the  vast  majority  of 
those  in  the  oil  business  in  this  coun¬ 
try,  it  would  help  them.  The  large  ma¬ 
jor  companies  spend  much  of  their  time 
trying  to  prove  to  the  small  independ¬ 
ents  that  their  interests  are  one  and  the 
same .  But  this  is  not  true. 

ROYALTY  PAYMENTS  ABROAD  DISGUISED  AS  TAXES 

The  major  companies  not  only  have 
the  advantage  of  the  depletion  allowance 
for  their  operations  abroad,  but  also 
have  the  advantage  of  having  royalty 
payments  disguised  as  taxes.  I  should 
like  to  discuss  that  subject,  because  along 
the  Persian  Gulf  the  land  is  owned  by  a 
sheik  or  a  potentate,  and  our  taxes 
should  not  be  offset,  dollar  for  dollar,  by 
royalties  which  are  regarded  as  taxes. 
But  instead,  the  royalties  should  be  re¬ 
garded  as  a  cost,  and  then  deducted  from 
income  rather  than  taken  as  a  credit 
against  taxes.  The  same  is  true  in  Vene¬ 
zuela,  where  the  Roman  law  prevails,  and 
where,  therefore,  the  subsurface  assets 
belong  to  the  state.  Therefore,  the  roy- 
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alty  payments,  in  that  case,  should  be  re¬ 
garded  as  a  deductible  cost. 

But  the  clever  experts  and  advisers  of 
these  companies  succeeded  in  having  the 
royalty  payments  called  taxes,  and  then 
the  companies  proceed  to  charge  off  the 
royalties,  dollar  for  dollar,  against  the 
taxes  which  otherwise  they  would  have 
to  pay;  and  then  they  have  the  depletion 
allowance,  in  addition,  tax  free;  and  also 
the  exemptions  on  their  salaries — all 
that,  and  heaven,  too, 

Mr.  ANDERSON.  As  to  the  European 
situation,  let  me  say  that  I  might  agree 
about  that  with  the  Senator  from  Illi¬ 
nois. 

Mr.  DOUGLAS.  I  am  glad  to  hear  the 
Senator  from  New  Mexico  say  that. 

Mr.  ANDERSON.  That  is  a  situation 
to  which  I  believe  we  must  pay  some  at¬ 
tention. 

[P.  2106 ] 

A  SMALL  PRODUCERS  AMENDMENT 

Mr.  DOUGLAS.  My  amendment  is  not 
only  a  consumers  and  taxpayers  amend¬ 
ment;  it  is  also  a  small  producers  amend¬ 
ment  and  a  widows  and  orphans  amend¬ 
ment,  and  an  amendment  for  the  owners 
of  farmland  on  which  there  are  drillings, 
and  also  a  little  man’s  amendment.  But 
it  is  not  a  Standard  Oil  Co.  amendment 
or  a  Texaco  amendment  or  a  J.  Paul 
Getty  amendment  or  an  H.  L.  Hunt 
amendment;  neither  is  it  a  Clint  Murchi¬ 
son  amendment.  In  other  words,  it  is  not 
a  “big  shot”  amendment. 

Mr.  EDMONDSON.  Mr.  President, 
will  the  Senator  from  Illinois  yield  for 
a  question? 

Mr.  DOUGLAS.  I  yield. 

Mr.  EDMONDSON.  Earlier,  the  Sen¬ 
ator  from  Illinois  said  his  amendment 
would  apply  to  the  foreign  producers  as 
well  as  to  the  domestic  producers. 

Mr.  DOUGLAS.  Yes. 

Mr.  EDMONDSON.  Is  any  distinction 
made,  in  terms  of  the  gross  income? 

Mr.  DOUGLAS.  No;  but,  as  I  indi¬ 
cated  today,  the  Standard  Oil  Co.  of 
New  Jersey  is  making  its  profits  largely 
from  its  operations  abroad.  There¬ 
fore,  this  amendment  would  hit  that 
company  more  than  it  would  hit  the 
small  companies. 

Mr.  EDMONDSON.  A  while  ago  the 
Senator  from  Illinois  indicated  that 
there  are  those  who  are  sympathetic 
with  the  criticism  the  Senator  from 
Illinois  has  raised  with  reference  to  that 
foreign  production.  But  as  I  under¬ 
stand  his  amendment,  the  proposed  re¬ 
duction  of  the  depletion  allowance 
would  apply  both  to  domestic  production 
and  foreign  production,  and  with  the 
same  percentage. 


Mr.  DOUGLAS.  That  is  correct.  In 
fact,  I  submitted  another  amendment, 
which  provided  that  the  payments  to 
foreign  governments  for  the  privilege 
of  drilling  should  be  called  royalties,  not 
taxes,  and  that  there  should  be  a  reduc¬ 
tion  of  the  depletion  allowance  abroad, 
and  I  tried  to  obtain  support  from  the 
independent  producers.  But  they  are  so 
afraid  of  the  big  operators,  that  the 
independent  producers  would  not  en¬ 
dorse  the  amendment.  I  have  never  seen 
a  group  more  intent  on  suicide  than  are 
the  small  producers. 

Mr.  SIMPSON.  Mr.  President,  will  the 
Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  SIMPSON.  I  point  out  that  in  the 
case  of  crude  oil  production,  and  the 
conservation  of  the  production  of  crude 
oil  in  the  Nation,  as  compared  to  the 
meatpacking  industry  and  the  produc¬ 
tion  of  automobiles,  the  large  producers 
account  for  only  32  percent,  and  the  rest 
own  68  percent. 

Mr.  DOUGLAS.  Does  the  Senator  re¬ 
fer  to  the  domestic  production? 

Mr.  SIMPSON.  Yes. 

Mr.  DOUGLAS.  Yes.  But  the  Sen¬ 
ator  will  find  that  the  group  of  Ameri¬ 
can  companies  virtually  control  the  pro¬ 
duction  in  Venezuela  and  in  Saudi 
Arabia,  and,  I  believe  also  in  Iran.  They 
have  interests  in  other  countries  as  well. 

Mr.  SIMPSON.  There  are  more  than 
15,000  producers  of  oil  in  the  United 
States. 

Mr.  DOUGLAS.  Yes,  and  my  amend¬ 
ment  would  not  hurt  “the  little  fellow”; 
he  could  still  get  his  27^4  percent. 

Mr.  SIMPSON.  But  the  amendment 
would  hurt  the  little  fellow,  because  any 
amendment  that  would  diminish  the  de¬ 
pletion  allowance  would,  in  my  opinion — 
and  I  have  been  interested  in  the  dis¬ 
covery  of  oil  and  the  production  of  oil 
by  a  small,  independent  oil  company — it 
would  hurt  the  little  fellow,  because  the 
price  of  the  product,  which  naturally  will 
go  up  if  they  lose  the  depletion  allow¬ 
ance  to  the  extent  the  Senator  seeks. 

I  am  for  the  little  fellow,  although  I 
do  not  know  who  he  is,  because  I  thought 
everybody  in  America  was  big.  And  I 
am  for  the  big  fellow,  because  I  have 
seen  what  he  does,  and  I  am  sure  he  has 
never  disgraced  the  principles  of  mo¬ 
rality,  except  in  a  few  instances;  and  the 
American  industry  will,  I  am  sure,  take 
care  of  him. 

I  was  interested  in  the  Senator’s  ref¬ 
erence  to  the  Attorney  General  in  con¬ 
nection  with  the  IOCC.  We  have  always 
depended  on  that  office  to  take  care  of 
the  interests  of  the  industry;  and  dur¬ 
ing  the  years  in  which  I  have  been  in 
touch  with  the  industry,  the  Interstate 
Oil  Compact  Commission,  over  which  I 
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once  presided,  not  only  has  policed  the 
industry,  but  also  has  done  a  very  mag¬ 
nificent  job  in  connection  with  it — better 
than  has  been  done  in  any  other  in¬ 
dustry  of  which  I  know. 

Mr.  EDMONDSON.  Mr.  President, 
will  the  Senator  from  Illinois  yield  again 
to  me? 

Mr.  DOUGLAS.  I  yield. 

Mr.  EDMONDSON.  Will  the  Senator 
from  Illinois  agree  that  if  there  are  in¬ 
equities  in  our  tax  laws  with  reference  to 
the  production  of  oil,  those  inequities  are 
much  more  apparent  in  the  instances  of 
foreign  production  to  which  the  Senator 
from  Illinois  has  referred? 

Mr.  DOUGLAS.  Yes;  and  I  think  they 
get  proportionately  more  than  the  do¬ 
mestic  ones  do,  because  they  are  allowed 
to  charge  off  the  royalties,  which  are  re¬ 
garded  as  taxes;  and  they  have  that 
benefit  in  addition  to  the  benefit  of  the 
depletion  allowance;  and  they  also  bene¬ 
fit  because  of  the  fact  that  the  wells  are 
gushers,  and  also  because  the  risk  of 
having  dry  holes  is  less. 

Mr.  EDMONDSON.  There  are  no  al¬ 
lowables.  There  are  no  conservation 
practices. 

Mr.  DOUGLAS.  I  believe  that  is  true. 

Mr.  EDMONDSON.  As  to  fairness, 
why  would  the  Senator  suggest  that  a 
reduction  in  the  depletion  allowance  ap¬ 
plicable  to  a  domestic  producer  would 
be  more  fair  than  one  in  the  same 
amount  applicable  to  a  foreign  pro¬ 
ducer? 

Mr.  DOUGLAS.  If  it  is  fair  for  the 
domestic  producer,  it  would  be  still  more 
fair  for  the  foreign  producer,  if  there 
are  degrees  of  fairness. 

Mr.  EDMONDSON.  The  Senator  be¬ 
lieves  that  the  percentage .  should  apply 
equally,  even  though  the  inequity  would 
be  greater  in  the  instance  of  the  foreign 
producer? 

Mr.  DOUGLAS.  If  one  tries  to  propor¬ 
tion  everything  precisely,  he  may  never 
remove  any  abuse.  I  merely  repeat  that 
we  all  know  that  it  is  the  big  companies 
and  the  big  operators  that  have  the 
foreign  holdings. 

I  have  been  in  Venezuela.  The  Stand¬ 
ard  Oil  Co.  is  there.  I  am  not  attacking 
them.  They  have  done  a  good  produc¬ 
tive  job.  I  have  been  near  the  Persian 
Gulf.  I  know  something  of  what  goes 
on  there.  Enormous  profits  are  being 
made  there — hundreds  of  millions  of  dol¬ 
lars.  Production  costs  are  very  low 
Those  profits  are  siphoned  back  home. 
They  are  virtually  free  from  taxation. 

Mr.  EDMONDSON.  Mr.  President, 
will  the  Senator  yield  further? 

Mr.  DOUGLAS.  I  yield. 

Mr.  EDMONDSON.  I  would  like  to 
allude  for  a  moment  to  the  statements 


made  by  the  Senator  from  Wyoming. 
Having  served  on  and  worked  with  the 
Interstate  Oil  Compact  Commission,  as 
well  as  having  been  aware  of  the  prob¬ 
lems  of  the  oil  industry  for  a  number 
of  years  in  Oklahoma,  I  cannot  quite  see 
the  comparison  between  an  oil  company 
in  Oklahoma  that  produces  under  a  14- 
per-barrel-per-day-per-well  allowable 
and  the  tax  cut  that  the  Senator  is  pro¬ 
posing  for  a  foreign  producer  that  not 
only  has  no  allowables,  but  also,  as  a  re¬ 
sult,  when  he  hits  a  10,000-barrel-a-day 
production,  he  can  produce  10,000  bar¬ 
rels  a  day. 

The  operator  in  Oklahoma,  Texas,  or 
any  other  State  in  the  United  States  must 
operate  under  local  conservation  laws, 
and  certainly  would  be  at  an  extreme 
disadvantage  over  and  above  the  disad¬ 
vantage  the  Senator  would  be  placing 
upon  the  foreign  producer  if  the  Sena¬ 
tor’s  theory  were  carried  through. 

Mr.  DOUGLAS.  What  I  am  trying  to 
say  is  that  the  relatively  low  production 
of  American  wells  is  not  merely  due  to 
the  comparative  low  yield  of  the  oil  fields 
and  the  relative  absence  of  gushers  but 
it  is  also  due  to  the  overinvestment  in 
the  industry,  which  has  been  encouraged 
by  the  depletion  allowance. 

Mr.  EDMONDSON.  Mr.  President, 
will  the  Senator  yield  further? 

Mr.  DOUGLAS.  I  yield. 

Mr.  EDMONDSON.  How  can  the 
Senator  justify  the  fact  that  for  about 
25  years  our  reserves  have  remained  al¬ 
most  constant? 

Mr.  DOUGLAS.  There  are  always 
enough  reserves  discovered  to  keep  the 
ratio  approximately  the  same.  I  have 
watched  most  reserve  figures  for  many 
years.  They  always  find  enough  reserves 
to  keep  the  ratio  of  reserves  to  current 
yield  at  the  same  figure.  It  is  very  in¬ 
teresting.  The  Senator  can  go  back  over 
the  years.  What  happens  is  that  the 
wildcatter  drills.  Most  of  them  Jose 
their  shirts.  A  few  make  some  money. 
If  they  develop  a  field,  a  big  company 
comes  in.  If  a  field  is  found,  the  large 
company  buys  up  the  wildcatter,  takes 
the  leases  on  the  land,  and  then  drills 
systematically  with  a  minimum  of  waste 
and  makes  a  great  deal  of  money.  That 
is  what  happens. 

Mr.  EDMONDSON.  Mr.  President, 
will  the  Senator  yield  further? 

Mr.  DOUGLAS.  I  yield. 

Mr.  EDMONDSON.  That  theory  is 
not  commensurate  with  the  figures  re¬ 
leased  by  the  Department  of  Commerce 
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which  were  recited  by  the  Senator  from 
Wyoming  [Mr.  Simpson]  a  moment  ago, 
showing  that  62  percent  of  the  produc- 
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tion  is  held  by  the  independent  small 
producers  and  not  by  the  major  com¬ 
panies. 

Mr.  DOUGLAS.  Not  by  the  major 
eight. 

Mr.  EDMONDSON.  Not  by  the  ma¬ 
jor  companies  that  control  32  percent 
of  the  production. 

Mr.  DOUGLAS.  I  think  he  said  eight 
companies.  If  20  companies  are  con¬ 
sidered,  that  is  a  different  story. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield  to  the  Sen¬ 
ator  from  New  Mexico. 

Mr.  ANDERSON.  A  while  ago  the 
Senator  used  the  term  “economic  in¬ 
come.”  I  believe  he  said  that  some  man 
had  an  economic  income  of  $26  million 
and  paid  no  taxes. 

Mr.  DOUGLAS.  Yes. 

Mr.  ANDERSON.  I  am  perplexed  by 
the  term  “economic  income.”  I  have  in 
my  hand  a  copy  of  the  Wall  Street  Jour¬ 
nal  for  today.  Last  year  the  Owens-Illi¬ 
nois  Glass  Co.  had  net  sales  of  $654  mil¬ 
lion. 

The  net  before  income  taxes  was 
$62,616,000.  Would  that  be  their  eco¬ 
nomic  income?  Since  the  Senator  has 
referred  to  $26  million  of  economic  in¬ 
come,  I  should  like  to  understand  what 
he  means  by  the  term.  Is  that  net,  gross, 
or  the  final  figure? 

Mr.  DOUGLAS.  Virtually  all  that 
amount  came  from  capital  gains — not 
half  of  the  capital  gains,  but  all  capital 
gains.  Of  that  income  $26,200,000  was 
on  capital  gains. 

Mr.  ANDERSON.  What  economic  in¬ 
come  was  there? 

Mr.  DOUGLAS.  The  $26,200,000  con¬ 
sisted  of  capital  gains.  It  was  all  capital 
gains — not  half  of  it,  but  all  of  it.  The 
interest  was  $852,000,  dividends  $64,000, 
salary  $18,000.  Oil  and  gas  production 
before  special  deductions,  $1,534,000. 
Oil  and  gas  royalties,  $320,000.  Against 
those  amounts  the  taxpayer  wrote  off  a 
deduction  for  a  farm  income  loss  of 
$276,000. 

Mr.  ANDERSON.  Did  I  correctly  un¬ 
derstand  the  Senator  to  say  that  the 
owner  of  a  royalty  could  not  take  the 
depletion  allowance? 

Mr.  DOUGLAS.  No;  as  I  understand, 
very  few  royalties  yield  more  than  $1 
million  a  year. 

Mr.  ANDERSON.  I  am  sure  of  that. 

Mr.  DOUGLAS.  Under  my  amend¬ 
ment  they  would  still  continue  to  get  the 
27  y2  percent  allowance.  There  would  be 
no  change  in  that.  It  would  be  effective 
only  if  they  got  more  than  $1  million. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 


Mr.  DOUGLAS.  I  am  glad  to  yield  to 
the  Senator  from  Tennessee. 

Mr.  GORE.  I  have  been  observing 
with  interest  the  figures  and  statistics 
on  the  chart  which  the  distinguished 
junior  Senator  from  Louisiana  placed 
in  the  rear  of  the  Chamber.  I  notice 
that  on  the  chart  reference  is  made  to 
the  profits  of  all  manufacturing  indus¬ 
tries.  About  what  percentage  of  profits 
would  the  manufacturing  industries  pay 
in  taxes  in  the  opinion  of  the  senior 
Senator  from  Illinois? 

Mr.  DOUGLAS.  Approximately  48 
or  49  percent  in  Federal  taxes. 

Mr.  GORE.  I  notice  in  another  cate¬ 
gory  “U.S.  Petroleum  Industry.”  About 
what  percentage  of  its  profits  would  be 
paid? 

Mr.  DOUGLAS.  About  23  percent  in 
taxes.  Profits  on  the  domestic  produc¬ 
tion  were  about  9.2  percent.  I  wish  to 
emphasize  again  that  if  we  included 
foreign  production,  where  the  profits  are 
19i/2  percent,  we  would  arrive  at  a  profit 
figure  of  11.2  percent,  or  1  percent  high¬ 
er  than  the  figure  for  all  manufacturing 
industries. 

Mr.  GORE.  If  the  Senator  would  in¬ 
clude  the  foreign  holdings  of  the  U.S. 
petroleum  industry,  the  tax  payment  as 
a  percentage  of  gross  profits  would  be 
considerably  less  than  23  percent. 

Mr.  DOUGLAS.  In  my  judgment,  the 
income  tax  paid  on  foreign  oil  holdings 
of  American  companies  is  very  low,  be¬ 
cause  against  the  taxes  is  written  off  not 
only  the  depletion  allowance,  but  also 
the  so-called  tax  on  royalty  disguised 
as  a  tax.  It  is  a  notorious  fact,  which 
I  believe  once  got  into  the  Record  in¬ 
advertently,  and  therefore  I  do  not  be¬ 
lieve  I  am  violating  any  confidence  if 
I  repeat  it,  that  in  some  years  the 
Arabian-American  Oil  Co.,  with  profits 
of  hundreds  of  millions  of  dollars,  paid 
no  taxes  at  all  to  the  U.S.  Government. 

Mr.  GORE.  The  distinguished  Sena¬ 
tor  will  observe  on  the  charts  to  which 
I  have  referred  that  there  is  no  reference 
to  the  percentage  of  profits  paid  in  taxes. 

Mr.  DOUGLAS.  On  domestic  produc¬ 
tion  it  is  around  23  percent. 

Mr.  GORE.  But  this  chart  makes  no 
reference  at  all  to  that. 

Mr.  DOUGLAS.  It  makes  no  refer¬ 
ence  to  earnings  abroad  or  to  taxes  paid 
on  earnings  abroad. 

Mr.  GORE.  Or  to  taxes  paid  on  do¬ 
mestic  profits. 

Mr.  DOUGLAS.  These  are  not  profits 
before  taxes;  on  Senator  Long’s  chart, 
these  are  profits  after  taxes. 

Mr.  GORE.  But  there  is  no  indication 
as  to  the  percentage  of  tax  paid,  either 
on  domestic  or  foreign  earnings. 

Mr.  DOUGLAS.  That  is  correct. 
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Mr.  GORE.  Likewise,  that  is  omitted 
from  the  figure  on  manufacturing  in¬ 
dustries. 

Mr.  DOUGLAS.  That  is  correct.  ~ 

Mr.  GORE.  There  is  a  second  chart, 
on  which  reference  is  made  to  taxes, 
though  it  bears  no  relationship  to  chart 
No.  1. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  GORE.  I  notice  a  very  large  tax- 
payment,  $6  billion  in  excise  taxes.  Who 
pays  the  excise  taxes? 

Mr.  DOUGLAS.  The  consumer  not 
the  companies,  pays  the  excise  taxes. 
These  are  gasoline  taxes  which  the 
motorists  pay. 

I  wish  my  good  friend  from  Louisi¬ 
ana  [Mr.  Long]  were  here.  My  good 
friend  from  Louisiana  is  taking  credit 
on  behalf  of  the  companies  for  the  taxes 
which  the  consumers  and  the  motorists 
pay. 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  yield  at  that  point? 

Mr.  DOUGLAS.  I  yield. 

Mr.  MONRONEY.  The  distinguished 
senior  Senator  from  Illinois  was  present 
when  I  had  a  long  colloquy  with  the  dis¬ 
tinguished  senior  Senator  from  Vermont 
[Mr.  Aiken]  in  which,  certainly  in  our 
part  of  the  debate,  I  agreed  that  this  tax 
was  paid  by  the  consumers.  I  also 
pointed  out,  however,  that  we  in  the  gas 
and  oil  producing  States  are  saddled 
with  the  regressive  effect  of  the  charge 
for  excise  taxes  that  amounts  to  10 
cents  a  gallon.  It  does  not  help  the  sale 
of  oil  and  gas  when  those  taxes  are  10 
cents  a  gallon. 

Mr.  DOUGLAS.  The  Senator  from 
Oklahoma  is  the  soul  of  honor,  as  is  the 
Senator  from  Louisiana,  and  he  would 
never  stretch  figures;  but  I  find  it  extra¬ 
ordinary  to  see  that  this  figure  of  $6  bil¬ 
lion  in  excise  taxes  is  somehow  implied 
in  the  chart,  if  not  directly  stated,  as  be¬ 
ing  borne  by  the  companies.  It  is  borne 
by  the  motorists. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  LONG  of  Louisiana.  I  know  that 
if  the  Senator  investigated  it,  he  would 
learn  this.  When  the  last  Federal  excise 
taxes  were  placed  on  the  oil  and  gas  in¬ 
dustry,  it  tried  to  pass  that  tax  on  to  the 
consumers  in  the  price  on  oil  and  gas. 
It  could  not  do  it.  It  tried  it,  but  could 
not  do  it.  That  is  shown  by  the  decline 
of  6.5  percent  in  gasoline  prices. 

It  is  sometimes  possible  for  Congress 
to  tax  so  heavily  that  the  tax  cannot  be 
passed  on.  The  Senator  from  Illinois  is 
an  economist.  He  has  read  some  of  these 
studies.  He  knows  that  every  industry 
tries,  if  it  can,  to  pass  forward  even  the 
income  tax.  The  industries  try  to  fix 


what  they  regard  as  a  fair  profit  after 
taxes.  They  try  to  pass  forward  the  in¬ 
come  tax.  They  do  it  if  they  can.  That 
is  true  of  all  taxes,  the  excise  tax,  the 
income  tax,  the  severance  tax,  and  all  the 
rest.  Much  of  that  $8  billion  tax  is  stuck 
on  the  oil  and  gas  companies,  and  they 
cannot  pass  it  forward.  That  is  shown 
by  the  other  chart.  I  invite  attention  to 
the  6.5  percent  decline  in  gasoline  prices. 

Mr.  DOUGLAS.  That  is  due  to  foreign 
oil  competition  plus  improvements  in 
technique  and  production.  The  com¬ 
panies  have  done  extremely  well  from  a 
technical  standpoint.  I  do  not  criticize 
them  for  that.  On  the  contrary,  I  praise- 
them  for  it.  I  am  merely  saying  they 
are  not  paying  their  share  of  the  taxes. 

Mr.  LONG  of  Louisiana.  They  are 
paying  the  $2  billion. 

Mr.  DOUGLAS.  The  Senator  admits 
they  are  not  paying  the  $6  billion? 

Mr.  LONG  of  Louisiana.  Let  us  take 
the  $2  billion. 

Mr.  DOUGLAS.  No;  let  us  take  the 
$6  billion. 

Mr.  LONG  of  Louisiana.  The  profits 
of  the  oil  companies  are  down.  They 
are  not  making  as  much  as  the  manu¬ 
facturing  industry.  I  am  talking  about 
the  domestic  oil  industry.  This  is  a 
domestic  industry. 

Mr.  DOUGLAS.  No;  I  am  seeking 
to  tax  both  foreign  and  domestic. 

Mr.  LONG  of  Louisiana.  Let  us  talk 
about  the  domestic  companies. 

Mr.  DOUGLAS.  Let  us  talk  about 
both. 
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Mr.  LONG  of  Louisiana.  It  is  not 
going  to  do  a  domestic  oil  company  any 
good  if  the  Senator  taxes  a  foreign  oil 
company. 

Mr.  DOUGLAS.  I  am  seeking  to  tax 
the  foreign  company  as  well  as  the  do¬ 
mestic  company,  but  mainly  the  large 
companies. 

Mr.  LONG  of  Louisiana.  If  the  Sena¬ 
tor  imposes  a  tax  which  covers  both  the 
foreign  and  domestic  producer,  it  is  of 
no  particular  consequence  to  the  domes¬ 
tic  oil  producer  who  is  having  a  hard 
time  that  the  foreign  producer,  which 
is  doing  better  than  the  domestic  pro¬ 
ducer,  is  being  taxed. 

Mr.  DOUGLAS.  The  Senator  from 
Louisiana  has  one  of  the  sharpest  minds 
and  is  one  of  the  most  amiable  persons 
and  one  of  the  most  honorable  charac¬ 
ters  of  anyone  I  know.  I  admire  and 
love  him.  I  have  tried  for  years  to 
make  him  understand  that  this  is  not 
a  proposal  for  uniform  reduction,  as  the 
amendment  of  the  Senator  from  Dela¬ 
ware  provided.  My  amendment  provides 
for  a  graduated  reduction,  in  which  the 
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small  producer  would  suffer  no  reduc¬ 
tion  in  his  depletion  allowance.  He  still 
would  get  the  27 ^-percent  depletion 
allowance.  The  medium-sized  producer 
would  get  a  depletion  allowance  of  21 
percent.  The  big  producer  would  have 
his  depletion  allowance  reduced  to  15 
percent. 

Mr.  LONG  of  Louisiana.  The  reason 
why  the  tax  on  the  domestic  oil  pro¬ 
ducer  should  not  be  increased  has  a  dif¬ 
ferent  logic  than  the  reason  why  the 
tax  on  the  foreign  oil  producer  should 
not  be  increased.  If  the  Senator  wants 
to  debate  the  question  with  respect  to 
the  domestic  producer,  there  is  good  rea¬ 
son  why  his  tax  should  not  be  increased. 
It  is  not  the  same  as  the  reason  why  the 
tax  on  the  foreign  producer  should  not 
be  increased.  If  we  are  talking  about 
domestic  oil  production,  the  domestic  oil 
industry  is  not  making  the  profit  that  it 
needs  to  be  competitive  as  compared 
with  all  manufacturing.  At  the  prices 
it  is  getting,  it  is  suffering.  Explora¬ 
tions  are  down.  Domestic  producers  will 
all  be  affected. 

The  only  reason  why  there  is  a  differ¬ 
ence  between  the  amendment  of  the 
Senator  from  Illinois  and  that  of  the 
Senator  from  Delaware  is  that  the 
amendment  of  the  Senator  from  Illinois 
is  well  calculated.  It  affects  Louisiana, 
Texas,  and  Oklahoma  producers,  but 
does  not  affect  anybody  in  Illinois. 

Mr.  DOUGLAS.  It  affects  the  Ohio 
Oil  Co.  It  affects  the  Carter  Oil  Co.  It 
affects  several  other  oil  companies 
operating  in  Illinois.  The  big  companies 
have  been  successful  in  bamboozling  the 
small  operator.  During  every  election 
they  try  very  hard  to  take  after  me  with 
a  scalping  knife,  but  I  go  into  the  oil 
districts  then,  and  at  other  times  as  well, 
and  explain  the  situation,  and  I  carry 
the  oil  counties  every  time. 

Mr.  LONG  of  Louisiana.  If  the  Sena¬ 
tor  is  really  looking  at  why  the  27  % -per¬ 
cent  depletion  allowance  is  in  existence, 
it  is  to  offset  the  tremendous  risk  a  man 
takes  when  a  man  goes  into  New  Hamp¬ 
shire  or  Vermont  or  Massachusetts  and 
tries  to  drill  for  oil.  The  chances  are 
very  great  that  all  he  will  get  will  be 
salt  water.  Against  that,  the  allowance 
is  for  the  fantastic  risks  involved  in  ex¬ 
ploring  and  trying  to  find  new  oil.  The 
companies  invest  67  cents  every  time  they 
get  a  dollar  in  revenue,  in  order  to  find 
more  oil.  That  is  the  big  problem  we  are 
talking  about. 

The  Senator  from  Illinois  seeks  to  re¬ 
tain  the  depletion  allowance  for  the  man 
who  owns  the  land.  Let  us  assume  that 
someone  leases  a  man’s  land  and  explores 
for  oil.  The  chances  are  50  to  1  that 
nothing  will  be  found,  but  the  farmer  has 
nothing  to  lose. 


The  Senator  from  Illinois  is  a  very 
smart  politician,  so  he  protects  the 
farmer,  even  if  nothing  is  found  on  his 
land  but  salt  water,  or  even  dust,  and 
the  farmer  makes  a  profit. 

Mr.  DOUGLAS.  Is  the  Senator  against 
the  farmer  and  the  small  producer? 

Mr.  LONG  of  Louisiana.  I  am  against 
giving  something  for  nothing  to  anyone 
except  the  welfare  client,  and  I  am  in 
favor  of  giving  him  a  little  more,  but  I 
am  not  in  favor  of  giving  something  to 
somebody  at  another  man’s  expense. 

Mr.  DOUGLAS.  The  Senator  from 
Louisiana  has  charged  me  with  hypoc¬ 
risy — 

Mr.  LONG  of  Louisiana.  No;  with 
being  a  good  politician. 

Mr.  DOUGLAS.  I  just  voted  for  the 
Williams  amendment,  which  did  not  pro¬ 
vide  for  graduation.  I  do  not  think  it  is 
as  good  an  amendment  as  mine,  because 
the  small  producer  does  not  have  the 
same  distribution  of  risk  as  the  large 
operator.  Furthermore,  he  tends  to  ven¬ 
ture  out  into  untrained  fields  and,  there¬ 
fore,  it  is  proper  that  he  should  have 
greater  protection  against  risk.  That  is 
the  basic  economic  reason  why  I  retain 
the  27*4  -percent  allowance  for  those 
with  a  gross  income  of  less  than  $1  mil¬ 
lion. 

Mr.  LONG  of  Louisiana.  I  hope  the 
Senator  from  Illinois,  who  has  been  three 
times  elected  to  the  Senate,  will  not  con¬ 
tend  that  he  is  not  an  astute  politician. 
I  have  always  known  that  he  is  a  great 
man,  that  he  is  a  lovable  man,  and  one 
whom  I  truly  admire,  but  I  hope  he  will 
not  contend  that  he  is  not  an  astute 
politician,  because  I  have  always  con¬ 
sidered  that  that  is  one  reason  why  he  is 
here. 

Mr.  DOUGLAS.  This  is  the  first  time 
I  have  ever  been  accused  of  being  an 
astute  politician.  I  have  always  re¬ 
garded  myself  as  a  wandering  city  fellow 
trying  to  do  his  best,  making  many  mis¬ 
takes,  one  who  did  not  have  the  ability  of 
many  of  his  colleagues,  but  somehow 
hitched  up  with  the  right  causes  which 
would  ultimately,  though  not  imme¬ 
diately,  triumph. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Illinois  [Mr.  Douglas] 
yield? 

Mr.  DOUGLAS.  I  promised  before  to 
yield  to  the  Senator  from  Tennessee 
[Mr.  Gore]  but - 

Mr.  McGEE.  If  I  may  fill  in  the  gap 
made  by  the  Senator  from  Tennessee, 
who  is  not  now  in  the  Chamber,  I  would 
hope  the  Senator  from  Illinois  would  be 
willing  to  correct  one  of  the  rare  mis¬ 
takes  that  he  is  guilty  of  making. 

Mr.  DOUGLAS.  I  am  guilty  of  mak¬ 
ing  mistakes? 
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Mr.  McGEE.  The  Senator  from  Illi¬ 
nois  has  one  of  the  great  minds  in  this 
body. 

Mr.  DOUGLAS.  Beware  of  Greeks 
bearing  gifts.  I  yield  to  the  Senator 
from  Wyoming. 

Mr.  McGEE.  I  believe  the  Senator 
from  Illinois,  if  I  may  make  the  point,  is 
starting  at  the  wrong  end  of  the  prob¬ 
lem,  that  again,  as  I  had  occasion  to  say 
earlier  today,  this  is  a  resource  develop¬ 
ment  question.  The  depletion  allowance 
is  aimed  at  encouraging  oil  exploration. 
I  say  we  are  only  confusing  the  issue 
and  having  a  little  fun  when  we  start 
to  reverse  the  order  of  priority. 

The  Senator  from  Illinois,  in  his  es¬ 
teemed  way,  is  interested  in  maintaining 
the  well-being  of  the  independents.  In 
fact,  he  proposes  to  “do  them  in.”  By 
his  own  table  of  statistics  he  reminds  us 
that  only  2  percent  of  the  depletion  al¬ 
lowance  going  to  producers  with  gross 
incomes  of  $1  million  would  be  affected 
by  his  amendment. 

Mr.  DOUGLAS.  The  table  involves 
gross  assets;  yes. 

Mr.  McGEE.  Yes.  That  2  percent 
proves  the  point.  It  seems  to  me  that 
the  Senator  is  talking  unrealistically. 

Mr.  DOUGLAS.  Wait  a  minute - 

Mr.  McGEE.  The  independent  works 
with  a  risk  factor,  there  is  the  mo¬ 
mentum  factor  and  other  factors  con¬ 
cerned  with  the  resource  of  oil. 

Mr.  DOUGLAS.  My  amendment  pro¬ 
vides  for  a  $1  million  gross  income  be¬ 
fore  any  redu  :  n  in  the  depletion  allow¬ 
ance.  The  fife^re  the  Senator  has  just 
given  deals  with  $1  million  of  assets. 
The  income  would  be - 

Mr.  McGEE.  One  million  dollars 
gross  will  bring  in  what,  to  a  producer? 

Mr.  DOUGLAS.  A  $1  million  income. 

Mr.  McGEE.  One  million  dollars 
gross.  The  Senator  is  talking  about  $1 
million  gross. 

Mr.  DOUGLAS.  I  do  not  know  what 
the  net  would  be. 

Mr.  McGEE.  It  would  be  small.  The 
profits  .would  bring  in  what,  $80,000? 

Mr.  DOUGLAS.  If  it  is  small,  then 
the  taxes  would  be  small. 

Mr.  McGEE.  No;  the  Senator  from 
Illinois  is  discouraging  the  independents, 
for  the  reason  that - 

Mr.  DOUGLAS.  How  am  I  discourag¬ 
ing  the  independents,  by  permitting 
them  to  retain  the  same  depletion  allow¬ 
ance  that  they  have  today? 

Mr.  McGEE.  The  Senator  has  this 
$1  million  in  gross  income.  I  should 
like  to  point  out  that  the  independent 
would  be  deterred  from  oil  exploration. 
I  do  not  believe  the  Senator  is  trying  to 
argue  that  we  have  too  much  oil  and  that 
we  have  got  so  much  that  we  do  not 
know  what  to  do  with  it. 


Mr.  DOUGLAS.  We  have  got  too 
many  wells. 

Mr.  McGEE.  We  need  more  oil  and 
we  need  to  prove  up  more  reserves.  Why 
would  not  the  independent,  if  the  Sen¬ 
ator  is  interested  in  protecting  him,  have 
an  incentive  to  stop  exploring  the  mo¬ 
ment  he  reached  a  million  dollars? 

Mr.  DOUGLAS.  Is  he  saying  that  to 
become  a  John  D.  Rockefeller  is  what 
lures  him  on? 

Mr.  McGEE.  The  Senator  from  Illi¬ 
nois,  by  the  use  of  this  figure,  has  not 
been  deeply  involved  in  oil  exploration. 

[P.  2109~\ 

Mr.  DOUGLAS.  That  is  true. 

Mr.  McGEE.  The  risk  and  cost  fac¬ 
tors  must  be  considered. 

Mr.  DOUGLAS.  The  risk  factor  shows 
up  between  the  wildcatter  and  the  es¬ 
tablished  company.  General  Thompson, 
who  was  formerly  regarded  as  the  great 
god  on  this  subject  in  Texas,  testified  in 
1950  that  in  the  industry  as  a  whole 
there  were  two  successes  for  every  fail¬ 
ure.  I  have  the  figures  on  the  drilling, 
and  the  ratios  of  success  to  failure  are 
approximately  4  to  1  for  the  5  big  com¬ 
panies. 

Mr.  McGEE.  We  are  talking  about 
exploring  oil  and  the  independents  do 
70  to  80  percent  of  all  exploration.  They 
have  no  such  phenomenal  percentage 
as  this. 

Mr.  DOUGLAS.  This  is  one  of  the  rea¬ 
sons  why  I  am  not  diminishing  the  de¬ 
pletion  allowance  for  those  who  have  a 
gross  income  of  less  than  $1  million.  I 
am  retaining  the  27  % -percent  depletion 
allowance  for  them  as  a  compensation 
for  the  risk  because  they  suffer  in  two 
ways.  First,  they  drill  in  undeveloped 
fields,  and  second,  they  do  not  have  as 
wide -a  distribution  in  the  number  of 
the  drillings  which  a  big  company  will 
have. 

Mr.  McGEE.  With  $1  million  gross 
they  cannot  continue.  The  Senator  will 
put  them  out  of  business  before  they 
start. 

Mr.  DOUGLAS.  I  do  not  believe  I  will 
put  them  out  of  business  because  they 
would  still  have  the  same  27  V2  percent 
depletion  allowance. 

Mr.  McGEE.  One  million  dollars  gross 
to  an  independent,  he  cannot  stay  in  the 
oil  exploration  business  on  a  wide  scale. 
He  has  got  to  go  out  of  business.-  The 
Senator’s  $1  million  is  totally  out  of  line 
because  he  loses  the  point  of  the  whole 
assault  on  depletion.  Depletion  was  de¬ 
signed  to  develop  and  prove  out  on  re¬ 
sources.  It  was  not  a  source  of  income 
to  the  company.  That  is  why  the  Sen- 
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— ator  has  started  at  the  wrong  end.  He 
has  the  well  before  the  exploration. 

Mr.  DOUGLAS.  I  say  a  million  dol¬ 
lars  in  gross  income  from  oil  is  not  an 
excessively  small  amount. 

Mr.  McGEE.  I  say  it  is  a  very  ex¬ 
cessively  small  amount.  In  the  oil  ex¬ 
ploration  business  one  cannot  stay  in 
business  by  bringing  in  one  well  and 
then  waiting  until  one  has  spent  out 
that  year,  whatever  the  allowance  would 
be,  $80,000,  and  then  do  it  again  next 
year. 

Mr.  DOUGLAS.  What  is  the  price  per 
barrel  of  oil  in  the  field? 

Mr.  McGEE.  Around  20  to  25  cents 
profit.  We  are  interested  in  the  profit. 

Mr.  DOUGLAS.  What  is  the  price  in 
the  field? 

Mr.  McGEE.  Three  dollars. 

Mr.  DOUGLAS.  Well,  then,  an  oil 
man  would  have  to  produce  more  than 
333,000  barrels  in  a  year  in  order  to  ex¬ 
ceed  the  $1  million  figure.  On  all  yields 
of  less  than  333,000  barrels,  or  the  $1 
million  figure,  the  depletion  allowance 
would  not  be  reduced. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  ANDERSON.  I  should  like  to  ask 
a  question  about  this  $26  million.  The 
Senator  from  Illinois  has  said  that  an 
individual  earning  $26  million  paid  no 
tax.  Would  the  Senator  compare  the 
record  because  I  know  the  fact  of  a  man 
with  $26  million  and  only  $10  million  of 
it  was  attributable  to  that  year. 

Mr.  DOUGLAS.  I  know,  but  it  was 
capital  gains., 

Mr.  ANDERSON.  The  capital  gains 
was  attributable  to  that  year.  Only  $10 
million  went  in  that  year.  So  it  comes 
down  from  $26  million  to  $10  million. 
The  capital  gains  was  $5,436,224.  From 
that  he  took  only  $2,276,156  in  explora¬ 
tion.  That  left  $3,377,421  profit  on 
which  he  would  have  paid  tax  had  it 
not  been  that  he  had  a  previous  loss.  So 
while  he  did  have  $26  million  it  came 
to  only  $3  million  and  the  rest  is  cut 
off.  If  the  Senator  has  some  informa¬ 
tion  better  than  that,  I  should  like  to 
hear  it. 

Mr.  DOUGLAS.  I  have  a  memoran¬ 
dum  on  that,  which  was  furnished  to 
the  Senator  from  Louisiana  and  to  the 
Senator  from  Illinois.  The  sale  was 
made  for  $8  million  cash  with  the  bal¬ 
ance  in  purchase  money  notes.  Notes 
due  January  25,  1961,  amounting  to 
$3,377,421  were  sold  to  a  third  party  on 
December  29,  1960,  raising  the  selling 
price  realized  in  the  calendar  year  to 
$11,325,000.  The  realized  gain  for  1960, 


therefore  amounted  to  $10,888,000,  the 
balance  being  deferred  until  future  years 
in  accordance  with  the  installment 
method  which  is  provided  in  the  code. 
This  is  possible  only  if  the  payments — 
exclusive  of  evidence  of  indebtedness — 
do  not  exceed  30  percent  of  the  selling 
price.  Of  the  balance  of  the  notes,  $6 
million  was  collected  in  1961. 

Mr.  ANDERSON.  That  is  right.  That 
is  what  he  paid. 

Mr.  DOUGLAS.  On  which  $5,743,000 
represented  taxable  gain,  10  million 
therefore  remained  for  collection  in  fu¬ 
ture  years. 

The  point  is  that  he  was  paid  in  cash, 
and  the  balance  in  purchase  money 
notes,  which  he  could  collect  at  almost 
any  time. 

Mr.  ANDERSON.  No.  He  would  have 
lost  his  whole  capital  gains.  This  is  a 
perfectly  normal  transaction. 

Mr.  DOUGLAS.  What  tax  did  he  pay 
in  the  following  year? 

Mr.  ANDERSON.  I  do  not  know. 

Mr.  DOUGLAS.  I  believe  the  Senator 
will  find  that  he  paid  no  tax  in  the  fol¬ 
lowing  year. 

Mr.  ANDERSON.  Oh,  no.  The  Sena¬ 
tor  has  had  many  nice  things  said  about 
him,  and  I  could  add  to  them.  It  was 
unfortunate,  however,  that  he  said  the 
man  had  a  $26  million  income. 

Mr.  DOUGLAS.  An  economic  income. 

Mr.  ANDERSON.  Economic  income  is 
income.  The  Senator  said  that  he  paid 
no  taxes. 

Mr.  DOUGLAS.  I  am  not  trying  to 
conceal  anything.  I  gave  the  Senator 
the  information  I  had.  I  had  previously 
put  all  the  facts  in  the  Record. 

Mr.  ANDERSON.  The  Senator  handed 
me  the  chart.  He  is  not  trying  to  con¬ 
ceal  anything.  He  wanted  it  all  out  in 
the  open.  I  do  not  believe  that  what  he 
has  said  shows  the  exact  situation. 

Mr.  DOUGLAS.  Suppose  he  had  $12 
million  and  did  not  pay  any  taxes? 

Mr.  ANDERSON.  But  he  had  previ¬ 
ous  losses  which  he  wrote  off. 

Mr.  SIMPSON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  SIMPSON.  Perhaps  we  are  fid¬ 
dling  while  Rome  burns.  We  may  well 
need  the  combined  resources  of  these 
great  companies  to  provide  us  with  the 
required  energy.  The  news  has  just 
come  over  the  wire  that  Castro  has  en¬ 
forced  his  threat  to  shut  off  the  water 
at  Guantanamo.  What  we  are  discuss¬ 
ing  here  may  become  academic  in  a  few 
days. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  insert  in  the  Record  at  this  point 
a  table  showing  the  net  value  of  produc¬ 
tion  as  against  expenditures  for  finding, 
developing  ahd  producing  oil  and  gas  for 
the  years  1951,  1953,  and  1955. 
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The  total  net  value  of  production  in  The  net  annual  loss  in  1955  was 
1955,  for  the  entire  industry,  was  $428,260,000. 

$6,720,539,000.  The  total  exploration  There  being  no  objection,  the  table 
and  developmental  costs  in  1955  were  was  ordered  to  be  printed  in  the  Record, 
$5,127,465,000.  as  follows: 

Net  value  of  production  versus  expenditures  for  finding,  developing,  and  producing  oil  and 

gas 


[In  thousands  of  dollars] 


1951 

1953 

1955 

Industry  income: 

Net  value  oil  produced. _ _  _ _ _ 

4, 862, 136 
465, 461 

6, 401, 018 
660,  501 

5,  884,  215 
836,  324 

Net  value  gas  produced... _ _ _ _ _ _ 

Total,  net  value  production . . . . . . 

Industry  expenditures-exploration  costs: 

Geological,  geophysical,  and  related  professional  services . . 

Lease  purchases  and  rentals _  _ _ _ 

6, 327, 687 

6, 061, 519 

6,  720,  539 

186,000 
637, 910 
650,290 
126, 780 

243,  690 
744,630 
795,890 
171, 270 

246,440 
876,  620 
940,  210 
206,220 

Dry  holes _ _ _ _ _ 

Overhead. _ ; _  . 

Total,  exploration  costs . _ . . . . . 

1,600,980 

1, 965, 380 

2, 268,  390 

[P.  21 W] 
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Development  costs: 

Drilling  and  completion  of  producing  wells _  _  ...  . 

1, 390, 050 
420,360 
135, 780 

1, 689, 607 
483,000 
168,378 

2, 097,  225 
556,210 
205,640 

Equipment  (tubing,  tanks,  flow  value,  etc.) _ 

Overhead _  _ _ _  _ _ ... 

Total,  development  costs _ _  _ _  _ 

1, 946, 190 

2,  340,  985 

2,  859,075 

Subtotal,  exploration  and  development  costs _ 

Operating  oosls: 

Oil: 

Direct  cost?  ..  _  _  _ _ 

3,  547, 170 

4,  296, 365 

5, 127,  465 

1,  274, 149 
242. 146 

1,392,57,6 

306,326 

1,  540, 092 
337,758 

Overhead.. - -  -  -  - 

Total,  oil  operating  costs _  _ . 

Gas: 

Direct  costs _ _ _  .  .  .  _  ..  _ 

1,  516,  295 

1,  698,' 902 

1,877,850 

89,220 
7,  758 

134,  G75 
10, 920 

134, 097 
9,387 

Overhead  _  _  .  _ 

Total,  gas  operating  costs _ _  .  ..  .  _ 

96,978 

145,  595 

143,  484 

Total  operating  costs  .  _ _ _ 

1, 613, 273 

1, 844,  497 

2,021,334 

Total  expenditures  for  finding,  developing,  and  producing  >.. 

Net  annual  balance  .  _  _  - _ i 

5, 160, 443 

6, 140, 862 

7, 148*799 

+167, 144 

-79,  343 

-428, 260 

1  Includes  maintenance,  supervision,  and  general  overhead  but  excludes  charges  for  research.  ,  The  costs  do  not 
include  income  taxes,  payment  on  interest  and  principal,  or  return  to  investors. 

Source:  "Petroleum  and  Natural  Qas  in  the  United  States— Relation  of  Economics  and  Technologic  Trends,’’ 
by  C.  C.  Anderson,  chief  petroleum  engineer,  U.S.  Bureau  of  Mines,  Washington,  D.C. 


Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  PROXMIRE.  The  colloquy  be¬ 
tween  the  Senator  from  Illinois  and  the 
Senator  from  Wyoming  was  quite  fas¬ 
cinating.  If  we  followed  it  through, 
would  it  not  show  that  if  a  firm  or  indi¬ 
vidual  has  a  gross  income  of  $1  million, 
he  is  netting  in  the  neighborhood  of 
$75,000  or  $85,000? 

Mr.  DOUGLAS.  Yes. 

Mr.  PROXMIRE.  Does  the  Senator  be¬ 
lieve  that  a  man  who  nets  $75,000  or 
$85,000  is  a  pauper,  or  is  in  a  very  weak 
financial  position? 

Mr.  DOUGLAS.  I  hardly  think  so. 


Mr.  PROXMIRE.  Besides,  he  would 
not  be  affected  by  the  Senator’s  amend¬ 
ment,  would  he? 

Mr.  DOUGLAS.  The  Senator  is  cor¬ 
rect. 

Mr.  PROXMIRE.  So  he  would  have  a 
substantial  income,  an  income  more  thaii 
three  times  as  large  as  U.S.  Senators 
receive. 

Mr.  DOUGLAS.  He  would  be  among 
the  upper  one-fifth  of  1  percent  of  the 
people  of  the  country. 

Mr.  PROXMIRE.  One-fifth  of  1  per¬ 
cent.  In  other  words,  99.8  percent  of 
the  people  earn  less  than  that. 

Mr.  DOUGLAS.  Yes. 
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Mr.  PROXMIRE.  Yet  a  man  who  has 
that  income  is  considered  by  Senators  I 
opposing  the  Senator  from  Illinois,  as  | 
small  potatoes  in  the  oil  industry,  yet 
he  is  in  a  category  which  is  far  abbve 
that  of  99  percent  of  the  population  of 
the  country.  Is  that  correct? 

Mr.  DOUGLAS.  Yes;  I  am  trying  to 
protect  99.8  percent  of  the  population. 
The  Senator  from  Wyoming  is  weeping 
copious  tears  for  two-tenths  of  1  percent, 
or  for  1  out  of  every  500. 

I  do  not  regard  that  as  a  principle  of 
the  Democratic  Party  of  Andrew  Jack- 
son,  Woodrow  Wilson,  Franklin  Roose¬ 
velt,  Harry  Truman,  and  John  F.  Ken¬ 
nedy. 

Mr.  PROXMIRE.  The  Senator  has 
discussed  the  fact  that  the  manuufac- 
turing  industry  has  a  profit  of  10.3  per¬ 
cent  and  the  petroleum  industry  a  profit 
of  9.1  percent.  Of  course,  as  he  pointed 
out,  this  does  nqt  include  foreign  oper¬ 
ations. 

Let  us  assume  that  the  oil  industry 
does  not  make  quite  as  jnuch  money  as 
the  rest  of  the  industry.  Does  the  Sena¬ 
tor  believe  that  to  be  any  basis  for  argu¬ 
ing  that  they  should  pay  only  half  as 
much  in  taxes?  For  example,  if  a  per¬ 
son  lives  in- a  State  which  has  half  the  | 
per  capita  income  of  another  State, 
should  he  be  permitted  to  pay  only  50 
percent  as  much  in  taxes? 

Mr.  DOUGLAS.  If  the  average  do¬ 
mestic  production  is  lower,  it  is  due  to 
the  depletion  allowance,  which  has  en¬ 
couraged  overinvestment  and  overdrill¬ 
ing — so  much  overdrilling,  in  fact,  that 
it  is  necessary  to  restrict  production  in 
order  to  keep  up  prices. 

I  ask  unanimous  consent  that  a  table 
giving  the  profits  on  investment  for  16 
major  companies  be  provided  at  this 
point  in  my  remarks. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in' the  Record, 
as  follows: 

Profits  on  investment  after  taxes  1961-62 

I  • 

Percent 


1.  Standard  Oil  of  New  Jersey _  11. 1 

2.  Socony _  8.  2 

3.  Texaco _  14.  8 

4.  Standard  Oil  of  California _  11.6 

5;  Standard  Oil  of  Indiana _  6.  6 

6,  Shell _  _  _  11  2 

7, ’  Phillips _ I  8.  9 

8, ;  Sinclair _  5.  o 

9j  Continental _  9.  4 

10.  Standard  Oil  of  Ohio _  8.4 

11.  Marathon _  8.3 

12.  Signal -  8.  6 

13.  Richfield _  10.  6 

14.  Kerr -McGee _  15.  7 

15.  Superior _ _ _  9.  6 

16.  Amerada  Petroleum _  15.  9 


Mr.  PROXMIRE.  Would  it  not  be  to 
the  interest  of  the  people  in  Texas,  Okla¬ 


homa,  Louisiana,  and  Wyoming  if  the 
oil  industry  did  not  have  these  enormous 
concessions,  so  that  the  wealthy  people 
from  the  East  and  the  North  who  have 
huge  incomes  would  not  be  in  a  posi¬ 
tion  where  they  felt  they  had  to  come 
into  the  oil  industry  to  take  advantage 
of  the  tax  concessions. 

Mr.  DOUGLAS.  Their  going  into  the 
oil  industry  has  contributed  to  overde¬ 
velopment.  They  have  made  the  plight 
of  the  producer  worse  than  it  would  have 
otherwise  been. 

Mr.  PROXMIRE.  Does  the  Senator 
recall  the  great  book  by  Phil  Stern 
“Treasury  Raid”  in  which  the  author 
referred  to  a  man  who  had  $85  million 
in  assets,  with  very  high  income,  and  who 
said  he  could  not  afford  to  stay  out  of  the 
oil  industry,  and  had  to  go  into  it  in 
order  to  take  advantage  of  the  tax  con¬ 
cessions? 

Mr.  DOUGLAS.  Yes. 

Mr.  PROXMIRE.  As  a  consequence, 
the  people  who  live  there  and  who  have 
ordinary  wealth  would  be  better  off  if 
this  capital  were  not  pulled  in  into  that 
area  in  this  artificial  way. 

Mr.  DOUGLAS.  The  Senator  ex¬ 
presses  it  very  well. 

Mr.  PROXMIRE.  The  argument  is 
made  that  the  depletion  allowance  is 
necessary  because  this  is  a  high  risk  in¬ 
dustry.  Is  it  not  correct  that  Dunn’s 
Review  shows  that,  whereas  the  con¬ 
struction  industry  has  failures  in  the 
neighborhood  of  85  per  10,000,  the  retail 
industry  has  failures  of  400  per  10,- 
000 - 

Mr.  DOUGLAS.  Construction  has  86 
failures  per  10,000. 

Mr.  PROXMIRE.  I  stand  corrected; 
86  per  10,000.  The  retail  industry  has 
failures  of  400  per  10,000.  How  many 
failures  are  there  in  the  petroleum  in¬ 
dustry? 

Mr.  DOUGLAS.  Four  out  of  every  ten- 
thousand. 

Mr.  PROXMIRE.  Four  out  of  every 
ten  thousand? 

Mr.  DOUGLAS.  Yes.  It  is  the  lowest 
of  any  industrial  group.  It  is  one  of 
the  safest  industries  to  go  into.  The 
ratio  is  20  in  food  and  86  in  construction, 
but  only  4  in  oil,  gas,  and  mining.  If 
these  people  claim  we  must  give  them 
a  tax  break,  what  are  we  going  to  do  for 
the  comer  grocer? 

What  about  the  baseball  player.  A 
baseball  player’s  life  in  baseball  is  very 
short.  There  are  few  Stan  Musials. 
Most  players  have  a  very  brief  time  in 
the  game.  Should  they  not  have  the 
benefit  of  a  depletion  allowance?  They 
want  it.  What  about  poets?  Should 
not  poetic  genius  have  a  depletion  allow  - 
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ance?  Should  not  there  be  a  depletion 
allowance  for  defeated  politicians? 

Mr.  PROXMIRE.  I  think  that  would 
be  an  excellent  idea,  in  view  of  what  I  ! 
may  face  in  a  few  months. 

One  of  the  real  difficulties  of  the  de¬ 
pletion  allowance  in  its  present  form  is 
that  Uncle  Sam  is  a  partner,  up  to  90 
percent,  for  the  man  who  is  losing  money 
in  the  oil  industry;  70  percent,  if  the 
pending  bill  passes.  It  will  be  very  high. 
But  what  happens  when  the  oil  specu¬ 
lator  is  on  the  winning  side?  How  much 
does  Uncle  Sam  get? 

[P.  2111] 

Mr.  DOUGLAS.  The  speculator  takes 
almost  all.  It  is  a  case  of  “heads  I  win, 
tails  you  lose.” 

Mr.  PROXMIRE.  In  other  words, 
heads,  Uncle  Sam  loses;  tails,  the  oil 

speculator  gains. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Uncle  Sam  never  , 
wins. 

Mr.  DOUGLAS.  Seldom. 

Mr.  PROXMIRE.  One  more  question. 

I  know  the  Senator  from  West  Virginia 
has  been  waiting  patiently.  Does  the 
Senator  from  Illinois  know  of  any  prin¬ 
ciple  in  taxation  or  economics  that 
would  justify  a  depletion  allowance 
which,  in  the  years  1946  to  1949,  enabled 
the  average  oil  corporation  to  write  off 
its  wells  not  once,  not  twice,  not  10 
times,  but  19  times? 

Mr.  DOUGLAS.  I  know  of  no  such 
principle.  This  is  one  of  the  scandals. 
The  depletion  allowance  is  not  deprecia¬ 
tion,  but  the  oil  well  operator  writes  off 
the  original  cost  multiple  times.  I  know 
of  no  other  industry  in  which  that  can 
be  done.  There  is  no  other  industry,  ex¬ 
cept  possibly  the  sulfur  industry. 

Mr.  PROXMIRE.  But  in  terms  of  the 
whole  principle  of  depletion  depreciation, 
what  is  the  purpose  of  it?  The  purpose 
is  to  enable  the  taxpayer  to  write  off  the 
asset  which  he  has  invested  for  business 
purposes,  full  value  of  it  during  its  life, 
not  twice,  but  once.  Is  not  that  correct? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  So  this  principle  is 
violated  by  the  depletion  allowance,  and 
the  Senator  from  Illinois,  by  his  modest 
amendment,  would  not  affect  the  man 
who  nets  about  $75,000  or  $80,000  a  year 
at  all.  He  would  affect  the  middleman 
only  to  the  extent  of  reducing  his  de¬ 
preciation  to  21  percent.  The  big  opera¬ 
tor  would  still  have  a  15-percent  deple¬ 
tion  allowance  with  which  he  could  write 
off  his  investment. 

Mr.  DOUGLAS.  If  the  oil  industry 
does  not  accept  this,  it  will  get  something 
worse.  I  am  astounded  by  my  own 
moderation.  It  would  save  the  tax¬ 


payers  nevertheless  $400  million  a  year. 
Those  who  were  so  solicitous  for  the 
budget  when  they  voted  down  the  Ribi- 
coff  amendment  and  the  proposed  re¬ 
moval  of  retail  excise  taxes  now  have  the 
chance  to  prove  that  their  concern  is 
sincere. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield  to  the  Senator 
from  West  Virginia. 

Mr.  RANDOLPH.  I  am  deeply 
honored  to  sit  here,  as  I  do  day  after  day, 
beside  the  diligent  and  distinguished 
Senator  from  Illinois.  We  hold  many 
similar  views  and  we  vote  together  very 
often.  I  hold  a  genuine  affection  for  him 
as  a  friend. 

Mr.  DOUGLAS.  May  I  interrupt  the 
Senator  from  West  Virginia  to  say  that 
Disraeli  was  once  asked  how  he  got  along 
with  Queen  Victoria.  He  replied : 

When  I  deal  with  Queen  Victoria,  I  lay  it 
on  with  a  trowel. 

I  would  say  that  the  Senator  from 
West  Virginia  lays  it  on  with  a  shovel. 

Mr.  RANDOLPH.  What  I  have  spoken 
is  from  my  heart. 

We  hear  about  the  multimillion¬ 
aires — 

Mr.  DOUGLAS.  The  Hunts  and  the 
Gettys. 

Mr.  RANDOLPH.  The  Senator  has 
placed  these  names  in  the  Record. 

Mr.  DOUGLAS.  The  Cullens  and 
Clint  Murchisons  and  Sid  Richardson 
and  a  host  of  lesser  lights. 

Mr.  RANDOLPH.  I  remember  that 
my  revered  father  was  an  active  inde¬ 
pendent  oil  and  gas  producer  in  West 
Virginia.  He  lost  money  in  this  in¬ 
dustry;  but  he  was  a  pioneer  and  he 
helped  thousands  of  citizens  and  aided 
the  economy. 

Mr.  DOUGLAS.  He  would  not  be  af¬ 
fected  by  my  amendment. 

Mr.  RANDOLPH.  But  I  make  the 
point  that  not  all  persons  who  drill  for 
oil  and  gas  have  become  or  did  become 
rich. 

Mr.  DOUGLAS.  That  is  true. 

Mr.  RANDOLPH.  Not  all  West  Vir¬ 
ginians  who  went  from  our  State  to  the 
fields  in  Oklahoma  became  wealthy  in 
that  State.  Most  of  them,  I  note,  in 
the  presence  of  Senators  from  that  State, 
were  substantial  people.  They  were 
ready  to  take  a  chance. 

I  had  two  uncles  who  went  to  Okla¬ 
homa  from  West  Virginia;  they  did  not 
become  rich  men,  although  they  carried 
from  the  oil  background  in  West  Vir¬ 
ginia  to  the  Sooner  State,  hard  work  and 
good  citizenship. 

We  have  pioneered  in  this  industry. 
Our  first  commercial  well  was  drilled  in 
October  1859.  This  well  was  drilled  in 
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the  Hughes  River  territory  4  years  before 
West  Virginia  became  a  State. 

Mr.  DOUGLAS.  About  the  time  of  the 
discovery  of  oil  at  Titusville? 

Mr.  RANDOLPH.  Titusville  was  the 
location  of  the  first  U.S.  production. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  RANDOLPH.  Mr.  President,  in 
the  early  years  there  was  feverish  com¬ 
petitive  activity  in  the  petroleum  indus¬ 
try.  Overdrilling  was  the  rule.  Extrava¬ 
gant  dissipation  of  reservoir  energy 
wasted  billions  of  feet  of  valuable  natu¬ 
ral  gas.  It  also  allowed  upward  to  80 
percent  of  the  oil  in  the  reservoir  to  lie 
unrecovered  and  unrecoverable  except 
under  some  form  of  secondary  operation. 

Despite  those  early  practices,  and  be¬ 
cause  of  the  large  virgin  territory  in  our 
State  available  for  exploration  and  devel¬ 
opment,  production  steadily  increased 
until  the  peak  year  of  1900,  when  over  16 
million  barrels  of  oil  were  produced  in 
our  State.  After  that  top  year,  produc¬ 
tion  steadily  declined  until  the  total  out¬ 
put  of  crude  oil  in  1962  in  West  Virginia 
amounted  to  3.5  million  barrels. 

But  oil  alone  is  not  involved,  in  our 
State,  because  oil  and  gas  are  generally 
found  in  the  same  horizon  and  in  many 
cases  are  produced  from  the  same  well. 
It  is  significant  that  the  total  value  of 
crude  oil,  natural  gas  liquids,  and  natu¬ 
ral  gas  in  1962  amounted  to  $91.7  million. 
These  mineral  products  were  second  in 
value  only  to  coal,  and  these  petroleum 
values  represent  12.9  percent  of  the  total 
value  of  all  our  State’s  minerals. 

In  West  Virginia,  47  percent  of  the 
total  land  area  is  under  lease  for  oil  and 
gas  purposes  and  in  the  search  for  and 
development  of  these  hydrocarbons,  85,- 
193  wells  have  been  drilled.  Upward  to 
30,000  producing  oil  and  gas  wells  were 
in  operation  in  the  State  in  1962,  and 
1,400  of  them  were  new  last  year.  In 
1962  we  drilled  1,171  wells  and  200  were 
dry  holes. 

The  producing  division  of  the  industry 
provides  employment  for  4,250  persons. 
Refining,  transportation,  and  marketing 
divisions  and  employees  of  gas  com¬ 
panies  number  10,400.  Thus,  14,650 
individuals  are  gainfully  employed  by 
the  oil  and  gas  industry  in  West  Vir¬ 
ginia.  Several  thousand  additional  are 
employed  in  retail  marketing  outlets.  It 
is  estimated  that  payrolls  in  excess  of 
$70  million  are  generated  annually  in 
our  State  by  petroleum  drilling,  trans¬ 
porting,  refining,  and  marketing. 

Approximately  80  percent  of  the  wells 
now  producing  in  West  Virginia  are 
owned  by  small  independent  companies. 
More  than  150,000  West  Virginians  re¬ 
ceive  income  from  these  wells  based  on 
investment  or  royalty  or  rental. 


The  oil  and  gas  industries  are  vital 
revenue  producers  for  several  of  our 
counties,  and  for  the  State  government. 
The  industry,  in  the  month  of  August  of 
last  year,  paid  gross  sales  taxes  amount¬ 
ing  to  $671,230 — the  oil  portion  having 
been  over  $22,000,  the  gas  portion  almost 
$122,000,  and  gas  utilities,  slightly  over 
$527,000. 

I  am  a  vigorous  believer  in  the  concept 
that  conservation  of  our  nonrenewable 
natural  resources,  particularly  oil  and 
gas  and  component  hydrocarbons,  is  in¬ 
dispensable  to  the  welfare  and  the  con¬ 
tinuing  strength  of  the  State  and  the 
Nation.  Only  through  wise  utilization 
of  our  nonrenewable  natural  resources 
can  we  escape  the  detrimental  conse¬ 
quences  of  profligate  depletion  of  the 
sources  of  our  valuable  petroleum  pro¬ 
ducts. 

I  think  in  terms  of  incentive,  and  the 
aiding  of  productivity  of  West  Virginia. 
Even  so,  although  one  may  discount  the 
financial  hazard  of  drilling  an  oil  well 
in  West  Virginia,  the  hazard  exists, 
nevertheless,  to  a  considerable  degree. 

I  feel  that,  by  and  large,  we  must  face 
the  fact  that  there  is  a  need,  not  only 
in  this  particular  industry,  but  in  many' 
other  industries,  for  what  we  call  in¬ 
centives  for  venture  capital,  for  risk 
capital. 

I  wish  to  emphasize  again,  as  I  did 
earlier,  that  in  West  Virginia  the  aver¬ 
age  cost  of  drilling  a  producing  well  is 
$49,500.  That  is  not  a  deep  well;  it  is 
of  the  average  depth  of  3,500  feet.  Our 
productive  sands  are  between  1,000  and 
12,000  feet  below  the  surface. 

The  domestic,  the  independent,  the 
small  producer  in  West  Virginia  is  con¬ 
cerned  in  terms  of  the  needed  protection 
which  comes  to  him  from  the  present 
depletion  allowance. 

Earlier  this  afternoon  I  read  into  the 
Record — at  a  time  when  I  believe  the 
Senator  from  Illinois  was  not  on  the 
floor — a  statement  from  a  West  Virginia 
friend  whom  I  know  very  well.  In  1962 
his  firm  drilled  141  wells.  Only  one  of 
them  produced  sufficient  profit  to  be  em- 

[/>.  2//2] 

braced  within  the  27  V2  -percent  depletion 
allowance.  The  actual  depletion  allow¬ 
ance  on  the  wells  drilled  amounted  to  less 
than  13  percent.  So  the  figure  is  not  al¬ 
ways  27  V2  percent. 

Mr.  DOUGLAS.  The  average  percent¬ 
age  taken,  in  the  country  as  a  whole,  is, 
however,  approximately  26  percent. 

Let  us  consider  the  average  small  pro¬ 
ducer  in  West  Virginia.  How  many  bar¬ 
rels  of  oil  will  his  well  produce  in  a  year? 

Mr.  RANDOLPH.  I  cannot  answer 
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that  question,  but  I  do  have  the  figures 
on  crude-oil  production  for  the  follow¬ 
ing  years: 


Barrels 

1958  _  2, 186, 000 

1959  _  2, 184, 000 

1960  _  2,300,000 

1961  _  2,760,000 

1962  _ 3,345,000 


Mr.  DOUGLAS.  We  do  not  reduce  the 
depletion  allowance  for  any  individual  or 
corporation  on  any  gross  income  of  less 
than  $1  million;  and  with  oil  worth  $3  a 
barrel  in  the  field — as  the  distinguished 
Senator  from  Oklahoma  has  said  and  has 
been  corroborated  by  the  Senator  from 
New  Mexico — one  would  have  to  have 
over  330,000  barrels,  to  go  over  the  $1 
million  mark.  So  a  producer  who  has 
2,000  barrels  a  year  need  not  fear; 
neither  will  one  who  has  10  average  wells 
with  20,000  barrels  or  $60,000,  or  one  who 
has  50  wells,  or  one  who  has  100  wells,  or 
one  who  has  150  wells  need  fear.  Even 
the  latter  will  only  have  a  gross  income 
of  $450,000.  He  will  still  have  his  27 1/2 
percent  allowance. 

Let  the  Senator  return  to  West  Vir¬ 
ginia  and  tell  the  producers  there  that 
there  is  nothing  for  them  to  fear  in  the 
Douglas  amendment. 

Mr.  RANDOLPH.  I  understand  the 
principle  on  which  the  Senator  from  Il¬ 
linois  bases  his  argument. 

Those  of  us  who  come  from  States  such 
as  West  Virginia — which  is  identified  in 
the  public  mind  as  being  a  coal-produc¬ 
ing  State,  there  is  important  oil- 
production— — 

Mr.  DOUGLAS.  But  the  Senator 
should  not  let  his  State  be  used  by  the 
“big  boys” - 

Mr.  RANDOLPH.  I  feel  we  are  both 
concerned  with  doing  that  which  is 
equitable,  even  though  there  is  a  dis¬ 
agreement  on  this  proposal.  My  position 
has  been  a  consistent  one,  in  the  House 
and  now  in  the  Senate.  I  respect  the 
conviction  of  the  Senator  from  Illinois. 

Mr.  DOUGLAS.  Mr.  President,  the 
Senator  from  West  Virginia  is  always 
generous,  and  also  amiable  and  kind. 

Mr.  RANDOLPH.  I  thank  the  Senator 
from  Illinois. 

Mr.  DOUGLAS.  Mr.  President,  unless 
the  Senator  from  Oklahoma  [Mr.  Mon- 
roney]  wishes  to  ask  me  some  ques¬ 
tions — 

Mr.  MONRONEY.  I  wish  to  obtain  the 
floor. 

Mr.  DOUGLAS.  Does  the  Senator 
from  Oklahoma  wish  to  obtain  the  floor 
in  his  own  right? 

Mr.  MONRONEY.  Yes. 

Mr.  DOUGLAS.  Very  well. 

Mr.  President,  I  yield  the  floor. 

Mr.  MONRONEY.  Mr.  President - 


The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  is  recognized. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield  briefly  to 
me? 

Mr.  MONRONEY.  I  yield. 

Mr.  CLARK.  I  thank  the  Senator 
from  Oklahoma. 

Mr.  President,  I  supported  the  Wil¬ 
liams  oil  depletion  amendment,  and  I 
shall  support  the  Douglas  amendment. 
I  desire  to  state  very  briefly  my  reasons 
for  doing  so. 

First,  I  wish  to  make  it  clear  that — at 
least,  in  my  own  mind— I  am  not  en¬ 
gaging  in  a  grandstand  play.  I  have  re¬ 
vealed  to  the  public  the  fact  that  for 
many  years  my  principal  source  of  in¬ 
come  has  been  oil  royalties  paid  me  by 
the  Humble  Oil  &  Refining  Co.,  in  an 
amount  sufficient  to  enable  me  to  lead 
a  comfortable  life  and  still  be  a  U.S. 
Senator. . 

I  repeat  that  I  am  not  indulging  in  a 
grandstand  play. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Pennsyl¬ 
vania  yield? 

Mr.  CLARK.  I  yield. 

Mr.  LONG  of  Louisiana.  Would  not 
the  Senator  from  Pennsylvania  be  pro¬ 
tected  by  this  amendment?  He  is  an 
oil  royalty  owner,  is  he  not? 

Mr.  CLARK.  I  intend  to  support  the 
amendment  of  the  Senator  from  Illi¬ 
nois,  because  the  oil  depletion  allowance 
is  so  unconscionable  that  I  cannot  sleep 
very  well  some  nights  when  I  realize 
that  I  am  a  beneficiary  of  it.  So  I  in¬ 
tend  to  support  a  cut  in'  it;  and  I  think 
it  can  be  cut  and  still  be  such  as  to  en¬ 
able  me  to  continue  my  rather  comfort¬ 
able  mode  of  living. 

I  say  to  the  Senator  from  Louisiana 
that  it  is  the  munificence  which  flows 
from  underneath  the  land  of  the  sugar 
plantation  which  my  great  grandfather 
had  the  wisdom  to  squat  on,  shortly  be¬ 
fore  the  Civil  War,  land  located  in  Lou¬ 
isiana,  which  enables  me  to  take  this  so- 
called  high-minded  attitude,  because  I 
could  afford  to  have  the  oil  depletion 
allowance  cut  rather  substantially  and 
still  not  suffer  unduly. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  does  the  Senator  from  Pennsyl¬ 
vania  say - 

Mr.  CLARK.  Mr.  President,  I  do  not 
yield  at  this  time. 

I  say  that  this  is  no  grandstand  play 
on  my  part,  because  the  depletion  al¬ 
lowance  could  be  cut  in  half,  and  I  still 
could  pay  for  the  groceries  I  need. 

Mr.  President,  I  asked  the  Senator 
from  Oklahoma  to  yield  briefly  to  me. 
However,  If  the  Senator  from  Louisiana 
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wishes  to  inject  his  remarks  into  my 
speech,  I  am  glad  to  yield  to  him. 

Mr.  LONG  of  Louisiana.  Is  the  Sen¬ 
ator  from  Pennsylvania  making  more 
than  $1  million  a  year  from  those  roy¬ 
alties? 

Mr.  CLARK.  No.  I  am  making  in 
the  neighborhood  of  $60,000  to  $70,000 
a  year  from  the  royalties. 

Mr.  LONG  of  Louisiana.  Then  the 
Senator  from  Pennsylvania  is  well  pro¬ 
tected;  and  the  amendment  would  cost 
him  nothing,  and  he  could  be  a  states¬ 
man  about  this  matter.* 

Mr.  CLARK.  So  what?  I  am  still  in 
favor  of  the  amendment. 

Mr.  LONG  of  Louisiana.  But  the 
Senator  from  Pennsylvania  would  take 
no  risk. 

That  is  exactly  what  is  wrong  with  the 
amendment  of  the  Senator  from  Illinois : 
Those  who  take  no  risk  could  continue 
to  stay  in  Philadelphia  and  draw  their 
royalties;  and  the  Senator  from  Penn¬ 
sylvania  therefore  would  favor  the 
.amendment,  even  if  the  result  was  that 
nothing  but  dust  were  found  in  the 
bottom  of  a  dry  hole. 

Mr.  CLARK.  Mr.  President,  I  can 
shout  as  loud  as  the  Senator  from  Lou¬ 
isiana  can.  If  he  wishes  me  to  yield 
from  the  time  given  me  by  courtesy  of 
the  Senator  from  Oklahoma,  I  am  will¬ 
ing  to  yield  for  a  question — but  not  for 
a  speech  in  the  brief  amount  of  time 
which  has  been  yielded  to  me.  But  I 
can  shout  as  loud  as  the  Senator  from 
Louisiana  can.  If  he  wishes  to  ask  me 
a  question,  I  shall  yield.  If  he  wishes  to 
make  a  stump  speech,  he  should  make 
it  on  his  own  time. 

Mr.  LONG  of  Louisiana.  Well,  does 
the  Senator  from  Pennsylvania  say  that 
if  an  oil  company  conducts  its  opera¬ 
tions  on  the  land  which  was  acquired  by 
his  great-grandfather,  and  if  that  com¬ 
pany  takes  all  the  risk  and  drills  the 
well,  and  if  its  operations  result  in  en¬ 
abling  the  Senator  from  Pennsylvania  to 
have  a  guaranteed  income  of  $70,000  a 
year,  is  it  fair,  when  that  company  takes 
all  the  risk  for  the  Senator  from  Penn¬ 
sylvania  to  take  none  of  the  risk,  but 
still  favor  an  amendment  which  would 
cut  the  depletion  allowance  to  an  ex¬ 
tent  which  really  would  hurt  that  com¬ 
pany? 

Mr.  CLARK.  Mr.  President,  if  the 
Senator  from  Louisiana  wishes  to  have 
me  give  him  a  candid  answer,  it  1s  that 
I  do  not  think  it  is  fair  that  I  get  so 
much  income  tax  free  and  at  the  same 
time  that  the  Humble  Oil  Co.  not  pay 
the  amount  of  taxes  which  it  should  pay 
as  its  fair  share  in  order  to  help  pre¬ 
serve  our  freedoms  and  our  American 
way  of  life. 


Mr.  LONG  of  Louisiana.  Does  the 
Senator  from  Pennsylvania  think  it  is 
fair  for  the  producer  to  take  all  the  risk 
and  for  the  Senator,  who  receives  that 
fine  income  from  the  oil  company’s  op¬ 
erations,  to  take  no  risk — not  only  take 
no  rftk,  but,  in  fact,  receive  that  very 
large  payment — and  also  for  the  Sena¬ 
tor  to  favor  this  amendment,  which 
really  would  hurt  that  producer?  Does 
the  Senator  from  Pennsylvania  think  it 
is  fair  for  him  in  that  way  to  repay  that 
company  for  all  the  risk  it  took?  In 
other  words,  does  he  believe  it  would  be 
fair  for  him  to  favor  an  amendment 
which  would  penalize  those  who  took  the 
risk,  while  those  who  are  protected  and 
are  making  fine  profits  are  living  com¬ 
fortably  and  are  the  ones  who  really 
benefit  as  a  result  of  the  271/2-percent 
depletion  allowance? 

Mr.  CLARK.  The  answer  to  that 
question  is  “Yes.”  Nevertheless  I  voted 
for  the  amendment  of  the  Senator  from 

[P.  2113  ] 

Delaware  [Mr.  Williams],  which  did  not 
include  the  escape  clause  which,  in 
my  opinion,  the  Douglas  amendment 
includes. 

In  my  opinion,  a  cut  in  the  depletion 
allowance,  whether  confined  to  the  de¬ 
pletion  allowance  received  by  the  large 
companies  which  produce  oil  or  confined 
to  allowance  received  by  the  royalty 
owners,  is  an  appropriate  exercise 
of  the  discretion  of  Congress;  and  I  shall 
support  it. 

Mr.  President,  if  the  Senator  from 
Louisiana  will  permit  me  to  do  so,  I 
should  like  to  conclude  my  comments — 
and  in  short  order. 

I  thank  the  Senator  from  Oklahoma 
for  yielding  this  time  to  me. 

My  point  is  that  the  arguments  made 
by  the  Senator  from  Delaware  and  the 
Senator  from  Illinois  are  quite  un¬ 
answerable.  In  my  opinion  that  is  an 
industry  which  quite  clearly  is  not  pay¬ 
ing  its  fair  share  of  our  national  tax 
burden. 

I  understand  that  this  is  a  contro¬ 
versial  statement  for  me  to  make.  I 
have  tried  to  follow  the  arguments  on 
both  sides  as  well  as  I  could.  Neverthe¬ 
less,  it  seems  clear  to  me  that  the  pre¬ 
ponderance  of  sound  argument  is  on  the 
side  of  the  Senator  from  Delaware  [Mr. 
Williams]  and  the  Senator  from  Illinois 
[Mr.  Douglas].  In  my  judgment,  there 
is  no  conceivable  excuse  for  my  getting 
tax  free  income  because  my  great-grand¬ 
father,  who  thought  he  was  going  to 
raise  sugar — I  am  sure  he  would  roll  over 
in  his  grave  now  if  he  knew  that  there 
were  63  to  70  oil-producing  oil  wells 
under  the  land  where,  unhappily,  he 
failed  to  raise  sugar  with  any  profit — 
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had  the  good  fortune  or  the  good  luck  to 
squat  on  that  land.  I  suppose  that  state¬ 
ment  is  not  fair  to  great-grandfather, 
because  he  got  a  good  title  to  that 
Spanish  land  grant.  He  did  not  really 
squat;  he  bought  the  land. 

I  conclude  on  the  following  note: 
Here  is  an  inequitable  tax  situation 
which  has  existed  for  a  long  time. 
Every  year  since  I  came  to  the  Senate 
efforts  have  been  made  to  cut  the  deple¬ 
tion  allowance  in  order  to  bring  the  re¬ 
turn  from  the  oil  industry  somewhere 
into  line  with  the  return  from  other  well- 
managed  and  profitable  American  cor¬ 
porations. 

We  have  been  defeated  because  the 
votes  of  Senators  who  come  from  the 
States  where  oil  is  being  produced  de¬ 
feat  the  effort  to  give  equity  to  this  part 
of  our  tax  structure. 

The  argument  has  been  made  that  we 
ought  not  to  cut  the  depletion  allowance 
because  we  have  to  encourage  further 
exploration  for  oil  and  gas  and  the  build¬ 
ing  up  of  further  reserves.  In  my  opin¬ 
ion  that  is  an  unsound  argument.  There 
is  too  much  oil  now.  The  Middle  East¬ 
ern  oil  is  produced  so  much  more  cheaply 
than  our  domestic  oil  that  it  is  necessary 
to  rig  the  price.  The  gulf  coast  posted 
price  which  controls  U.S.  prices  for  oil 
is  far  higher  than  the  profitable  cost  of 
bringing  oil  in  from  the  Middle  East  and 
elsewhere.  In  my  opinion — and  I  am 
now  about  through — it  would  be  far  bet¬ 
ter  to  keep  those  reserves  in  the  ground 
until  perhaps  they  will  be  badly  needed 
in  the  event  of  war  or  some  other  catas¬ 
trophe,  when  perhaps  our  source  of  sup¬ 
ply  from  foreign  oil  would  be  cut  down. 
We  know  those  reserves  are  there.  We 
know  what  they  are.  The  oil  wells  on 
the  property  from  which  I  received  roy¬ 
alties  are  now  restricted  as  to  the  num¬ 
ber  of  barrels  they  can  produce  each 
day.  It  is  probably  a  good  thing  for  my 
children  and  my  grandchildren  that, 
in  an  effort  to  maintain  and  stabilize  the 
price,  production  from  those  wells  is 
being  curtailed.  It  seems  to  me  that  in 
that  situation  it  would  be  far  wiser  not 
to  drill  a  great  many  more  wells  to  prove 
those  reserves.  I  believe  domestic  pro¬ 
duction  should  be  cut  even  further. 

I  thank  my  friend  from  Oklahoma  for 
yielding  to  me.  I  shall  support  the  Doug¬ 
las  amendment. 

Mr.  MONRONEY.  Mr.  President,  be¬ 
fore  we  establish  a  change  in  our  his¬ 
toric  and,  I  believe,  successful  policy  of 
dealing  with  mineral  deposits  in  the 
United  States,  we  should  at  least  stop, 
look,  and  listen.  We  have  heard  noth¬ 
ing,  except  bare  statements  on  the  floor 
of  the  Senate,  to  show  that  we  have  too 
much  oil.  I  feel  that  we  do  not  have  too 


much  oil.  I  believe  that  we  must  always 
have  enough  oil  so  that  our  Nation  can 
be  independent,  if  necessary,  in  the  event 
Middle  Eastern  oil  is  shut  off  or  if  Latin 
American  oil  is  shut  off.  We  should  have 
that  oil  available  so  that  we  can  supply 
with  oil  the  necessary  equipment,  in¬ 
cluding  airplanes,  tanks,  automobiles, 
and  buses  that  are  so  heavily  dependent 
on  that  prime  source  of  energy. 

If  we  keep  those  objectives  in  sight, 
I  do  not  believe  it  can  be  shown  that  we 
are  overdeveloping  our  natural  re¬ 
sources.  Any  idea  that  we  should  make 
it  harder  to  find  oil  is  difficult  to  under¬ 
stand.  That  is  the  point  of  the  argu¬ 
ment  of  all  three  leaders  who  support 
the  amendment.  They  maintain  that 
there  has  been  overdevelopment  of  our 
oil  resources  and  overinvestment  in 
them.  If  we  are  required  to  import  12  V2 
percent  of  our  oil  from  overseas  today, 
I  believe  that  we  certainly  are  not  over¬ 
producing  or  overdeveloping.  Gertainly 
some  of  the  oil  is  shut  in.  I  am  very  glad 
that  we  are  producing  only  7 1/2  million 
barrels  a  day  against  an  absolute  poten¬ 
tial  of  10  million  barrels.  But  that  is 
not  a  sign  that  if  we  should  open  produc¬ 
tion  to  IOV2  million  barrels  we  would 
have  that  much  supply  per  day.  Over  a 
period  of  45  days,  when  the  rock  pres¬ 
sure  would  go  down,  we  could  not  pro¬ 
duce  that  much  oil. 

I  should  like  to  state  what  we  are 
asked  to  do  in  the  Douglas  amendment. 

I  am  very  much  surprised  that  a  man 
who  always  hews  to  the  line  of  abso¬ 
lute  fairness  in  the  treatment  of  any 
tax  question  would  change  the  whole 
philosophy  of  the  depletion  allowances, 
which  historically  have  been  based  on 
many  factors,  but  certainly  not  on  the 
income  of  the  individual  taxpayer. 

We  have  a  graduated  income  tax  for 
individuals.  We  have  a  corporation  tax, 
which  has  been  too  high.  It  has  been 
52  percent;  it  will  be  lowered  to  48  per¬ 
cent.  But  even  then  these  corporations 
will  be  declaring  dividends.  When  the 
dividends  go  out  and  are  received  by  the 
individual  stockholders,  those  stock¬ 
holders  will  pay  the  graduated  income 
tax  on  them.  For  that  reason  I  say  that 
we  are  attempting  to  put  two  taxes  on 
the  income  of  the  individual  taxpayer. 
We  would  put  a  penalty  on  his  success 
in  finding  oil  or  developing  it.  I  think 
such  a  penalty  is  against  the  best  prin¬ 
ciples  that  we  have  always  stood  for. 

Under  the  Douglas  amendment,  the 
rate  of  depletion  would  no  longer  be 
based  upon  a  particular  mineral  or  com¬ 
modity,  as  has  historically  been  the  case, 
but  it  would  be  based  instead  upon  a 
concept  completely  irrelevant  to  the 
original  purposes  of  depletion,  such  as 
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the  need  for  domestic  reserves,  the  large 
amount  of  capital  required,  and  the  com¬ 
parative  risk.  Under  the  Senator’s 
amendment,  the  depletion  rate  would 
be  based  solely  on  the  financial  status 
of  a  particular  individual  or  a  particular 
corporation. 

It  would  not  depend  on  the  mineral, 
whether  it  was  hard  to  find,  or  whether 
it  existed  in  great  quantities.  All  the 
minerals  with  peculiar  sounding  names 
would  be  placed  above  oil  in  the  depletion 
allowance.  The  amendment  would  give 
higher  allowances  to  those  people  who 
are  fortunate  enough  to  have  deposits  of 
sulfur  or  uranium  that  he  mentioned. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MONRONEY.  I  yield. 

Mr.  DOUGLAS.  If  the  Senator  de¬ 
sires  to  apply  to  sulfur  and  uranium  the 
same  rate  that  would  apply  to  oil,  that 
would  be  satisfactory. 

Mr.  MONRONEY.  The  Senator  has 
his  amendment,  and  he  has  been  argu¬ 
ing  for  it  for  2  days.  I  am  merely  point¬ 
ing  out  how  poorly  thought  out  is  the 
amendment. 

Lead  and  zinc,  which  exist  in  great 
quantities,  are  found  only  a  few  hundred 
feet  under  the  surface  of  the  ground. 
Sometimes  they  are  only  10  feet  below 
the  surface.  Those  minerals  would  con¬ 
tinue  to  have  a  depletion  allowance  of 
23  percent,  while  the  depletion  allowance 
on  oil  would  be  cut  to  15  percent. 

As  the  Senator  has  said,  most  of  the 
oil  producers  would  be  in  the  higher 
brackets.  But  all  of  these  things  depart 
from  the  traditional  concept  that  the 
percentage  depletion  allowance  over  the 
years  should  be  based  on  the  mineral  and 
not  on  how  many  stockholders  there  are, 
or  how  rich  or  how  lucky  an  oil  producer 
might  have  been  in  the  discovery  of  oil. 
I  do  not  think  we  wish  to  go  to  that  kind 
of  concept,  particularly  when  the  Sena¬ 
tor  includes  such  items  as  sagger  clay, 
and  clay  used  or  sold  for  use  for  such 
purposes,  and  bentonite.  All  those  min¬ 
erals  would  be  given  a  more  favorable 
rate  than  oil,  which  is  to  be  found  5,000 
feet  under  the  surface  of  the  earth.  The 
risk  one  must  take  in  searching  for  oil 
is  high. 

We  might  as  well  use  the  number  of 
shareholders  of  a  corporation,  or  in  the 
case  of  an  individual,  the  color  of  his 
hair  or  the  cut  of  his  clothes  to  deter¬ 
mine  what  the  rate  should  be. 

[P.  2114 ] 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MONRONEY.  I  yield  to  the  Sen¬ 
ator  from  Kansas. 


Mr.  CARLSON.  An  interesting  dis¬ 
cussion  on  the  statement  which  the  Sen¬ 
ator  has  made  took  place  during  the 
hearings  at  the  time  Mr.  Harold  Decker, 
who  was  immediate  past  president  of  the 
Independent  Petroleum  Association,  tes¬ 
tified.  The  statement  is  found  at  page 
2373  of  the  hearings.  The  Senator  from 
Illinois  was  involved  in  the  colloquy.  I 
ask  the  Senator  if  I  may  quote  briefly 
from  that  page. 

Mr.  MONRONEY.  Yes. 

Mr.  CARLSON.  It  reads  as  follows : 

Senator  Carlson.  Just  following  the  sug¬ 
gestion  that  the  Senator  from  Illinois,  Sen¬ 
ator  Douglas,  made,  would  it  not  be  the  es¬ 
tablishment  really  of  a  graduated  corporation 
tax  based  on  size  or  bigness  and  the 
tendency,  of  course,  if  that  were  approved 
would  be  for  these  large  corporations  to 
gradually  split  up  into  smaller  units; 
wouldn’t  that  be  the  tendency? 

Mr.  Decker.  I  think  you  would  find  the 
smaller  individual  once  he  gets  past  a  cer¬ 
tain  stage  would  immediately  sell  out. 

Senator  Carlson.  In  other  words — well, 
yes,  of  course,  that  is  what  would  happen,  I 
assume. 

Mr.  Decker.  It  is  happening  fast  enough 
now  and  you  would  really  accelerate  it  if 
you  had  that. 

Senator  Carlson.  That  is  all. 

Senator  Douglas.  Would  the  Senator  yield? 

Senator  Carlson.  I  am  through. 

Senator  Douglas.  Do  you  think  they  would 
sell  out? 

Mr.  Decker.  I  say  if  the  depletion  came  to 
20  percent  instead  of  27^  percent  by  the 
graduation  that  you  propose  they  would  im¬ 
mediately  sell  out. 

Senator  Douglas.  Why? 

Mr.  Decker.  Because  the  lower  depletion 
rate  that  they  would  have  after  they  got 
past  a  certain  stage,  they  would  sell  out. 
The  capital  gains  would  be  a  greater  encour¬ 
agement  for  them  to  sell.  My  income,  if  it 
is  a  million  dollars  under  your  proposal,  I 
would  have  27  y2  percent. 

Senator  Douglas.  That  is  right. 

Mr.  Decker.  If  my  income  became  $5  mil¬ 
lion,  I  would  be  graduated  down  to  20 
percent. 

Senator  Douglas.  Fifteen  percent. 

Mr.  Decker.  Fifteen,  all  right. 

Senator  Douglas.  Between  1  and  5  mil¬ 
lion,  21  percent. 

Mr.  Decker.  Why  should  I  remain  in  busi¬ 
ness  having  seen — had  depletion  at  27 per¬ 
cent,  seen  it  go  down  to  15  percent.  I  would 
sell  out. 

That  is  an  interesting  colloquy  in  view 
of  the  statement  of  the  Senator  from 
Illinois.  Mr.  Decker  is  one  of  the  most 
important  oil  producers. 

Mr.  MONRONEY.  I  think  we  would 
depart  from  a  commodity  depletion  al¬ 
lowance  which  was  established  as  a  re¬ 
sult  of  putting  a  high  value  on  materials 
we  need  to  have  in  adequate  supply.  I 
do  not  think  the  time  has  come  to  turn 
the  valve  off  the  discovery  of  such  prod¬ 
ucts.  Perhaps  they  should  not  be  pro- 
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duced  in  such  volume.  Perhaps  their 
production  needs  to  be  prorated,  and 
they  should  not  be  pulled  out  of  the 
ground  as  fast  as  at  present.  But  we 
do  not  have  to  put  up  a  sign,  “No  ex¬ 
plorers  need  apply."  I  do  not  think  any 
State  wants  to  deter  explorations. 

I  am  sure  many  investors  from  Okla¬ 
homa  who  discovered  oil  there  have 
moved  to  West  Virginia  and  are  helping 
to  find  oil  in  West  Virginia.  If  they 
were  held  down  to  a  strict  financial  re¬ 
striction  whereby  their  depletion  allow¬ 
ance  was  reduced  to  15  percent,  I  think 
they  would  do  what  many  of  the  wild¬ 
catters  and  big  producers  have  done 
when  they  find  oil.  They  sell  and  take 
a  capital  gain,  which  is  more  productive 
of  income  than  the  discovery  of  an  oil¬ 
field,  producing  oil  for  10  years,  and 
taking  the  27  Vz  percent  on  50  percent  of 
the  net. 

Mr.  DOUGLAS.  If  the  Senator  will 
yield,  up  to  50  percent. 

Mr.  MONRONEY.  Fifty  percent  of 
the  net.  They  have  to  have  no  expendi¬ 
tures  if  they  are  going  to  use  up  the 
whole  27  V2  percent.  The  average  in  my 
State  is  about  15  percent. 

The  depletion  allowance  applies  to 
more  than  100  metals.  This  method  has 
proven  valuable  and  is  now  applicable 
to  all  such  industries.  Why  single  out 
oil  and  gas  as  the  sole  minerals  to  be 
penalized  by  making  them  exceptions, 
when  the  others  will  continue  to  have  a 
depletion  allowance  much  higher  than 
15  percent,  which  would  be  the  amount 
for  the  $5  million  producers? 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MONRONEY.  I  yield. 

Mr.  DOUGLAS.  I  do  not  have  the 
list  from  the  Internal  Revenue  Code 
before  me. 

Mr.  MONRONEY.  I  have  it. 

Mr.  DOUGLAS.  It  is  my  understand¬ 
ing  that  oil  and  gas  are  the  only  ones 
that  have  a  27^ -percent  depletion  al¬ 
lowance.  I  believe  sulfur  and  uranium 
have  a  depletion  alowance  of  23  percent. 
I  believe  other  minerals  have  a  depletion 
allowance  of  15  percent  or  less. 

Mr.  MONRONEY.  No;  there  is  a  long 
list,  including  sulfur,  uranium,  lead, 
zinc,  and  thorium.  That  is  the  way  the 
Internal  Revenue  Code  reads.  Most  of 
these  minerals — enjoy  a  15 -percent  de¬ 
pletion  allowance.  The  Senator  cer¬ 
tainly  knows  that  coal  is  found  very  close 
to  the  surface.  Once  it  is  found,  its  lo¬ 
cation  is  definitely  known  and  how  long 
the  field  will  last  is  known. 

Mr.  DOUGLAS.  If  my  friend  will  per¬ 
mit  me  to  say  it,  it  states  “27*4  percent” 
depletion  allowance,  which  starts  the 
parade,  and  the  others  move  up  toward 
it. 


When  I  last  saw  the  list,  I  had  not 
realized  there  were  some  20  or  30  minerals 
'  which  had  a  depletion  allowance  of  23 
percent.  I  thought  it  was  confined  to 
sulfur  and  uranium.  The  27*/4  percent 
is  an  evil  example.  Everything  is  draw¬ 
ing  toward  it. 

Mr.  MONRONEY.  The  Senator  is 
drawing  on  his  own  judgment.  The 
27  *4 -percent  depletion  allowance  has 
produced  a  profitable  industry  that  has 
led  employment  in  its  field  and  has  sup¬ 
ported  a  tax  base  of  billions  of  dollars. 
I  do  not  think  it  has  proved  to  be  unsuc¬ 
cessful. 

The  Senator  feels  that  certain  persons 
have  made  an  unusual  amount  of  money 
in  oil;  but,  generally  speaking,  I  feel  that 
the  oil  industry  has  paid  its  part  of  the 
taxes.  Now  it  is  proposed  to  single  out 
oil  and  gas  producers  for  a  special  rule 
and  not  only  penalize  them  on  what  can 
be  deducted,  but,  if  they  are  successful  in 
finding  oil,  decrease  their  depletion  al¬ 
lowance  gradually,  until  the  depletion 
allowance  for  a  company  making  $80,- 
000  a  year,  which  is  about  the  net  profit 
on  $1  million  gross  of  oil  production,  will 
be  21  percent.  If  they  happen  to  be  ef¬ 
ficient  and  discover  oil,  and  spend  money 
for  geologic  and  geophysical  research, 
and  receive  an  income  up  to  $5  million, 
the  depletion  allowance  drops  to  15  per¬ 
cent. 

When  that  happens  many  oil  producers 
will  go  out  of  business,  and  this  country 
will  have  to  depend  on  oversea  supplies, 
and  will  be  plagued  again  by  the  dollar 
outflow  as  a  result  of  having  to  depend 
for  our  supplies  from  abroad. 

Mr. .  TALMADGE.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER  (Mr.  Ken¬ 
nedy  in  the  chair).  The  clerk  will  call 
the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  TALMADGE.  Mr.  President,  I 
ask  unanimous  consent  that  further  pro¬ 
ceedings  under  the  quorum  call  be  dis¬ 
pensed  with. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  question  is  on  agreeing  to  the 
amendment  of  the  Senator  from  Illinois 
[Mr.  Douglas]  .  The  yeas  and  nays  have 
been  ordered,  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Arizona  [Mr.  Hayden], 
the  Senator  from  Georgia  [Mr.  Rus¬ 
sell],  and  the  Senator  from  Alabama 
[Mr.  Sparkman]  are  absent  on  official 
business. 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis], 
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the  Senator  from  Illinois  [Mr.  Dirksen], 
and  the  Senator  from  Arizona  [Mr. 
Gold  water]  are  necessarily  absent. 

The  Senator  from  Iowa  [Mr.  Hicken- 
looper]  and  the  Senator  from  North 
Dakota  [Mr.  Young]  are  detained  on 
official  business. 

If  present  and  voting,  the  Senator 
from  Nebraska  [Mr.  Curtis],  the  Sen¬ 
ator  from  Illinois  [Mr.  Dirksen],  the 
Senator  from  Arizona  [Mr.  Goldwater], 
the  Senator  from  Iowa  [Mr.  Hicken- 
looper],  and  the  Senator  from  North 
Dakota  [Mr.  Young]  would  each  vote 
“nay.” 

The  result  was  announced — yeas  35, 
nays  57,  as  follows: 

[No.  30  Leg.] 

YEAS — 35 


Aiken 

Jackson 

Neuberger 

Brewster 

Javits 

Pas  tore 

Case 

Keating 

Pell 

Church 

Kennedy 

Prouty 

Clark 

Lausche 

Proxmire 

Dodd 

Magnuson 

Ribicoff 

Douglas 

McGovern 

Saltonstall 

Ervin 

McIntyre 

Smith 

Fong 

McNamara 

Symington 

Gore 

Morse 

Williams,  Del. 

Hart 

Muskie 

Young,  Ohio 

Humphrey 

Nelson 

[P.  2/75] 

Allott 

NAYS— 57 

Engle 

Metcalf  . 

Anderson 

Ful  bright 

MUler 

Bartlett 

Gruening 

Monroney 

Bayh 

Hartke 

Morton 

Beall 

Hill 

Moss 

Bennett 

Holland 

Mundt 

Bible 

Hruska 

Pearson 

Boggs 

Inouye 

Randolph 

Burdick 

Johnston 

Robertson 

Byrd,  Va. 

Jordan,  N.C. 

Scott  • 

Byrd,  W.  Va. 

Jordan,  Idaho 

Simpson 

Cannon 

Kuchel 

Smathers 

Carlson 

Long,  Mo. 

Stennis 

Cooper 

Long,  La. 

Talmadge 

Cotton 

Mansfield 

Thurmond 

Dominick 

McCarthy 

Tower 

Eastland 

McClellan 

Walters 

Edmondson 

McGee 

Williams,  N.J. 

Ellender 

Mechem 

Yarborough 

NOT  VOTING — 8 


Curtis  Hayden  Sparkman 

Dirksen  Hlckenlooper  Young,  N.  Dak. 

Goldwater  Russell 

So  Mr.  Douglas’  amendment  was  re¬ 
jected. 

Mr.  GORE.  Mr.  President,  last  eve¬ 
ning  the  Senate  took  three  votes  on  a 
section  to  be  found  on  pages  38  and  39 
of  the  bill,  dealing  with  the  treatment 
of  the  investment  credit.  If  Senators 
will  give  me  their  attention,  once  again 
I  will  give  them  my  promise  not  to  take 
very  long. 

The  PRESIDING  OFFICER.  Is  the 
Senator  offering  an  amendment? 

Mr.  GORE.  In  a  moment  I  shall  offer 
it.  Last  evening,  there  were  three  votes 
on  one  highly  controversial  section  of 
the  bill.  The  first  vote  was  on  a  motion 


to  table.  This  failed  by  10  votes.  That 
indicated  a  substantial  sentiment  in  the 
Senate  to  treat  substantively  with  this 
subject. 

The  distinguished  junior  Senator  from 
Georgia  [Mr.  Talmadge]  then  demanded 
a  division  of  the  amendment.  That  was 
his  parliamentary  right. 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  should  like  to  finish 
stating  my  proposal;  then  I  shall  be 
happy  to  yield. 

When  the  question  was  divided,  both 
parts  of  the  amendment  failed.  A  num¬ 
ber  of  Senators  raised  the  question  that 
neither  the  provision  in  the  bill  nor  the 
failure  of  one  amendment  and  the  adop¬ 
tion  of  the  other  would  treat  all  regu¬ 
lated  utilities  alike. 

I  have  drafted  an  amendment,  with 
the  advice  and  help  of  many  Members 
of  the  Senate  and  of  the  staff,  which 
would  neither  require  nor  prohibit  the 
passthrough  of  the  investment  credit. 

It  would  leave  to  the  regulatory  agen¬ 
cies  discretion  as  to  whether  to  do  so  or 
not,  but  would  fix  a  limitation  on  all 
flowthrough  requirements  affecting  all 
regulated  utilities.  That  is  the  identi¬ 
cal  provision  that  we  find  in  Part  1  of 
section  203(e)  on  page  38,  that  is  the 
part  of  that  section  which  deals  with 
the  electric  utilities  and  interstate  tele¬ 
phone  lines.  Insofar  as  the  investment 
credit  is  concerned,  this  would  treat  all 
regulated  utilities  in  identically  the  same 
way. 

I  send  the  amendment  to  the  desk  and 
ask  that  it  be  read.  I  have  several  copies 
which  I  shall  distribute  to  Senators. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  Beginning  on 
line  18,  page  38,  it  is  proposed  to  strike 
out  all  through  line  9,  page  39  and  insert; 

More  than  a  proportionate  part  (deter¬ 
mined  with  reference  to  the  average  useful 
life  of  the  property  with  respect  to  which 
the  credit  was  allowed)  of  the  credit  used 
against  tax  allowed  for  any  taxable  year  by 
section  38  of  such  Code  to  reduce  such  tax¬ 
payer’s  Federal  income  taxes  for  the  purpose 
of  establishing  the  cost  of  service  of  the  tax¬ 
payer  or  to  accomplish  a  similar  result  by 
any  other  method. 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  from  Tennessee  yield? 

Mr.  GORE.  I  yield. 

Mr.  TOWER.  The  Senator  said  that 
first  we  had  to  defeat  the  motion.  We 
defeated  that  motion  by  10  or  11  votes. 
Then  the  Senator  from  Georgia  invoked 
his  privilege  to  divide  the  amendment 
into  two  parts.  It  is  not  true  that  the 
Senator  from  Georgia  announced  his  in¬ 
tention  to  invoke  his  privilege  prior  to 
the  vote  on  the  motion  to  table? 
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Mr.  GORE.  Yes. 

Mr.  TOWER.  So  Senators  who  voted 
to  table  were  aware  that  that  privilege 
could  be  invoked,  and  that  in  spite  of 
the  result  of  the  vote  on  the  tabling 
motion,  we  could  still  vote  on  the  amend¬ 
ment  in  two  parts? 

Mr.  GORE.  The  Senator  is  exactly 
correct. 

Mr.  TOWER.  Many  Senators  felt  that 
since  they  were  going  to  vote  on  the  two 
parts  anyway,  they  might  as  well  de¬ 
feat  the  tabling  motion. 

Mr.  GORE.  I  do  not  know  what  were 
the  reasons  of  Senators,  but  the  Senator 
has  correctly  stated  the  situation. 


[P.  2118 ] 

REVENUE  ACT  OP  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce  in¬ 
dividual  and  corporate  income  taxes,  to 
make  certain  structural  changes  with  re¬ 
spect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  GORE.  Mr.  President,  I  shall  take 
only  enough  time  to  read  the  amendment 
as  it  would  appear  in  the  bill.  If  Sen¬ 
ators  will  turn  to  page  38  of  the  bill,  my 
amendment  strikes,  beginning  with  line 
18,  all  through  line  9  on  page  39.  If 
Senators  will  look  at  line  14,  on  page  38,1 
shall  begin  to  read  with  the  word  “ac¬ 
cordingly”,  and  then,  after  the  word 
“use”,  read  from  my  amendment.  I  read 
from  the  bill,  line  14,  page  38 : 

Accordingly,  Congress  does  not  intend  that 
any  agency  or  instrumentality  of  the  United 
States  having  Jurisdiction  with  respect  to  a 
taxpayer  shall,  without  the  consent  of  the 
taxpayer,  use  more  than  a  proportionate 
part  (determined  with  reference  to  the  aver¬ 
age  useful  life  of  the  property  with  respect 
to  which  the  credit  was  allowed)  of  the 
credit  used  against  tax  allowed  for  any  tax¬ 
able  year  by  section  38  of  such  code  to  re¬ 
duce  such  taxpayer’s  Federal  income  taxes 
for  the  purpose  of  establishing  the  cost  of 
service  of  the  taxpayer  or  to  accomplish 
a  similar  result  by  any  other  method. 

That  is  it.  It  treats  every  regulated 
utility  in  exactly  the  same  way.  I  de¬ 
sist. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  we  are  again  asked  to  regulate  the 
utilities  of  the  country.  Yesterday  the 
argument  was  made  for  9  hours  that  we 
should  not  tell  regulatory  commissions 
what  to  do.  Those  of  us  who  were  argu¬ 
ing  for  the  prevailing  position  of  the 
Senate  said  that  we  had  voted  a  tax 
cut  for  the  transportation  industry,  and 
that  that  meant  that  for  the  utility  in¬ 
dustries  we  provided  a  tax  cut  as  an 
incentive.  That  is  the  way  the  Senate 


voted.  But  we  had  to  listen  to  at  least 
6  hours  of  oratory  yesterday,  to  the 
effect  that  we  should  not  tell  the  com¬ 
missions  what  to  do. 

The  amendment  of  the  Senator  from 
Tennessee  provides  that  the  commissions 
shall  not  require  a  passthrough  except 
over  the  life  of  depreciable  property.  Is 
not  that  telling  the  commissions  what 
to  do?  Of  course  it  is  telling  them  what 
to  do. 

If  that  is  not  telling  them  what  to  do, 
why  leave  it  to  their  discretion,  so  that 
they  may  or  may  not  require  the  pass¬ 
through?  It  is  the  same  issue  on  which 
the  Senate  passed  last  night.  It  is  tell¬ 
ing  the  commissions  what  they  can  or 
cannot  do.  It  is  the  same  issue  all  over 
again.  The  question  is  whether  we  want 
to  require  commissions  that  regulate  the 
utility  industry — that  regulate  railroads, 
pipelines,  bargelines,  ship  lines,  and  air¬ 
lines — whether  we  want  to  require  regu¬ 
latory  agencies  to  require  a  passthrough 
of  the  tax  credit  which  Congress,  to  this 
point  at  least,  has  indicated  it  wants  to 
permit  those  industries  to  keep  as  an 
incentive  for  their  expansion. 

It  seems  to  me  that  we  have  voted  on 
the  issue  and  made  our  position  clear. 

I  do  not  think  the  Senate  would  want, 
on  the  spur  of  the  moment,  to  do  some¬ 
thing  which,  I  am  told  by  those  who 
would  be  regulated  by  the  amendment, 
based  on  the  short  time  they  have  had 
to  consider  it,  would  be  a  suggestion  to 
the  regulatory  agencies  that  they  should 
require  a  passthrough  of  the  tax  credit 
that  the  industries  have  earned,  in  the 
event  that  they  modernize  and  improve 
their  facilities  or  in  the  event  they  pro¬ 
cure  new  facilities  or  provide  improved  > 
service  for  the  people. 

Furthermore,  if  we  accepted  the  so- 
called  flexibility  provided  for  by  the 
amendment,  the  situation  would  still  be 
that  if  a  management  wanted  to 
modernize  its  railroad,  wanted  to  install 
a  new  pipeline  alongside  an  existing  pipe¬ 
line,  wanted  to  build  new  barges  or 
tankers,  it  would  have  to  do  so  not  know¬ 
ing  whether  it  would  be  able  to  keep  the 
tax  credit  or  would  ever  get  its  expendi¬ 
ture  back.  Such  a  management  would 
be  in  a  state  of  uncertainty  when  it 
sought  to  borrow  money  from  a  bank.  It 
could  not  tell  the  banker  whether  it 
could  keep  the  investment  credit  or  would 
have  to  return  it.  It  would  be  in  the 
kind  of  uncertainty  that  President  John¬ 
son,  in  his  state  of  the  Union  message, 
said  is  a  very  bad  thing  for  business. 

If  Senators  want  to  be  certain  that 
business  will  be  able  to  use  the  credit  to 
modernize  and  expand,  if  they  want  to 
enable  industry  to  serve  the  people  bet- 
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ter,  they  will  permit  it  to  have  the  incen¬ 
tive  of  the  tax  credit.  If  they  do  not 
want  industry  to  have  it,  they  can  vote 
against  the  incentive  of  the  tax  credit. 

Mr.  MORTON.  Mr.  President,  will  the 
Senator  yield? 

[P.  2119'] 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MORTON.  As  I  understand — and 
I  saw  the  amendment  only  a  few  hours 
ago — it  would  impose  twice  as  much  of  a 
penalty  on  industry  as  did  the  amend¬ 
ment  offered  by  the  Senator  from  Wis¬ 
consin  last  night.  Senators  spent  9 
hours  debating  this  question.  We  voted 
on  the  amendment  on  its  merits,  and  we 
rejected  it. 

Now  an  amendment  is  proposed  that 
seems  to  me,  from  my  cursory  examina¬ 
tion  of  it — and  I  spent  a  couple  of  hours 
with  it — would  not  only  eliminate  de¬ 
preciation  credit,  but,  on  top  of  that, 
lower  the  rate  base.  So  there  would  be  a 
double  penalty  by  reason  of  this  amend¬ 
ment.  After  spending  9  hours  of 
absolutely  exhausting  debate  on  the 
issues,  I  would  hope  that  the  Senator  in 
charge  of  the  bill  would  see  fit  to  move 
to  table  the  amendment. 

Mr.  LONG  of  Louisiana.  It  seems  to 
me  that  the  bill  contains  language  to 
carry  out  what  appears  to  be  the  original 
intention  of  Congress  when  the  tax  credit 
was  originally  passed. 

That  is  what  we  have  here.  We  also 
have  here  a  measure  which  has  been 
studied  by  the  House  Ways  and  Means 
Committee,  and  then  passed  by  the 
House;  and  then  studied  by  the  Senate 
committee  and  debated  by  the  Senate 
committee,  and  then  voted  by  the  Sen¬ 
ate.  But  now  we  are  asked — after  a 
presentation  lasting  only  2  or  3  min¬ 
utes — to  change  the  whole  policy  in  the 
way  the  Senator  from  Tennessee  thinks 
it  should  oe  changed. 

This  is  the  way  the  bill  as  it  now 
stands  would  treat  the  regulated  electric 
companies  and  the  telephone  companies, 
as  compared  with  the  treatment  of  the 
companies  in  the  transportation  indus¬ 
try:  It  is  felt  that  the  telephone  com¬ 
panies  and  the  private  utilities  which 
serve  the  home — such  as  the  electric 
companies — have  a  locked-in  monopoly. 
They  are  guaranteed  a  fair  rate  of  re¬ 
turn,  and  they  do  not  have  to  compete 
for  customers. 

On  the  other  hand,  the  transportation 
industry  is  such  that  the  railroads  are 
competing  with  other  railroads,  and  also 
are  competing  with  the  barge  lines,  and 
all  of  them  are  delivering  the  same  com¬ 
modities;  and,  in  turn,  all  of  them  are 
competing  with  the  shipping  lines  and 
the  truck  lines.  So  it  is  only  good  sense 


that  all  of  them  be  treated  alike,  and 
that  none  have  an  advantage  over  the 
others. 

Mr.  McCLELLAN.  And  that  is  why 
we  have  the  arrangements  for  the  seven 
and  the  three. 

Mr.  LONG  of  Louisiana.  Yes;  the 
one  for  the  locked-in  monopoly  com¬ 
panies,  and  the  other  for  the  companies 
that  have  competition. 

Mr.  COOPER.  Mr.  President,  I  wish 
to  discuss  the  proposed  amendment 
briefly.  I  listened  carefully  to  the  de¬ 
bate  yesterday  which  lasted  6  or  7  hours. 
I  know  that  the  subject  is  not  a  simple 
one, -and  that  any  amendment  to  this 
section  can  affect  the  relative  position 
of  different  businesses  or  have  other  ef¬ 
fects  which  may  not  be  immediately  ap¬ 
parent. 

Yesterday,  I  voted  against  the  amend¬ 
ments  of  the  Senator  from  Wisconsin 
[Mr.  Proxmire]  would  have  permitted 
a  regulatory  agency  to  require  that  a 
utility  or  regulated  business  flow  through 
or  pass  on  the  benefit  of  the  tax  credit — 
in  1  year  or  2  years  or  3  years,  as  that 
agency  might  see  fit — and  thereby  vitiate 
what  I  considered  to  be  the  intent  of 
the  investment  credit  act  passed  by  the 
Congress  in  1962,  and  for  which  I  voted. 
The  clear  intent  of  the  Congress  was  to 
encourage  investment  in  new  equipment, 
to  make  businesses  more  competitive,  and 
to  reduce  unemployment. 

I  wish  to  ask  a  question.  The  Finance 
Committee,  and  the  Senator  from 
Louisiana,  who  is  the  Senator  in  charge 
of  the  bill,  supported  subparagraph  (1) 
of  section  203(e),  which  with  respect  to 
public  utility  property  would  permit  a 
regulatory  agency  to  require  that  the 
investment  tax  credit  or  benefit  be 
“flowed  through”  or  passed  on — but  only 
“a  proportionate  part  determined  with 
reference  to  the  average  useful  life  of  the 
property”  for  which  the  credit  was  al¬ 
lowed. 

If  that  was  agreed  to  by  the  commit¬ 
tee,  and  by  the  Senator  in  charge  of  the 
bill,  and  yesterday  by  the  Senate,  in 
what  respect  does  the  pending  amend¬ 
ment,  which  has  been  offered  by  the 
Senator  from  Tennessee  [Mr.  Gore], dif¬ 
fer  from  subparagraph  (1)  which  has 
the  support  of  the  Senator  from  Loui¬ 
siana  and  the  committee? 

I  felt,  I  may  say,  that  the  proposals 
of  the  Senator  from  Wisconsin  to  strike 
subparagraph  (1),  and  later  subpara¬ 
graph  (2),  were  both  wrong  because  I 
believe  they  would  have  vitiated  the  in¬ 
tent  of  the  Investment  Credit  Act.-  No 
regulatory  agency  has  any  authority  to 
change  or  frustrate  the  intent  of  the 
Congress  with  respect  to  the  investment 
credit. 
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But  inasmuch  as  the  Senate  commit¬ 
tee  and  the  Senator  in  charge  of  the 
bill  and  the  Senate  itself  accepted  the 
principle  incorporated  in  subparagraph 
(D—  respecting  public  utility  proper¬ 
ties — I  think  it  should  be  made  clear  why 
it  should  not  be  applied  to  all  the  other 
properties  which  get  the  benefit  of  the 
investment  tax  credit. 

Mr.  LONG  of  Louisiana.  The  differ¬ 
ence  is  that  the  industries  which  were 
held  to  the  lower  investment  credit  to 
begin  with  because  they  do  not  have  to 
compete  for  their  customers,  in  other 
words,  the  ones  which  include  the  tele¬ 
phone  companies,  inasmuch  as  the  tele- 
,  phone  company  keeps  its  customers,  no 
matter  how  much  or  how  little  the  cus¬ 
tomers  use  the  telephones,  and,  in  effect, 
the  telephone  company  can  guarantee 
that  it  will  have  a  fair  rate  of  return; 
and  the  same  is  true  of  the  electric  com¬ 
panies,  which  provide  electricity  to  the 
homes — can  charge  a  rate  high  enough  to 
guarantee  themselves  a  fair  rate  of  re¬ 
turn,  and  thus  they  an  be  assured  that 
they  will  be  able  to  remain  in  business. 

On  the  other  hand,  consider  the  situa¬ 
tion  which  is  faced  by  the  gas  companies 
in  New  York  City  which  supply  gas  to 
homes.  A  certain  amount  of  the  gas  is 
used  for  cooking  purposes;  but  at  the 
moment  I  refer  particularly  to  gas  which 
is  used  for  heating  homes.  At  any  mo¬ 
ment  an  oil  company  could  build  an  oil 
tanker  twice  the  usual  length  of  oil  tank¬ 
ers,  and  could  arrange  to  have  that 
supertanker  operated  with  only  half  the 
usual  number  of  crew  members,  and 
could  use  the  tanker  to  transport  oil  to 
New  York  at  half  the  previous  cost  of 
transporting  oil  there  by  tanker;  and  the 
oil  of  the  grade  used  for  heating  houses 
could  then  be  placed  on  the  New  York 
market,  and  in  that  way  there  would  be 
sharp  competition  with  the  gas  company 
which  was  supplying  gas  for  household 
heating  purposes. 

Furthermore,  imports  of  residual  oil 
would  also  provide  sharp  competition 
with  the  gas  company,  particularly  in 
view  of  the  fact  that  residual  oil  has,  on 
a  British  thermal  unit  basis,  twice  the  ef¬ 
ficiency  of  gas.  Likewise,  consider  the 
competition  which  would  then  develop  if 
an  electric  company  decided  to  supply 
electricity  for  heating  purposes  to  the 
consumers  in  New  York  City.  After  all, 
in  view  of  recent  developments,  elec¬ 
tricity  ia  now  competitive  with  gas,  for 
heating  purposes;  and  since  the  electric 
companies  have  begun  to  work  hard  to 
have  electricity  used  for  heating  pur¬ 
poses,  and  thus  be  able  to  take  the  cus¬ 
tomers  away  from  the  gas  companies,  in¬ 
sofar  as  the  heating  of  households  is  con¬ 
cerned,  and  since  the  electric  companies 


are  becoming  much  more  efficient  in  that 
connection — by  making  offpeak  rates 
available,  and  by  other  means,  and  thus 
keeping  down  the  rates — all  the  more 
competition  is  developed. 

Furthermore,  even  in  the  case  of  cus¬ 
tomers  who  now  are  using  coal,  other 
companies  can  bring  in  coal  over  the 
highways,  by  truck,  or  over  the  water¬ 
ways,  by  barge  or  by  ship.  In  short,  ail 
those  Industries  are  competing  to  pro¬ 
vide  the  service  to  the  customers;  and 
they  are  competitive  Industries,  even 
though  they  are  regulated.  They  do  not 
have  captive  customers,  and  all  of  them 
are  competing  for  the  market.  In  fact, 
in  some  instances  this  would  apply  to 
trucklines  which  use  the  same  highways, 
but  are  competing  with  each  other  for 
the  customers  or  for  the  business;  and 
thus  this  proposal  would  treat  them  as 
competing,  and  would  permit  them  to 
enjoy  the  7-percent  tax  credit. 

Mr.  COOPER.  Under  the  amendment 
proposed  by  the  Senator  from  Tennes¬ 
see,  all  these  competing  transportation 
businesses  would  be  treated  the  same 
way,  as  far  as  legislation  is  concerned, 
with  respect  to  passing  through  the  in¬ 
vestment  tax  benefits,  would  they  not? 

Mr.  LONG  of  Louisiana.  No.  The 
Commission  could  treat  them  the  same 
way,  but  it  would  also  have  the  discre¬ 
tionary  authority  not  to  do  so. 

Mr.  COOPER.  But  the  amendment 
of  the  Senator  from  Tennessee  requires 
that  all  be  treated  the  same  way,  as  far 
as  legislation  is  concerned. 

Mr.  GORE.  That  is  correct. 

Mr.  LONG  of  Louisiana.  Oh,  no. 

Mr.  COOPER.  That  is  to  say,  it  would 
provide  that  their  investment  tax  bene¬ 
fit  should  be  passed  through  over  a  num¬ 
ber  of  years,  proportionate  to  the  use- 
[P.  2120] 

ful  life  of  the  property  on  which  the  in¬ 
vestment  credit  was  used. 

Mr.  LONG  of  Louisiana.  No.  Under 
this  amendment  the  Federal  Power  Com¬ 
mission  could  tell  the  pipelines  that 
they  would  have  to  pass  through  or  give 
back  every  nickel  of  the  investment  cred¬ 
it  over  the  useful  life  of  the  property,  at 
the  same  time  that  the  Interstate  Com¬ 
merce  Commission  could  permit  the  rail¬ 
roads  and  the  bargelines  to  have  the  full 
benefit  of  it.  But  under  this  amend¬ 
ment,  the  opposite  effect  could  obtain;  in 
other  words,  it  would  permit  the  one 
regulating  agency  to  deny  it  to  the  car¬ 
riers  it  regulates,  whereas  the  other 
regulating  agency  could  permit  it  to  the 
carriers  it  regulates. 

With  this  problem  before  them,  three 
of  the  Commissioners  thought  the  com¬ 
panies  should  be  required  to  give  up  the 
investment  credit  entirely,  but  two  of 
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the  Commissioners  thought  the  com¬ 
panies  should  have  the  benefit  of  it.  So 
the  fight  will  wind  up  in  court,  and  even¬ 
tually  the  Supreme  Court  will  decide 
whether  to  decide  in  line  with  the  view 
of  the  three  Commissioners  or  to  decide 
in  line  with  the  view  of  the  two  Com¬ 
missioners — in  other  words,  to  decide 
whether  the  companies  should  have  the 
credit  or  should  not  have  it. 

So  far,  the  Interstate  Commerce  Com¬ 
mission  thinks  the  act  clearly  was  in¬ 
tended  to  enable  the  railroads  to  have  it, 
in  order  to  be  able  to  modernize.  Thus, 
the  Interstate  Commerce  Commission 
thinks  the  railroads  were  intended  to  get 
the  benefit  of  it;  and  that  would  still  be 
the  result,  even  under  the  discriminatory 
tax  treatment  which  the  Senate  laid 
down  last  night. 

Mr.  COOPER.  I  shall  vote  against 
the  amendment.  As  I  understand  the 
position  of  the  Senator  from  Louisiana, 
it  is  that  some,  and  perhaps  most 
businesses,  would  receive  the  full  bene¬ 
fit  of  the  investment  credit,  for  their 
own  uses,  under  the  amendment  offered 
by  the  able  Senator  from  Tennessee  CMr. 
Gore]  ,  but  that  a  few  would  be  required 
to  pass  the  credit  through  to  others,  and 
thus  be  placed  in  a  bad  position  with 
their  competitors. 

Mr.  LONG  of  Louisiana.  Exactly; 
and  the  amendment  could  let  it  obtain 
in  one  way,  but  not  obtain  in  the  other. 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  briefly  to 
me? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  TOWER.  Would  the  amendment 
apply  to  companies  also  engaged  in 
transportation  in  competition  with  other 
concerns  which  might  have  their  own 
trucklines  or  pipelines  or  bargelines, 
and  so  forth;  and  would  it  enable  them 
to  get  the  full  benefit  of  the  credit,  with¬ 
out  any  regulation  whatsoever? 

Mr.  LONG  of  Louisiana.  Yes.  Fur¬ 
thermore,  there  is  at  least  an  inference 
that  that  is  the  way  Congress  should 
permit  the  agency  to  do  it. 

Mr.  SALTONSTALL.  Am  I  correct  in 
saying  that  section  1  refers  to  a  monop¬ 
oly,  and  that  would  allow  3  percent;  sec¬ 
tion  2  refers  to  competition  with  rail¬ 
roads,  pipelines,  and  so  on,  and  would 
allow  7  percent.  Then,  if  the  amend¬ 
ment  of  the  Senator  from  Tennessee 
were  adopted,  it  would  vitiate  the  whole 
value  of  the  second  part  of  the  section. 
In  other  words,  in  instances  in  which 
railroads  and  pipelines  were  competing 
and  were  allowed  7  percent,  because  of 
the  competition,  and  so  on,  that  provi¬ 
sion  would  be  vitiated  and  it  would  be 
returned  to  the  same  basis  as  the  first 
section,  which  refers  to  a  monopoly? 


Mr.  LONG  of  Louisiana.  The  Senator 
is  correct 

Mr.  SALTONSTALL.  Is  that  a  fair 
statement? 

Mr.  LONG  of  Louisiana.  That  is  a 
fair  statement  of  the  situation  as  I  see 
it. 

Mr.  LAUSCHE.  Mr.  President,  with 
respect  to  the  amendment  offered  by  the 
Senator  from  Tennessee,  if  we  refer  to 
page  38  of  the  bill  we  find  that  the  lan¬ 
guage  at  that  point  is  an  absolute  prohi¬ 
bition  against  the  right  of  a  regulatory 
agency  to  pass  on  to  consumers  any  of 
the  benefits  derived  through  the  invest¬ 
ment  credit  except  when  the  utility  con¬ 
sents. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LAUSCHE.  I  yield. 

Mr.  GORE.  The  Senator  is  referring, 
I  wish  it  understood,  to  a  provision  in 
the  bill. 

Mr.  LAUSCHE.  The  Senator  is  cor¬ 
rect. 

Mr.  GORE.  The  Senator  from  Louisi¬ 
ana  said  something  about  the  big  point. 
The  big  point  here  is  that  the  7-percent 
utility  group  has,  according  to  the  bill 
as  it  now  stands,  an  absolute  lock  against 
the  regulatory  agency  even  considering 
the  benefits  of  investment  credit  in 
reaching  a  fair  and  reasonable  rate  for 
consumers  to  pay  or  a  fair  and  reason¬ 
able  rate  of  return  on  investment.  If 
Senators  will  read  my  amendment,  they 
will  find  that  the  treatment  which  the 
bill  accords  to  the  electric  and  telephone 
utilities  would  be  extended  to  the  other 
utilities.  The  big  point  is  that  unless 
the  Senate  adopts  the  amendment,  the 
unconscionable  thing  is  that  by  subpara¬ 
graph  (2)  we  would  say  to  the  gas  pipe¬ 
lines,  “You  have  a  free  ride,”  and  to  the 
Federal  Power  Commission  that  it  can¬ 
not  even  consider  the  question.  So  the 
amendment  would  treat  the  3 -percent 
and  the  7-percent  groups  of  utilities  in 
exactly  the  same  way. 

The  amendment  does  not  require  that 
the  benefits  be  passed  through,  but  it 
does  not  prohibit  consideration  of  the 
investment  credit  to  the  extent — and 
this  is  a  severe  limitation — of  the  pro¬ 
rated  annual  amounts  according  to  the 
useful  life  of  the  capital  assets. 

Mr.  LAUSCHE.  I  contemplate  voting 
for  the  amendment  of  the  Senator  from 
Tennessee.  But  I  now  would  like  to 
speak  a  word  apart  from  the  subject 
which  the  Senator  from  Tennessee  dis¬ 
cussed.  If  the  tax  reduction  bill  is 
passed,  it  will  be  on  the  basis  of  a  com¬ 
mitment  that  there  will  be  a  reduction 
of  expenditures  by  the  Federal  Govern¬ 
ment.  The  effort  was  made  to  convince 
the  chairman  of  the  Committee  on  Fi- 
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nance  that  the  tax  bill  ought  to  be  passed 
because  the  Government  contemplates 
exercising  prudence  in  expenditures  in 
the  future. 

I  invite  the  attention  of  Senators  to 
the  amendment  offered  by  the  Senator 
from  Arkansas  [Mr.  McClellan]  and 
myself.  The  amendment  reads: 

(a)  In  General. — If  the  net  administra¬ 
tive  budget  expenditures  made  during  any 
fiscal  year  ending  on  or  after  June  30,  1965, 
exceed  $100,000,000,000,  then — 

(1)  with  respect  to  taxable  years  begin¬ 
ning  after  the  December  31  following  the 
close  of  such  fiscal  year,  the  amendments 
made  by  part  I  (relating  to  individuals)  and 
part  II  (relating  to  corporations)  of  this  title 
and  the  amendments  made  by  section  301 
(relating  to  optional  tax  if  adjusted  gross  In¬ 
come  is  less  than  $5,000)  of  title  III  shall  not 
apply,  and  the  provisions  of  the  Internal 
Revenue  Code  of  1954  amended  by  such  parts 
I  and  II  and  such  section  301  shall  apply 
as  if  this  Act  had  not  been  enacted,  and 

The  purpose  of  the  McClellan-Lausche 
amendment  is  to  keep  the  commitment 
that  there  shall  be  prudence  in  the  ex¬ 
penditure  of  the  public  funds.  If  and 
when  expenditures  exceed  $100  billion, 
and  it  is  so  certified,  the  tax  reductions 
provided  in  the  pending  bill  would  no 
longer  apply,  and  the  taxes  which  were 
in  existence  before  the  pending  bill  is 
passed  would  go  into  effect. 

I  yield  the  floor. 

Mr.  GORE.  Mr.  President,  I  ask  for 
the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee  [Mr. 
Gore].  On  this  question  the  yeas  and 
nays  have  been  ordered,  and  the  clerk 
will  call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MILLER  (after  having  voted  in  the 
affirmative) .  Mr.  President,  on  this  vote 
I  have  a  live  pair  with  the  distinguished 
Senator  from  Illinois  [Mr.  Dirksen].  If 
he  were  present  and  voting,  he  would  vote 
“nay.”  If  I  were  at  liberty  to  cast  my 
vote,  I  would  vote  “yea.”  I  therefore 
withdraw  my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Alabama  [Mr.  Hill] 
and  the  Senator  from  Mississippi  [Mr. 
Stennis]  are  absent  on  official  business. 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis]  ,  the 
Senator  from  Illinois  [Mr.  Dirksen],  and 
the  Senator  from  Arizona  [Mr.  Goldwa- 
ter]  are  necessarily  absent. 

The  Senator  from  Iowa  [Mr.  Hicken- 
looper]  and  the  Senator  from  North 
Dakota  [Mr.  Young]  are  detained  on  offi¬ 
cial  business. 

If  present  and  voting,  the  Senator 
from  Nebraska  [Mr.  Curtis],  the  Sena¬ 


tor  from  Arizona  [Mr.  Goldwater],  and 
the  Senator  from  Iowa  [Mr.  Hicken- 
looper]  would  each  vote  “nay.” 

The  pair  of  the  Senator  from  Illinois 
[Mr.  Dirksen]  has  been  previously  an¬ 
nounced. 

The  result  was  announced — yeas  42, 
nays  50,  as  follows: 
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[No.  31  Leg.] 
YEAS — 42 


Aiken 

Jackson 

Neuberger 

Bartlett 

Javits 

Pas  tore 

Bayh 

Keating 

Pell 

Burdick 

Kennedy 

Prouty 

Byrd,  Va. 

Kuchel 

ProxmiTe 

Case 

Lausche 

Ribicoff 

Church 

McGovern 

Robertson 

Clark 

McIntyre 

Russell 

Dodd 

McNamara 

Scott 

Douglas 

Metcalf 

Smith 

Gore 

Morse 

Talmadge 

Gruening 

Moss 

Williams,  Del. 

Hart 

Muskie 

Yarborough 

Humphrey 

Nelson 

NAYS — 50 

Young,  Ohio 

Allott 

Ervin 

McGee 

Anderson 

Pong 

Mechem 

Beall 

Fulbright 

Monroney 

Bennett 

Hartke 

Morton 

Bible 

Hayden 

Mundt 

Boggs 

Holland 

Pearson 

Brewster 

Hruska 

Randolph 

Byrd,  W.  Va. 

Inouye 

Saltonstall 

Cannon 

Johnston 

Simpson 

Carlson 

Jordan,  N.C. 

Smathers 

Cooper 

Jordan,  Idaho 

Sparkman 

Cotton 

Long,  Mo. 

Symington 

Dominick 

Long,.  La. 

Thurmond 

Eastland 

.  Magnuson 

Tower 

Edmondson 

Mansfield 

Walters 

Ellender 

McCarthy 

Williams,  N.J. 

Engle 

McClellan 

NOT  VOTING— 8 

Curtis 

Hickenlooper 

Stennis 

Dirksen 

Hill 

Young,  N.  Dak 

Goldwater 

Miller 

So  Mr.  Gore’s  amendment  was  re¬ 
jected. 

Mr.  MORTON.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  rejected  be  reconsidered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  that  the  motion  to  recon¬ 
sider  be  laid  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Several  Senators  addressed  the  Chair. 

The  PRESIDING  OFFICER.  The 
Senator  from  Minnesota  [Mr.  McCar¬ 
thy]  is  recognized. 

Mr.  MCCARTHY.  Mr.  President,  I  call 
up  my  amendment  No.  403  and  I  send  to 
the  desk  the  language  which  I  have 
substituted  for  the  text  of  amendment 
No.  403. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  for  the  in¬ 
formation  of  the  Senate. 

The  Legislative  Clerk.  On  page  49, 
line  13,  strike  out  “period.’  ”  and  insert 
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“period  if  such  amounts  exceed  75  per¬ 
cent  of  the  regular  weekly  rate  of  wages 
of  the  employee;  provided  that  if  such 
amounts  are  less  than  75  percent  of  the 
regular  weekly  rate  of  wages  of  the  em¬ 
ployee,  the  preceding  sentence  shall  not 
apply  to  amounts  attributable  to  the  first 
seven  calendar  days  in  such  period  unless 
the  employee  is  hospitalized  on  account 
of  sickness  for  at  least  one  day  during 
such  period.’  ” 

Mr.  MCCARTHY.  Mr.  President,  in 
considering  this  amendment,  I  urge  Sen¬ 
ators  to  keep  in  mind  the  actual  situa¬ 
tion  faced  by  most  workers  who  are  sick 
and  the  equities  which  are  involved. 

Most  workers  do  not  receive  their  reg¬ 
ular  wages  from  their  employer  when 
they  are  absent  from  work  because  of 
sickness  or  an  accident.  They  receive 
only  a  sickness  benefit  which  is  gener¬ 
ally  no  more  than  50  to  65  percent  of 
their  regular  weekly  wage.  This  benefit 
is  paid  only  for  a  limited  number  of 
weeks.  Whether  the  benefit  is  provided 
unilaterally  by  the  employer  through  an 
agreement  negotiated  by  their  union  or 
from  a  health  and  welfare  fund,  the 
same  reduction  in  income  is  applicable. 
For  example,  the  General  Motors  worker 
whose  weekly  wage  is  $105  a  week  and 
who  is  absent  from  work  because  of  a 
disability,  will  only  receive  a  weekly  bene¬ 
fit  of  $60  and  this  benefit  will  not  be 
payable  for  more  than  26  weeks  for  any 
one  illness.  A  steelworker  whose  weekly 
earnings  are  $125  will  only  receive  a 
benefit  of  $69  when  he  is  sick. 

These  limited  benefits,  where  they  are 
provided  through  group  insurance,  have 
heretofore  never  been  included  in  gross 
income  or  subject  to  income  tax. 

The  tax  bill  of  1954  did  not  affect  the 
status  of  these  benefits.  It  provided  that 
an  individual  who  continued  to  receive 
his  regular  wage  when  he  was  sick,  would 
be  able  to  exclude  the  first  $100  of  such 
wage  from  gross  income.  The  bill  before 
you,  however,  would  tax  not  only  con¬ 
tinued  wage  payments  for  the  first  30 
days,  it  would  also  require  that  limited 
sick  benefits  be  included  in  gross  income. 

There  is  a  considerable  difference  be¬ 
tween  requiring  an  individual  to  include 
in  gross  income  his  regular  wages  which 
he  continues  to  receive  during  the  period 
of  illness,  and  requiring  a  worker  whose 
income  has  been  sharply  curtailed  dur¬ 
ing  a  period  of  illness  or  injury  to  pay  a 
tax  on  a  benefit  which  is  considerably 
less  than  his  after-tax  take-home  pay 
when  he  is  working. 

My  amendment  would  not  relieve  the 
individual  who  continues  to  receive  his 
full  wage.  It  would  only  exclude  benefits 
from  gross  income  which  are  less  than 
75  percent  of  the  regular  weekly  wage. 


Such  a  worker  has  already  had  his  in¬ 
come  curtailed  by  at  least  25  percent. 
During  a  period  of  total  disability,  which 
is  usually  a  condition  of  eligibility  for 
the  receipt  of  these  limited  benefits,  the 
workers’  expenses  are  likely  to  be  sub¬ 
stantially  increased  because  of  illness  or 
injury.  The  additional  costs  of  medicine, 
special  diet,  and  other  expenses  are  usu¬ 
ally  not  reimbursed  by  most  hospital  and 
medical  care  programs.  These  increased 
expenses  must  be  met  out  of  the  limited 
benefit. 

I  do  not  believe  that  equity  is  served 
by  imposing  a  tax  on  these  unfortunate 
workers.  The  unemployed  worker  who 
receives  a  limited  unemployment  com¬ 
pensation  payment  does  not  have  to  in¬ 
clude  this  payment  in  his  gross  income. 
There  is  no  more  reason  to  require  the 
worker  who  is  unemployed  because  of  ill¬ 
ness  to  include  as  gross  income,  his  bene¬ 
fit,  which  is  usually  the  same  percentage 
of  his  wages  as  unemployment  compen¬ 
sation. 

It  is  also  important  to  keep  in  mind 
that  all  existing  collective  bargaining 
agreements  which  provide  for  sickness 
or  accident  benefits  were  predicated  on 
their  nontaxable  status.  If,  for  the  first 
time  in  tax  history,  these  benefits  are 
made  taxable,  there  will  be  an  immediate 
demand  for  increasing  the  benefits  to 
compensate  for  the  tax  which  is  imposed. 
Unions  will  be  forced  to  demand  a  re¬ 
opening  of  otherwise  stable  collective 
bargaining  agreements  with  many  thou¬ 
sands  of  employers. 

My  amendment  would  avoid  these  re¬ 
sults.  It  would  avoid  any  possibility  of 
the  tax  law  being  used  as  a  tax  avoidance 
device,  by  continuing  the  requirements  of 
present  law  that  does  not  give  the  tax 
benefit  during  the  first  7  days  of  sickness, 
unless  the  employee  is  hospitalized  dur¬ 
ing  such  period.  At  the  same  time,  it 
would  avoid  the  imposition  of  a  gross  in¬ 
justice  on  workers  who  are  afflicted  by 
serious  illness  and  who  are  at  the  same 
time  suffering  a  drastic  reduction  in  in¬ 
come. 

If  the  employee’s  sick  pay  is  less  than 
75  percent  of  his  regular  pay,  the  30-day 
waiting  period  provided  by  the  House 
bill  would  not  apply.  Rather,  in  such  a 
case,  the  waiting  period  provided  by  the 
existing  law,  would  be  retained.  On  the 
other  hand,  if  the  sick  pay  is  75  percent 
or  more  of  the  employee’s  regular  pay, 
the  30-day  rule  of  the  House  bill  would 
apply. 

Mr.  President,  I  urge  the  adoption  of 
this  amendment. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  McCarthy.  I  yield. 
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Mr.  SMATHERS.  I  should  like  to  say 
to  the  able  ’Senator  from  Minnesota  that 
having  checked  with  the  various  mem¬ 
bers  of  the  Finance  Committee,  includ¬ 
ing  the  senior  member  of  the  Finance 
Committee  on  the  other  side,  we  believe 
that  this  is  an  amendment  which  should 
be  accepted  and  taken  to  conference. 

Mr.  McCarthy.  I  thank  the  Sena¬ 
tor  from  Florida. 

Mr.  SMATHERS.  I  have  also  talked 
with  the  majority  leader,  the  Senator 
in  charge  of  the  bill,  and  the  acting 
majority  an<J  acting  minority  leaders, 
who  are  in  accord  on  this  matter. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  MCCARTHY.  I  yield  to  the  Sena¬ 
tor  from  New  York. 

Mr.  KEATING.  I  believe  the  distin¬ 
guished  Senator  from  Florida  has  shown 
excellent  judgment  in  accepting  the 
amendment.  I  hope  that  the  words 
“taken  to  conference”  do  not  have  a 
sinister  connotation  and  that  it  will 
emerge  from  conference  as  well  as  being 
taken  there.  It  will,  in  my  judgment, 
receive  overwhelming  support  if  put  to 
a  vote.  I  commend  the  committee  for 
its  wisdom,  good  sense,  and  judgment; 
and  when  I  offer  the  next  amendment  I 
hope  I  shall  do  as  well  as  the  Senator 
from  Minnesota  has  done. 

Mr.  MORTON.  Mr.  President,  will  the 
Senator  from  Minnesota  yield? 

Mr.  MCCARTHY.  I  yield  to  the  Sen¬ 
ator  from  Kentucky. 

Mr.  MORTON.  I  concur  with  the 
Senator  from  Florida,  and  I  suggest  that 
the  Senate  vote  now,  because  if  we  start 
“fighting”  in  the  Chamber  we  shall  re¬ 
peal  it. 

Mr.  HUMPHREY.  Mr.  President,  I  am 
pleased  that  the  Finance  Committee  is 
willing  to  accept  the  amendment.  Un- 
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der  present  law  sick  pay  is  excludable 
from  a  worker’s  gross  income.  It  has 
been  argued  that  since  sick  pay  is  a  sub¬ 
stitute  for  regular  income  it  should  not 
be  tax  exempt  except  in  case  of  serious 
illness  or  injury.  Following  this  line  of 
reasoning,  the  Finance  Committee 
adopted  a  provision  that  the  first  30  days 
of  sick  pay  would  be  subject  to  income 
taxation. 

I  agree  with  the  reasoning  behind  the 
committee’s  decision  and  I  support  the 
principle  that  tax  exemptions  on  sick 
pay  should  not  be  used  as  a  device  to 
avoid  just  taxation.  However,  the  com¬ 
mittee’s  action  would  cause  serious  hard¬ 
ship.  The  fact- of  the  matter  is  that 
many  employees  do  not  receive  regular 
wages  when  they  are  sick.  Instead,  they 
are  paid  only  a  fraction  of  their  regular 
compensation.  The  customary  practice 


in  labor-management  agreements  on 
sick  pay  is  to  provide  50  to  65  per¬ 
cent  of  the  employee’s  regular  pay  in 
sickness  and  accident  benefits.  For  ex¬ 
ample,  a  man  whose  regular  wage  was 
$100  a  week  would  get  only  $50  if  he  were 
too  sick  to  work.  Taxing  this  partial  pay 
would  impose  an  additional  burden  on  a 
family  already  suffering  from  the  dis¬ 
ability  of  its  breadwinner. 

Many  collective  bargaining  agree¬ 
ments  are  based  on  the  assumption  that 
sick  pay  will  be  tax  exempt.  Accepting 
the  Finance  Committee’s  provision  will 
force  renegotiation  of  thousands  of  con¬ 
tracts  between  management  and  labor. 

For  these  reasons  I  support  the  hu¬ 
mane  amendment  offered  by  my  distin¬ 
guished  colleague  from  Minnesota.  The 
amendment  provides  that  the  first  30 
days  of  sick  pay  would  be  taxable  only 
when  it  exceeded  75  percent  of  the  em¬ 
ployee’s  regular  pay. 

Some  opponents  of  this  amendment 
have  claimed  that  exemption  from  tax¬ 
ation  should  be  given  only  in  cases  of 
hardship.  But  if  being  sick  and  then  los¬ 
ing  2  weeks’  pay  is  not  hardship,  I  do  not 
know  what  is.  I  trust  the  conference 
committe  will  give  this  amendment  full 
-  support.  It  is  fair;  it  is  just;  and  it  is 
needed. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Minnesota 
[Mr.  McCarthy]. 

The  amendment  was  agreed  to. 

Mr.  KEATING.  Mr.  President,  I  be¬ 
lieve  my  amendment  can  be  disposed  of 
in  5  or  10  minutes.  I  shall  wish  to  have  a 
yea-and-nay  vote. 

I  call  up  amendment  417  which  is 
offered  on  behalf  of  myself,  my  colleague 
the  Senator  from  New  York  [Mr.  Javits] 
the  Senator  from  Nebraska  [Mr. 
Hrtjska]  and  the  Senator  from  New 
Jersey  [McWilliams]. 

The  PRESIDING  OFFICER.  The 
clerk  will  state  the  amendment  for  the 
information  of  the  Senate. 

The  Legislative  Clerk.  At  the  proper 
place  in  the  bill  add  the  following  new 
section: 

Sec.  .  Retailers  Excise  Tax  on  Purses  and 
Bags. 

(a)  In  General. — Section  4031  (relating 
to  imposition  of  retailers  excise  tax  on  lug¬ 
gage,  handbags,  etc.)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sen¬ 
tence:  "In  applying  the  tax  imposed  by  the 
preceding  sentence  with  respect  to  any  purse 
or  handbag  sold  at  retail,  there  shall  be  dis¬ 
regarded  so  much  of  the  retail  sales  price  of 
such  purse  or  handbag  as  does  not  exceed 
$50.” 

Mr.  KEATING.  Mr.  President,  I  ask 
for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 
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UNANIMOUS-CONSENT  AGREEMENT 

Mr.  MANSFIELD.  Mr.  President,  I 
should  like  to  propound  a  unanimous- 
consent  request  and  ask  unanimous  con-  • 
sent  that  on  the  pending  amendment 
there  be  a  allocation  of  20  minutes,  10 
minutes  to  each  side. 

Mr.  GORE.  Mr.  President,  reserving 
the  right  to  object,  yesterday  I  said  I 
was  not  angry  with  anyone.  I  still  think 
that  way,  but  I  must  admit  that  today 
my  temper  is  not  quite  so  high  as  it  was 
yesterday  morning. 

I  should  like  to  suggest  to  the  distin¬ 
guished  majority  leader  that  the  absence 
of  unanimous  consent  as  to  time  limits 
and  time  to  vote  may  have  served  the 
Senate  very  well  for  2  days.  I  be¬ 
lieve  we  have  had  the  best  attendance 
and  perhaps  the  best  debate  for  the  past 
few  days  that  I  have  witnessed  in  my 
12  years  in  the  Senate. 

Mr.  MANSFIELD.  I  agree. 

Mr.  GORE.  I  do  not  attribute  all  of 
that  to  the  absence  of  a  unanimous-con¬ 
sent  agreement.  I  believe  much  of  it  is 
because  of  the  importance  of  the  subject 
matter,  but  as  we  near  the  conclusion 
of  this  very  difficult  and  complicated  bill, 
I  am  going  to  yield  to  the  wisdom  and 
the  leadership  of  the  majority  leader, 
and  I  shall  not  impose  any  objection  to 
this  request. 

Mr.  MANSFIELD.  I  appreciate  that. 
Can  the  distinguished  Senator  from 
Tennessee  advise  the  Senate  how  much 
time  he  would  like  on  his  amendment 
so  that  we  could  obtain  a  general  con¬ 
sensus? 

Mr.  GORE.  I  have  only  one  other 
amendment  that  I  shall  offer.  There 
are  many  more  I  should  like  to  offer, 
believing  that  the  bill  needs  to  be  thor¬ 
oughly  rewritten;  but  I  shall  offer  only 
one  amendment.  It  is  a  major  amend¬ 
ment,  in  my  opinion,  affecting  restrictive 
stock  options. 

Please  understand  that  I  would  not 
eliminatei  options.  I  would  permit  em¬ 
ployee  purchase  plans.  This  is  the  kind 
of  restrictive  stock  option  for  the  cor¬ 
poration  insider,  which  has  been  greatly 
abused. 

If  I  could  have  40  minutes  that  would 
be  sufficient,  and  I  shall  try  to  hold  it 
down  to  25  minutes. 

Mr.  MANSFIELD.  That  is  fair 
enough. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  on  all  amendments  except  the 
Gore  amendment,  there  be  allocated  30 
minutes,  15  minutes  to  a  side,  to  be 
equally  divided  between  the  proponents 
and  the  opponents  of  the  measure,  and 
that  on  the  Gore  amendment  there  be  an 
allocation  of  80  minutes,  with  40  minutes 
under  the  control  of  the  Senator  from 


Tennessee  [Mr.  Gore]  and  40  minutes 
under  the  control  of  the  Senator  from 
Louisiana  [Mr.  Long],  and  that  there 
be  1  hour  debate  on  the  bill. 

Mr.  TALMADGE.  Mr.  President,  will 
the  majority  leader  yield? 

Mr.  MANSFIELD.  I  am  glad  to  yield. 

Mr.  TALMADGE.  I  assume  that  the 
usual  rule  of  germaneness  will  prevail. 

Mr.  MANSFIELD.  Yes. 

Mr.  MORTON.  This  request  is  for  1 
hour  on  the  bill? 

Mr.  MANSFIELD.  Yes. 

Mr.  MILLER.  Mr.  President,  reserv¬ 
ing  the  right  to  object,  would  the  ma¬ 
jority  leader  extend  the  time  on  the  bill 
to  2  hours? 

Mr.  MANSFIELD.  If  the  Senator 
from  Iowa  will  trust  the  judgment  of  the 
leadership,  if  additional  time  is  needed, 
it  will  be  forthcoming. 

Mr.  MILLER.  Very  well. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  reserving  the  right  to  object, 
would  the  agreement  apply  to  the 
amendment  which  the  Senator  from 
Arkansas  intends  to  offer?  It  is  a  major 
amendment. 

Mr.  MANSFIELD.  I  have  not  seen 
the  Senator  from  Arkansas.  However, 
if  there  is  any  objection  on  his  part,  we 
will,  of  course,  take  it  into  consideration 
and  withdraw  that  part  of  the  unani¬ 
mous-consent  request. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  MANSFIELD.  Mr.  President,  I 
exclude  from  the  proposed  agreement 
the  amendment  to  be  proposed  by  the 
Senator  from  Arkansas  [Mr.  McClel¬ 
lan]. 

Mr.  RANDOLPH.  Mr.  President,  re¬ 
serving  the  right  to  object,  I  wish  to  ask 
the  distinguished  majority  leader,  in 
view  of  these  arrangements  which  are 
now  taking  place,  if  it  is  anticipated 
that  the  Senate  will  meet  tomorrow,  or 
will  an  attempt  be  made  to  finish  con¬ 
sideration  of  the  bill  tonight? 

Mr.  MANSFIELD.  If  the  opportunity 
presented  itself  tonight,  yes;  however,  I 
doubt  it  at  this  time.  I  would  be  pre¬ 
pared  to  remain  in  session  late.  How¬ 
ever,  in  view  of  the  fact  that  some  Sen¬ 
ators  are  overly  tired  and  exhausted,  it 
would  be  better  to  anticipate  concluding 
consideration  of  the  bill  tomorrow  in¬ 
stead  of  tonight. 

Mr.  EASTLAND.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  EASTLAND.  I  should  like  to 
know  what  the  plans  are  for  tonight. 

Mr.  MANSFIELD.  At  the  convening 
of  the  Senate  this  morning,  and  in  re¬ 
sponse  to  questions  raised  by  Members 
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of  the  Senate,  it  was  indicated  that  the 
Senate  would  remain  in  session,  provided 
amendments  were  offered,  until  about 
10  o’clock  this  evening.  It  was  not  an¬ 
ticipated  that  consideration  of  the  tax 
bill  could  be  completed  this  evening.  It 
was  hoped  that  it  would  be  possible,  but 
events  have  proved  that  it  is  not  pos¬ 
sible.  It  is  our  hope  that  the  Senate  will 
bear  with  the  leadership,  and  allow  us 
to  consider  amendments  up  to  10  o’clock 
this  evening.  The  Senate  will  then  meet 
at  10  o’clock  tomorrow  morning.  To¬ 
morrow  it  will  finish  consideration  of 
the  bill,  and  immediately  therafter  pro¬ 
ceed  to  the  consideration  of  certain 
money  resolutions,  to  get  them  out  of 

[P.  2/23] 

the  way,  so  that  the  decks  may  be  cleared 
for  next  week. 

Mr.  EASTLAND.  In  other  words,  con¬ 
sideration  of  the  bill  will  not  be  con¬ 
cluded  tonight. 

Mr.  MANSFIELD.  The  Senator  is 
correct. 

Mr.  GORE.  Would  it  be  agreeable  to 
make  my  option  amendment  the  pend¬ 
ing  business  tomorrow?  I  could  use  half 
of  my  time  tonight,  so  that  Senators 
could  read  my  statement  in  the  Record 
tomorrow.  I  could  offer  the  amendment 
this  evening  and  make  my  brief  remarks 
this  evening. 

Mr.  MANSFIELD.  That  might  be  sat¬ 
isfactory. 

Mr.  LONG  of  Louisiana.  I  suggest  to 
the  majority  leader  that  he  modify  his 
unanimous-consent  request,  so  that  the 
Senator  from  Tennessee  may  make  his 
statement  tonight  and  perhaps  divide  the 
time  tomorrow.  If  any  Senator  wishes 
to  respond  to  the  Senator’s  statement 
tonight,  that  will  be  all  right.  It  would 
be  better  to  do  that  than  to  have  it  made 
the  pending  business.  Might  we  not  let 
it  come  up  in  its  natural  course,  and 
reserve  such  time  as  the  Senator  may 
require? 

Mr.  MCCARTHY.  Mr.  President,  does 
the  Senator  from  Delaware  intend  to 
offer  his  amendment  tonight? 

Mr.  JAVITS.  Mr.  President,  there  is 
too  little  time  on  the  bill.  I  shall  wish 
to  speak  for  10  minutes  on  the  bill.  The 
Senator  from  Iowa - 

Mr.  MANSFIELD.  When  that  ques¬ 
tion  was  raised  by  the  Senator  from 
Iowa,  I  assured  him  that  if  more  time  is 
needed,  it  will  be  forthcoming. 

The  PRESIDING  OFFICER.  Is  there 
ection  to  the  unanimous-consent  re¬ 
st?  The  Chair  hears  none,  and  it  is 
ordered. 

Mr.  MANSFIELD.  Mr.  President,  if  I 

ay  recapitulate,  the  agreement  pro- 
ides  for  a  half  hour  of  debate  cm  all 


amendments,  equally  divided,  except  the 
Gore  amendment.  On  the  Gore  amend¬ 
ment  the  time  allowed  will  be  80  minutes, 
40  minutes  to  a  side.  The  only  exception 
is  with  respect  to  the  McClellan  amend¬ 
ment.  When  the  Senator  from  Arkansas 
comes  to  the  floor,  an  agreement  will  be 
reached,  which  I  hope  will  be  satisfac¬ 
tory.  I  should  like  to  suggest  to  the 
Senator  from  Louisiana,  who  is  so  skill¬ 
fully  managing  the  pending  bill,  that  it 
would  be  in  the  interest  of  the  Senate  to 
have  a  part  of  the  debate  on  the  Gore 
proposal  tonight,  so  that  Senators  may 
have  an  opportunity  to  study  it  over¬ 
night. 

Mr.  LONG  of  Louisiana.  What  the 
Senator  from  Tennessee  has  in  mind  is 
that  he  would  like  to  explain  the  amend¬ 
ment  and  his  position  on  it  tonight,  in 
order  to  have  it  in  the  Record.  I  would 
prefer  not  to  agree  on  what  the  pending 
business  will  be  tonight  or  tomorrow.  I 
would  be  glad  to  accommodate  the  Sen¬ 
ator  by  having  him  make  his  speech,  and 
have  the  time  either  charged  against  his 
time  or  not. 

Mr.  GORE.  I  do  not  believe  that  I 
have  made  an  unusual  request.  On  two 
previous  evenings  understanding  was 
reached  as  to  what  the  pending  business 
would  be  the  following  day.  I  have  co¬ 
operated  with  the  leadership.  I  feel  very 
deeply  about  my  amendment.  I  will  re¬ 
main  here  as  late  as  necessary.  I  am 
willing  to  us  half  my  time  tonight.  How¬ 
ever,  I  would  like  to  have  it  the  pending 
business  tomorrow. 

Mr.  MANSFIELD.  I  believe  that  is 
agreeable.  The  time  limitation  will  be¬ 
gin  to  run  when  the  amendment  is 
brought  up. 

Mr.  JAVITS.  In  order  to  clarify  the 
situation,  the  unanimous-consent  agree¬ 
ment  applies  to  any  amendment,  wheth¬ 
er  printed  or  not,  whether  at  the  desk 
or  not.  Is  that  correct? 

Mr.  MANSFIELD.  Yes,  except  that 
the  amendment  must  be  germane.  Any 
Senator  has  a  right  to  offer  such  an 
amendment. 

Mr.  LONG  of  Louisiana.  I  am  not  sat¬ 
isfied  with  the  procedure  of  having  a 
speech  made  by  the  distinguished  Sen¬ 
ator  from  Tennessee  in  favor  of  his 
amendment  tonight  without  having  an 
opportunity  for  a  response,  to  state  the 
other  side  of  the  argument,  if  any  Sen¬ 
ator  cares  to  do  so. 

Mr.  GORE.  I  have  no  objection  to 
that. 

The  unanimous-consent  agreement 
subsequently  reduced  to  writing  is  as 
follows: 

Unanimous-Consent  Agreement 

Ordered,  That,  effective  on  the  adoption 
of  this  order,  during  the  further  consider - 
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ation  of  the  bill  H.R.  8363,  the  Revenue  Act 
of  1964,  debate  on  an  amendment  intended 
to  be  proposed  by  Mr.  Gore,  relating  to  stock 
options,  shall  be  limited  to  80  minutes,  and 
on  amendment  No.  407,  intended  to  be  pro¬ 
posed  by  Mr.  McClellan,  debate  shall  be  lim¬ 
ited  to  100  minutes,  the  time  in  each  case 
to  be  equally  divided  and  controlled  by  the 
mover  of  the  amendment  and  Mr.  Long  of 
Louisiana;  and  that  debate  on  any  other 
amendment,  motion,  or  appeal,  except  a  mo¬ 
tion  to  lay  on  the  table,  shall  be  limited  to 
30  minutes,  to  be  equally  divided  and  con¬ 
trolled  by  the  mover  of  any  such  amend¬ 
ment  or  motion  and  Mr.  Long  of  Louisiana: 
Provided,  That  in  the  event  Mr.  Long  is  in 
favor  of  any  such  amendment  or  motion,  the 
time  in  opposition  thereto  shall  be  con¬ 
trolled  by  the  minority  leader  or  some  Sen¬ 
ator  designated  by  him:  Provided  further, 
That  no  amendment  that  is  not  germane 
to  the  provisions  of  the  said  bill  shall  be 
received. 

Ordered  further.  That  on  the  question  of 
the  final  passage  of  the  said  bill  debate  shall 
be  limited  to  1  horn,  to  be  equally  divided 
and  controlled,  respectively,  by  the  majority 
and  minority  leaders :  Provided,  TTiat  the  said 
leaders,  or  either  of  them,  may,  from  the  time 
under  their  control  on  the  passage  of  the 
said  bill,  allot  additional  time  to  any  Sena¬ 
tor  during  the  consideration  of  any  amend¬ 
ment,  motion,  or  appeal. 

Mr.  KEATING.  Mr.  President,  I  yield 
myself  5  minutes  on  the  amendment.  I 
believe  that  is  all  I  shall  need.  The 
amendment  relates  to  only  one  item. 

Mr.  SMATHERS.  Mr.  President,  have 
the  yeas  and  nays  been  ordered  on  the 
amendment? 

The  PRESIDING  OFFICER.  The 
yeas  and  nays  have  been  ordered. 

Mr.  SMATHERS.  We  can  expect  a 
vote  on  the  amendment  at  8 : 15.  Is  that 
correct? 

Mr.  KEATING.  I  should  say  that 
there  should  be  a  vote  by  8  o’clock. 

Mr.  President,  we  defeated  by  a  rather 
narrow  margin  the  amendment  offered 
by  the  distinguished  Senator  from  Ken¬ 
tucky  [Mr.  Morton],  on  behalf  of  the 
Senator  from  Illinois  [Mr.  Dirksen],  to 
repeal  all  of  the  Federal  retail  excise 
taxes.  My  amendment  relates  to  one 
item  only,  ladies’  purses  and  handbags. 
It  provides  that  the  present  10  percent 
tax  shall  apply  only  to  the  portion  of 
the  selling  price  over  $50.  I  am  press¬ 
ing  this  separate  amendment  applicable 
only  to  ladies’  handbags  on  the  ground 
that  there  is  probably  no  other  item 
subject  to  existing  excises  for  which  a 
more  convincing  and  meritorious  case 
of  repeal  can  be  made. 

This  particular  tax  is  unfair,  regres¬ 
sive,  discriminatory,  and  inequitable. 
Originally  imposed  in  1944  as  a  tempo¬ 
rary  wartime  emergency  measure,  the 
tax  was  supposed  to  have  expired  auto¬ 
matically  6  months  after  the  cessation 
of  hostilities.  But  now,  almost  20  years 


later,  it  is  still  burdening  the  women  of 
America  and  the  handbag  industry  and 
all  those  employed  by  the  industry. 

Of  course,  no  article  of  women’s  cloth¬ 
ing,  with  the  exception  of  furs,  is  sub¬ 
ject  to  a  Federal  tax.  Shoes,  hosiery, 
skirts,  blouses,  belts,  scarves,  and  hats, 
even  though  they  may  be  made  partly 
or  wholly  of  leather,  are  not  subject 
to  any  excises.  But  handbags  are.  I 
know  of  ladies  who  travel  in  the  best  of 
circles  who,  depending  on  their  particu¬ 
lar  outfit,  can  dispense  with  items  like 
belts  or  leather  shoes.  But  rare  is  the 
occasion  on  which  any  woman  can  do 
without  a  basic  handbag. 

I  do  not  see  how  ladies’  handbags  can 
in  any  sense  be  called  a  luxury.  They 
are  an  absolute  necessity.  American 
women  are  up  in  arms  against  this  un¬ 
mitigated  nuisance  tax. 

The  handbag  industry  has  lost  much 
ground  because  of  it.  It  has  been  losing 
ground  around  holidays  like  Christmas 
and  Mother’s  Day  to  other  appropriate 
gifts  which  do  not  bear  the  burden  of  the 
10-percent  excise  tax.  The  tax  in  practi¬ 
cal  operation,  therefore,  discriminates 
against  this  one  item  and  against  the 
industry  that  produces  the  item  in  favor 
of  other  items  of  women’s  apparel,  many 
of  which  can  well  be  classified  as  luxuries, 
which  do  not  carry  any  Federal  excise 
levy. 

There  is  this  additional  consideration 
for  repealing  the  tax  on  ladies’  handbags 
only.  The  justice  of  singling  out  this  one 
item  is  demonstrated  by  the  fact  that 
when  in  1950  an  excise  tax  reduction  bill 
passed  the  House — I  might  say,  by  the 
overwhelming  margin  of  375  to  14 — the 
tax  on  furs,  jewelry,  cosmetics,  and  lug¬ 
gage  was  to  have  been  reduced  from  20 
to  10  percent,  but,  in  contrast,  the  tax 
on  handbags  was  to  have  been  repealed 
in  its  entirety.  However,  the  entire  bill 
was  killed  in  the  Senate  Finance  Com¬ 
mittee  when  the  Korean  war  broke  out. 
The  point  I  make  is  that  as  far  back  as 
1950  the  case  for  singling  out  the  excise 
tax  on  handbags  for  repeal  was  clearly 
recognized. 

The  modified  Dirksen-Morton  amend¬ 
ment,  which  would  have  repealed  all  the 
retail  excise  taxes  combined,  would  have 
resulted  in  a  net  revenue  loss  to  the 
Treasury  of  approximately  $455  million. 
The  amendment  which  I  am  now  offer¬ 
ing,  on  the  other  hand,  would  result  in 

[P.  2124] 

revenue  losses  in  the  neighborhood  of 
only  $38  million  annually.  I  emphasize 
that  this  estimated  loss  represents  a 
gross  loss  of  revenues  from  the  excise  tax 
considered  by  itself.  It  does  not  take 
into  account  the  undeniable  fact  that  ad- 
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ditional  income  tax  revenues  would  flow 
to  the  Treausry  from  a  healthier  hand¬ 
bag  industry  and  the  additional  em- 
i  ployees  who  would  be  put  back  on  the 
job — and  in  many  cases,  back  on  the 
tax  rolls — if  Congress  would  only  give 
the  industry  this  vitally  needed  shot  in 
the  arm.  Therefore,  the  net  revenue 
loss  to  the  Treasury,  in  my  judgment, 
would  be  considerably  less  than  the  $38 
million  figure  which  represents  the  gross 
loss  in  excise  tax  revenues. 

During  the  debate  on  the  much  broad¬ 
er  Dirksen-Morton  amendment,  I  heard 
very  often  the  argument  that  it  would 
not  be  appropriate  to  remove  from  the 
excise  tax,  purchases  which  are  strictly 
luxury  in  nature.  There  is  much  force 
in  this  argument,  provided  you  can  prop¬ 
erly  draw  the  line  between  luxuries 
and  necessities.  The  Dirksen-Morton 
amendment,  as  modified,  drew  the  line 
at  $100  on  purchases  of  furs  and  jewelry. 
Let  me  point  out  that  the  overwhelming 
majority  of  handbag  purchases  are 
plainly  in  the  necessity  classification. 
Very  few  are  sold  for  over  $25,  still  fewer 
for  over  $50  and  almost  an  infinitesimal 
number  for  over  $100.  I  am  willing  on 
balance,  to  strike  a  dividing  line  between 
handbags  that  are  a  necessity  and  hand¬ 
bags  that  are  a  luxury  at  the  $50  level. 
This  amendment  would,  rather  than  re¬ 
peal  the  entire  tax,  simply  exempt  the 
first  $50  of  retail  value  from  the  handbag 
tax,  thereby  subjecting  only  the  excess 
over  $50  to  the  10  percent  Federal  tax. 

I  hope  all  Senators  will  search  their 
consciences  and  consider  the  fealty  they 
owe  to  their  wives  and  mothers,  sisters 
and  daughters,  and,  indeed,  to  all  Amer¬ 
ican  womanhood,  and  vote  their  resound¬ 
ing  approval  of  this  amendment. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KEATING.  I  yield. 

Mr.  JAVITS.  I  support  my  colleague 
from  New  York  in  his  eloquent  plea  to 
the  Senate.  This  1s  a  unique  application 
of  a  tax.  It  affects  one  single  item  of 
wearing  apparel  for  women — handbags. 
•  The  Senator’s  amendment  Is  designed 
to  exclude  it  from  the  classification  of  a 
luxury.  I  hope  the  Senate  will  grant 
this  measure  of  justice  and  remove  the 
discrimination  that  exists  against  hand¬ 
bags  in  favor  of  other  items  of  apparel 
which  are  not  subject  to  tax. 

Mr.  KEATING.  I  am  grateful  to  my 
colleague  from  New  York.  His  cospon¬ 
sorship  of  the  amendment  is  most  help¬ 
ful  and  is  much  appreciated. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  3  minutes  to  the  acting 
minority  leader. 

Mr.  MORTON.  In  the  first  place,  I 
do  not  think  I  am  the  acting  minority 
leader. 


Mr.  LONG  of  Louisiana.  I  yield  to  the 
Senator  from  Kentucky. 

Mr.  MORTON.  I  thank  the  Senator. 

Mr.  President,  I  dislike  to  oppose  the 
amendment  offered  by  the  junior  Sen¬ 
ator  from  New  York,  as  I  did  the  amend¬ 
ment  offered  by  the  senior  Senator  from 
New  York  [Mr.  Javits]  concerning  the¬ 
ater  tickets.  We  went  down  this  road 
yesterday.  We  then  had  for  considera¬ 
tion  an  amendment  that  was  all  encom¬ 
passing  and  comprehensive  with  respect 
to  what  are  actually  Federal  retail  sales 
taxes.  The  amendment  was  rejected. 
The  vote  was  close.  I  fought  as  hard  as 
I  could  for  its  adoption.  However,  I  do 
not  believe  we  would  be  serving  the  con¬ 
sumers  of  this  country  by  tearing  up  the 
excise  taxes  piecemeal. 

We  now  have  an  agreement  from  the 
Committee  on  Ways  and  Means  and  the 
Committee  on  Finance  that  we  will 
promptly  examine  the  whole  question  of 
excise  taxes.  ' 

The  proposal  to  remove  the  excise  tax 
from  ladies’  handbags  has  much  polit¬ 
ical  sex  appeal,  perhaps  other  appeal. 
Of  course,  it  is  the  best  thing  in  the 
package.  So  why  throw  away  our  best 
weapon  for  getting  all  the  regressive 
taxes  removed? 

Much  as  I  dislike  to  be  on  the  opposite 
side  from  my  friend  the  distinguished 
junior  Senator  from  New  York  [Mr. 
Keating],  I  shall  have  to  oppose  the 
amendment.  It  is  my  opinion  that  we 
must  consider  the  retail  excise  taxes, 
which  are  nothing  but  retail  sales  taxes 
at  the  Federal  level,  as  a  package. 
Therefore,  .1  shall  have  to  oppose  the 
piecemeal  approach  to  the  situation. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  will  the  Senator  from  Louisi¬ 
ana  yield? 

Mr.  LONG  of  Louisiana.  I  yield  2 
minutes  to  the  Senator  from  Delaware. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  concur  in  the  statement  of 
the  Senator  from  Kentucky.  I  sup¬ 
ported  a  similar  proposal  yesterday.  I 
had  hoped  we  would  be  able  to  do  away 
with  all  the  retail  excise  taxes.  But  I 
believe  it  would  be  a  mistake  to  start  to 
remove  them  in  piecemeal  fashion 
tonight.  Regretfully,  I  shall  have  to  op¬ 
pose  the  amendment. 

Mr.  KEATING.  Mr.  President,  I  yield 
myself  2  minutes. 

This  is  a  rather  amazing  argument, 
but  the  candor  of  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton]  is  admirable.  The 
reason  given  for  opposing  the  amend¬ 
ment  is  that  it  is  the  most  meritorious 
item  from  which  to  remove  the  excise 
tax.  In  other  words,  there  is  a  tacit  ad¬ 
mission  that  some  of  the  other  items 
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cannot  stand  on  their  own  feet  and  that 
it  is  necessary  to  throw  in  the  ladies’ 
handbags  in  order  to  have  a  bill  reported 
later. 

Personally,  I  should  like  to  see  some  ac¬ 
tion  taken  on  this  item  now.  If  it  is  more 
meritorious  than  the  other  items,  I  find 
it  difficult  to  see  how  any  Senator  who 
supported  the  amendment  to  remove  all 
excise  taxes  on  articles  costing  less  than 
$100  can  vote  against  the  amendment  to 
remove  the  excise  tax  from  an  article 
which  most  deserves  to  have  the  tax 
removed. 

I  do  not  accept  the  argument  that  it  is 
necessary  to  use  this  item  as  a  trading 
point  in  some  later  operation  in  an  effort 
to  have  the  excise  tax  removed  from 
other  items. 

I  supported  the  Dirksen-Morton 
amendment.  I  regret  that  it  was  not 
agreed  to.  "But  I  have  now  selected  what 
I  believe  to  be  the  most  meritorious  item 
and  the  most  deserving.  I  do  not  think 
any  Senator  can  explain  voting  against 
this  amendment  by  saying  that  he 
wanted  to  wait  for  a  bill  that  would  pro¬ 
vide  for  the  removal  of  the  excise  tax 
from  more  articles. 

Mr.  ALLOTT.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  KEATING.  I  yield. 

Mr.  ALLOTT.  I  am  sure  the  Senator 
from  New  York  was  in  the  Chamber  yes¬ 
terday  and  heard  the  argument  that 
many  countries  in  Europe  raise  money 
by  means  of  excise  taxes.  Does  not  the 
Senator  agree  that  if  money  is  to  be 
raised  for  general,  broad  tax  purposes  by 
means  of  an  excise  tax,  the  tax  must 
cover  the  whole  gamut,  and  should  not 
be  restricted  to  a  few  items  at  the  re¬ 
tail  level? 

Mr.  KEATING.  I  agree.  That  is  why 
I  supported  the  Dirksen-Morton  amend¬ 
ment.  We  now  have  a  retail  excise  tax 
on  only  a  few,  selected  items.  We  told 
the  American  public  long  ago  that  the 
tax  on  all  such  items  would  be  removed 
in  its  entirety,  and  it  should  have  been 
femoved.  What  we  did  over  a  period  of 
years  was  to  remove  the  tax  gradually 
from  one  thing  and  then  from  another. 
I  have  now  selected  what  I  think  is  the 
most  meritorious  of  the  various  items 
from  which  to  remove  the  tax. 

Mr.  ALLOTT.  I  entirely  agree  with 
that  statement.  The  Senator  has  a 
clearcut  case.  Other  clearcut  cases  were 
left  outside  the  purview  of  the  amend¬ 
ment  offered  yesterday. 

I  join  wholeheartedly  with  the  Senator 
in  this  effort,  because  I  think  the  total 
effect  of  the  excise  tax  is  greatly  to 
restrict  two  classes  of  Individuals — first, 
those  who  are  really  supplying  necessi¬ 
ties  to  the  people;  and,  second,  the  small 
retailers,  who  have  to  bear  the  burden 


of  the  collection  of  this  tax  by  the  Fed¬ 
eral  Government. 

Mr.  KEATING.  I  appreciate  that 
statement,  and  I  agree  entirely  with  the 
sentiments  of  the  Senator  from  Colorado. 

Mr.  MORTON.  Mr.  President,  I  yield 
myself  30  seconds. 

The  PRESIDING  OFFICER.  The 
Senator  from  Kentucky  is  recognized 
for  30  seconds. 

Mr.  MORTON.  Mr.  President,  hand¬ 
bags  may  be  very  important;  but  for 
someone  who  has  the  itch,  itching 
powder  is  important,  and  it  also  carries 
the  10  percent  penalty  tax. 

Mr.  KEATING.  But  someone  who  has 
the  itch  always  has  the  tax-free  alterna¬ 
tive  of  scratching  himself. 

Mr.  President,  as  I  recall,  in  my  previ¬ 
ous  remarks  I  stated,  the  distinguished 
Senator  from  New  Jersey  [Mr.  Wil¬ 
liams]  is  a  cosponsor  of  this  amendment. 
If  I  did  not  make  that  statement  before 
now,  I  make  it  now. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  back  the  remainder  of  the 
time  under  my  control. 

Mr.  KEATING.  Mr.  President,  I  yield 
back  the  remainder  of  the  time  under  my 
control. 

[P.  2125 ] 


The  PRESIDING  OFFICER.  All  re¬ 
maining  time  on  the  amendment  has 
been  yielded  back. 

The  question  is  on  agreeing  to  the 
amendment  of  the  Senator  from  New 
York  [Mr.  Keating].  On  this  question, 
the  yeas  and  nays  have  been  ordered; 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MANSFIELD  (after  having  voted 
in  the  negative).  On  this  vote  I  have  a 
pair  with  the  distinguished  minority 
leader,  the  Senator  from  Illinois  [Mr. 
Dirksen].  If  he  were  present  and  vot¬ 
ing,  he  would  vote  “yea” ;  if  I  were  at 
liberty  to  vote,  I  would  vote  “nay.” 
Therefore,  I  withdraw  my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Arizona  [Mr.  Hayden], 
the  Senator  from  Alabama  [Mr.  Hill], 
and  the  Senator  from  Georgia  [Mr. 
Russell]  are  absent  on  official  business. 

On  this  vote,  the  Senator  from  Ne¬ 
braska  [Mr.  Hruska]  is  paired  with  the 
Senator  from  Georgia  [Mr.  Russell]. 

If  present  and  voting,  the  Senator 
from  Nebraska  would  vote  “yea”  and  the 
Sentaor  from  Georgia  would  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis], 
the  Senator  from  Illinois  [Mr.  Dirksen] 
and  the  Senator  from  Arizona  [Mr. 
Goldwater]  are  necessarily  absent. 
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The  Senator  from  Iowa  [Mr.  Hick- 
enlooper],  the  Senator  from  Nebraska 
[Mr.  Hruska],  and  the  Senator  from 
North  Dakota  [Mr.  Young]  are  detained 
on  official  business. 

If  present  and  voting,  the  Senator  from 
Nebraska  [Mr.  Curtis],  and  the  Senator 
from  Arizona  [Mr.  Gold  water]  would 
each  vote  “yea.” 

The  pair  of  the  Senator  from  Illinois 
[Mr.  Dirksen]  has  been  previously  an¬ 
nounced. 

On  this  vote,  the  Senator  from  Ne¬ 
braska  [Mr.  Hruska]  is  paired  with  the 
Senator  from  Georgia  [Mr.  Russell]. 
If  present  and  voting,  the  Senator  from 
Nebraska  would  vote  “yea”  and  the  Sen¬ 
ator  from  Georgia  would  vote  “nay.” 

The  result  was  announced — yeas  35, 
nays  55,  as  follows: 


[No.  32  Leg.] 
YEAS — 35 


Aiken 

Gruening 

Pell 

AUott 

Jackson 

Prouty 

Beall 

Javits 

Proxmire 

Boggs 

Jordan,  Idaho 

Ribicoff 

Case 

Keating 

Salton6tall 

Cooper 

Kennedy 

Scott 

Cotton 

Kuchel 

Simpson 

Dodd 

Mechem 

Smith 

Dominick 

Morse 

Tower 

Douglas 

Mundt 

Williams.  N.J. 

Fong 

k  Pastore 

Young,  Ohio 

Gore 

Pearson 

NAYS— 55 

Anderson 

Hart 

Monroney 
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So  Mr.  Keating’s  amendment  was 
rcj  ected 

Mr.  MANSFIELD.  Mr.  President,  I 
should  like  to  have  the  attention  of  the 
distinguished  Senator  from  Arkansas 
[Mr.  McClellan]. 

I  should  like  to  make  a  unanimous- 
consent  request,  which  was  postponed 
because  of  the  fact  that  the  Senator 
from  Arkansas  was  absent  from  the  floor 
of  the  Senate  on  official  business. 

I  ask  unanimous  consent  that  100 
minutes  be  allotted  to  the  amendment 


offered  by  the  distinguished  Senator 
from  Arkansas  [Mr.  McClellan],  50 
minutes  to  be  under  the  control  of  the 
Senator  from  Arkansas  and  50  minutes 
to  be  under  the  control  of  the  Senator  in 
charge  of  the  bill,  the  Senator  from  Lou¬ 
isiana  [Mr.  Long]. 

Mr.  McCLELLAN.  Mr.  President,  re¬ 
serving  the  right  to  object,  I  assume  that 
the  distinguished  leader  has  reference 
to  my  amendment  No.  407. 

Mr.  MANSFIELD.  The  Senator 
knows  that  I  have  reference  to  that 
amendment. 

Mr.  McCLELLAN.  I  did  not  want  any 
misunderstanding.  That  is  the  amend¬ 
ment  which  would  provide  that  the  tax 
cut  would  remain  in  force  only  so  long 
as  total  expenditures  of  the  administra¬ 
tive  budget  remain  not  to  exceed  $100 
billion. 

In  other  words,  this  is  an  amendment 
that  gives  Senators  an  opportunity  to 
vote  both  for  a  tax  reduction  and  for 
economy  in  government.  Is  that  the  one 
my  distinguished  friend  refers  to? 

Mr.  MANSFIELD.  That  is  the  gen¬ 
eral  idea. 

The  PRESIDING  OFFICER.  Is  there 
objection.  The  Chair  hears  none;  and 
it  is  so  ordered. 

Mr.  McCLELLAN.  Mr.  President,  it 
is  my  understanding  that  this  amend¬ 
ment  will  come  up  tomorrow.  Is  that 
correct? 

Mr.  MANSFIELD.  Following  the  Gore 
amendment,  it  will  be  the  pending  busi¬ 
ness  tomorrow. 

Mr.  McCLELLAN.  Mr.  President,  will 
the  Senator  yield  further  to  me? 

Mr.  MANSFIELD.  I  yield. 

Mr.  McCLELLAN.  So  far  as  we  know, 
it  will  be  the  last  amendment.  Is  that 
correct  ^ 

Mr.  MANSFIELD.  That  is  the  gen¬ 
eral  idea,  but  we  have  no  right  to  prevent 
any  Senator  from  offering  an  amend¬ 
ment. 

Mr.  McCLELLAN.  The  amendment 
of  the  Senator  from  Tennessee  will  be 
the  pending  business  when  the  Senate 
reconvenes  tomorrow.  Is  that  correct? 

Mr.  MANSFIELD.  Yes. 

Mr.  McCLELLAN.  Immediately  fol¬ 
lowing  the  disposal  of  that  amendment, 
my  economy  amendment  will  be  in  order. 
Is  that  correct? 

Mr.  MANSFIELD.  I  would  assume  so. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 

Mr.  FONG.  Mr.  President,  I  call  up 
my  amendment  No.  338.  I  ask  unani¬ 
mous  consent  that  the  reading  of  the 
amendment  be  dispensed  with  and  that 
it  may  be  made  a  part  of  the  Record  at 
this  point. 
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The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  amendment  offered  by  Mr.  Fong 
is  as  follows : 

At  the  proper  place  in  title  II  of  the  bill 
insert  the  following  new  section: 

"Sec.  .  Deduction  by  Lessee  of  Residential 
Land  of  Certain  Real  Property 
Taxes  Paid  by  Him. 

"  (a)  Taxes  Considered  as  Imposed  on  Les¬ 
see. — Section  164  (relating  to  deductions  for 
taxes)  is  amended  by  redesignating  subsec¬ 
tion  (g)  as  (h),  and  by  inserting  after  sub¬ 
section  (f)  the  following  new  subsection: 

“  ‘Certain  Real  Property  Taxes  Paid  by 
Lessee  of  Residential  Land. — 

“‘(1)  Taxes  considered  as  imposed  on 
lessee. — For  purposes  of  subsection  (a),  a 
real  property  taxes  paid  or  accrued  with  re¬ 
spect  to  land  by  a  lessee  of  such  land  shall 
be  treated  as  real  property  taxes  imposed  on 
such  lessee  (and  not  on  the  owner  of  such 
land)  if — 

"‘(A)  a  residence  owned  by  the  lessee  Is 
situated  on  such  land, 

“‘(B)  the  lessee  is  required  under  the 
lease  to  pay  all  real  property  taxes  assessed 
with  respect  to  such  land,  and 

“  '(C)  the  term  of  the  lease  is  for  a  period 
of  20  years  or  more. 

“  ‘(2)  Lease  considered  as  sale. — For  pur¬ 
poses  of  subsection  (d),  the  entering  into 
of  a  lease  of  land  described  in  paragraph 
(1)  by  a  lessee  described  in  such  paragraph 
shall  be  treated  as  a  sale  of  the  land,  and  the 
lessor  and  lessee  shall  be  treated  as  the  seller 
and  purchaser,  respectively. 

"'(3)  Application  to  sublessees. — For 
purposes  of  paragraphs  (1)  and  (2)  (other 
than  paragraph  (1)(C),  the  terms  “lease", 
"lessor”,  and  “lessee”  include  a  sublease,  sub¬ 
lessor,  and  sublessee.  The  requirement  of 
paragraph  (1)  (C)  shall  be  treated  as  being 
satisfied  with  respect  to  a  sublease  if  the 
term  of  the  lease  is  for  a  period  of  20  years 
or  more.’ 

"(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  to  tax¬ 
able  years  beginning  after  the  date  of  the 
enactment  of  this  Act.” 

Mr.  FONG.  Mr.  President,  my 
amendment  would  permit  a  lessee  who 
has  a  home  on  land  leased  to  him  for  a 
term  of  20  years  or  more  to  deduct  real 
property  taxes  paid  by  him  if  the  lease 
agreement  requires  him  to  pay  such 
taxes. 

Under  present  provisions  of  the  In¬ 
ternal  Revenue  Code,  real  property  taxes 
are  allowed  as  deductions  to  a  taxpayer 
only  if  the  taxes  are  both  owed  and  paid 
by  him. 

Because  of  this  requirement,  a  serious 
inequity  has  arisen  for  many  residential 
lessees  in  Hawaii.  There  are  large  tracts 
of  land  in  Hawaii  which  have  been  sub¬ 
divided  and  leased  out  as  residential  dis¬ 
tricts  for  periods  in  excess  of  20  years. 
In  many  of  the  lease  contracts,  the 
lessees  are  required  to  pay  all  real  prop¬ 
erty  taxes. 


In  such  instances,  because  the  lessor 
owesthe  tax  but  the  lessee  is  required 
to  pay  it,  neither  party  is  permitted  to 
claim  the  payment  as  a  deduction  on  his 
1  Federal  income  tax  return. 

My  amendment  would  correct  this  in¬ 
equity  and  allow  the  lessee  who  is  legally 
obligated  to  pay  the  real  property  taxes 
assessed  against  his  leased  land  and  who 
does  actually  pay  them  to  claim  such 
payments  as  Federal  income  tax  deduc¬ 
tions. 
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I  want  to  emphasize  that  first,  the 
residence  owned  by  the  lessee  must  be 
situated  on  the  leased  land;  second,. the 
lessee  must  be  required  under  the  lease 
to  pay  all  real  property  taxes  assessed 
against  this  land;  and,  third,  the  term  of 
the  lease  must  be  for  a  period  of  20  years 
or  more. 

My  amendment  would  also  extend  to 
sublessees  if  their  leases  meet  the  re¬ 
quirements  applicable  to  prime  lessees; 
that  is,  if  the  land  is  used  as  his  resi¬ 
dence,  if  the  lease  agreement  is  for  20 
years  or  more,  and  if  the  sublessee  is  re¬ 
quired  to  pay  and  does  pay  the  real  prop¬ 
erty  taxes  on  such  leased  land. 

My  amendment  is  identical  to  Senate 
bill  344,  which  I  introduced  earlier  this 
year  and  which  is  cosponsored  by  my 
friend  and  colleague  the  distinguished 
junior  Senator  from  Hawaii  [Mr. 
InouyeL  No  oral  testimony  has  been 
taken  by  the  Finance  Committee  on  S.. 
344  or  on  my  amendment,  although  I  did 
file  a  written  statement  with  the  com¬ 
mittee  explaining  amendment  338  prior 
to  the  committee’s  executive  considera¬ 
tion  of  the  pending  tax  bill — H.R.  8363. 

Had  there  been  oral  testimony  on 
either  S.  344  or  on  amendment  338,  I 
believe  questions  of  committee  members 
on  this  matter  could  have  been  answered 
satisfactorily. 

What  is  involved  here  is  a  matter 
of  equity  for  many  Hawaii  taxpayers 
who  are  denied  this  deduction  on  a  tech¬ 
nicality.  The  existing  Internal  Revenue 
Code,  does  not  take  into  a  situation  faced 
by  many  lessee-taxpayers,  particularly  a 
large  group  in  Hawaii,  who  by  their  lease 
contracts  are  legally  obligated  to  pay 
real  property  taxes  but  who  are  denied 
the  right  to  claim  them  as  deductions  on 
their  Federal  income  tax  returns  because 
the  Treasury  has  ruled  the  taxes  are 
owed  by  the  lessor. 

Thus,  neither  the  lessor  nor  the  lessee 
can  claim  the  real  property  tax  deduc¬ 
tion. 

While  I  believe  equity  is  on  the  side 
of  my  amendment,  and  while  I  believe  it 
is  both  fair  and  meritorious,  I  shall  not 
call  for  a  vote  on  my  amendment,  as  I 
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have  discussed  this  matter  with  the  sen¬ 
ior  Senator  from  Virginia  [Mr.  Byrd], 
chairman  of  the  Finance  Committee,  who 
has  assured  me  he  would  arrange  for 
further  study  and  consideration  of  this 
important  matter.  I  believe  when  the 
issue  is  fully  explored,  the  committee 
will  recognize  the  equity  involved  and  will 
approve  S.  344  and  report  it  to  the  Sen¬ 
ate. 

Mr.  BYRD  of  Virginia.  Mr.  President, 
will  the  Senator  yield? 

Mr.  FONG.  I  yield  to  the  distinguished 
Senator. 

Mr.  BYRD  of  Virginia.  What  the  Sen¬ 
ator  has  said  is  correct — we  will  arrange 
for  further  study  and  consideration  or 
hearings. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  FONG.  I  yield. 

Mr.  ANDERSON.  This  amendment 
was  considered  by  the  Finance  Commit¬ 
tee.  We  did  not  feel  we  had  an  oppor¬ 
tunity  to  go  over  the  matter  carefully. 
A  strange  situation  is  involved  in  which 
neither  of  the  parties  involved  can  claim, 
these  property  tax  deductions.  I  also  as¬ 
sure  the  Senator,  as  the  distinguished 
chairman  of  the  committee  has,  that  this 
matter  will  receive  attention.  It  sounds 
like  a  situation  in  which  we  could  be 
helpful. 

Mr.  FONG.  I  thank  the  Senator. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  FONG.  I  yield. 

Mr.  LONG  of  Louisiana.  As  one  mem- 
:  ber  of  the  committee,  I  am  sympathetic 
toward  the  problem.  I  studied  it  in  the 
Finance  Committee.  I  am  sure  the  Sena¬ 
tor  realizes  that  the  problem  involved  is 
that  if  we  legislate  in  the  fashion  he  asks 
us  in  order  to  meet  the  problem  in  Ha¬ 
waii,  it  would  tend  to  open  up  problems 
in  many  other  States  of  the  Union.  The 
answer  is  to  find  a  way  to  give  relief  to 
the  people  for  whom  the  problem  exists, 
without  creating  problems  involving  the 
other  49  States. 

Mr.  FONG.  I  believe  the  suggested 
change  in  the  law  would  not  create  other 
problems.  I  think  the  committee  will 
find  the  problem  to  be  very  simple. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  FONG.  I  yield. 

Mr.  CARLSON.  I  commend  the  Sena¬ 
tor  for  the  diligence  with  which  he  pur¬ 
sued  this  matter  in  the  Senate,  and  par¬ 
ticularly  in  the  Finance  Committee.  It 
was  pursued  to  some  extent  in  the  com¬ 
mittee.  As  mentioned  by  the  chairman 
and  members  of  the  committee,  there  are 
problems  involved  that  need  further  con¬ 
sideration  and  study.  I  assure  the  Sen¬ 
ator,  as  a  member  of  the  Finance  Com¬ 


mittee,  that  the  problem  will  receive 
sympathetic  consideration  and  any  nec¬ 
essary  hearings. 

Mr.  FONG.  I  thank  the  distinguished 
and  able  Senator  from  Kansas  for  his 
kind  remarks  and  sympathetic  under¬ 
standing  of  the  problem. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  yield? 

Mr.  FONG.  I  yield. 

Mr.  BENNETT.  The  Senator  from 
Utah  presented  this  amendment  to  the 
committee,  and  regrets  that  he  was  not 
a  good  enough  salesman  to  persuade  his 
colleagues  on  the  committee  to  handle 
the  problem  in  the  bill.  Under  all  the 
circumstances,  I  agree  with  the  chair¬ 
man  of  the  committee  that  the  best  way 
to  handle  the  problem  is  by  separate 
consideration,  so  that  we  can  get  to  the 
very  novel  and  interesting  problems  in¬ 
volved,  without  having  it  become  in¬ 
volved  with  other  problems  that  may 
arise. 

Mr.  FONG.  I  thank  the  Senator  from 
Utah  for  bringing  the  matter  before  the 
committee.  I  am  sorry  he  was  not  able 
to  convince  the  committee.  I  know  that 
on  further  study  the  committee  will  be 
convinced. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  will  the  Senator  yield? 

Mr.  FONG.  I  yield. 

Mr.  WILLIAMS  of  Delaware.  I  assure 
the  Senator  from  Hawaii  that  the  Sena¬ 
tor  from  Utah  did  a  good  job  in  trying  to 
convince  the  committee.  There  was  no 
objection  to  finding  a  solution  for  your 
problem.  However,  we  felt  it  was  not 
properly  a  part  of  this  bill.  Along  with 
the  other  members  of  the  committee,  I 
give  the  Senator  my  assurance  that  your 
proposal  will  receive  consideration. 

Mr.  FONG.  I  thank  the  Senator. 

Mr.  President,  in  view  of  „ the  various 
assurance  I  have  received  from  the  dis¬ 
tinguished  members  of  the  Finance  Com¬ 
mittee,  I  now  withdraw  my  amendment. 

The  PRESIDING  OFFICER.  The 
amendment  is  withdrawn. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  call  up  my  amendment  No. 
398  and  ask  that  it  be  stated. 

The  PRESIDING  OFFICER  (Mr. 
Walters  in  the  chair) .  The  amendment 
will  be  stated  for  the  information  of  the 
Senate. 

The  Legislative  Clerk.  It  is  proposed 
to  strike  out  section  217  relating  to  de¬ 
ductions  for  interest  on  indebtedness  in¬ 
curred  or  continued  to  purchase  or  carry 
tax-exempt  bonds  (beginning  on  page 

100,  line  3,  and  continuing  through  page 

101,  line  5) ,  as  follows: 
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Sec.  217.  Interest  on  Indebtedness  Incurred 
or  Continued  To  Purchase  or 
Carry  Tax-Exempt  Bonds. 

(a)  Application  With  Respect  to  Certain 
Financial  Institutions. — Section  265  (re¬ 
lating  to  expenses  and  interest  relating  to 
tax-exempt  income)  is  amended  by  adding 
at  the  end  of  paragraph  (2)  the  following 
new  sentence:  "In  applying  the  preceding 
sentence  to  a  financial  institution  (other 
than  a  bank)  which  is  subject  to  the  bank¬ 
ing  laws  of  the  State  in  which  such  institu¬ 
tion  is  incorporated,  interest  on  face-amount 
certificates  (as  defined  in  section  2(a)  (15) 
of  the  Investment  Company  Act  of  1940  (15 
U.S.C.  80a-2)  issued  by  such  institution,  and 
interest  on  amounts  received  for  the  pur¬ 
chase  of  such  certificates  to  be  issued  by  such 
institution,  shall  not  be  considered  as  in¬ 
terest  on  indebtedness  incurred  or  continued 
to  purchase  or  carry  obligations  the  interest 
on  which  is  wholly  exempt  from  the  taxes  im¬ 
posed  by  this  subtitle,  to  the  extent  that 
the  average  amount  of  such  obligations  held 
by  such  institution  during  the  taxable  year 
(as  determined  under  regulations  prescribed 
by  the  Secretary  or  his  delegate)  does  not  ex¬ 
ceed  25  percent  of  the  average  of  the  total 
assets  held  by  such  Institution  during  the 
taxable  year  (as  so  determined) .” 

(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  with  re¬ 
spect  to  taxable  years  ending  after  the  date 
of  the  enactment  of  this  Act. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  this  particular  amendment 
proposes  to  strike  from  the  bill  section 
217.  The  adoption  of  the  amendment  or 
its  rejection  would  in  no  way  affect  ex¬ 
isting  law  as  it  relates  to  the  taxation  of 
banks.  That  interpretation  is  incor¬ 
porated  in  the  committee  report;  and 
the  Senator  from  Minnesota,  the  com¬ 
mittee,  and  the  Treasury  are  all  in  agree¬ 
ment  on  that  point.  So  we  are  dealing 
only  with  the  proposed  language  of  the 
amendment  which  affects  one  company 
only.  It  is  true  that  there  are  several 
related  companies  controlled  by  two 
singly  owned  companies.  These  two  are, 
in  turn,  under  one  ownership. 

My  argument  is  that  the  bill  is  not 
meritorious,  and  even  if  it  were  I  believe 
it  should  be  considered  as  a  separate 
bill.  This  is  a  private  bill  and  should 
not  be  made  a  part  of  general  tax  bill 
where  the  President  would  have  to  ac¬ 
cept  it  in  order  to  approve  the  bill.  The 
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committee  should  have  a  right  to  con¬ 
sider  this  question  on  its  own  merits. 

This  is  in  effect  a  private  bill  for  only 
one  company,  and  it  sHohld  not  be  made 
a  part  of  the  large  tax  bill. 

I  was  hoping  that  the  Senator  from 
Minnesota  would  agree  to  strike  this 
out  and  have  it  considered  by  the  com¬ 
mittee  at  a  later  date  on  its  own  merits. 
If  approved  it  could  then  be  sent  to  the 


President,  and  he  could  accept  it  or  veto 
it,  based  upon  his  opinion  of  the  merits 
of  this  individual  case. 

I  yield  now  to  the  Senator  from  Min¬ 
nesota. 

Mr.  McCarthy.  The  Senator  from 
Delaware  knows  that  I  am  in  disagree¬ 
ment  with  him.  In  my  opinion,  this 
question  was  adequately  considered  by 
the  committee,  which  made  several  sig¬ 
nificant  changes  in  the  language  of  the 
bill  which  was  submitted  for  the  con¬ 
sideration  of  the  court. 

This  is  not  in  that  case  a  precourt 
situation,  to  deal  with  internal  revenue, 
but  we  provide  that  there  shall  be  no 
retroactivity. 

The  problem  in  dispute  as  between  the 
Treasury  and  the  company  is  the  25 -per¬ 
cent  limitation  upon  the  credit  tax 
exempts  which  might  be  held  in  port¬ 
folios  of  the  company,  as  described  in 
the  bill.  I  believe  the  vote  in  the  com¬ 
mittee  after  the  hearings  and  the  de¬ 
liberations  was  11  to  3. 

This  is  not  the  only  provision  in  the 
bill  which  relates  to  a  single  company. 
It  may  involve  slightly  more  money  in 
other  cases.  One  amendment  that  was 
adopted  for  the  special  benefit  of  one 
other  insurance  company  is  the  change¬ 
over,  the  time  for  which  we  may  extend 
another  year.  This  is  special  legisla¬ 
tion.  I  do  not  believe  it  to  be  the  kind 
that  would  be  vetoed  by  the  President, 
but  this  is  not  unusual  practice;  and 
I  believe  that  what  we  did  was  meri¬ 
torious. 

Mr.  WILLIAMS  of  Delaware.  The  ex¬ 
tension  of  the  extra  year  for  the  mutual 
company  to  which  the  Senator  from  Min¬ 
nesota  refers,  does  not  in  any  way  af¬ 
fect  their  tax  liability.  It  merely  gave 
them  1  extra  year  to  change  their  com¬ 
pany  over  to  the  formula  of  new  insur¬ 
ance  laws  enacted  a  couple  of  years  ago. 
We  gave  that  company  an  extended  peri¬ 
od  of  time  to  make  the  changeover  find 
bring  them  into  compliance  with  the  new 
law.  I  repeat,  it  would  not  in  any  way 
affect  the  tax  liability  of  that  company. 

Mr.  MCCARTHY.  This  is  a  minor 
item,  but  a  member  of  my  staff  informs 
me  that  it  involves  certain  deductions 
which  would  not  otherwise  have  been 
involved;  but  they  do  not  amount  to  very 
much. 

Mr.  WILLIAMS  of  Delaware.  If  they 
make  the  changeover  it  still  leaves  the 
tax  the  same  as  it  would  be  for  all  other 
taxpayers.  However,  in  the  particular 
instance  before  us  now,  this  company 
would  be  allowed  to  charge  off  the  in¬ 
terest  which  it  will  be  paying  for  the 
money  it  receives  from  its  investors  and 
then  to  put  that  money  in  tax-exempt 
securities. 
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This  would  be  an  unsound  principle, 

1  a  proposal  which  is  denied  to  all.  other 
corporations  and  all  individual  taxpayers 
in  America.  This  should  be  treated  as 
a  private  bill  and  should  not  be  made 
a  part  of  general  tax  legislation. 

Mr.  LAUSCHE.  Mr.  President,  will  the 
Senator  from  Delaware  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  LAUSCHE.  I  have  just  heard  the 
Senator  from  Delaware  state  that  if  this 
amendment  is  passed  it  will  be  applica¬ 
ble  to  only  one  company  of  the  thou¬ 
sands  of  companies  in  the  United  States, 
and  that  it  is,  instead  of  a  tax  bill,  to 
apply  uniformly.  In  truth,  it  is  a  relief 
bill  for  one  company. 

Mr.  WILLIAMS  of  Delaware.  That  is 
correct.  There  are  two  related  com¬ 
panies  under  single  ownership,  so  we 
might  say  that  in  effect,  we  are  dealing 
with  one  case.  That  is  why  1  say  it 
should  be  in  the  form  of  a  private  relief 
bill  and  should  be  considered  as  a  sep¬ 
arate  measure. 

The  President  could  then  accept  it  or 
reject  it  depending  upon  advice  which  he 
received  from  the  Treasury  Department. 

Why  should  this  measure  not  rest  or 
fall  on  its  own  merits?  Why  should  we 
be  laying  down  the  ground  rules  for  one 
company  different  from  those  for  other 
American  companies?  I  was  hoping  we 
could  strike  this  from  the  bill  in  order 
that  it  could  be  considered  as  a  separate 
measure. 

Mr.  LAUSCHE.  What  type  of  relief 
does  it  contemplate  and  what  is  the  name 
of  the  company?  I  wonder  if  the  Sen¬ 
ator  from  Utah  [Mr.  Bennett]  could 
answer  that  question? 

Mr.  BENNETT.  The  interest  on  State 
and  local  bonds  under  law  is  exempt 
from  Federal  taxation.  They  are  so- 
called  tax-exempt  bonds. 

Under  the  law,  banks  are  allowed  to 
buy  tax-exempt  bonds.  The  interest  on 
such  bonds  is  eliminated  from  the  total 
income  on  which  taxes  are  computed. 
This  provision  in  the  bill  would  give  that 
same  privilege  to  a  company  which  op¬ 
erates  to  sell  a  savings  ideas  to  people. 
It  is  a  financial  institution.  But  it  in¬ 
vests  about  30  percent  of  its  income 
now  in  tax  exempts.  People  are  asked 
to  buy  the  certificates.  They  buy  a  lesser 
amount,  and  after  so  many  years,  the 
face  amount  of  the  certificate  is  returned 
to  them  in  the  same  way  that  labor  bonds 
and  factory  bonds  are  sold. 

In  a  sense,  they  borrow  money  from 
the  people  and  issue  the  bonds  against 
the  borrowings.  They  use  the  borrowed 
money  to  buy  tax  exempts.  The  general 
Federal  law  says  one  cannot  deduct  in¬ 
terest  on  borrowed  money  if  one  uses 
that  money  to  buy  bonds  which  are 
exempt  from  taxation. 


This  is  a  technical  problem.  I  stand 
somewhere  between  my  two  colleagues. 
It  is  not  a  case  of  a  man  going  out  and 
deliberately  using  his  own  funds  to  bor¬ 
row  money  at  his  own  risk  and  then 
investing  that  money  in  tax  exempts. 

This  is  a  financial  program,  a  savings 
program,  operated  by  this  one  company, 
under  which  the  company  invites  invest¬ 
ments  or  loans  from  individuals. 

The  fundamental  question  is,  Having 
invited  those  loans,  should  these  people 
have  the  right  to  invest  any  of  that 
money  in  tax  exempts,  and  in  turn  have 
the  income  from  those  tax  exempts  elim¬ 
inated  from  the  income  on  which  they 
pay  taxes? 

The  company  says  it  should.  The 
Treasury  says  this  company  is  not  a  bank, 
and  therefore  they  cannot  deduct  what¬ 
ever  interest  they  pay  to  these  certificate 
holders  to  the  extent  that  that  money 
is  invested. 

Mr.  LAUSCHE.  What  is  the  position 
of  the  Treasury  Department  on  the 
measure? 

Mr.  WILLIAMS  of  Delaware.  The 
Treasury  Department  was  opposed  to 
this  item  being  included  in  this  bill. 

Mr.  ANDERSON.  I  believe  the  Sena¬ 
tor  is  correct.  I  believe  that  is  correct 
as  to  the  earlier  language.  They  did  not 
testify  too  much  on  the  subsequent  lan¬ 
guage. 

Mr.  LAUSCHE.  Does  the  testimony 
show  whether  there  is  any  other  com¬ 
pany  in  the  United  States  which  has 
benefited,  or  is  interested  in  the  pas¬ 
sage  of  the  measure? 

Mr.  WILLIAMS  of  Delaware.  To  my 
knowledge  there  was  none. 

Mr.  LAUSCHE.  So,  in  effect,  this  is 
a  special  measure  for  one  company. 

Mr.  WILLIAMS  of  Delaware.  We  are 
told  that  there  are  seven  companies  reg¬ 
istered  under  the  Investment  Company 
Act  of  1940  which  presently  issue  face 
amount  certificates.  More  than  90  per¬ 
cent  of  the  total  of  the  assets  of  these 
seven  companies  are  held  by  two  related 
companies,  both  of  which  are  presently 
being  audited  by  the  Internal  Revenue 
Service  with  respect  to  the  very  issue 
covered  by  the  McCarthy  amendment. 
In  substance  it  is  a  private  relief  bill. 

Mr.  LAUSCHE.  What  is  the  Senator 
reading  from? 

Mr.  WILLIAMS  of  Delaware.  I  am 
reading  from  a  memorandum  prepared 
by  the  staff  of  the  committee.  It  is  on 
this  basis  of  what  I  say,  that  the  pro¬ 
posal  should  be  considered  on  its  merits 
as  a  separate  proposal.  This  should  not 
be  made  a  part  of  the  pending  bill. 

That  is  the  argument  I  am  making. 
It  is  wrong  to  draft  a  formula  which  will 
fit  one  situation  and  one  company  only. 
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We  are  told  that  no  other  company  in 
America  fits  the  guidelines  set  out  in  the 
amendment. 

Mr.  LAUSCHE.  May  I  pursue  this  one 
step  further?  On  August  30,  1962,  when 
the  tax  billnf  1962  was  considered,  there 
was  also  submitted  a  special  relief  bill 
for  a  Minnesota  company,  known  as  the 
Twin  Cities  Rapid  Transit  Co. 

Mr.  BENNETT.  This  is  not  that  case 
at  all. 

Mr.  WILLIAMS  of  Delaware.  The 
question  before  the  Senate  now  is  not  re¬ 
lated  to  that  situation. 

Mr.  LAUSCHE.  But  the  principle  is 
the  same,  is  it  not? 

Mr.  WILLIAMS  of  Delaware.  The 
principle  is  different,  but  in  both  in¬ 
stances  there  are  private  bills  for  the 
benefit  of  one  company  only. 

Mr.  ANDERSON.  They  are  com¬ 
pletely  different  things.  They  are  en¬ 
tirely  different.  It  is  true  that  a  firm 
was  involved  in  the  previous  bill,  and 
that  a  private  situation  was  involved. 
However,  this  is  a  wholly  different  mat¬ 
ter. 

[P.  2128 ] 

Mr.  WILLIAMS  of  Delaware.  My  time 
has  expired.  I  yield  the  floor. 

Mr.  ANDERSON.  I  have  no  objection 
to  the  Senator  continuing. 

Mr.  LAUSCHE.  Mr.  President,  I  have 
a  distinct  recollection  of  the  measure  of 
1962.  At  that  time  I  argued  that  laws 
must  be  uniform  in  operation.  Laws 
which  are  passed  solely  for  the  purpose 
of  aiding  one  group  or  one  individual  are 
not  consonant  with  our  concept  of  jus¬ 
tice.  If  the  bill,  as  has  been  stated  by 
the  Senator  from  Delaware,  has  within  it 
provisions  intended  to  serve  one  com¬ 
pany  or  seven  companies  alone,  and  has 
been  designed  to  serve  them  outside  the 
realm  of  the  application  of  the  general 
principle,  it  ought  not  to  be  passed. 

On  the  basis  of  what  the  Senator  from 
Delaware  has  stated,  it  strikes  me  that 
the  Senate  is  being  asked  to  pass  a  pro¬ 
vision  that  will  be  applicable  to  one  or 
several  companies.  I  cannot  subscribe 
to  it. 

Mr.  ANDERSON.  Mr.  President,  in 
the  first  place,  this  may  or  may  not  be 
a  private  bill.  It  is  true  that  the  Treas¬ 
ury  is  thus  far  auditing  only  one  com¬ 
pany.  I  know  of  no  one  who  can  state 
with  any  certainty  that  no  other  com¬ 
pany  in  the  United  States  issues  this  type 
certificate.  As  the  Senator  from  Utah 
very  ably  stated,  with  his  fine  business 
background,  this  is  a  provision  that 
comes  within  section  265,  which  clearly 
states  that  “no  deduction  shall  be  al¬ 
lowed  for  interest  on  indebtedness  in¬ 


curred  or  continued  to  purchase  or  carry 
obligations,  the  interest  on  which  is 
wholly  exempt  from  the  taxes  imposed 
by  this  substitute.” 

I  have  left  out  a  few  words,  but  that  is 
the  substance. 

In  order  to  make  this  section  applica¬ 
ble,  one  must  say  that  these  people  pur- 
shased  the  certificates,  and  bought  them 
tax  exempt,  for  the  purpose  of  doing  a 
certain  thing.  That  is  the  argument  be¬ 
tween  the  Treasury  and  the  company,  it 
seems  to  me.  The  Treasury  has  filed  no 
lawsuit.  If  they  were  sure  they  were 
right,  the  Treasury  might  have  filed  a 
lawsuit  long  ago.  The  Treasury  Depart¬ 
ment  recognizes  that  the  banks  of  this 
country  have  been  faced  with  the  very 
same  question.  There  is  no  lawsuit 
pending  against  a  single  bank.  Banks 
issue  certificates  of  deposit,  and  some¬ 
times  buy  the  same  type  investment  that 
is  referred  to  here.  No  one  has  raised 
the  question  of  whether  they  buy  them 
for  the  specific  purpose  of  evading  taxa¬ 
tion,  and  I  am  not  sure  what  the  out¬ 
come  of  a  suit  on  that  question  would 
be. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  will  the  Senator  yield? 

Mr.  ANDERSON.  I  only  say  that  the 
Senator  from  Utah  put  his  finger  on  it 
when  he  said  this  is  a  very  technical 
problem.  The  Senator  from  Utah  re¬ 
ferred  to  the  prior  bill,  which  was  passed 
a  year  and  a  half  or  2  years  ago. 

It  is  true  that  the  situation  in  Minne¬ 
apolis  dealt  with  a  firm  that  was  not 
able  to  take  care  of  its  indebtedness,  and 
it  was  necessary  to  lengthen  the  period 
for  a  short  time,  so  that  it  could  take 
care  of  it. 

Mr.  MCCARTHY.  To  carry  over  the 
loss. 

Mr.  ANDERSON.  Strangely  enough, 
in  this  very  bill,  there  was  included  a 
provision  that  would  have  taken  care  of 
it  completely. 

We  provided  for  a  carryover  of  losses 
for  many  years  in  advance.  We  would 
not  have  needed  a  bill  at  this  time. 
Therefore,  I  do  not  think  we  should  say 
this  is  private  legislation.  We  were 
merely  dealing  with  one  institution  that 
was  in  deep  trouble. 

I  now  yield  to  the  Senator  from  Dela¬ 
ware. 

Mr.  WILLIAMS  of  Delaware.  In  order 
to  clarify  the  Record,  the  Senator  from 
New  Mexico  will  agree,  will  he  not,  that 
the  language  in  the  bill,  whether  it  is 
stricken  from  the  bill  as  my  amendment 
would  provide,  or  left  in,  will,  in  no  way 
affect  existing  law  as  it  relates  to  the 
methods  by  which  banks  have  been  and 
will  continue  to  be  taxed? 
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Mr.  ANDERSON.  That  is  correct.  I 
tried  to  say  that. 

Mr.  WILLIAMS  of  Delaware.  The 
Senator  was  clear.  The  reason  I  raise 
the  question  was  that  I  did  not  want 
some  bank  officials  to  read  about  our  dis¬ 
cussion  tomorrow  and  think  that  banks 
are  involved.  Banks  are  in  no  way  af¬ 
fected  by  what  we  do  here  on  this  pro¬ 
posal  now  before  us. 

Mr.  ANDERSON.  The  Senator  from 
Delaware  is  completely  correct.  I  am 
glad  he  has  made  that  abundantly  clear. 
Banks  are  not  involved,  because  for  a 
long  time  the  Treasury  has  allowed  banks 
to  go  ahead  and  take  all  the  tax-exempts 
they  want  and  not  question  whether  they 
were  bought  for  this  purpose. 

Mr.  WILLIAMS  of  Delaware.  The 
Treasury  agrees  that  as  far  as  banks  are 
affected  the  existing  law  stands  un¬ 
changed. 

Mr.  ANDERSON.  Mr.  President,  I 
support  the  committee  bill,  and  I  oppose 
the  amendment  offered  by  the  Senator 
from  Delaware.  Incidentally,  the  lan¬ 
guage  in  the  bill  was  placed  in  it  by  a 
vote  of  11  to  3.  I  am  sure  the  Commit¬ 
tee  on  Finance  is  not  composed  of  indi¬ 
viduals  who  are  trying  to  class  this  as  a 
private  law  for  particular  individuals. 

The  committee  bill  provides  that  with¬ 
in  reasonable  limits  a  financial  institu¬ 
tion — let  me  emphasize — a  financial  in¬ 
stitution,  which  issues  face  amount  cer¬ 
tificates  and  which  is  subject  to  the 
banking  laws — let  me  emphasize — which 
is  subject  to  the  banking  laws  of  the 
State  of  its  incorporation — is  not  to  be 
denied  a  deduction  for  interest  paid  by 
it  with  respect  to  its  face  amount  cer¬ 
tificates  merely  because  it  has  invested  a 
part  of  its  assets  in  State  or  local  gov¬ 
ernment  bonds  rather  than  corporation 
securities. 

There  is  nothing  peculiar  about  this 
amendment.  Under  Treasury  practice 
dating  back  to  1918,  banks  have  been 
free  from  the  rule  of  the  Internal  Reve¬ 
nue  Code  that  denies  an  interest  deduc¬ 
tion  because  of  the  purchase  of  tax- 
exempt  securities. 

The  Treasury  Department  came  to 
Congress  in  1934  with  a  recommendation 
that  we  specifically  provide  by  statute 
that  this  administrative  rule  be  over¬ 
turned  and  that  banks  be  denied  an 
interest  deduction  in  these  circum¬ 
stances.  The  House  version  of  the  1934 
act  would  have  accomplished  the  Treas¬ 
ury  objective  but  when  the  bill  came  be¬ 
fore  the  Senate  Finance  Committee,  the 
Finance  Committee  refused  to  follow  the 
House  bill.  To  the  contrary,  the  Senate 
Finance  Committee  was  of  the  opinion 
and  stated  in  its  report : 

Your  committee  is  of  the  opinion  that  the 


change  made  by  the  House  biU  will  seriously 
interfere  with  the  marketing  of  Government 
securities,  which  are  bought  for  the  most 
part  by  banks  and  financial  institutions; 
and  also  presents  grave  administrative  diffi¬ 
culties.  Your  committee,  therefore,  dis¬ 
agrees  with  the  change  made  in  this  section 
by  the  House  bill  and  recommends  that  the 
provisions  of  existing  law  be  continued.  (S. 
Rept.  558,  73d  Cong.) 

Note  the  emphasis  the  committee 
places  on  the  fact  that  the  Interest  de¬ 
duction  was  not  to  be  denied  in  the  case 
of  banks  and  financial  institutions. 

This  year,  1964,  we  are  reaffirming 
the  action  taken  by  the  Senate  Fi¬ 
nance  Committee  in  1934  with  one  very 
important  difference.  We  are  placing 
a  limit  by  statute  on  the  amount  of  tax 
exempt  securities  that  can  be  purchased 
by  financial  institutions,  other  than 
banks,  which  issue  face  amount  se¬ 
curities  and  which  are  subject  to  the 
banking  laws  of  the  State  in  which  they 
are  incorporated.  Under  the  committee 
amendment,  the  disallowance  rule  in  the 
case  of  such  a  financial  institution  is  not 
to  apply  to  the  extent  that  investments 
in  tax  exempt  securities  do  not  exceed 
25  percent  of  the  total  assets  of  the 
corporation.  This  means,  Mr.  President, 
that  the  face  amount  certificate  com¬ 
pany  must  invest  75  percent  of  its  total 
assets  in  taxable  securities  if  it  is  to 
completely  avoid  the  disallowance  rule. 
The  Finance  Committee  felt  this  was  a 
reasonable  limitation,  and  I  feel  it  is  a 
reasonable  limitation.  I  believe  the  pro¬ 
vision  approved  by  the  committee  after 
careful  and  complete  consideration 
should  be  retained. 

Let  me  make  it  perfectly  plain  that  the 
committee  amendment  does  not  apply  to 
banks.  Banks,  if  they  choose  to  do  so, 
may  invest  their  entire  assets  in  tax-ex¬ 
empt  securities  and  no  deduction  will  be 
denied.  This  practice  is  now  the  pub¬ 
lished  position  of  the  Internal  Revenue 
Service  Rev.  Rul.  61-222  (1961-2CB 

58) .  The  amendment  only  applies  to  the 
financial  institution  which  issues  face 
amount  certificates. 

The  committee  received  testimony  on 
this  amendment  at  its  public  hearings 
on  the  bill.  A  witness  before  your  com¬ 
mittee  called  attention  to  the  fact  that 
financial  institutions  which  are  subject 
to  the  banking  laws  of  a  State,  although 
not  actually  banks  themselves,  pay  in¬ 
terest  on  face  amount  certificates — a 
way  by  which  thousands  of  individuals 
throughout  the  country  systematically 
invest  their  savings.  In  the  example 
cited  to  your  committee,  a  certificate 
holder  pays  to  the  financial  institution 
equal  monthly  payments  for  20  years 
and  at  the  end  of  that  time,  the  financial 
institution  pays  back  the  amount  of  the 
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investment  plus  interest  in  accordance 
with  the  provisions  of  the  certificate. 
The  funds  of  the  financial  institution 
in  this  case  are  subject  to  regulation  by 
the  Investment  Company  Act  which  per¬ 
mits  investment  of  the  funds  received 
from  the  certificate  holder  in  “qualified 
investments.” 

Qualified  investments  for  this  purpose 
include  real  estate  mortgages,  certain 
property  improvement  loans,  U.S.  Gov¬ 
ernment  and  municipal  bonds,  and  other 
securities  meeting  certain  performance 
standards.  As  a  result,  part  of  the  fi¬ 
nancial  institution’s  funds  are  invested 
in  State  and  municipal  bonds. 

The  committee  concluded  that  in  cases 
of  this  type  the  relationship  of  the  fi¬ 
nancial  institution  to  the  certificate 
holder  is  sufficiently  close  to  the  relation¬ 
ship  of  a  bank  to  its  depositors  as  to, 
permit  the  investment  of  a  substantial 
portion  of  the  funds  of  such  an  institu¬ 
tion  in  tax-exempt  State  and  municipal 
bonds  without  this  resulting  in  the  pos¬ 
sible  denial  of  the  interest  deduction 
with  respect  to  amounts  paid  out  to  the 
certificate  holders. 

That  is  the  basis  on  which  the  com¬ 
mittee  acted.  I  think  the  committee 
acted  wisely.  It  merely  said  that  if  a 
bank  does  not  put  more  than  25  percent 
in  tax  exempts,  it  does  not  have  to  be 
punished  by  a  deduction  of  the  interest 
paid  out.  That  follows  the  rule  of  1934, 
adopted  by  the  Senate. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  yield? 

Mr.  ANDERSON.  I  yield. 

Mr.  BENNETT.  There  is  one  other 
point  which  I  think  should  be  made  to 
the  Senate,  if  the  Senator  remembers  it. 
This  is  prospective  only,  and  has  no  ef¬ 
fect  on  the  existing  quarrel  between  the 
company  and  the  Internal  Revenue 
Service. 

Mr.  ANDERSON.  I  thank  the  Sena¬ 
tor  from  Utah.  His  statement  is  exactly 
correct.  When  we  were  assigned  to  pass 
on  the  question,  the  amendment  was  put 
to  a  vote  again.  Some  of  us  announced 
that  we  would  not  vote  for  it  if  it  were 
to  be  retroactive.  I  said  I  would  not 
cast  my  vote  for  it  if  it  involved  one  dol¬ 
lar  of  retroactive  taxation.  The  Treas¬ 
ury  said  it  did  not.  The  Senator  from 
Utah  [Mr.  Bennett],  with  his  fine  busi¬ 
ness  background,  suggested  that  we 
should  not  make  it  retroactive,  and  we 
did  not.  We  voted  upon  it.  It  does  not 
contain  one  dollar  of  retroactive  relief. 

Mr.  MCCARTHY.  I  should  like  to 
make  one  additional  point  in  connection 
with  the  dispute  with  the  Treasury. 
Representatives  of  various  units  of  the 
.Government  that  sell  tax-exempt  secu¬ 


rities  have  joined  with  the  company  in 
support  of  its  position.  We  have  had  dis¬ 
cussions  with  them  with  regard  to  this 
particular  action.  I  think  we  ought  to 
correct  the  Record  with  regard  to  mu¬ 
nicipalities,  so  that  there  will  be  no  ques¬ 
tion  that  their  tax-exempt  status  is  in 
no  way  affected,  either  retroactively  or 
prospectively,  by  the  action  taken  here. 

To  that  end,  I  should  like  to  ask  the 
Senator  in  charge  of  the  bill,  the  dis¬ 
tinguished  Senator  from  Louisiana  (Mr. 
Long),  a  question  regarding  section  217 
of  the  bill,  which  amends  section  265  of 
the  Internal  Revenue  Code.  I  think 
every  member  of  the  committee  was  con¬ 
cerned  that  there  should  be  no  impair¬ 
ment  of  the  exemption  of  State  and 
local  bond  interest.  Everyone  knows 
the  need  of  government  at  those  levels 
to  raise  money  to  meet  growing  responsi¬ 
bilities. 

Do  I  correctly  understand  that  section 
217  of  the  bill  creates  no  inference 
against  any  investor  in  such  public  ob¬ 
ligations  merely  because  in  a  particular 
tax  year,  past  or  future,  the  investment 
in  such  obligations  exceeded  the  25- 
percent  figure?  I  should  like  to  have 
the  Senator  confirm  my  understanding 
that  the  existing  rule  remains  un¬ 
changed,  that  for  the  interest  on  any 
indebtedness  to  be  disallowed  under  sec¬ 
tion  265  there  must  be  a  determination 
that  such  indebtedness  was  incurred  or 
continued  for  the  purpose  of  purchas¬ 
ing  or  carrying  tax-exempt  State  and 
local  government  bonds. 

I  am  sure  that  none  of  us  wanted  in 
any  way  to  see  financial  institutions  af¬ 
fected  merely  because  they  invest  in 
State  and  local  government  bonds. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Minnesota  is  correct  in  his  in¬ 
terpretation  of  the  bill  and  the  existing 
law  which  it  would  amend.  No  inference 
is  to  be  created  against  any  taxpayer  for 
any  year;  and  the  existing  test  for  dis¬ 
allowance  of  interest  on  indebtedness, 
as  the  Senator  has  stated  it,  would  re¬ 
main. 

Mr.  MCCARTHY.  I  understand  that 
the  Senator’s  interpretation  would  meet 
the  demands  of  State  and  local  govern¬ 
ments  with  respect  to  tax-exempt  securi¬ 
ties.  I  thank  the  Senator  for  having 
made  that  point  clear. 

Mr.  LONG  of  Louisiana.  The  bill  was 
designed  to  meet  the  problem  pointed  out 
by  a  witness  before  the  Committee  on 
Finance,  and  it  creates  no  inference  for 
past  or  future  years  against  any  investor 
in  State  or  local  government  bonds. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  have  used  all  my  time,  but 
I  had  promised  to  yield  5  minutes  to  the 
Senator  from  Tennessee  to  discuss  my 
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'amendment.  Would  there  be  objection 
to  my  asking  unanimous  consent  that 
he  be  granted  5  minutes,  in  addition  to 
the  time  I  have  used. 

Mr.  ANDERSON.  There  is  no  objec¬ 
tion  to  that. 

Mr.  GORE.  Mr.  President,  I  support 
the  amendment.  Perhaps  the  Senate 
will  recall  that  on  the  first  day  of  debate 
I  called  to  the  attention  of  the  Senate 
the  fact  that  only  a  few  pages  of  this 
more  than  300-page  bill  dealt  with  tax 
rates.  The  other  300  or  so  pages  are 
filled  with  provisions  a  few  of  which  may 
be  in  the  public  interest,  but  most  of 
which,  in  my  view,  are  adverse  to  the 
public  interest  and  deal  with  special  in¬ 
terests. 

With  all  due  regard  to  the  explanation 
which  has  been  given,  my  view  is  that 
this  is  a  special-interest  provision,  and 
that  it  should  be  stricken. 

It  is  questionable,  Mr.  President, 
whether  even  the  banks — with  their  spe¬ 
cial  responsibility  for  part  of  the  mone¬ 
tary  functions  of  government — should 
have  the  privilege  of  deducting  an  in-, 
terest  charge  as  an  operating  cost,  while 
investing  such  money  in  tax-exempt  se¬ 
curities.  If  that  is  to  be  permitted,  it 
will  be  a  sure-fire  way  of  making  money 
at  the  expense  of  the  Government  of  the 
United  States. 

This  provision  would  extend  that  spe¬ 
cial  privilege  to  a  few  special  institutions 
which  are  not  banks.  It  is  said  that 
these  assets  are  owned  to  the  extent  of 
90  percent  by  two  companies.  If  this 
privilege  is  to  be  extended  to  these  special 
companies,  why  not  extend  it  to  others? 
And  then  all  will  have  a  way  to  borrow 
money  and  deduct  the  interest  and  buy 
the  tax-exempt  securities,  but  owe  no 
taxes  on  the  income  received  from  the 
tax-exempt  securities.  The  issue  is  just 
that  simple. 

Mr.  President,  there  are  many  other 
parts  of  the  bill  which  should  be  stricken, 
but  surely  this  one  should  be;  and  there¬ 
fore  I  support  the  amendment  of  the 
Senator  from  Delaware. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  am  not  an  expert  in  this  field.  I 
do  not  understand  this  subject  as  well 
as  I  should  like  to  understand  it.  More¬ 
over,  I  do  not  know  what  company  or 
companies  may  be  involved.  But  I  sat 
with  the  committee  and  heard  the  matter 
discussed,  and  heard  the  Treasury’s 
views  and  the  staff’s  views.  On  the  basis 
of  the  discussion  I  concluded  that  it 
made  sense  to  permit  some  of  those  in¬ 
stitutions  to  have  25  percent  of  their 
investments  in  tax-exempt  State  or 
municipal  bonds  and  still  receive  a  de¬ 
duction  for  interest  paid  to  certificate 


shareholders.  I  understood  that  if  they 
were  not  entitled  to  this  treatment  for 
the  part  of  their  portfolios  which  invest¬ 
ed  in  such  securities,  it  would  not  be 
practically  possible  to  invest  any  of  the 
funds  from  the  certificates  of  these  finan¬ 
cial  institutions  in  tax-exempt  bonds. 
That  is  the  problem,  as  I  understood  it. 

But  whenever  we  are  asked  to  pass  a 
special  bill  for  the  benefit  of  one  indi¬ 
vidual,  I  have  regularly  insisted  that,  in¬ 
stead  of  having  the  bill  drawn  so  as  to 
be  for  the  benefit  of  only  one  person,  it 
at  least  be  drawn  in  general  language,  so 
that  others  similarly  situated  might  have 
the  benefit  of  the  same  law. 

So  far  as  this  case  is  concerned,  there 
may  be  two  or  three  or  four  other  com¬ 
panies  which  might  benefit  from  this 
provision.  At  any  rate,  I  would  much 
rather  vote  on  the  basis  of  the  principle 
involved.  If  it  is  right,  I  would  be  in¬ 
clined  to  vote  for  it;  if  it  is  wrong,  I 
would  be  inclined  to  oppose  it. 

I  believe  this  issue  is  not  now  a  court 
case,  but  I  assume  that  it  could  become 
a  case  in  court. 

It  seems  to  me  this  is  the  logical  an¬ 
swer  to  the  problem;  in  order  to  clear 
up  what  seems  to  be  a  hiatus  between 
the  Treasury  Department  and  one  or 
more  companies,  this  would  appear  to  be 
the  way  to  solve  it. 

The  subject  would  be  in  conference, 
of  course;  and  if  the  Senator  from  Dela¬ 
ware  feels  as  strongly  about  it  as  he  ap¬ 
pears  to,  I  have  no  doubt  that  he  would 
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be  able  to  impress  the  conferees  with  the 
force  and  the  merit  of  his  views. 

However,  I  still  feel  that  I  should  op¬ 
pose  the  inclusion  of  this  amendment  in 
the  bill. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  yield  myself  2  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Delaware  is  recognized  for 
2  minutes. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  think  there  should  be  no 
confusion  about  this  matter. 

The  practical  effect  of  the  amendment 
would  be  to  exempt  financial  institu¬ 
tions  which  sell  face  amount  certificates ' 
under  the  Investment  Company  Act  of 
1940  from  application  of  the  disallow¬ 
ance  rule.  Data  issued  by  the  Securities 
and  Exchange  Commission  shows  that 
there  are  seven  companies  registered 
under  the  Investment  Company  Act  of 
1940  which  presently  issue  face  amount 
certificates.  More  than  90  percent  of 
the  total  of  the  assets  of  these  seven 
companies  are  held  by  two  related  com¬ 
panies,  both  of  which  are  persently  being 
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audited  by  the  Internal  Revenue  Service 
with  respect  to  the  very  Issue  covered  by 
the  amendment.  Thus  the  committee 
amendment  Is  in  substance  a  private  re¬ 
lief  bill  which  would  resolve  In  favor  of 
the  taxpayers  primarily  concerned,  an 
issue  which  is  being  contested  with  the 
Internal  Revenue  Service. 

Since  this  really  is  only  a  private  re¬ 
lief  measure  it  should  be  considered  as 
such  and  on  its  own  merits,  not  as  part 
of  this  broad  tax  bill  where  It  would  be 
vetoproof. 

Therefore,  I  urge  that  my  amendment 
striking  the  McCarthy  amendment  from 
the  bill  be  approved. 

The  Treasury  Department  agrees  that 
we  are  dealing  with  a  proposal  that  af¬ 
fects  only  one  group  of  taxpayers  or  one 
company.  There  is  no  question  about 
that.  The  Treasury  Department  opposed 
this  provision  remaining  in  the  bill.  It 
is  clear  that  the  provision  is  a  private 
bill  for  the  benefit  of  only  one  group  of 
investors. 

If  this  provision  of  the  bill  were  to  be 
enacted  into  law  no  doubt  in  a  relatively 
short  time  others  would  find  that  the 
loophole  would  be  of  advantage  to  them. 
They  would  be  able  to  come  under  the 
same  umbrella  and  'thus  would  avoid 
paying  some  of  their  taxes. 

In  short.,  Mr.  President,  the  McCarthy 
amendment,  as  contained  in  the  bill,  is  a 
violation  of  the  principle  of  sound  taxa¬ 
tion.  We  should  close  this  loophole  to¬ 
night,  and  thus  be  done  with  it. 

That  can  only  be  done  by  approving 
my  amendment  to  delete  the  section. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Delaware  yield  to  me? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  GORE.  If  we  open  this  loophole 
for  the  benefit  of  this  small  group,  how 
shall  we  be  able  to  oppose  opening  it, 
next  year,  for  the  building  and  loan  as¬ 
sociations  and  other  institutions? 

Mr.  WILLIAMS  of  Delaware.  Yes; 
and,  not  only  that,  no  doubt  many  others 
would  find  that  they  could  fit  their 
operations  under  the  formula  of  the  bill 
and  thus  avoid  their  tax  liability.  Let 
there  be  no  doubt  thatjhis  is  a  new  loop¬ 
hole  for  the  benefit  of  one  company  now, 
but  others  will  later  take  advantage  of 
it  also. 

Mr.  President,  I  yield  back  the  re¬ 
mainder  of  the  time  under  my  control. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  back  the  remainder  of  the 
time  under  my  control. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  on  the  question  of  agreeing  to 
my  amendment,  I  ask  for  the  yeas  and 
nays. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 


The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Delaware.  On 
this  question,  the  yeas  and  nays  have 
been  ordered;  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Alaska  [Mr.  Bartlett]  , 
the  Senator  from  Maryland  [Mr. 
Brewster],  the  Senator  from  Virginia 
[Mr.  Byrd]  ,  the  Senator  from  Mississippi 
[Mr.  Eastland],  the  Senator  from 
Alaska  [Mr.  Gruening],  the  Senator 
from  Arizona  [Mr.  Hayden],  the  Senator 
from  Alabama  [Mr.  Hill],  the  Senator 
from  North  Carolina  [Mr.  Jordan],  the 
Senator  from  Virginia  [Mr.  Robertson], 
and  the  Senator  from  New  Jersey  [Mr. 
Williams]  are  absent  on  official  business. 

I  further  announce  that  the  Senator 
from  California  [Mr.  Engle]  is  neces¬ 
sarily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Alaska 
[Mr.  Bartlett]  and  the  Senator  from 
Virginia  [Mr.  Robertson]  would  each 
vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis], 
the  Senator  from  Illinois  [Mr.  Dirksen], 
and  the  Senator  from  Arizona  [Mr. 
Gold  water]  are  necessarily  absent. 

The  Senator  from  Iowa  [Mr.  Hicken- 
looper],  the  Senator  from  NebraskaJMr. 
Hruska],  the  Senator  from  Massachu¬ 
setts  [Mr.  Saltonstall],  the  Senator 
from  North  Dakota  [Mr.  Young],  and 
the  Senator  from  New  Jersey  [Mr.  Case] 
are  detained  on  official  business. 

If  present  and  voting,  the  Senator 
from  Nebraska  [Mr.  Curtis],  the  Sen¬ 
ator  from  Illinois  [Mr.  Dirksen],  the 
Senator  from,  Arizona  [Mr.  Goldwater], 
the  Senator  from  Nebraska  [Mr. 
Hruska],  and  the  Senator  from  Massa¬ 
chusetts  [Mr.  Saltonstall]  would  each 
vote  “yea.” 

The  result  was  announced — yeas  40, 
nays  41,  as  follows: 
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YEAS— 40 


Aiken 

Hartke 

Nelson 

Allott 

Jackson 

Pearson 

Beall 

Javlts 

Pell 

Boggs 

Jordan,  Idaho 

Prouty 

Burdick 

Keating 

Proxmire 

Carlson 

Kuchel 

Scott 

Church 

Lausche 

Simpson 

Clark 

McClellan 

Smith 

Cooper 

McGovern 

Tower 

Cotton 

Mechem 

Walters 

Dominick 

Monroney 

Williams,  Dei. 

Douglas 

Morse 

Yarborough 

Fong 

Morton 

Gore 

Mundt 
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NAYS — 41 


Anderson 

Inouye 

Muskle 

Bayh 

Johnston 

Neuberger 

Bennett 

Kennedy 

Pastore 

Bible 

Long,  Mo. 

Randolph 

Byrd,  W.  Va. 

Long,  La. 

Rlbicoff 

Cannon 

Magnuson 

Russell 

Dodd 

Mansfield 

Smathers 

Edmondson 

McCarthy 

Sparkman 

Ellender 

McGee 

Stennls 

Ervin 

McIntyre 

Symington 

Ful  bright 

McNamara 

Talmadge 

Hart 

Metcalf 

Thurmond 

Holland 

Miller 

Young,  Ohio 

Humphrey 

Moss 

NOT  VOTING— 19 

Bartlett 

Engle 

Jordan,  N.C. 

Brewster 

Goldwater 

Robertson 

Byrd,  Va. 

Gruenlng 

Saltonstall 

Case 

Hayden 

Williams,  N.J. 

Curtis 

Hickenlooper 

Young,  N.  Dak. 

Dirksen 

Hill 

Eastland 

Hruska 

So  the  amendment  of  Mr.  Williams  of 
Delaware  was  rejected. 

Mr.  PROXMIRE.  Mr.  President,  I  call 
up  my  amendment  No.  386. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Wiscon¬ 
sin  will  be  stated. 

The  Legislative  Clerk.  On  page  33, 
it  is  proposed  that,  beginning  with  the 
word  “Repeal”  on  line  10,  strike  out  all 
through  the  word  “Provisions”  on  line  12. 

Beginning  on  page  33,  line  14,  it  is  pro¬ 
posed  to  strike  out  all  through  line  2, 
page  36. 

Mr.  PROXMIRE.  Mr.  President,  I 
modify  my  amendment  by  adding: 

On  page  38,  beginning  on  line  10,  strike 
out  “and  it  is  the  intent  of  the  Congress  in 
repealing  the  reduction  in  basis  required  by 
section  48(g)  of  such  Code,”. 

The  correction  is  a  technical  one.  It 
was  suggested  to  me  by  the  distinguished 
Senator  from  Iowa.  I  think  it  necessary 
to  make  the  amendment  properly 
drafted. 

The  PRESIDING  OFFICER.  The 
Senator  has  the  right  to  modify  his 
amendment. 

Mr.  PROXMIRE.  Mr.  President,  I 
ask  for  the  yeas  and  nays  on  the  amend¬ 
ment. 

The  yeas  and  nays  were  ordered. 

Mr.  PROXMIRE.  It  is  my  under¬ 
standing  that  the  debate  on  the  amend¬ 
ment  will  be  limited  to  one-half  hour. 
I  believe  it  can  be  completed  in  less  time 
than  that. 

Each  Senator  has  on  his  desk  a 
memorandum  which  describes  what  the 
amendment  would  do.  The  amendment 
would  reduce  the  revenue  loss  in  the  bill 
by  $725  million  a  year  by  1973,  accord¬ 
ing  to  the  estimates  of  the  Joint  Commit¬ 
tee  on  .Internal  Taxation. 

It  would  reduce  the  revenue  loss  in  the 
1965  budget  by  $245  million. 


Many  Senators — those  who  are  in 
i  favor  of  and  those  who  are  against  the 
|  bill — are  concerned  about  the  bill’s  reve- 
1  nue  loss.  The  proponents  of  the  bill  have 
fought  hard  to  keep  out  excise  tax  cuts 
j  on  the  ground  that  we  would  lose  too 
j  much  revenue.  This  amendment  would 
!  enable  us  to  restore  some  of  the  reve- 
|  nue  loss,  and  at  the  same  time  abide 
by  a  principle  which  was  written  into  the 
tax  law  deliberately  and  carefully  by  the 
Finance  Committee  in  1962,  and  ratified 
by  the  Senate  in  1962,  and  upheld  In 
conference  in  1962. 
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The  amendment  would  eliminate  from 
the  committee’s  version  of  the  bill  a 
change  in  present  law  proposed  by  the 
committee. 

The  present  law  prevents  purchasers 
of  plant  and  equipment,  in  effect,  from 
deducting  more  than  100  percent  of  the 
cost  of  an  asset  as  depreciation  in  com¬ 
puting  their  income  taxes. 

It  seems  to  me  that  it  is  a  sound  and 
vital  tax  principle.  But  I  think  we  all 
must  recognize  that  the  investment 
credit,  if  it  were  modified  as  the  com¬ 
mittee  has  suggested,  would  have  the 
effect  of  providing  more  than  100  per¬ 
cent  depreciation. 

This  is  because  the  law  now  recog¬ 
nizes  that  a  7 -percent  investment  credit 
gives  purchasers  of  assets  an  opportunity 
to  buy  the  asset  at  an  effective  93  per¬ 
cent  of  stated  cost.  Let  me  give  an  ex¬ 
ample  of  this.  A  firm  paying  $1  million 
for  equipment  can  subtract  $70,000 — the 
investment  credit— from  its  taxes,  and, 
in  effect,  therefore,  have  a  net  expendi¬ 
ture  of  only  $930,000  for  its  purchase. 

I  think  that  is  clear  and  simple.  A 
firm  buys  equipment  for  $1  million. 
With  the  investment  credit,  in  effect,  it 
costs  $930,000,  not  $1  million.  This  is 
the  actual  cost. 

The  PRESIDING  OFFICER.  The  time 
of  the  Senator  has  expired. 

Mr.  PROXMIRE.  I  yield  myself  2 
additional  minutes. 

Because  of  this,  the  firm,  under  present 
law,  is  allowed  to  depreciate  $930,000 — 
the  real  cost  of  the  asset— not  $1  mil¬ 


lion. 

The  committee  bill  would  remove  this 
recognition  of  the  effect  of  the  invest¬ 
ment  credit  in  calculating  asset  cost  and 
would  thereby,  in  effect,  permit  equip¬ 
ment  that  cost  $1  million  to  be  depre¬ 
ciated  for  tax  purposes  as  if  it  cost 
;  $1,140,000. 

This  is  a  sharp  departure  from  the 
whole  philosophy  of  American  taxation, 
which  has  always  been  that  a  firm  should 
be  allowed  to  depreciate  the  full  cost 
|  of  ah  asset,  but  no  additional  fictitious 
I  cost. 
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While  the  cost  of  this  provision  is 
high— $245  million  next  year  and  $725 
million  a  year  by  1973— the  potential  cost 
to  the  Treasury,  once  the  principle  is 
recognized  that  assets  can  be  depreciated 
at  more  than  100  percent  is  immense. 

Once  this  principle  is  abridged  there 
is  no  reason  why  in  the  future  Congress 
could  not  provide  for  150  percent  depre¬ 
ciation  or  200  percent  depreciation. 
There  is  no  limit. 

A  firm  principle  has  been  established 
for  175  years  of  American  history  that 
depreciation  shall  be  100  percent.  It  is 
clear  that  this  bill  would  violate  that 
principle. 

There  is  no  justification  for  this  ad¬ 
ditional  artificial  benefit  for  purchasers 
of  plant  and  equipment. 

In  the  past  3  years  such  purchasers 
have  enjoyed  the  following  benefits  ex¬ 
pressly  for  purchasing  equipment  in  ad¬ 
dition  to  the  corporate  and  personal  tax 
reduction  they  enjoy  in  other  sections 
of  the  bill: 

First.  Purchasers  of  plant  and  equip¬ 
ment  have  been  allowed  to  increase  de¬ 
preciation  under  the  new  accelerated  de¬ 
preciation  provisions  as  announced  by 
the  Treasury  to  any  rate  they  can 
physically  justify.  That  Is,  any  equip¬ 
ment  can  be  written  off  at  least  as  rap¬ 
idly  as  it  is  used  up. 

The  value  of  this  incentive  to  business 
is  estimated  at  more  than  $1  billion  a 
year.  That  is  provided  by  the  acceler¬ 
ated  depreciation  guidelines  on  the  basis 
of  the  Treasury  regulations  recently 
issued. 

Second.  The  investment  credit  in  its 
present  form  provides  an  additional  gen¬ 
erous  incentive  to  buy  new  equipment. 
The  value  of  this  incentive,  with  depre¬ 
ciation  confined  to  100  percent  of  the 
real  cost  of  the  asset,  is  more  than  $1 
billion  a  year. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  PROXMIRE.  I  yield  myself  1 
additional  minute. 

Mr.  President,  this  amendment  should 
be  adopted  for  two  reasons.  In  the  first 
place,  it  is  an  amendment  that  stands 
for  fiscal  soundness.  It  means  that  the 
Treasury  will  recover  between  $245  mil¬ 
lion  per  year  and  $725  million  per  year 
over  the  period  of  the  next  10  years. 

Finally,  the  amendment  should  be 
adopted  because  it  would  permit  the 
Senate  to  do  what  it  did  in  1962,  to  stand 
for  the  principle  that  equipment  should 
be  depreciated  only  100  percent,  and  not 
107  percent,  or  114  percent. 

The  PRESIDING  OFFICER.  Does 
the  Senator  modify  his  amendment? 

Mr.  PROXMIRE.  Yes.  I  did  modify 
my  amendment,  which  is  at  the  desk. 


I  shall  bring  the  modification  to  the  desk 
in  a  moment. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  me  3  minutes? 

Mr.  PROXMIRE.  I  yield  3  minutes  to 
the  Senator  from  Iowa. 

Mr.  MILLER.  I  want  to  whole¬ 
heartedly  support  the  amendment 
offered  by  the  Senator  from  Wisconsin. 
When  the  Senate  acted  on  the  invest¬ 
ment  tax  credit  last  year  we  intended 
taxpayers  to  take  the  7-percent  invest¬ 
ment  tax  credit.  In  the  case  of  the  pur¬ 
chase  of  $1  million  worth  of  equipment, 
the  firm  can  subtract  a  $70,000  tax  credit 
on  its  tax  return.  If  we  do  not  adopt  the 
Proxmire  amendment,  we  are  going  to 
vitiate  our  intention  by  doubling  that  de¬ 
duction.  We  will  double  it  because  we 
will  allow  the  complete  cost — that  is,  the 
market  price  of  the  item  purchased — to 
be  depreciated,  instead  of  requiring  it  to 
be  reduced  by  the  amount  of  the  invest¬ 
ment  tax  credit.  If  we  permit  a  tax¬ 
payer  on  his  income  tax  return  to  take 
$70,000  tax  deduction  this  year  for  in¬ 
vestment  tax  credit  and  then  next  year, 
and  during  the  next  3  or  4  or  5  years,  to 
take  $70,000  more  off  in  depreciation, 
that  is  nothing  except  a  gift  that  allows 
him  to  restore  to  himself  that  which  he 
never  had  in  the  first  place. 

Mr.  PASTORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MILLER.  I  yield. 

Mr.  PASTORE.  The  last  time  I  was  in 
'Rhode  Island  I  had  a  meeting  with  some 
of  our  industrialists.  Their  complaint 
was  pretty  much  to  the  effect  that  the 
trouble  with  amortization  was  that,  as  it 
was  done,  they  could  amortize  only  the 
value  of  the  machinery  and  equipment 
that  had  been  purchased.  When  it  came 
to  replacing  it,  one  of  the  impediments 
to  modernization  was  that  it  cost  much 
more  than  it  did  the  last  time.  I  was 
wondering  how  much  this  amendment 
affects  the  philosophy  I  have  just  ex¬ 
pressed. 

Mr.  MILLER.  This  amendment  has 
nothing  to  do  with  what  the  Senator  has 
just  mentioned.  What  it  does  have  to 
do  with  is  the  investment  tax  credit;  and 
that  is  exactly  why  we  permitted  the 
investment  tax  credit.  We  recognized 
that  the  costs  to  replace  worn-out  ma¬ 
chinery  were  much  more  than  they  had 
been  previously.  As  an  incentive  for 
modernizing  equipment,  we  said:  “We 
will  give  the  incentive  by  means  of  the 
7-percent  investment  tax  credit,”  but  we 
never  said,  “We  will  give  you  14-percent 
investment  tax  credit.”  That  is  what 
would  happen  if  the  Senate  did  not  adopt 
the  Proxmire  amendment. 

Mr.  PASTORE.  While  it  is  true  that 
Congress  has  provided  the  7-percent  in- 
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vestment  tax  credit,  the  investment 
credit  can  be  invoked  only  if  new  ma¬ 
chinery  or  equipment  is  bought. 

Mr.  MILLER.  That  is  correct. 

Mr.  PASTORE.  My  question  is  raised 
not  so  much  as  to  the  equipment  that  is 
bought  in  1964;  I  am  wondering  about 
the  equipment  that  will  have  to  be 
bought  in  1974. 

We  have  had  to  build  up  a  reserve  in 
order  to  modernize  the  machinery.  I 
am  questioning  now  whether  the  amend¬ 
ment  will  not  retard  the  incentive  to 
modernize  in  1974. 

Mr.  MILLER.  I  can  answer  that 
question  by  stating  that  in  1974  the  in¬ 
vestment  tax  credit  of  7  percent  will  be 
to  encourage  that  modernization;  and  it 
is  not  a  14  percent  investment  tax  credit. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  5  minutes  to  the  Senator 
from  Utah. 

The  PRESIDING  OFFICER.  The 
Senator  from  Utah  is  recognized  for  5 
minutes. 

Mr.  BENNETT.  Mr.  President,  I  am 
in  the  unusual  position — as  many  Re- 
pubican  Senators  have  been  in  this  de¬ 
bate — of  defending  the  administration 
against  its  own  members. 

The  investment  tax  credit  was  con¬ 
sidered  by  President  Kennedy,  supported 
by  him  and  offered  by  the  Treasury  De¬ 
partment  to  Congress.  When  it  was 
adopted  last  year,  it  was  modified  by  an 
amendment  proposed  by  the  Senator 
from  Louisiana  [Mr.  Long],  which  has 
created  so  much  difficulty  for  investors 
and  for  the  industries  which  propose  to 
use  the  investment  tax  credit,  that  many 
of  them  failed  to  use  it  because,  in  the 
form  in  which  it  was  passed  into  law,  it 
required  these  companies  to  keep  a  com¬ 
pletely  separate  depreciation  record  for 
every  piece  of  machinery  that  they 
bought  under  this  program.  They  could 
no  longer  use  guidelines  set  up  by  them, 
because  under  the  Long  amendment  they 
could  not  depreciate  100  percent;  they 
could  depreciate  only  to  the  extent  of  93 
percent  in  order  to  get  the  benefit  of  it. 
They  had  to  have  a  separate  set  of  books 
for  every  piece  of  machinery.  So  many 
industries  in  the  United  States,  when  we 
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got  to  work  on  this  job,  said,  “Give  us 
what  you  said  you  were  going  to  give  us 
or  take  it  away,  because  we  cannot  keep 
our  records  under  the  Long  amendment 
because  it  is  prohibitive  and  unreason¬ 
able.” 

Mr.  CARLSON.  Mr.  President,  will  the 
Senator  from  Utah  yield? 

Mr.  BENNETT.  I  yield. 

Mr.  CARLSON.  I  wonder  if  it  does 
not  boil  down  to  the  simple  proposition 
that  if  Senators  are  for  the  investment 


credit  they  will  vote  against  the  Prox- 
mire  amendment,  and  if  they  are  against 
it,  of  course  they  will  vote  for  the  Prox- 
i  mire  amendment. 

Mr.  MILLER.  Mr.  President,  will  the 
I  Senator  from  Utah  yield? 

Mr.  BENNETT.  The  Senator  from 
Iowa  has  had  an  opportunity  to  make  his 
remarks;  I  have  only  5  minutes. 

This  is  the  fundamental  problem.  The 
Treasury  had  the  concept.  It  was  offered 
to  Congress  a  year  ago.  The  Senate  cut 
it  in  half.  I  believe  the  Senator  from 
Kansas  [Mr.  Carlson]  has  laid  down  the 
question  simply.  If  we  want  industry  to 
use  the  investment  tax  credit,  let  us 
accept  the  proposal  in  the  form  in  which 
it  was  originally  offered.  If  we  wish  to 
stultify  it  and  nullify  its  use  by  indus¬ 
try,  let  us  go  back  and  re-create  the 
problems  that  they  hoped  the  committee 
would  eliminate  by  a  change  which  the 
committee  did  adopt. 

In  this  case,  I  had  some  personal  con¬ 
sideration  about  the  investment  tax 
credit  when  it  was  adopted  a  year  ago, 
but  now  I  am  sure  that  we  either  want 
it  all  one  way  or  we  want  to  eliminate  it 
entirely. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  from  Utah  yield  for  a 
question? 

Mr.  BENNETT.  I  yield. 

Mr.  PASTORE.  In  other  words,  what 
the  Senator  from  Utah  is  saying  is  that 
if  we  adopt  the  Proxmire  amendment 
now,  we  are  actually  vitiating  the  effect 
of  the  7  percent  investment  credit. 

Mr.  BENNETT.  Yes.  If  We  adopt 
the  Proxmire  amendment,  we  will  vitiate 
the  effect  of  the  7  percent  investment 
credit. 

Mr.  PASTORE.  In  other  words,  in 
the  process  of  including  the  amortiza¬ 
tion  benefit  we  give  now,  and  subtracting 
it  on  the  other  end,  we  will  take  away 
from  what  we  have  already  given? 

Mr.  BENNETT.  That  is  partially  true. 

Mr.  PASTORE.  I  like  to  simplify 
things. 

Mr.  BENNETT.  We  can  say  to  a  man, 
“Your  investment  credit,  if  you  spend 
a  thousand  dollars  for  a  machine,  will 
be  $70.  You  still  have  that  machine,  but 
under  the  Long  proposal  adopted  last 
year,  you  cannot  deprecite  it  less  than  a 
thousand  dollars,”  so  the  depreciation 
is  $930. 

Mr,  PASTORE.  Which  in  effect  takes 
it  away? 

Mr.  BENNETT.  Certainly;  in  effect  It 
takes  it  away. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Utah  yield? 

Mr.  BENNETT.  I  yield. 

Mr.  ANDERSON.  I  compliment  the 
Senator  from  Utah.  That  is  the  real 
question.  Are  we  going  to  make  every 
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business  man  keep  two  sets  of  books? 
I  believe  it  is  a  bad  thing  to  keep  two 
sets  of  books. 

Mr.  PASTORE.  That  is  correct.  Not 
only  two  sets  of  books;  but  the  Treasury 
went  to  great  lengths  a  year  ago  to  try 
to  simplify  the  depreciation  program  by 
saying  “we  are  going  to  lump  machinery 
in  a  class,  and  we  can  apply  a  flat  figure 
to  a  class,  but  if  we  are  going  to  con¬ 
tinue  the  Long  amendment,  the  business¬ 
man  must  write-a  separate  depreciation 
ledger  for  every  single  piece  of  machin¬ 
ery.” 

Mr.  ERVIN.  Mr.  President,  will  the 
Senator  from  Utah  yield  for  a  question? 

Mr.  BENNETT.  I  am  glad  to  yield,  if 
I  have  the  time. 

Mr.  ERVIN.  The  Senator  from  Wis¬ 
consin  said  that  if  we  did  not  adopt  the 
amendment,  we  would  destroy  the  prin¬ 
ciple.  I  ask  the  Senator  from  Utah  if 
it  is  not  true  that  we  have  had  the  prin¬ 
ciple;  and  will  not  the  depreciation  al¬ 
ways  be  calculated  upon  the  actual  cost 
of  the  machinery? 

Mr.  BENNETT.  That  is  correct. 

Mr.  ERVIN.  If  we  adopt  the  amend¬ 
ment  of  the  Senator  from  Wisconsin, 
we  will  change  that  principle  so  that 
instead  of  depreciation  on  the  basis  of 
the  actual  proposal  we  will  depreciate 
only  on  the  basis  of  93  percent. 

Mr.  BENNETT.  I  believe  the  Senator 
is  absolutely  correct.  Under  the  invest¬ 
ment  credit  proposal,  we  did  not  say 
the  Federal  Government  would  pay  7 
percent  of  the  cost  of  a  machine,  and 
to  the  man  from  whom  it  was  purchased 
say  the  cost  will  be  that  much  lower. 
We  said  the  Federal  Government  would 
give  a  tax  credit  of  7  percent,  which 
has  no  specific  relationship  to  the  de¬ 
preciation  problem  with  the  machine. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  myself  5  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  is  recognized  for 
5  minutes. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  have  considerable  regard  for  the 
Proxmire  amendment,  because  it  is  the 
Long  amendment  of  2  years  ago.  The 
Senator  from  Louisiana  thought  2  years 
ago  exactly  as  the  Senator  from  Wiscon¬ 
sin  thinks  today.  The' amendment  was 
offered  in  committee,  it  was  not  dis¬ 
cussed  on  the  floor.  If  it  had  not  been 
for  the  vigorous  support  which  I  gave  it 
in  the  conference  committee,  it  would 
not  have  become  law;  but  I  held  out  for 
it.  That  is  how  it  became  law.  I  be¬ 
lieve  we  should  change  the  name  to  the 
Proxmire  amendment  because  I  think 
the  Senator  is  entitled  to  that  much 
credit  for  saving  the  “baby”  from  the 
“flaming  building.” 


As  a  practical  matter,  this  amendment 
has  had  the  effect  of  requiring  that  the 
tax  credit  be  used  as  a  reduction  in  de¬ 
preciation.  So,  as  a  practical  matter, 
if  we  take  the  tax  credit  that  was  passed 
by  the  House  2  years  ago,  and  attach  the 
Long  amendment  to  it,  it  means  that 
there  will  be  a  4  percent  tax  credit  in  the 
long  run  instead  of  a  7  percent  tax  cred¬ 
it;  because  while  people  reduce  their 
depreciation  base,  they  have  the  benefit 
of  interest  during  the  period  of  time  that 
they  are  depreciating  the  equipment; 
and  the  result  is  about  a  4  percent  re¬ 
duction  as  recommended  by  President 
Kennedy.  When  President  Kennedy 
made  his  recommendation  2  years  ago, 
he  recommended  an  8  percent  tax  cred¬ 
it.  The  House  cut  it  back  by  1  percent, 
to  7  percent.  The  committee  took  the 
Long  amendment  and  cut  it  by  3  percent. 
The  bill  went  through  with  the  4  percent 
investment  credit. 

I  would  be  against  repeal  of  my 
amendment  if  we  were  doing  this  only 
in  and  of  itself,  but  this  is  a  balanced 
package.  If  we  repeal  the  dividend 
credit  in  the  bill,  it  will  cost  corporation 
stockholders  a  considerable  amount  of 
money. 

So  when  we  repeal  the  dividend  credit, 
the  answer  to  those  of  us  from  the  Demo¬ 
cratic  side  of  the  aisle  who  advocate  it 
is,  “yes;  we  are  going  to  take  care  ofyoui 
dividend  credit  which  will  give  you  back 
what  the  Long  amendment  took  away 
from  you  on  investment  credit.  Then  we 
are  going  to  give  back  to  you  a  reduction 
in  tax  rates  and  we  are  going  to  cut  your 
personal  income  taxes.  So  by  the  time 
you  see  the  whole  package,  we  believe  you 
will  be  happy.”  And  with  a  few  excep¬ 
tions,  they  will  be  glad. 

But  this  1s  a  part  of  a  package  proposi¬ 
tion  when  we  look  at  the  whole  thing. 
We  have  to  see  it  work  out  to  a  balanced 
tax  reduction  for  those  in  the  highest 
bracket  receiving  reductions  of  about  5 
and  6  percent,  and  those  in  the  lowest 
brackets  receiving  a  reduction  of  a  maxi¬ 
mum  of  38  to  75  percent — 1,500,000  tax-- 
payers  removed  from  the  income  tax 
brackets. 

Considered  as  a  part  of  a  package,  it 
is  a  good  proposal.  When  our  Republi¬ 
can  friends  prevailed  temporarily  in  put¬ 
ting  the  cost  up  by  $550  million,  I  urged 
the  Senator  from  Delaware  to  move  to 
save  the  Long  amendment.  If  we  look  at 
it  as  a  balanced  package,  it  is  a  good 
proposal,  and  it  should  be"  agreed  to. 
While  I  am  proud  about  it  and  think  I 
was  right  about  it,  I  am  frank  to  state 
that  apparently  the  only  ones  who  un¬ 
derstand  the  bill  do  not  appreciate  it.  I 
am  willing  to  let  someone  else  take  the 
credit.  I  am  content  to  go  along  with 
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the  committee  and  the  judgment  of  the 
Treasury.  As  an  overall  proposal,  it  is  a 
fair  settlement  of  the  issue. 

Mr.  PROXMIRE.  Mr.  President,  the 
distinguished  Senator  from  Utah  and 
other  Senators  have  said  that  if  the 
amendment  is  adopted  it  will  vitiate  the 
investment  credit  provision.  If  it  is 
adopted,  it  will  keep  the  present  law  as 
it  is.  It  would  not  change  anything.  It 
would  maintain  the  principle  adopted  in 
1962.  The  amendment  merely  main¬ 
tains  what  we  already  have. 

The  argument  has  been  made  that 
those  who  understand  tlfe  amendment 
are  opposed  to  it,  and  want  to  change  the 
law.  I  submit  that  if  we  consider  the 
membership  of  the  Committee  on  Fi¬ 
nance  we  find  that  the  chairman  of  the 
committee,  the  Senator  from  Virginia 
[Mr.  Byrd],  who  is  a  man  of  great  judg¬ 
ment,  was  strongly  opposed  to  the  change 
in  the  Long  amendment.  The  distin¬ 
guished  ranking  minority  member - 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 
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Mr.  PROXMIRE.  I  yield. 

Mr.  SMATHERS.  Is  it  not  a  fact  that 
the  chairman  was  opposed  even  to  the 
investment  credit?  He  was  opposed  to 
the  whole  thing,  was  he  not? 

Mr.  PROXMIRE.  It  is  true  that  he 
was  opposed  to  the  investment  credit. 
The  distinguished  Senator  from  Loui¬ 
siana,  the  champion  of  the  investment 
credit  provision,  the  father  and  the  au¬ 
thor  and  the  prime  supporter  of  the  pro¬ 
posal,  was  right  then,  and  he  is  wrong 
now. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  for  admitting  that  I  am  batting 
500. 

Mr.  PROXMIRE.  The  Senator  is  bat¬ 
ting  far  more  than  .500.  On  the  bill  he 
is  batting  .995.  He  has  been  able  to  beat 
off  everything  except  one  little  amend¬ 
ment. 

Mr.  AIKEN.  Mr.  President,  the  Sen¬ 
ator  from  Vermont  confesses  to  being 
considerably  puzzled  by  the  argument 
last  night  and  tonight.  Last  night,  we 
had  Senators  pleading  for  the  right  of 
utilities  to  keep  two  sets  of  books  for  the 
benefit  of  stockholders,  and  tonight  we 
hear  some  of  the  same  Senators  say  that 
keeping  two  sets  of  books  would  work  a 
hardship  on  a  corporation.  I  cannot 
understand  why  last  night  it  was  said 
that  keeping  two  sets  of  books  was  a 
benefit,  and  tonight  that  keeping  two 
sets  is  a  curse. 


Mr.  PROXMIRE.  The  Senator  is  cor¬ 
rect. 

_  Mr.  AIKEN.  It  is  really  puzzling  to 
hear  conflicting  arguments  made  by  the 
same  Senators. 

Mr.  PROXMIRE.  The  Senator  from 
Vermont  is  correct.  I  yield  to  the  Sena¬ 
tor  from  Iowa. 

Mr.  MILLER.  I  reply  to  the  Senator 
from  Vermont  that  the  keeping  of 7  two 
sets  of  books  Will  not  be  required.  There 
is  no  reason  for  keeping  two  sets  of 
books 

Mr.  ANDERSON.  Oh,  my. 

Mr.  MILLER.  I  am  referring  now 
particularly  to  the  comment  made  by  the 
Senator  from  New  Mexico.  If  the  tax¬ 
payer  buys  an  item  for  $1,000,  and 
Uncle  Sam  says:  “You  paid  only  $930  for 
it,  because  of  a  $930  tax  credit,”  he  has 
no  business  putting  that  item  down  on 
his  tax  return,  or  on  his  depreciation 
schedule  for  anything  more  than  $930. 
If  he  desires  to  bring  it  up  to  $1,000,  and 
keep  two  sets  of  books,  that  is  his  privi¬ 
lege. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MILLER.  I  yield. 

Mr.  ANDERSON.  If  he  keeps  one  set 
of  books  for  his  State  income  tax,  and 
one  set  of  books  for  his  Federal  income 
tax,  he  is  wrong. 

Mr.  MILLER.  May  I  answer  that? 

Mr.  ANDERSON.  Yes. 

Mr.  MILLER.  It  depends  on  the 
State.  The  State  of  Iowa  recognizes  the 
investment  tax  credit.  I  suggest  that 
most  States  which  levy  an  income  tax 
do  so;  nevertheless,  even  if  a  person  kept 
two  sets  of  books,  any  accountant  could 
handle  it  in  the  twinkling  of  an  eye  by 
simply  reducing  the  amount  of  deprecia¬ 
tion  by  7  percent.  There  is  no  handicap 
involved  in  that,  and  the  question  is 
whether  it  is  worth  it  to  keep  two  sets  of 
books,  to  get  the  benefit  of  the  invest¬ 
ment  credit.  I  do  not  believe  this  argu¬ 
ment  of  a  double  set  of  books  is  valid 
at  all. 

Mr.  PROXMIRE.  Mr.  President,  how 
much  time  have  I  remaining? 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

The  question  is  on  agreeing  to  the 
amendment  offered  by  the  Senator  from 
Wisconsin  [Mr.  Proxmire].  On  this 
question,  the  yeas  and  nays  have  been 
ordered,  and  the  clerk  will  call  the  roll. 
'  The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD  (when  his  name  was 
called) .  On  this  vote  I  have  a  pair  with 
the  junior  Senator  from  Illinois  [Mr. 
Dirksen].  If  he  were  present  and  vot¬ 
ing,  he  would  vote  “nay.”  If  I  were  at 
liberty  to  vote,  I  would  vote  “yea.”  I 
withhold  my  vote. 
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Mr.  McNAMARA.  On  this  vote,  I  have 
a  live  pair  with  the  senior  Senator  from 
Alaska  [Mr.  Bartlett]  .  If  he  were  pres¬ 
ent  and  voting,  he  would  vote  “yea.”  If 
I  were  at  liberty  to  vote,  I  would  vote 
“nay.”  I  withhold  my  vote. 

Mr.  S MATHERS.  On  this  vote  I  have 
a  pair  with  the  junior  Senator  from 
Alaska  [Mr.  Gruening].  If  he  were 
present  and  voting,  he  would  vote  “yea.” 
If  I  were  at  liberty  to  vote,  I  would  vote 
“nay.”  I  withhold  my  vote. 

The  rollcall  was  concluded. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Alaska  [Mr.  Bartlett], 
the  Senator  from  Maryland  [Mr.  Brew¬ 
ster],  the  Senator  from  Virginia  [Mr. 
Byrd],  the  Senator  from  Mississippi  [Mr. 
Eastland]  ,  the  Senator  from  Alaska  [Mr. 
Gruening],  the  Senator  from  Arizona 
[Mr.  Hayden],  the  Senator  from  Ala¬ 
bama  [Mr.  Hill],  the  Senator  from  Ohio 
[Mr.  Lausche],  the  Senator  from  Wash¬ 
ington  [Mr.  Magnuson],  the  Senator 
from  Virginia  [Mr.  Robertson],  and  the 
Senator  from  New  Jersey  [Mr.  Wil¬ 
liams]  are  absent  on  official  business. 

I  further  announce  that  the  Senator 
from  California  [Mr.  Engle]  is  neces¬ 
sarily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Maryland 
[Mr.  Brewster],  the  Senator  from  Mis¬ 
sissippi  [Mr.  Eastland],  the  Senator 
from  California  [Mr.  Engle],  the  Sena¬ 
tor  from  Arizona  [Mr.  Hayden],  and  the 
Senator  from  Virginia  [Mr.  Robertson] 
would  each  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis], 
the  Senator  from  Illinois  [Mr.  Dirksen], 
and  the  Senator  from  Arizona  [Mr. 
Goldwater]  are  necessarily  absent. 

The  Senator  from  Iowa  [Mr.  Hicken- 
looper],  the  Senator  from  Nebraska 
[Mr.  Hruska],  the  Senator  from  North 
Dakota  [Mr.  Young],  and  the  Senator 
from  New  Jersey  [Mr.  Case]  are  detained 
on  official  business. 

If  present  and  voting,  the  Senator 
from  Nebraska  [Mr.  Curtis],  the  Sena¬ 
tor  from  Arizona  [Mr.  Goldwater],  and 
the  Senator  from  Nebraska  [Mr. 
Hruska]  would  each  vote  “nay.” 

The  pair  of  the  Senator  from  Illinois 
[Mr.  Dirksen]  has  been  previously  an¬ 
nounced. 

The  result  was  announced — yeas  20, 
nays  58,  as  follows: 

[No.  34  Leg.] 

YEAS— 20 


Aiken 

Gore 

Nelson 

Burdick 

Keating 

Proxmire 

Church 

McGovern 

Ribicoff 

Clark 

Metcalf 

Williams,  Del 

Cooper 

Miller 

Yarborough 

Dodd 

Monroney 

Young,  Ohio 

Douglas 

Morse 

NAYS— 58 


Allott 

Humphrey 

Neuberger 

Anderson 

Inouye 

Pas  tore 

Bayh 

Jackson 

Pearson 

Beall 

Javits 

PeU 

Bennett 

Johnston 

Prouty 

Bible 

Jordan,  N.C. 

Randolph 

Boggs 

Jordan, Idaho 

Russell 

Byrd,  W.  Va. 

Kennedy 

Saltonstall 

Cannon 

Kuchel 

Scott 

Carlson 

Long,  Mo. 

Simpson 

Cotton 

Long,  La. 

Smith 

Dominick 

McCarthy 

Sparkman 

Edmondson 

McClellan 

Stennis 

Ellender 

McGee 

Symington 

Ervin 

McIntyre 

Talmadge 

Fong 

Mechem 

Thurmond 

Fulbright 

Morton 

Tower 

Hart 

Moss 

Walters 

Hartke 

Mundt 

Holland 

Muskie 

NOT  VOTING— 

-22 

Bartlett 

Goldwater 

Mansfield 

Brewster 

Gruening 

McNamara 

Byrd,  Va. 

Hayden 

Robertson 

Case 

Hickenlooper 

Smathers 

Curtis 

Hill 

Williams,  N.J. 

Dirksen 

Hruska 

Young,  N.  Dak. 

Eastland 

Lausche 

Engle 

Magnuson 

So  Mr.  Proxmire’s  amendment  was 
rejected. 


REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  MANSFIELD.  Mr.  President,  I 
hope  Senators  will  remain  in  the  Cham¬ 
ber  to  listen  to  what  the  distinguished 
senior  Senator  from  Tennessee  will  say 
apropos  his  amendment.  There  will  be 
no  further  voting  tonight.  It  is  my  un¬ 
derstanding  that  when  the  Senator  from 
Tennessee  has  made  his  preliminary 
statement,  the  Senate  will  adjourn. 

Mr.  GORE.  I  send  to  the  desk  amend' 
ment  No.  207  and  ask  that  it  be  read. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  On  page  74, 
beginning  with  line  14,  it  is  proposed  to 
strike  out  all  through  line  3  on  page 
108  and  insert  the  following: 


[P.  2134 ] 


Sec.  214.  Termination  of  Preferential  Tax 
Treatment  of  Restricted  Stock 
Options. 

Section  421(d)  (1)  (definition  of  restricted 
stock  option)  is  amended  by  inserting  after 
“granted  after  February  26,  1945,”  the  fol¬ 
lowing:  “and  before  January  25,  1963,”. 
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REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  HART.  Mr.  President,  since  many 
of  the  constructive  actions  of  the  Com¬ 
mittee  on  Finance  perhaps  go  unnoticed 
because  of  the  attention  we  concentrate 
upon  controversial  amendments,  I  should 
like  to  refer  to  an  action  which  the  Com¬ 
mittee  on  Finance  took  and  which  is  re¬ 
flected  in  full  detail  on  pages  73  and  74 
of  the  committee  report.  I  refer  to  de¬ 
ductions  for  political  contributions, 
which  are  there  authorized. 

There  is  much  concern  that  we  develop 
a  method  which  will  broaden  the  basis 
for  the  support  of  political  parties  in  this 
country.  Many  of  us  have  spoken  on  the 
subject.  No  one  pretends  to  have  an  an¬ 
swer  at  hand.  The  bill  now  pending  does 
not  purport  to  contain  an  answer. 

However,  I  thank  the  Committee  on 
Finance  very  much  for  adding  this  par¬ 
ticular  section  to  the  bill  that  was  re¬ 
ceived  from  the  House.  I  clearly  voice 
the  attitude  of  both  major  political  par¬ 
ties  in  Michigan.  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  my 
remarks  a  joint  statement  issued  by  the 
Democratic  State  chairman,  Zolton  A. 
Ferency,  and  the  Republican  State  chair¬ 
man,  Arthur  G.  Elliott,  Jr.  The  recom¬ 
mendations  of  our  two  political  party 
chairmen  have  been  heard  by  the  Com¬ 
mittee  on  Finance.  I  add  my  voice  to 
theirs,  and  I  am  glad  the  committee  acted 
in  a  responsible  fashion. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Following  is  a  joint  statement  issued  today 
by  Zolton  A.  Ferency,  Democratic  State  chair¬ 
man,  and  Arthur  G.  Elliott,  Jr.,  Republican 
State  chairman : 

“As  chairmen  of  our  respective  political 
parties,  we  have  together  been  reviewing 
problems  concerning  the  financing  of  poli¬ 
tical  party  activities — problems  that  we  both 
agree  are  becoming  increasingly  disturbing. 

“The  complex  difficulties  of  modem  life 
require  that  voters  be  better  informed  on 
the  issues  of  our  day;  that  they  have  a  clear 
understanding  of  the  stands  proposed  by  our 
major  political  parties  on  the  vital  problems 
of  the  day;  that  they  be  able  to  make  dis¬ 
cerning  selections  of  public  officials  in  elec¬ 
tions. 

“The  burden  of  properly  informing  and 
educating  voters  on  both  issues  and  candi¬ 
dates,  falls  to  the  major  political  party  orga¬ 
nizations.  The  expanding  volume  of  needs 
and  assignments  require  that  the  parties  be 


more  adequately  and  systematically  financed 
to  effectively  carry  out  their  responsibilities. 

“It  is  our  belief  that  citizens  will  support 
the  parties. of  their  choice  if  they  are  given 
sufficient  encouragement  and  inducements 
to  do  so. 

“To  stimulate  greater  citizen  support  of 
the  parties  of  their  choice,  we  are  asking 
Michigan  Congressmen  and  Senators  to  Join 
in  a  genuine  bipartisan  effort  to  initiate  and 
promote  passage  of  legislation,  in  this  ses¬ 
sion  of  Congress,  which  will  permit  Federal 
income  tax  deductions  for  contributions  to 
political  parties. 

“We  suggest  allowances  up  to  $50  for  con¬ 
tributions  of  individuals  up  to  $100  for  hus¬ 
bands  and  wifes  who  file  Joint  returns. 

"We  are  confident  that  such  legislation 
would  be  an  excellent  start  in  the  develop¬ 
ment  of  systematic  procedures  for  financing 
the  essential  operations  of  political  parties. 

“In  addition,  such  a  move  will  greatly  en¬ 
courage  wider  citizen  activity  in  the  man¬ 
agement  of  political  parties,  and  will  reduce 
the  danger  of  the  parties  coming  under  con¬ 
trol  of  heavily  financed  special  interest 
groups.” 

Mr.  HART.  I  thank  the  Senator  from 
Tennessee  very  much. 

Mr.  GORE.  Mr.  President - 

Mr.  MORTON.  Mr.  President,  will 
the  Senator  from  Tennessee  yield  for  a 
parliamentary  inquiry? 

Mr.  GORE.  I  yield. 

Mr.  MORTON.  Mr.  President,  I  un¬ 
derstand  that  the  Senate  is  now  pro¬ 
ceeding  under  a  time  limitation.  Are 
the  remarks  to  be  made  tonight  by  the 
Senator  from  Tennessee  [Mr.  Gore]  to 
be  charged  to  his  time,  or  will  that  start 
from  scratch  tomorrow? 

The  PRESIDING  OFFICER  (Mr. 
Walters  in  the  chair) .  Under  the 
agreement,  any  time  used  tonight  by  the 
Senator  from  Tennessee  is  to  be  charged 
against  his  allotted  time. 

Mr.  MORTON.  Very  well,  Mr.  Presi¬ 
dent. 

I  wish  my  colleague  well. 

Mr.  GORE.  I  thank  the  Senator;  and 
good  night.  [Laughter.] 

Mr.  President,  two  basic  questions  are 
involved  in  the  amendment  I  have 
offered. 

The  first  question  is  this:  Will  the  of¬ 
ficers  of  a  corporation  be  required  to  pay, 
on  the  compensation  they  receive  for 
their  work,  the  same  kind  of  taxes  that 
ordinary  employees  are  required  to  pay 
and  that  other  citizens  are  required  to 
pay? 

The  second  question  is  this:  Will  Con¬ 
gress  reward  corporate  insiders  by  pref¬ 
erential  tax  treatment  and  encourage 
them  to  divide  among  themselves  funds 
of  the  corporation  which  rightfully  be¬ 
long  to  all  the  stockholders  of  the  cor¬ 
poration? 


3383 


Mr.  President,  I  have  long  waged  a 
battle  to  eliminate  from  the  law  this 
loophole  of  tax  favoritism.  Fortunately, 
very  influential  and  powerful  voices  have 
been  raised  in  support  of  this  battle. 
The  late  beloved  President  Kennedy 
made  one  of  his  strongest  recommenda¬ 
tions  for  tax  reform  in  this  regard;  and 
I  wish  to  read  from  his  recommenda¬ 
tion  to  Congress  on  January  24,  1963: 

(b)  The  tax  treatment  of  restricted  stock 
options:  The  difference  between  the  price 
paid  for  optioned  stock  at  the  time  of  exer¬ 
cise  of  such  an  option  and  the  option  price 
represents  compensation  for  services  quite  as 
much  as  do  wages  and  salaries.  Under  pres¬ 
ent  law,  however,  such  gains  are  taxed  under 
capital  gains  rules  at  very  favorable  rates 
and  the  tax  liability  may  be  postponed  for 
many  years. 

Under  present  war-inspired  high  tax  rates, 
compensation  arrangements  of  this  kind 
clearly  have  their  attractions.  But  under 
the  new  more  reasonable  rates  I  am  recom¬ 
mending,  the  favored  tax  treatment  of  stock 
options  can  no  longer  be  said  to  be  either 
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desirable  or  necessary;  and  larger  salary  pay¬ 
ments  will  be  more  effective  than  at  present 
as  a  means  of  attracting  and  holding  cor¬ 
porate  executives. 

I,  therefore,  recommend  that,  with  respect 
to  stock  options  granted  after  this  date,  the 
spread  between  the  option  price  and  the 
exercised  be  taxed  at  ordinary  Income  tax 
rates  at  the  time  the  option  is  exercised.. 
The  averaging  provision  referred  to  above, 
which  the  Secretary  of  the  Treasury  will  pre¬ 
sent,  will  prevent  a  tax  penalty  due  to 
bunching  of  income  in  1  year.  In  addition, 
payment  of  tax  attributable  to  exercise  of 
the  stock  option  would  be  permitted  in 
installments  over  several  years. 

This  change  will  remove  a  gross  inequality 
in  the  application  of  the  income  tax,  but  it 
is  not  expected  to  yield  appreciable  amounts 
of  revenue;  for  the  gains  to  be  taxed  as  com¬ 
pensation  to  the  employee  will,  as  in  the  case 
of  compensation  in  other  forms,  be  deduct¬ 
ible  from  the  income  of  the  employer. 

The  overall  effect  of  all  these  changes  in 
the  capital  gain  provisions  affecting  indi¬ 
viduals  and  corporations  will  stimulate  a 
freer  flow  of  investment  funds  and  facili¬ 
tate  economic  growth  as  well  as  provide  more 
evenhanded  treatment  of  taxpayers  across 
the  board.  They  have  a  direct  positive  rev¬ 
enue  impact  of  about  $100  million  per  year. 
The  reduction  in  the  tax  rate  on  capital 
gains  will  be  somewhat  more  than  offset  by 
the  increased  revenue  from  the  change  in 
holding  period,  the  taxation  of  capital  gains 
at  death  and  the  changes  in  definitions — in¬ 
cluding  those  affecting  real  estate  shelters 
and  sales  of  mineral  properties. 

However,  the  “lock-in’'  effect  of  the  pres¬ 
ent  law,  due  to  the  ability  to  avoid  all  capital 
gains  taxes  on  assets  held  until  death,  will 
be  eliminated.  This  will  result  in  a  sharp 
increase  in  transfers  of  capital  assets  as  indi¬ 
viduals  feel  free  to  shift  to  the  most  desir¬ 
able  investment.  The  increased  volume  of 
transactions  under  these  new  rules  should, 
in  an  average  year,  yield  approximately  $700 


million  in  additional  revenue.  Indeed,  this 
figure  will  be  substantially  higher  during 
the  first  few  years  after  enactment  as  those 
who  are  presently  “locked  in”  respond  to 
the  new  situation. 

Mr.  President,  the  pending  bill  amends 
the  option  law.  For  instance,  the  bill 
provides  for  an  employee  purchase  plan. 
My  amendment  would  not  alter  that;  in¬ 
deed,  the  amendment  I  have  offered 
would  not  prevent  stock  options.  My 
amendment  would  strike  out  of  the  bill 
the  prefential  tax  treatment  provided 
for  qualified  stock  options. 

In  the  existing  law,  the  provision  by 
which  corporate  insiders  receive  prefer¬ 
ential  tax  treatment  is  entitled  “Re¬ 
stricted”  stock  option.  The  existing 
“restricted”  stock  option  is  terminated 
by  the  provisions  of  the  bill ;  and,  instead, 
a  new  “qualified”  stock  option  is  insti¬ 
tuted.  f 

Under  the  employee  purchase  plan, 
any  employee — whether  an  officer  or  a 
lathe  operator — can  purchase  as  much 
as  $25,000  worth  of  stock  per  year.  I  re¬ 
peat  that  this  is  a  provision  which  is 
available  to  the  janitor  of  the  company 
and  also  to  the  president  of  the  com¬ 
pany.  My  amendment  would  not  re¬ 
peal  this.  So  even  after  enactment  to 
the  amendment  I  have  offered,  the  of¬ 
ficers  of  a  corporation  could  purchase 
option  stock,  under  the  employee  pur¬ 
chase  plan,  to  a  maximum  of  $25,000  per 
year. 

But,  Mr.  President,  my  amendment 
would  strike  out  of  the  bill  the  provisions 
for  the  new  “qualified”  stock  option, 
which  under  the  old  term  “restricted” 
stock  option  has  been  so  greatly  abused 
as  an  instrument  of  tax  avoidance. 

Now,  Mr.  President,  a  good  example  of 
this  abuse  has  been  furnished  recently 
by  the  Chrysler  Corp. 

The  Senate  Finance  Committee  or¬ 
dered  an  investigation  of  the  Chrysler 
stock  option  deal  which  was  published 
early  this  year.  I  wish  to  read  briefly 
from  the  report  which  was  prepared  fol¬ 
lowing  an  investigation.  The  Treasury 
Department  conducted  the  investigation, 
and  rendered  a  thorough  report  to  the 
Senate  Finance  Committee;  and  I  now 
read  the  report. 

Letter  of  Transmittal 

Treasury  Department, 

Washington. 

Hon.  Harry  F.  Byrd, 

Chairman,  Senate  Finance  Committee, 

New  Senate  Office  Building, 

Washington,  D.C. 

My  Dear  Mr.  Chairman:  Pursuant  to  the 
request  of  the  committee  to  study  the  facts 
involved  in  the  operation  of  Chrysler’s  stock 
option  plan,  I  am  transmitting  copies  of  a 
report,  “Chrysler’s  Stock  Options.”  This  re- 
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port  was  prepared  by  the  Treasury  Depart¬ 
ment  but  coordinated  with  the  Joint  com¬ 
mittee  staff  and  has  its  concurrence. 
Sincerely  yours, 

Stanley  S.  Surrey, 
Assistant  Secretary. 


Report  on  Operations  of  Stock  Option 
Plan  by  Chrysler  Corp. 

1.  principal  provisions  of  the  stock  option 

PLAN 

Chrysler ’s  stock  option  plan  was  approved 
by  the  stockholders  at  their  annual  meet¬ 
ing,  April  15,  1952.  Originally  covering 
a  period  of  10  years,  the  plan  was  extended 
for  an  additional  5  years  by  approval  of  the 
stockholders  on  April  17,  1962.  During  this 
10-year  period  the  plan  was  substantially 
revised,  principally  with  respect  to  the  num¬ 
ber  of  shares  authorized,  option  pricing  pol¬ 
icy,  and  the  conditions  of  exercise  of  the  op¬ 
tions. 

The  original  plan  authorized  400,000  shares 
of  Chrysler  common  stock  to  be  set  aside  for 
purchase  by  the  principal  officers  and  key 
employees  of  the  corporation  and  its  sub¬ 
sidiaries.  No  more  than  45,000  shares  could 
be  granted  to  a  single  employee.  A  com¬ 
mittee  of  directors  not  eligible  to  receive  such 
options  was  authorized  to  award  the  op¬ 
tions  at  a  price  not  less  than  95  percent 
of  the  fair  market  value  of  the  stock  on 
the  date  of  grant.  On  January  4,  1962,  the 
minimum  option  price  was  raised  to  100  per¬ 
cent  of  the  fair  market  value  of  the  stock. 

The  plan  originally  provided  that  no  op¬ 
tion  could  be  exercised  in  whole  or  in  part 
until  after  the  holder  of  the  option  had  been 
employed  by  the  corporation  (or  a  sub¬ 
sidiary)  for  at  least  1  year  after  the  date  of 
grant.  At  the  end  of  the  first  year  the  hold¬ 
er  could  purchase  up  to  one-third  the  to¬ 
tal  number  of  shares  subject  to  his  option, 
at  the  end  of  the  second  year  up  to  two- 
thirds,  and  at  the  end  of  the  third  year  he 
could  purchase  up  to  100  percent  of  the 
shares  covered.  The  period  of  the  option 
was  limited  to  10  years.  The  conditions  of 
exercise  were  later  amended  (1958)  to  pro¬ 
vide  that  options  could  be  exercised,  in 
whole  or  in  part,  after  the  holder  had  been 
in  continuous  employ  at  least  18  consecu¬ 
tive  months  after  the  date  of  grant.  There¬ 
after  he  could  exercise  options  (except  in 
the  case  of  death)  only  if  he  remained  con¬ 
tinuously  employed  through  the  date  of  ex¬ 
ercise. 

On  January  4,  1962,  significant  changes 
were  made  in  the  terms  of  exercise  of  new 
options.  An  employee  receiving  new  options 
after  that  date  was  required  to  remain  in  the 
continuous  employ  of  the  corporation  or  of  a 
subsidiary  for  12  consecutive  months  before 
he  could  exercise  any  part  of  the  option; 
thereafter  he  may  not  buy  more  than  20 
percent  of  the  shares  covered  before  the  sec¬ 
ond  anniversary  of  the  date  of  grant,  more 
than  40  percent  before  the  third  anniversary, 
more  than  60  percent  before  the  fourth  an¬ 
niversary,  or  more  than  80  percent  before  the 
fifth  anniversary.  Options  granted  before 
January  4,  1962,  however,  could  continue  to 
be  exercised  in  whole  or  in  part  after  a  period 
of  18  months  from  the  date  the  option  was 
granted. 


The  plan  originally  contained  a  provision 
that  the  person  exercising  the  option  must 
represent  in  writing  that  he  intends  to  ac¬ 
quire  the  shares  for  investment  purposes 
and  not  with  a  view  to  their  distribution. 
After  the  annual  stockholders’  meeting  of 
March  5,  1962,  the  board  of  directors,  on  rec¬ 
ommendation  of  the  stock  option  committee, 
deleted  this  provision  for  outstanding  op¬ 
tions  as  well  as  for  all  options  granted  in  the 
future. 

Shares  sold  under  the  plan  may  be  either 
authorized  and  unissued  shares  or  issued 
shares  reacquired  by  the  corporation;  i.e., 
Treasury  stock.  Only  authorized  and  un¬ 
issued  shares  have  been  used  for  this  pur¬ 
pose.  The  purchase  price  for  the  shares  ac¬ 
quired  under  an  option  must  be  paid  in  full, 
in  cash,  upon  exercise.  Because  of  the  siz¬ 
able  investment  entailed,  many  officers  fi¬ 
nance  the  purchase  of  stock  through  bank 
loans. 

In  the  event  of  a  change  in  the  outstand¬ 
ing  common  stock  of  the  corporation  by  rea¬ 
son  of  a  stock  dividend,  splitup,  recapitali¬ 
zation,  merger,  or  consolidation,  the  board  of 
directors  or  the  stock  option  committee  may 
make  appropriate  adjustment  in  the  aggre¬ 
gate  number  of  shares  available  under  the 
plan,  the  maximum  number  of  shares  which 
may  be  granted  to  any  individual,  the  num¬ 
ber  of  shares  subject  to  each  outstanding 
option  and  the  option  price. 

No  option  may  be  granted  under  the  plan 
after  April  30,  1967.  Prior  to  that  date  the 
board  of  directors  may  amend  the  plan  in 
any  respect  or  terminate  the  plan.  But  they 
may  not  increase  the  maximum  number  of 
shares  to  be  sold  under  the  plan,  or  to  any 
one  individual,  reduce  the  minimum  option 
price,  or  extend  the  period  during  which  op¬ 
tions  may  be  granted  or  exercised  without 
further  approval  of  the  stockholders.  Nor 
may  the  board  of  directors,  without  approval 
of  stockholders,  reduce  the  option  price  of 
an  outstanding  option  or  cancel  an  outstand¬ 
ing  option  and  grant  a  new  option  at  a  lower 
price  to  replace  it.  Termination  or  amend¬ 
ment  of  the  plan  may  not,  without  the  con¬ 
sent  of  the  holder  of  any  option  outstanding, 
terminate  any  employee’s  option  or  mate¬ 
rially  or  adversely  affect  his  rights  under  the 
option. 

On  January  10,  1963,  subject  to  the  ap¬ 
proval  of  the  stockholders,  the  board  of  di¬ 
rectors  amended  the  plan  to  increase  to 
650,000  shares  the  maximum  number  of 
shares  covered.  This  number  was  doubled  in 
accordance  with  the  stock  split  effected 
April  19,  1963,  and  redoubled  to  2,600,000 
shares  with  the  second  stock  split  approved 
by  stockholders,  effective  December  20,  1963. 
Shares  reserved  for  options  represented  3.25 
percent  of  authorized  capital  stock. 

2.  OPTION  GRANTS  AND  PRICES  1952-63 

Options  were  first  granted  under  the  plan 
on  May  1,  1952,  for  84,000  shares  of  common 
stock  at  a  price  of  $69.35.  These  awards 
were  followed  on  June  19,  1952,  by  addi¬ 
tional  grants  of  75,250  shares  at  a  price  of 
$73.51.  Further  grants  were  not  made  until 
May  5,  1955,  when  options  covering  97,250 
shares  were  granted  at  a  price  of  $77.07. 
These  grants  were  followed  by  options  cover- 
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ing  64,000  shares  on  August  2,  1956,  at  a  price 
of  $61.52.  An  additional  grant  of  34,500 
shares  was  made  April  25,  1957,  at  a  price  of 
$75.71.  Thus,  through  1957,  option  awards 
covered  a  total  of  355,000  shares  (1,420,000 
shares  after  adjustment  for  subsequent  stock 
splits) . 


By  August  31,  1958,  options  covering  only 
23,500  shares  were  exercised;  63,500  shares 
covered  by  options  lapsed  through  the  death 
of  the  holder  or  otherwise,  and  320,500  shares 
remained  unexercised.  The  status  of  the 
plan  at  that  time  is  shown  by  the  following 
table : 


Date  of  grant 

Option  price 
per  share 

Number  of 
shares 
covered 
by  options 
exercised 

Number  of 
shares 
covered 
by  options 
lapsed  1 

Number  of 
shares 
covered 
by  options  . 
outstanding 

Latest  date 
of  expira¬ 
tion  2 

May  1, 1952  . . . _ . - 

$69. 35 
73.  51 
77.07 
61.52 
75.  71 

21,311 

2,129 

31.500 

19.500 

12. 500 

62, 189 
73, 121 
86,  750 
63,  940 
34,500 

Apr.  30,1962 
June  18, 1962 
May  4, 1965 
Aug.  1, 1966 
Apr.  24,1967 

June  19, 1952.. _ 

May  5,  1955  _  _ 

Ang  2,  1956  _  __  _ _  _ 

60 

Apr.  25,  1957  _ _ _ — 

Total  _ 

23, 500 

63,500 

320,500 

1  Through  death  of  holder  or  otherwise.  These  shares  became  available  for  subsequent  options. 

2  Provided  holder  of  option  remains  in  employ  of  the  corporation  (or  of  a  subsidiary). 

Source:  Chrysler  Corp.,  notice  of  annual  meeting  of  stockholders,  Mar.  11,  1959. 


By  this  time,  because  of  the  declining  price 
of  Chrysler  stock,  the  options  had  tended  to 
lose  their  value  to  the  employee  and  their 
usefulness  as  a  means  of  retaining  desirable 
personnel.  The  average  market  value  of 
Chrysler  stock  during  the  preceding  12 
months  had  declined  to  less  than  80  percent 
of  the  fair  market  value  of  stock  on  the 
dates  that  the  foregoing  grants  were  made. 
Taking  advantage  of  the  reset  provisions  of 
the  Internal  Revenue  Code,  the  stock  option 
committee  lowered  to  $52.49  the  option  price 
covering  245,111  shares  previously  granted 
May  1,  1952,  June  19,  1952,  May  5,  1955,  and 
April  25,  1957,  at  prices  ranging  from  $69.35 
to  $75.71  per  share.  This  action  was  con¬ 
ditional  upon  the  surrender  for  cancellation 
by  the  employees  of  their  old  options.  On 
January  8,  1959,  the  committee  also  granted 
new  options  at  $49.94  a  share  to  replace  those 
previously  granted  August  2,  1956,  at  a  price 
of  $61.52.  Each  holder  of  these  newly 
granted  options  could  exercise  them  after  a 
continuous  period  of  employment  of  18 
months  from  the  new  date  of  grant. 

Because  of  changes  in  management  assign¬ 
ments  since  the  original  options  were 
granted,  the  size  of  the  options  held  by  many 
individual  employees  no  longer  reflected 
their  management  responsibilities.  The 
stock  option  committee,  therefore,  did  not 
modify  all  outstanding  options  “across  the 
board”  but  considered  each  case  individually 
and  adjusted  the  number  of  shares  optioned 
to  each  holder  in  accordance  with  his  new 
responsibilities.  In  addition  to  the  above 
adjustments  of  previously  existing  options 
(involving  the  surrender  of  the  old  options 
for  cancellation)  the  stock  option  committee 
granted  options  on  September  11,  1958,  to  21 
oflicers  and  employees  to  purchase  28,750 
shares  of  stock  at  $52.49  a  share,  and  on 
January  8,  1959,  to  5  officers  to  purchase 
45,d00  shares  of  Chrysler  stock  at  $49.94  a 
share.  On  December  3,  1959,  options  were 
granted  to  12  persons  covering  a  total  of 
30,750  shares  at  $61.22  a  share. 

By  March  5,  1962,  none  of  the  newly 
granted  options  had  been  exercised.  At  that 


time  options  were  held  by  86  officers  arid 
employees  to  purchase  in  the  aggregate 
307,396  of  Chrysler  common  stock;  69;104 
shares  remained  available  for  future  grants. 
Of  the  original  400,000  of  common  stock 
reserved  under  the  plan,  options  covering 
23,500  shares  had  been  exercised  (prior  to 
1959).  It  was  not  until  January  1963,  that 
any  of  the  new  options  was  exercised  by 
directors  and  officers  of  the  corporation. 

Table  1  summarizes  the  total  number  of 
shares  covered  by  option  grants  through 
December  31,  1963,  together  with  their  price. 
Because  of  the  2  for  1  stock  splits  of  April 
19,  1963,  and  December  20,  1963,  the  number 
of  shares  and  option  prices  are  adjusted 
to  reflect  the  situation  at  December  31,  1963. 
Through  this  period  all  directors  and  of¬ 
ficers  received  options  covering  the  equi¬ 
valent  of  1,112,584  shares,  of  which  the  of¬ 
ficers  who  were  directors  received  603,984 
shares.  No  information  is  available  on  the 
total  number  of  shares  covered  by  options 
granted  all  employees. 

3.  VALUE  OP  OPTIONS  EXERCISED,  1963 

As  was  indicated  above,  none  of  the  new 
options  was  exercised  until  January  1963. 
By  the  end  of  the  year  all  officers  of  the 
corporation  (29)  exercised  options  covering 
480,800  equivalent  number  of  $6.25  par  value 
shares.  All  executives,  including  the  above 
oflicers,  purchased  876,000  shares  covered  by 
options  (table  2).  The  total,  value  of  these 
options  at  the  time  of  exercise  was  $13,- 
658,979.  This  amount  represented  the  dif¬ 
ference  between  the  option  price  and'  the 
market  value  of  the  shares  at  that  time. 

Officers  who  were  directors  of  Chrysler 
exercised  options  with  a  value  of  $3,891,811. 
Of  these,  the  options  exercised  by  Mr.  Love, 
chairman,  had  a  value  of  $1,281,614,  almost 
one-third  of  benefits  realized  by  this'group. 
The  value  of  Mr.  Townsend’s,  president, 
amounted  to  $667,483,  Mr.  Quinn’s,  $632,298, 
Mr.  Misch’s,  $481,981,  and  Mr.  Bright’s,  $500,- 
175  (table  2). 

It  is  of  some  interest  to  know  how  option 
benefits  realized  by  the  sale  of  optioned  stock 
(the  spread  between  market  value  and  option 
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4>rioe  at  time  of  exercise),  and  similar  un¬ 
realized  benefits  on  stock  acquired  under 
option  but  not  yet  sold,  compare  with  com¬ 
pensation  received  by  the  principal  execu¬ 
tives  of  Chrysler.  Since  the  period  might 
properly  be  considered  to  date  from  1958 — 
when  new  options  were  granted  in  connec¬ 
tion  with  the  resetting  of  prices — salaries  and 
bonuses  received  over  the  6-year  period,  1958- 
63,  are  taken  as  a  basis  of  comparison.  Al¬ 
though  there  were  significant  variations 
among  the  principal  executives,  the  realized 
and  unrealized  value  of  options  exercised  by 
the  seven  top  officers  almost  exactly  equaled 
the  salaries  and  bonuses  they  received  over 
this  period,  excluding  the  1963  bonus  yet  to 
be  determined  (table  3). 

During  this  6-year  period  there  was  also 
an  increase  in  the  regular  compensation  of 
Chrysler’s  officers  (table  4).  In  part,  this 
increase,  particularly  in  the  case  of  Messrs. 
Townsend  and  Leary,  was  occasioned  by  an 
appreciable  increase  in  responsibility.  Ex¬ 
cluding  the  new  chairman,  G.  H.  Love,  total 
salary  and  bonuses  of  the  top  six  officer- 
directors  more  than  doubled,  from  a  total  of 
$452,000  in  1958  to  $917,600  in  1962.  In  addi¬ 
tion,  increases  in  the  salaries  of  some  officers, 
as  well  as  an  anticipated  increase  in  bonuses 
awarded  in  1963,  should  bring  their  1963 
compensation  to  well  above  the  1962  total. 

The  option  benefits  of  G.  H.  Love,  chair¬ 
man,  represented  about  83.3  percent  of  his 
total  compensation,  and  those  of  E.  C.  Quinn 
and  L.  A.  Townsend,  president,  j  about  51 
percent  of  their  total  compensation  (includ¬ 
ing  the  option  benefits).  / 

As  of  December  31,  196?;  substantial 

options  remained  unexercise^.  Outstanding 
options  of  all  employees  jtre  estimated  at 
885,684  shares,  of  which  638,184  shares  were 
covered  by  options  held  b j  officers  (table  5). 
These  represented  over  one-half  the  number 
of  shares  covered  by  opt/ons  granted  over  the 
period.  At  the  end  dt  1963  the  seven  top 
officers  still  held  onions  covering  347,184 
shares,  or  about  57  percent  of  those  received 
since  1958. 

Under  the  terms  of  the  grant  not  all  of  the 
options  outstanding  December  31,  1963,  could 
be  exercised  by  that  time.  Although  those 
granted  prior  to  January  4,  1962,  could  have 
been  evercised  in  full,  those  granted  after 
this  date  could  be  exercised  only  over  a  period 
of  5  years,  and  not  over  20  percent  could  be 
exercised  before  the  second  anniversary  of 
the  grant.  Thus,  all  but  302,400  shares  of 
those  Issued  to  the  directors  and  officers  dur¬ 
ing  the  period  could  have  been  exercised; 
exercisable  options  of  officers  covering  335,- 
784  shares,  therefore,  remain  unexercised  at 
the  end  of  1963.  No  information  is  avail¬ 
able  on  the  number  of  options  exercisable 
by  all  optionees. 

4.  SALES  OP  OPTION  STOCK,  1963 

(a)  Shares  sold 

During  the  second  half  of  1963,  Chrysler’s 
officers  sold  substantial  amounts  of  the  stock 
they  acquired  through  the  exercise  of  options 
during  the  first  half  of  the  year.  In  most 
cases  they  sold  the  stock  shortly  after  the 
6-month  holding  period  that  would  qualify 
them  for  long-term,  capital-gains  tax  treat¬ 
ment. 

Reports  of  officers  filed  with  the  SEC  show 
that  in  1963  they  sold  about  33  percent  of 


the  stock  acquired  during  this  year  (table 
6).  One -third  of  the  officers  reporting,  in¬ 
cluding  G.  H.  Love,  chairman,  retained  all 
the  stock  purchased  through  options. 
Others  sold  up  to  75  percent,  including  P.  C. 
Ackerman,  75  percent;  W.  S.  Simmons,  67.5 
percent;  Robert  Anderson,  60  percent;  and 
Messrs.  Misch,  Quinn,  Bogan,  and  O’Brien, 
about  50  percent.  L.  A.  Townsend,  presi¬ 
dent,  disposed  of  63.8  percent  of  the  stock 
he  acquired  during  this  period.  Although 
R.  S.  Bright  sold  stock  not  identified  as  op¬ 
tion  stock,  his  sales  amounted  to  40  percent 
of  the  stock  he  acquired  through  options, 

(b)  Gains  realized 

Substantial  gains  were  realized  by  the  of¬ 
ficers  of  Chrysler  on  the  sale  of  their  stock 
in  1963.  All  officers  as  a  group  are  estimated 
to  have  realized  $4.2  million  gain,  before  tax 
(table  7).  ’  After  deduction  of  capital  gains 
tax  at  the  alternative  rate,  net  gains  are 
estimated  at  $3.2  million. 

The  top  seven  officers  realized  total  gams 
of  $2.7  million.  Individual  gains  ranged  to 
as  high  as  $744,000,  for  L.  A.  Townsend, 
$507,234  for  F.  W.  Misch,  and  $625,982  for 
E.  C.  Quinn.  Although  R.  S.  Bright  did  not 
sell  stock  purchased  through  options,  his 
gain  would  have  amounted  to  $376,530  if 
figured  on  the  basis  of  stock  so  acquired. 
Mr.  Love  did  not  sell  any  of  his  holdings. 

The  magnitude  of  the  gains  reflected  not 
only  the  low  option  price  in  comparison 
with  market  price  at  the  time  of  exercise, 
but  also  the  sharp  rise  in  price  of  Chrysler 
stock  since  that  time.  Of  the  total  gains 
of  $2.7  million  realized  by  the  top  seven 
officers  $1.5  million  reflected  the  rise  in  mar¬ 
ket  price  over  the  option  price  at  time  of 
exercise. 

According  to  the  chairman,  Mr.  Love,  the 
large  sales  of  stock  are  explained  by  the 
necessity  of  paying  the  corporation  the  full 
option  price  at  time  of  purchase.  Since  this 
usually  requires  borrowing  from  banks  and 
other  sources  to  finance  the  purchase,  it  is 
necessary  for  the  optionees  to  sell  a  portion 
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of  the  shares  acquired  in  order  to  repay  the 
loans.  The  6-month  holding  period  com¬ 
plies  with  SEC  rules  and  with  provisions  of 
the  Internal  Revenue  Code  to  qualify  as 
long-term  gains. 

(c)  Total  realized  and  unrealized  gains,  1963 

In  addition  to  the  gain  actually  realized 
on  sale  of  Chrysler  stock,  the  officers  also  ex¬ 
perienced  substantial  appreciation  in  the 
value  of  stock  acquired  during  1963  and  still 
held  at  the  end  of  the  year.  The  value  of 
the  unrealized  gain  on  such  holdings  of  the 
seven  top  officers  of  the  corporation  at  De¬ 
cember  31,  1963,  is  estimated  at  $4,649,992, 
of  which  G.  H.  Love’s  holdings  accounted 
for  almost  one-half  (table  8) .  About  50  per¬ 
cent  ($2.3  million)  of  the  appreciation  took 
place  after  the  exercise  of  the  options. 

Taking  into  account  realized  and  unreal¬ 
ized  appreciation  on  option  stock  purchased, 
the  total  value  of  the  seven  top  officers’ 
wealth  was  enhanced  through  the  exercise 
of  options  by  an  estimated  $7.3  million. 
After  tax  on  gains  realized,  the  net  increase 
in  wealth  was  $6.7  million. 
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Including  the  $4  8  million  value  of  op¬ 
tions  exercisable  at  the  end  of  the  year, 
total  realized  and  unrealized  gains  on  op¬ 
tions  of  the  top  officers  amounted  to  $12.2 
million  (table  8). 

5.  THE  RECORD  OF  EARNINGS  AND  STOCK  PRICES 

__  1 

The  substantial  stock  option  benefits  real¬ 
ized  by  Chrysler’s  officers  are  attributable  to 
the  recovery  in  the  company’s  earnings  and 
the  value  of  its  stock  since  1958.  After 
plugging  from  $3.44  per  share  in  1957  to  a 
deficit  of  $0.97  per  share  in  1958  (based  on 
the  equivalent  number  of  $6.25  par  value 
shares  outstanding)  earnings  rose  to  $1.81 
per  share  in  1962  and  to  probably  double  this 
amount  in  1963  (table  9)  (1963  earnings  have 
not  been  reported  but  amounted  to  $100  mil¬ 
lion  in  the  first  9  months,  against  $65  mil¬ 
lion  for  the  full  year  1962).  Dividends  per 
share  dropped  from  $1  in  1957  to  a  low  of 
$0.25,  and  were  restored  to  $1  in  1963. 

Reflecting  Chrysler’s  improved  earnings 
outlook,  the  market  value  of  its  stock  rose 
from  a  low  of  $11  in  1958  to  a  high  of  about 
$50  in  1963  (after  adjusting  for  stock  splits) . 
Since  most  of  the  options  were  exercised  at 
prices  ranging  between  $10.79  and  $13.1225, 
and  the  stock  sold  at  prices  ranging  between 
$30.8125  and  $45  in  1963,  the  gains  were  very 
substantial.  The  closing  December  31,  1963, 
market  price  was  $41,625  (adjusted  for  the 
*  2  for  1  split  on  December  20) . 

The  improved  profit  of  Chrysler’s  op¬ 
erations  since  1958  is  largely  explained  by 
the  increase  in  its  passenger  car  output  from 
581,244  cars  to  1,047,722  in  1963.  The  effi¬ 
ciency  of  its  operations  was  also  improved 
through  severe  cost-cutting  measures.  How¬ 
ever,  it  did  not  succeed  in  improving  Its 


market  share  in  1963  over  the  13.7  percent 
held  in  1958.  Although  this  was  somewhat 
higher  than  the  low  point  of  10.3  percent  in 
1962,  it  fell  below  the  20-percent  mark  in 
1957  and  15.2  percent  in  1960.  The  record 
of  automobile  production  over  this  period  is 
shown  below: 


U.S.  production  of  passenger  cars,  1957-63 


Total 

United 

States 

Chrysler 

Chrysler 
percent  of 
total 

1957 . . 

6, 120,029 

1,  223, 035 

20. 

1958 _ 

4,  247,  371 

581,244 

13. 

1959 _ 

5,  599,  468 

737,  799 

13. 

1960 _ 

6,  703, 108 

1,019,  295 

15. 

1961 _ 

5,  522,  019 

648,  670 

11. 

1962 _ 

6,  943,  334 

716,  809 

10. 

1963 _ 

77644,  350 

1,  047,  722 

13. 

6.  NET  INCREASE  IN  HOLDINGS  DURING  1963 

Despite  the  large  sales  of  stock  acquired 
through  options,  Chrysler  officers  still  re¬ 
tained  a  substantial  interest  in  their  cor¬ 
poration  at  the  end  of  1963.  And  this  in¬ 
terest  represented  a  considerable  increase 
over  their  holdings  in  the  past.  The  num¬ 
ber  of  shares  still  held  by  officers  reporting 
to  the  SEC,  compared  with  those  held  at 
the  beginning  of  the  year,  are  shown  in  table 
10.  At  the  end  of  1963  this  group  of  officers 
held  a  total  of  334,132  shares — 6.9  times  the 
number  held  before  the  exercise  of  options 
in  1963.  Although  most  of  these  officers 
held  options  to  purchase  additional  shares 
before  the  end  of  the  year,  it  was  necessary, 
under  SEC  rules,  for  them  to  wait  6  months 
after  they  sold  their  corporation’s  stock  be¬ 
fore  acquiring  additional  stock. 
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Table  1. — Number  of  shares  covered  by  options  granted,  dates  granted,  and  the  option  prices  per  share  1 
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ot  including  1963  bonus  yet  to  be  determined.  Source:  Chrysler  Corp. 

ifference  between  market  value  of  stock  and  option  price  at  time  of  exercise. 


Table  4. — Salaries  and  bonuses  of  present  officers  who  are  directors ,  1958-6S 
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1  Equivalent  number  of  $6.26  par  value  shares,  after  adjustment  for  stock  splits  Source:  Chrysler  Corp. 
Apr.  19  and  Dec.  20, 1963. 


Table  6. — Number  of  shares  1  covered  by  options  exercised  and  shares  sold  by  officers  reporting  to  SEC,  Jan.  1  to  Dec.  31,  1963 
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1  Equivalent  number  of  $6.26  par  value  shares,  after  adjustment  for  stock  splits  Apr.  •  Not  available. 

19  ana  Dec.  20,  1903.  _  _  ,  _  , 

*  Not  identified  as  option  stock*  Source:  Chrysler  Oorp.  and  SEC  reports* 


Table  8. — Realized  and  unrealized  gain  on  option  stock  purchased  "by  officers-directors  during  1963  and  value  of  options  exercisable  at 

Dec.  31,  1963 
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Tabus  9. — Earnings,  dividends  and  market 
prices  per  share  of  Chrysler  stock,  1952-63  1 


Earn¬ 

ings 

Divi¬ 

dends 

Price  range 

High 

Low 

1952 . 

$2.26 

$1.50 

$2454 

$17 

1963 . 

2.15 

1.50 

24  H 

14% 

1954 . 

.53 

1.125 

18% 

14 

1955 . 

2.88 

1.00 

25  54 

10% 

1956 . . 

.58 

.75 

21% 

16 

1967 . . . 

3.44 

1.00 

20% 

13 

1958. . . . 

d  .97 

.375 

14% 

11 

1959 . . 

d  .16 

.25 

18% 

1254 

1960 . . . 

.91 

.376 

18 

954 

1961.... . . 

.31 

.25 

14% 

954 

1962 . . . 

1.81 

.25 

18% 

954 

1963 . . . 

(*) 

1.00 

49% 

19 

1  Equivalent  number  of  $6.25  par  value  shares,  after 
adjustment  for  stock  splits  Apr.  19  and  Dec.  20,  1963. 


*  Not  available. 


Table  10. — Chrysler  stock 1  held  by  officers  at 
Dec.  31,  1963,  and  prior  to  1963 


Number  of  shares 
held  » 


Prior  to  Dec.  31, 
1963  1963 


Officers  who  are  directors: 

Paul  C.  Ackerman . 

R.  8.  Bright . . 

John  D.  Leary . 

George  H.  Love . 

F.  W.  Misch . 

E.  C.  Quinn . 

Lynn  A.  Townsend . 

Total . . ... 

Other  officers  reporting  to  SEC: 

R.  Anderson... . . . 

W.  S.  Blakeslee . 

B.  W.  Bogan... . . . . 

H.  E.  Chesebrough.. . 

E.  P.  Engel . . . 

E.  N.  Graham . . . 

G.  T.  Higgins . . . 

D.  W.  Kendall . 

J.  F.  Kerigan _ _ 

A.  G.  Loofburrow... . 

I.  J.  Minnett . 

T.  F.  Morrow . 

B.  J.  Nichols . . 

W.  M.  O’Brien . 

W.  J.  Simmons _ 

Total.. . 

All  officers  reporting  to  SE  C . 


2,200 
14,000 
2,000 
4,800 
4. 840 
3, 028 
4,800 


8,000 
31,334 
8,242 
>84,800 
20,960 
24, 170 
16,840 


35,668 


194,346 


0 

288 

1,016 

400 

4,000 

84 

420 

0 

400 

1,120 

172 

196 

848 

188 

3,600 


3,972 
8,288 
1,372 
20,400 
16,800 
3,084 
9,420 
4,000 
5,400 
11, 120 
.8, 138 
6,600 
32,850 
2,188 
6, 164 


12,  782 
48,400 


139,786  i 
334,132  ! 


I 


*  Equivalent  number  of  $6.25  par  value  shares,  after 
adjustment  for  stock  splits  Apr.  19  and  Dec.  20, 1963. 


Source :•  Chrysler  Cprp.  and  SEC  reports. 


Mr.  GORE.  Mr.  President,  in  sum¬ 
mary,  the  report  shows  that  within  one 
7-month  period  seven  officers  of  Chrysler 
Corp.  received  option  benefits  of  some  $4 
million.  On  that  they  either  paid  a 
lower  tax  on  the  capital  gains  or,  in 
the  case  of  the  largest  beneficiary  of  all, 
no  tax  at  all. 

Mr.  President,  it  is  my  view  that  if  I 
pay  a  person  for  working  for  me  $1,000 
by  check  and  another  $1,000  by  selling 
him  stock  in  the  amount  of  $1,000  which 


he  can  on  the  same  day  sell  on  the  mar¬ 
ket  for  $2,000,  then  I  say  that  person  has 
been  compensated  in  the  amount  of 
$2,000,  the  same  as  the  man  who  has 
worked  for  1,000  hours  on  a  lathe  at  $2 
per  hour. 

The  question  is  whether  the  man  who 
receives  one-half  of  his  compensation  in 
stock  option  benefits  is  to  pay  taxes  in 
the  same  manner  in  which  the  majority 
of  American  taxpayers  pay  on  their 
wages,  salary,  and  the  income  they  re¬ 
ceive. 

In  many  ways  the  officials  of  corpora¬ 
tions  constitute  a  privileged  group.  Not 
only  do  they  have  expense  accounts  and 
many  other  benefits,  but  in  this  instance 
a  special  tax  benefit  by  which  a  whole 
crop  of  new  millionnaires  is  made  every 
year  with  the  payment  of  only  a  small  or, 
in  many  instances,  no  tax  at  all. 

I  ask  unanimous  consent  to  have 
printed  at  this  point  in  the  Record  an 
article  published  in  U.S.  News  &  World 
Report  entitled  “The  Stock  Option  Comes 
Under  Fire,”  and  an  article  published  in 
the  Harvard  Business  Review  entitled 
“Are  Stock  Options  Getting  Out  of 
Hand?” 

There  being  no  objection,  the  articles 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

[From  U.S.  News  &  World  Report,  July  11, 
I960] 

The  Stock  Option  Comes  Under  Fire 

(Do  stockholders  and  their  companies  get 
anything  In  return  for  the  expense  of  stock 
options  granted  to  key  executives? 

(That  question,  for  the  first  time,  has  Just 
been  laid  before  a  Government  agency,  the 
Securities  and  Exchange  Commission. 

(Answer  given  in  an  SEC  staff  report: 
Such  options  do  “not  necessarily  produce 
anything  of  value  to  the  stockholders.”) 

The  favorite  fringe  benefit  of  corporation 
executives,  the  stock  option,  is  under  heavy 
fire  from  the  Government  in  Washington. 

The  Securities  and  Exchange  Commission, 
policeman  of  the  securities  industry  in  this 
country,  nas  just  received  from  its  division 
of  corporate  regulation  a  report  which  argues 
that  stock  options  offer  nothing  good — either 
for  shareholders  or  for  the  public. 

This  official  assault  on  stock  options  comes 
at  a  time  when  increasing  thousands  of  cor¬ 
porations  are  using  this  method  to  give  their 
executives  added  pay  in  a  tax-favored  form. 
Industry  managers  fear  the  report — a  brief  in 
the  case  of  a  public  utility  holding  company 
pending  before  the  Commission — could  raise 
shareholders’  resistance  to  stock  options. 
the  key:  high  taxes 

To  see  how  stock  options  work,  and  why 
executives  like  them  so  well,  take  the  ex¬ 
ample  of  an  executive  with  a  $100,000  salary, 
a  wife  and  no  young  children. 

If  this  executive’s  firm  gives  him  a  salary 
raise  of  $10,000,  the  Federal  income  tax  will 
take  away  $7,200  of  it.  That  leaves  him 
$2,800,  or  little  more  than  a  fourth  of  his 
pay  raise,  to  spend  or  invest  for  himself. 
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Suppose,  instead,  that  under  an  option 
plan  the  firm  issues  to  the  executive  for 
$15,000  a  block  of  shares  that  sells  on  the 
market  for  $17,500.  The  executive  pays  a 
tax  of  something  over  $600  on  his  $2,500 
profit,  and  keeps  a  bit  less  than  $1,900.  Cost 
to  the  corporation,  says  the  SEC  report,  is 
the  $2,500  discount  at  which  it  sold  the 
stock.  And  that  cost,  not  to  be  deducted  in 
figuring  the  corporation’s  tax,  is  greater  than 
the  $2,400  that  it  cost  to  give  the  executive 
an  added  $1,900  in  after-tax  salary. 

What  all  this  means,  says  the  SEC  report, 
is  that  only  where  executives  have  incomes 
of  around  $65,000  or  more  is  it  true  that 
added  pay  can  be  granted  more  cheaply 
through  stock  options. 

HOW  INVESTORS  FARE 

Do  the  owners  of  a  corporation,  the  share¬ 
holders,  get  their  money’s  worth  from 
options? 

The  SEC  report  says  there  is  no  assurance 
this  will  be  the  case. 

Stockholders  lose,  claims  the  report,  when 
corporations  sell  shares  to  their  executives  at 
prices  substantially  below  the  market  price, 
at  which  the  stockholders  themselves  can 
buy.  Such  sales  “dilute”  the  worth  of  the 
stockholders’  Bhares  “in  terms  of  investment 
value  and  net  earnings  per  share,”  and  affect 
shareholders  “adversely,”  the  report  says. 

The  brief  also  contends  that,  where  share¬ 
holders  have  a  “preemptive”  right  to  buy  any 
shares  issued  by  their  company,  this  right  is 
lost  to  the  extent  that  a  company  issues 
stock  to  executives  at  special  discounts. 

What  do  the  owners  get  in  return  for  the 
cost  of  stock  options? 

Here  is  the  .SEC  report’s  answer:  “The 
‘compensation’  given  the  employee  by  way  of 
stock  options  does  not  necessarily  produce 
anything  of  value  to  the  stockholders.” 

{P.  2140 ] 

[From  Harvard  Business  Review,  November- 
December  1960] 

Are  Stock  Options  Getting  Out  of  Hand? 

(By  Erwin  N.  Griswold) 

(Editor’s  Note. — Dean  Griswold  has  pre¬ 
pared  his  views  on  stock  options  for  two 
different  audiences.  Late  last  year,  at  the 
request  of  the  House  Committee  on  Ways  and 
Means,  he  wrote  a  paper  entitled  “The  Mys¬ 
terious  Stock  Option”  for  tax  specialists  and 
lawyers.  It  was  published  in  “Tax  Revision 
Compendium.”  In  the  present  article,  writ-  , 
ten  at  our  request,  he  develops  the  implica¬ 
tions  of  his  views  for  businessmen.) 

Stock  options  have  become  a  part  of  Amer¬ 
ican  corporate  mores — to  such  an  extent, 
perhaps,  that  it  is  not  possible  to  think  very 
wisely  about  them  without  considerable  ef¬ 
fort.  In  some  quarters  they  are  taken  for 
granted,  without  any  real  thought  being 
given  to  all  of  the  factors  involved.  Quite 
generally,  they  have  become  status  symbols. 
The  corporate  executive  either  has  a  stock 
option  and  thinks  it  is  fine,  or  he  wants  to 
have  one  and  thinks  it  would  be  very  fine 
indeed  if  he  did. 

It  is  hard  to  put  one’s  finger  on  the  prob¬ 
lems  in  the  area  of  stock  options.  Few  things 
in  the  tax  law  are  as  vague  and  intangible  as 
the  provisions  relating  to  these  grants.  A 
recent  commentator  has  summarized  the 
matter  in  these  words: 


“The  following  quotation,  usually  attrib¬ 
uted  to  Lincoln,  best  appears  to  sum  up  the 
policies  for  and  against  the  restricted  stock 
option  provisions  of  the  Internal  Revenue 
Code:  ‘People  who  like  this  sort  of  thing 
will  find  this  the  sort  of  thing  they  like.’  ” 1 

It  is  time,  it  seems  to  me,  for  some  very 
careful  thinking  to  be  done  about  stock  op¬ 
tions.  There  are  very  definite  signs  that  they 
may  be  getting  out  of  hand',  and  they  should 
certainly  not  be  taken  for  granted.  They 
tend  to  provide  their  own  anodyne  for  the 
pains  of  thought  and  fiduciary  responsibility, 
particularly  among  corporate  managers. 
optional  illusions 

In  some  respects,  the  stock  option  problem 
is  primarily  a  tax  problem.  However,  it  also 
becomes  a  problem  of  corporate  manage¬ 
ment — and  to  a  very  considerable  extent,  or 
so  it  seems  to  me,  one  of  corporate  morality. 

Let  us  look  at  some  of  the  aspects  of  stock 
options  under  the  existing  tax  law. 

INHERENTLY  DISCRIMINATORY? 

The  provisions  granting  tax  benefits  to 
pension,  profltsharing,  and  stock-bonus 
plans  must,  by  the  terms  of  the  statute,  and 
within  limits  fixed  by  Congress,  be  nondis- 
criminatory;  that  is,  they  must  be  propor¬ 
tionately  available  to  a  substantial  number 
of  the  employees  of  an  enterprise,  reasonably 
classified,  and  all  within  the  Treasury  De¬ 
partment’s  rules  for  an  approved  pension 
plan.  In  technical  terms,  they  must  "quali¬ 
fy”  under  the  mildly  stringent  terms  pro¬ 
vided  in  the  statute  for  such  plans. 

But  the  provision  of  stock  options,  by  sharp 
contrast,  may  be  as  discriminatory  as  the 
employer  desires.  They  can  be  limited  to  one 
employee  or  a  few  employees,  and  ordinarily 
they  are.  Even  among  the  group  of  em¬ 
ployees  who  are  granted  options,  some  may 
receive  options  for  a  large  number  of  shares 
and  others  for  a  small  number.  In  the  case 
of  pensions,  Congress  sought  to  assure  that 
the  plan  would  be  a  genuine  plan  for  pen¬ 
sions  by  requiring  that  it  be  nondiscrimina- 
tory.  In  the  case  of  stock  options,  there  is 
no  such  assurance  at  all. 

Thus  we  see  that  stock  options  fall  outside 
the  general  safeguards  provided  in  the  case 
of  other  employee-benefit  plans.  They  are 
in  a  special  class,  though  Just  why  this 
should  be  is  far  from  clear,  and  has  never 
been  stated  by  the  congressional  commit¬ 
tees  which  developed  these  provisions.  In  a 
tax  law  which  seeks  generally  to  impose  taxes 
on  a  basis  of  equality  and  fairness,  it  seems 
odd  that  there  should  be  this  special  pro¬ 
vision  which  stimulates  discrimination,  and 
on  a  rather  grand  scale. 

TAXABLE  OR  NOT? 

A  stock  option  holder  may  buy  shares  of 
stock  at  the  price  stated  in  the  option.  Ob¬ 
viously,  the  option  is  attractive  only  if  the 
price  is  lower  than  the  fair  market  value  of 
the  stock  at  the  time  of  exercise.  Thus, 
when  the  stock  option  is  useful,  it  enables  the 
employee  to  make  a  bargain  purchase  of  the 
stock. 


1  Edward  S.  Schlesinger,  “Selected  Prob¬ 
lems  in  the  Use  of  Restricted  Stock  Options,” 
36  Taxes  709,  756  (1958). 


3394 


Ordinarily,  bargain  purchases  made  by  an 
employee  fronq  his  employer  result  in  income, 
taxable  at  ordinary  rates.  They  are  simply 
a  form  of  compensation  for  services  rendered. 
When  most  people  receive  something  of  sub¬ 
stantial  economic  value  as  compensation, 
they  have  to  pay  a  tax  on  the  value  of  the 
benefit  received,  regardless  of  its  form. 

In  the  case  of  stock  options,  however,  Con¬ 
gress  has  provided  a  peculiarly  complex 
scheme : 

If  the  option  price  is  at  least  95  percent 
of  the  market  value  at  the  time  the  option 
is  granted,  no  “income”  is  realized  on  the 
exercise  of  the  option.  Thus,  a  substantial 
economic  benefit  may  be  obtained,  and  re¬ 
tained  indefinitely,  without  the  payment  of  i 
any  tax.  The  economic  benefit — often  sub¬ 
stantial — obtained  on  the  exercise  of  the 
option  is  wholly  tax-free.  If  the  stock  is 
sold,  then  there  may  be  tax,  but  income 
realized  on  the  sale  of  the  stock  is  taxed  as 
a  capital  gain.  If  the  stock  is  simply  held 
until  death,  though,  there  is  no  income  tax 
at  all,  at  any  time,  no  matter  how  much  the 
actual  gain  may  have  been.  The  stock,  in 
such  an  event,  as  in  the  case  of  other  prop¬ 
erty,  passes  to  the  estate  or  beneficiary,  tak¬ 
ing  as  its  basis  in  the  new  owner’s  hands 
the  fair  market  value  at  the  time  of  death. 

“Where  the  option  price  is  between  85 
and  95  percent  of  the  fair  market 
value  of  the  stock  at  the  time  the  option  is 
granted,  a  more  complicated  rule  becomes 
applicable.  In  such  cases,  no  income  is  real¬ 
ized  on  the  exercise  of  the  option,  but  the 
spread  between  the  option  price  and  the  fair 
market  value  at  the  time  of  grant  is  taxable 
as  ordinary  income  on  any  disposition  of  the 
stock,  though  not  before  such  event.  The 
death  of  the  holder  of  the  stock  is  treated 
as  a  disposition,  so  this  amount — the  spread 
up  to  the  fair  market  value  at  the  time  of 
grant — does  become  taxable  as  ordinary  in¬ 
come  on  a  sale  or  in  the  event  of  the  death 
of  the  holder  of  the  stock. 

“As  a  matter  of  fact,  there  is  now  going 
through  Congress  an  amendment  to  the 
stock- option  provisions  under  which  the 
transfer  of  stock  on  death  to  the  widow  of 
the  employee  will  not  be  treated  as  a  dispo¬ 
sition,  so  that  no  tax  will  be  due  not  only 
while  the  employee  is  living  but  while  his 
wife  is  living,  too.  For  some  reason  it  seems 
to  be  fairly  easy  to  get  legislation  extending 
tax  benefits  in  this  area.  It  is,  of  course,  not 
surprising  that  there  does  not  seem  to  be 
a  very  effective  lobby  against  stock  options. 

“There  are  further  complexities  in  the  case 
of  a  person  who  possesses  more  than  10  per¬ 
cent  of  the  stock  of  his  employer.  In  this 
case  he  gets  the  tax  benefit  only  if  the  option 
price  is  at  least  110  percent  of  the  fair  mar¬ 
ket  value  on  the  date  when  the  option  is 
granted.  In  such  a  case,  the  option  can  be 
exercised  only  within  a  period  of  5  years. 
In  cases  of  employees  with  lesser  stock  inter¬ 
est,  the  option  can  be  exercised  over  a  period 
of  10  years. 

“In  all  cases,  the  benefits  cannot  be  ob¬ 
tained  unless  the  stock  is  held  until  at  least 
2  years  after  the  date  the  option  was  granted, 
and  for  at  least  6  months  after  the  option 
was  exercised. 

“These  time  limits  were  obviously  designed 


to  Insure  that  the  employee  would  have 
some  stake  as  a  shareholder  for  at  least  an 
appreciable  period  of  time.  However,  there 
is  often  a  way  around  requirements  of  this 
sort,  and  there  appears  to  be  one  in  this  in¬ 
stance.  The  Treasury  has  recently  ruled 
that  a  person  who  has  exercised  a' stock  op¬ 
tion  may  purchase  a  “put” — that  is,  a  right 
to  sell  the  stock  at  a  fixed  price  at  a  future 
date — and  that  this  purchase  of  a  “put”  will 
not  constitute  a  “disposition”  of  the  stock 
he  has  acquired  on  his  option.1  Thus,  atr 
relatively  small  expense,  he  may  in  many 
cases  completely  hedge  his  position,  and  as¬ 
sure  himself  that  he  will  not  suffer  from 
future  declines  in  the  price  of  the  stock." 

Truly,  this  is  a  fairyland.  The  ground  is 
strewn  with  quite  a  bit  of  gold.  But  this  is 
only  for  a  select  few,  and  in  somewhat  special 
cases.  With  care,  though,  and  in  a  suf¬ 
ficiently  stable  and  prosperous  company,  the 
benefits  can  be  very  great.  The  benefits  can 
be  received  without  any  present  income  tax, 
and  often  without  any  income  tax  at  all  (in 
cases  where  the  stock  received  is  held  by  the 
employee  until  his  death) . 

IN  SMALL  COMPANIES? 

Because  of  the  limits  to  95  percent  or  85 
percent  of  market  value — in  some  cases,  110 
percent — a  curious  consequence  develops.  It 
is  in  small  and  closely  held  companies  -that 
the  stock  option  device  may  have  its  clearest 
justification.  It  is  in  such  companies,  per¬ 
haps  in  need  of  better  management,  that  an 
outsider  can  be  brought  in  and  given  the 
real  incentive  through  a  stock  option  of 
sharing  in  the  improvement  of  the  company. 
It  is  in  such  companies,  too,  that  the  efforts 
of  an  individual  can  have  some  impact  on 
the  value  of  the  stock. 

Yet  it  is  in  Just  these  smaller  companies 
that  determination  of  the  fair  market  value 
of  the  stock  at  any  particular  date  is  most 
troublesome  and  uncertain.  "The  Treasury 
has  recently  ruled  (arid  quite  properly)  that 
it  will  not  undertake  to  fix  the  value  of  stock 
in  order  that  a  stock  option  may  qualify  as 
a  restricted  stock  option*  For  this  reason, 
it  is  extremely  difficult  to  use  stock  options 
in  the  case  of  a  closely  held  company.  If  the 
stock  goes  up  in  value,  the  employee  is  al¬ 
ways  subject  to  the  risk  that  it  will  be 
eventually  determined  that  the  value  of  his 
stock  when  the  option  was  granted  was 
higher  than  was  then  contemplated,  with 
the  result  that  the  option  price  is  outside 
the  charmed  circles  of  85  percent  or  95 
percent. 

On  the  other  hand,  in  the  case  of  a  publicly 
held  company  whose  stock  is  listed  on  the 
big  board,  there  is  no  such  problem.  The 
fair  market  value  of  the  stock  can  always 
be  determined  with  considerable  accuracy, 
from  day  to  day.  As  a  result,  it  would  appear 
that  stock  options  are  most  widely  used  by 
employees  of  such  companies.  Yet  these  are 
the  very  circumstances  where  use  of  the  de¬ 
vice  is  least  Justified,  where  the  contribution 
of  any  individual  employee  has  much  less  to 
do  with  the  value  of  the  stock  than  do  such 


2  Internal  Revenue  Bulletin,  Revenue 
Ruling  59-242,  July  20,  1959,  p.  18. 

3  “Internal  Revenue  Bulletin,”  Revenue 
Ruling  59-243,  July  20,  1959,  p.  11. 
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factors  as  general  market  conditions,  and 
where  the  option  benefit  is  most  clearly  a 
form  of  compensation. 

JUSTIFIABLE  CAPITAL  GAIN? 

Is  there  any  real  justification  for  treating 
the  spread  between  the  option  price  and  the 
fair  market  value  on  the  date  of  exercise  of 
the  option  as  a  capital  gain?  Capital  gains 
are  taxed  at  a  special  rate  for  a  variety  of 
reasons.  One  of  these  is  that  a  person  hold¬ 
ing  a  capital  asset  has  made  a  capital  in¬ 
vestment  which  is  at  risk  during  the  period 
he  has  held  it.  He  takes  the  chance  that 
the  value  will  go  down,  in  which  case  he  will 
suffer  a  loss.  Such  losses  are  not  fully  de- 
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ductible  from  income  taxes,  and  one  recom¬ 
pense  is  that  capital  gains,  when  realized,  are 
taxable  at  special  rates. 

But  the  employee  who  has  a  stock  option 
has  no  capital  investment  before  the  option 
is  exercised.  He  has  nothing  at  risk.  He 
loses  nothing  if  the  value  of  the  stock  goes 
down.  He  is  on  a  one-way  street.  If  things 
go  well,  he  gains.  If  things  go  badly,  he 
loses  nothing. 

Accordingly,  there  is  not  here  a  true  justi¬ 
fication  for  the  allowance  of  capital  gain 
rates.  Capital  gain  rates  should  be  applica¬ 
ble  to  people  who  have  capital  at  risk.  An 
employee  with  an  unexercised  stock  option 
has  nothing  at  risk.  He  has  made  no  in¬ 
vestment.  He  has  hopes  for  profit,  but  no 
risk  of  loss.  It  is  a  very  happy  situation, 
which  hardly  seems  entitled  to  special  tax 
treatment  as  well. 

Of  course,  once  the  employee  exercises  his 
option,  he  does  have  capital  at  risk,  assum¬ 
ing  he  has  made  bona  fide  payment.  Any 
fluctuation  from  the  fair  market  value  at 
the  time  he  acquires  the  stock  is  a  true 
capital  gain  or  loss,  and  should  be  treated 
accordingly.  But  this  is  not  applicable  to 
the  gain  inherent  in  the  stock  at  the  time 
he  receives  it  through  the  exercise  of  a  favor¬ 
able  stock  option. 

INCENTIVE  VALUE? 

The  basic  reason  given  for  the  allowance 
of  tax  benefits  in  the  case  of  stock  options 
is  that  they  will  provide  incentives  to  cor¬ 
porate  employees.  Generally  speaking,  there 
is  little  doubt  that  tax-free  income  is  highly 
attractive  to  anyone,  but  in  this  case  there 
are  real  difficulties  in  the  way  of  realizing 
on  the  incentive. 

Where  an  employee  has  a  stock  option,  he 
must  in  some  way  provide  the  funds  to  meet 
the  option  price  in  order  to  take  up  the 
grant.4  From  gossip  in  the  luncheon  clubs, 
one  gets  the  impression  that  this  sometimes 
presents  a  real  problem.  Indeed,  a  number 
of  instances  have  appeared  in  the  papers 
where  an  employee  had  to  sell  stock  he  al¬ 
ready  owned  in  his  employer  company  in 
order  to  raise  the  money  needed  to  take  up 
stock  at  a  favorable  price  under  an  option. 
Considering  that  one  of  the  arguments  pre¬ 
sented  in  favor  of  stock  options  is  that  they 
enable  an  employee  to  acquire  a  stake  in  his 
company,  this  is  surely  an  odd  result.  What 
is  more,  it  seems  likely  that  a  considerable 
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Stock  Purchases  by  Executives,”  HBR  March- 
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amount  of  the  sales  of  shares  by  “insiders” 
reported  to  the  Securities  and  Exchange 
Commission  may  actually  be  sales  which  are 
made  in  order  to  raise  cash  to  take  up  stock 
options.  If  this  is  true,  it  serves  to  em¬ 
phasize  the  essentially  compensatory  nature 
of  the  stock  option  scheme. 

In  other  cases,  apparently  employees  have 
real  difficulty  in  taking  up  their  options  with 
cash  because  they  are  allowed  to  pay  for 
the  stock  by  giving  a  note.  It  may  even 
be  that  in  some  cases  such  notes  are  canceled 
if  the  market  value  of  the  shares  goes  down. 
This  may  involve  returning  the  shares,  but 
the  net  result  is  favorable  to  the  employee. 

All  of  this  emphasizes  the  fact  that  the 
incentive  involved  in  stock  options  tends  to 
be  very  uncertain  and  haphazard.  If  we  are 
really  seeking  to  provide  incentive,  it  would 
seem  that  there  are  at  least  two  things  that 
we  might  do: 

( 1 )  We  might  learn  a  lot  more  about  what 
really  are  the  incentives  which  lead  people 
to  engage  in  productive  and  useful  work. 

(2)  We  might  find  a  tax  device  which 
would  provide  financial  incentive  in  a  far  less 
discriminatory  and  haphazard  form. 

It  is  no  doubt  generally  true  that  men 
are  acquisitive,  and  that  they  like  to  acquire 
economic  benefit.  It  is  perhaps  less  clearly 
true  that  men  will  work  harder  to  acquire 
a  greater  economic  benefit  after  they  are 
already  fairly  well  paid.  It  is  far  from  clear, 
though,  that  economic  gain  is  the  only  ob¬ 
jective  for  which  men  will  work,  or  work 
hard.  Large  segments  of  our  population 
work  devotedly  for  relatively  small  economic 
benefits.  It  is  also  far  from  clear  that  the 
economic  incentive  is  effective  on  a  man  who 
already  has  substantial  means,  say,  many 
millions  of  dollars.  Yet,  if  investigation 
were  made,  it  might  be  surprising  what  a 
large  proportion  of  the  benefit  from  stock 
options  goes  to  people  who  are  already  very 
well  off  in  economic  terms. 

ENOUGH  FACTS  KNOWN? 

It  is  hard  to  investigate  matters  of  this 
sort,  and  particularly  hard  for  the  private 
citizen.  About  all  that  he  can  do  is  to  rely 
a  good  deal  on  instinct  and  general  feeling. 
The  basic  fact  remains  that  we  know  vir¬ 
tually  nothing  about  stock  options — who  gets 
them,  who  exercises  them,  the  amount  of  the 
benefit  that  is  thus  obtained  without  cur¬ 
rent  tax,  and  often  without  any  tax  at  all, 
the  relation  of  this  benefit  to  the  person’s 
other  income  and  wealth,  and  the  actual 
amount  of  “incentive”  which  is  provided  by 
the  stock  option. 

It  would  be  a  very  fruitful  thing,  it  seems 
to  me,  if  Congress,  through  an  appropriate 
committee  or  the  Treasury,  were  to  investi¬ 
gate  this  matter  on  a  calm,  dispassionate, 
and  unprejudiced  basis,  simply  for  the  pur¬ 
pose  of  developing  the  facts  as  to : 

The  extent  to  which  stock  options  have 
been  used. 

The  extent  of  the  benefit  which  has  been 
obtained,  or  is  potentially  realizable. 

The  amount  of  incentive  provided  by  the 
gain  from  options  which  would  not  have 
been  available  without  the  options  or  the 
tax  benefit,  or  from  some  other  source. 

It  might  even  be  the  conclusion  that  the 
acquisitive  instinct  in  Americans  is  not  the 
one  which  should  be  encouraged  by  sub¬ 
stantial  tax  benefits. 
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HEADS  OR  TAILS  LOTTERY? 

The  basic  and  appealing  theory  behind 
the  stock  option  provision  is  the  thought 
that  a  man  might  come  into  a  company  and 
by  his  own  ability  and  efforts  improve  the 
firm’s  business  so  that  its  stock  would  greatly 
increase  in  value.  In  such  a  case,  there 
is  something  to  be  said  for  the  proposition 
that  the  man  whose  efforts  have  produced 
such  a  desirable  result  should  share  in  the 
gain.  Whether  that  share  should  be  on  a 
specially  favorable  tax  basis  is  another  mat¬ 
ter.  However,  it  might  be  that  there  should 
be  tax  concessions  where  it  is  clear  that  the 
employee’s  efforts  have  contributed  substan¬ 
tially  to  the  increase  of  the  value  of  the 
company’s  stock. 

In  certain  special,  relatively  small  cases, 
one  man’s  efforts  may  directly  affect  the 
value  of  his  employer’s  stock.  But,  as  has 
already  been  pointed  out,  many  or  most 
options  are  granted  by  very  large  corpora¬ 
tions  where  general  business  conditions 
have  far  more  to  do  with  the  value  of  the 
stock  than  do  the  efforts  of  one  man  or  any 
group  of  men. 

As  an  incentive  device,  stock  options  have 
a  very  large  element  of  lottery  in  them. 
We  have  stringent  provisions  in  our  tax  law 
aimed  against  gambling.  Yet  the  stock  op¬ 
tion  provision  turns  to  a  very  large  extent 
on  what  amounts  to  a  gamble.  When  the 
market  value  of  the  stock  goes  up,  it  is  very 
nice  and  interesting — and  stock  options  may 
lead  to  very  large  amounts  of  economic  gain, 
without  any  present  tax,  and  with  the  real 
possibility  that  there  may  never  be  any  in¬ 
come  tax  at  all. 

What  happens,  though,  when  the  market 
value  of  the  stock  goes  down,  as  it  did  in  the 
case  of  many  companies  during  1957-58?  As 
a  matter  of  fac- .  tviis  may  merely  increase  the 
incentive.  It  ;s  to  become  a  heads-I-win, 
tails-you-lose  type  of  lottery.  For  when  the 
!  market  goes  down,  the  old  options  may  be 
canceled,  and  new  options  may  be  issued  at 
the  lower  price.  Thus,  the  employee  may 
get  the  maximum  incentive  if  the  price  of 
the  stock  is  first  depreciated. 

As  a  matter  of  fact,  a  number  of  com¬ 
panies  did  do  exactly  this,  in  some  cases 
canceling  options  and  reissuing  them  at  not 
much  more  than  one-half  their  previous 
figure.  How  must  stockholders  feel  when 
they  see  such  actions  by  what  one  columnist 
called  “a  fairy  godmother  stock  option  com- 
i  mittee”?  Having  suffered  the  humiliation 
of  watching  their  holdings  drop  almost  to 
one-half,  they  must  have  read  with  mixed 
emotions  the  decision  of  the  corporation’s 
top  executives  to  spare  themselves  and  other 
employees  a  similar  indignity. 

Now  it  was  undoubtedly  not  essentially  the 
fault  of  employees  holding  stock  options  that 
the  fair  market  value  of  most  companies’ 
stock  went  down  in  1957-58.  This  was  due 
to  general  market  conditions,  and  to  forces 
quite  beyond  the  influence  of  corporate  em¬ 
ployees  generally.  In  this  respect,  the  de¬ 
cline  in  value  was  not  much  different  from 
the  increase  in  value  which  occurs  in  boom 
periods.  Yet  the  employee  with  a  stock  op¬ 
tion  is  really  sitting  very  well.  When  prices 
go  up,  he  can  exercise  his  option  and  get  a 
substantial  benefit  without  current  tax — 
very  likely  without  ever  paying  any  income 


tax.  On  the  other  hand,  when  prices  go 
down,  he  can,  with  a  little  difficulty,  get  a 
new  option  at  the  lower  price,  and  thus  have 
the  prospect  of  a  much  larger  gain  at  a  later 
date,  likewise  without  current  tax,  and  with 
the  prospect  of  no  income  tax  at  all. 

HOW  FIXED  ARE  PRICES? 

These  things  are  made  even  easier  by  pro¬ 
visions  in  the  statute  for  options  at  vari¬ 
able  prices.  Instead  of  granting  the  option 
to  buy  stock  at  a  fixed  price,  the  option  may 
provide  a  formula  based  on  market  value 
when  the  option  is  exercised.  If  this  is 
carefully  drafted,  it  can  be  an  almost  fool¬ 
proof  device — it  will  allow  the  greatest  po¬ 
tentiality  of  gain  at  the  time  when  the  price 
of  the  stock  is  lowest.  Just  how  this  fits 
in  with  the  general  incentive  philosophy  be¬ 
hind  the  stock  option  provisions,  however,  is 
far  from  clear. 

It  is  true  that  the  statute  contains  provi¬ 
sions  dealing  with  modification  of  stock  op¬ 
tions,  which  were  apparently  designed  to 
make  it  impossible  to  substitute  a  new  lower 
price  for  the  original  higher  price  specified 
when  the  option  was  granted.  But  this  pro¬ 
vision  is  -largely  negated  by  the  authority 
also  given  in  the  statute  for  options  with 
variable  prices.  It  is  negated,  too,  by  the 
simple  device  of  leaving  the  old  option  out¬ 
standing  and  granting  new  options  to  the 
favored  employees  at  the  new  reduced  price. 
This  latter  arrangement  may  present  certain 
problems  from  the  point  of  view  of  corpora¬ 
tion  law,  but  these  problems  do  not  seem  to 
have  been  insuperable  in  many  cases  where 
new  options  have  been  granted  in  recent 
years. 

DO  THEY  COST  ANYTHING? 

There  is  a  sort  of  general  assumption  that 
stock  options  do  hot  cost  the  stockholders 
anything.  No  money  is  paid  out  by  the  cor¬ 
poration.  Indeed,  the  corporation  receives 
money,  in  the  amount  of  the  stock  option 
price.  To  conclude,  however,  that  the  bene¬ 
fit  received  by  the  employee  on  the  exercise 
of  the  options  costs  nothing  to  anyone  would 
clearly  be  most  unsophisticated.  It  does  not 
take  much  analysis  to  show  that  the  exercise 
of  the  option  at  a  bargain  price  does  neces¬ 
sarily  involve  a  dilution  of  the  stock  and  has 
a  direct  cost  for  each  shareholder. 

This  cost  may  be  very  great  in  the  aggre¬ 
gate.  Indeed,  it  may  be  far  more  than  the 
shareholders  would  sustain  from  a  direct  sal- 
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ary  payment  in  the  same  amount  to  an  em¬ 
ployee.  Such  a  salary  payment  would,  among 
other  things,  be  deductible  by  the  corpora¬ 
tion  on  its  tax  return,  and  would  thus  reduce 
the  corporation’s  taxes.  But  the  issuance  of 
stock  pursuant  to  a  stock  option  gives  no  tax 
benefit  to  the  corporation,  even  though  the 
market  value  of  the  stock  may  be  far  greater 
than  the  option  price.  This  is  true  even  in 
the  cases  where  options  are  granted  at  prices 
between  85  and  90  percent  of  market  value 
where  there  is  a  tax  due  from  the  holder,  at 
ordinary  income  rates,  upon  the  disposition 
of  the  stock. 

In  this  respect,  stock  options  may  be  most 
insidious,  for  they  may  involve  a  substantial 
cost  to  the  shareholders,  of  which  they  are 
largely  unaware.  It  is  true  that  the  grant- 
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ing  of  stock  options  is  usually  authorized  by 
shareholders  at  a  stockholders’  meeting. 
But  shareholders  rarely  know  much  about 
the  exercise  of  stock  options,  and,  in  par¬ 
ticular,  they  are  given  little  direct  informa¬ 
tion  as  to  the  actual  amount  of  benefit  de¬ 
rived  from  such  exercise,  ,  either  for  indi¬ 
vidual  employees  or  in  the  aggregate. 

There  are  some  corporations  whose  stock 
comes  to  a  certain  plateau,  and  rarely  rises 
much  above  that.  Some  security  analysts  be¬ 
lieve  that  this  is  due  to  the  very  large  amount 
of  stock  options  outstanding.  In  such  cases, 
the  costs  to  the  shareholders  may  be  very 
heavy  indeed,  and  far  more  than  they  may 
ever  realize.  It  seems  odd  that  such  hidden 
costs  should  be  fostered  by  our  tax  laws  and 
tolerated  by  our  properly  strict  security  laws. 

We  should  know  much  more  about  how 
much  options  cost  shareholders.  In  addition 
to  tax  information,  the  Securities  and  Ex¬ 
change  Commission  should  require  that  de¬ 
tailed  information  about  stock  options  be 
furnished  to  shareholders,  not  only  on  the 
authorization  of  the  grants  but  also  on  their 
issue  and  especially  their  exercise. 

REACTIONS  OF  EXECUTIVES 

Points  like  the  foregoing  have,  understand¬ 
ably  enough,  stirred  up  a  good  deal  of  com¬ 
ment  and  controversy  among  people  who  are 
concerned  about  stock  options.  One  of  the 
interesting  things  about  these  comments  has 
been  the  violence  with  which  they  have  been 
presented,  on  one  side  or  the  other.  Obvi¬ 
ously,  this  is  an  area  where  emotions  are 
quite  heavily  involved.  When  that  is  the 
case,  we  should  be  very  careful.  Emotions 
have  their  place,  but  they  are  not  ordinarily 
conducive  to  good  sound  thinking. 

SHARING  THE  INCREMENT 

Over  the  past  20  years,  enormous  amounts 
have  been  made  as  capital  gains  in  the 
United  States.  Some  of  this  has  been  made 
in  real  estate,  oil,  and  other  ventures.  A 
very  large  amount,  though,  has  been  made 
by  the  holders  of  corporate  shares.  There 
are  many  companies,  listed  on  exchanges, 
whose  shares  now  sell  for  from  four  to  ten 
times  what  they  did  a  number  of  years  ago, 
and  even  more.  This  is,  of  course,  also  true 
of  many  unlisted  shares. 

In  the  case  of  listed  companies  many  of 
the  shares  are  now  held  by  persons  who  make 
little  or  no  contribution  to  the  business. 
These  include  widows,  children,  and  grand¬ 
children  of  the  founders.  Some  of  the  large 
holders  of  shares  have  developed  reputations 
as  playboys  and  playgirls.  They  have  all 
the  benefits  of  good  dividends  and  huge 
capital  gains,  but  do  nothing  to  bring  them, 
about. 

It  is  understandable  that  the  executives  of 
such  a  company,  a  new  generation,  should 
f'eel  that  it  is  really  their  work  whioh  has 
brought  about  this  increment,  and  that  they 
have  more  right  to  share  in  the  increase  than 
do  the  passive  shareholders  who  never  do 
anything  more  strenuous  than  endorse  their 
dividend  checks.  Even  though  members  of 
“management”  do  not  have  much  “owner¬ 
ship,”  they  are  likely  to  think  of  the  enter¬ 
prise  as  “their”  company,  and  to  feel  that  the 
gains  that  are  made  really  belong  to  them — 
not  all  of  the  gains,  of  course,  but  a  goodly 
share  of  them,  and  much  more  than  is  re¬ 
flected  in  their  salaries. 


Purchasing  shares  outright  Is  hard  to  do 
with  the  amount  which  is  left  from  salary 
after  taxes.  In  this  situation,  the  allure  of 
stock  options  is  very  great.  Options  require 
no  immediate  payment  at  all;  payment  does 
not  come  until  a  time  when  the  expenditure 
is  very  advantageous.  Thus,  the  officer  can 
feel  that  he  is  sharing  in  the  increment. 
This  seems  very  right  and  Just  to  him,  be¬ 
cause  he  feels  that  he  has  borne  a  consider¬ 
able  share  of  the  burden  and  responsibility 
of  producing  the  increase.  Whether  corpo¬ 
rate  managers  should  have,  by  reason  of  their 
management,  60  great  a  share  of  owner¬ 
ship  is  not  a  matter  with  which  they  hap¬ 
pen  to  feel  greatly  concerned. 

This,  then,  is  a  reason  why  the  stock 
option  seems  right  and  sound  and  agree¬ 
able  to  corporate  executives.  It  does  have  a 
certain  appeal.  Whether  it  should  be  pro¬ 
vided  with  the  favorable  tax  discrimination 
that  exists  under  the  present  law  is  an¬ 
other  question.  A  puritan  might  observe, 
too,  that  one  way  to  achieve  ownership  in 
the  company  for  which  he  works  is  to  buy 
shares  in  it,  and  that  can  readily  be  done 
on  corporate  salaries  by  living  more  simply, 
by  driving  smaller  or  fewer  cars,  by  doing 
less  to  keep  up  with  other  executives,  and 
so  on.  Whether  corporate  executives  should 
have  all  this  and  heaven  too  is  perhaps  a 
question. 

THE  COMPETITIVE  ASPECT 

Some  corporate  directors  tell  me  that 
they  have  become  involved  in  more  and 
larger  stock  option  plans  than  they  think 
desirable  because  everyone  else  is  doing  it. 
They  say  that  they  have  found  they  cannot 
keep  their  executives  unless  they  provide 
large  stock  option  plans  because  other  com¬ 
panies  would  lure  the  men  away  with  such 
arrangements. 

If  this  is  the  case,  and  it  appea.3  to  be, 
then  perhaps  it  is  time  to  take  a  very  care¬ 
ful  look  at  the  situation.  Competition  for 
.executives  is  understandable  and  desirable. 
But  if  granting  stock  options,  with  the 
thought  that,  after  all,  it  does  not  cost  any¬ 
thing,  leads  to  arrangements  which  are  un¬ 
wise  or  undesirable,  then  it  should  be 
reconsidered. 

In  the  recently  issued  proxy  statement  of 
the  Sperry  Rand  Corp.,  the  following  state¬ 
ment  appears: 

“Time  and  again  within  the  last  2  years — 
even  within  the  last  few  months — the  ability 
of  your  corporation  to  offer  attractive  stock 
options  in  addition  to  proper  salaries  to 
highly  talented  and  experienced  individuals, 
employed  to  fill  key  positions  within  im¬ 
portant  divisional  operations  of  the  corpo¬ 
ration,  has  played  a  major,  if  not  a  decisive, 
part  in  securing  their  services.  In  success¬ 
fully  bidding  for  the  services  of  such  key 
personnel  against  other  corporations,  .  the 
ability  of  this  corporation  to  offer  attractive 
stock  options  has,  in  the  opinion  of  your 
board  of  directors,  proved  its  worth  to  the 
corporation  and  all  its  stockholders.” 

No  doubt  it  has  been  important  to  the 
company  to  get  these  people.  But  at  what 
cost?  No  one  knows.  Is  that  good  corpo¬ 
rate  management?  Is  it  realiy  sound  for 
industry  to  rest  an  important  part  of  its 
employment  policies  on  so  aleatory,  so  uncer¬ 
tain,  a  basis? 
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CONCLUSION 

Stock  option  plans  are  usually  developed  by 
boards  of  directors,  often  on  the  recommen¬ 
dation  of  management.  In  some  cases,  there 
has  been  an  effort  to  keep  the  actual  award 
of  stock  options  In  the  hands  of  a  group  or 
committee  of  the  board  that  cannot  share 
in  the  options.  It  is  felt  that  this  provides 
a  fair  and  independent  way  of  handling  the 
matter. 

It  is  far  from  clear  to  me,  however,  that 
real  independence  is  achieved  in  the  fiduciary 
sense.  The  persons  on  the  stock  option  com¬ 
mittees  are  often  those  who  have  received 
options  themselves  in  the  past  and  have 
benefited  handsomely  from  them.  They 
naturally  have  a  bias  in  favor  of  the  arrange¬ 
ment.  In  other  situations,  although  the 
forms  of  independence  and  impartiality  are 
sought  for,  the  substance  is  not  really 
achieved.  This  is  brought  out  in  the  follow¬ 
ing  passage  from  a  letter  I  received : 

“Options  to  outside  people  for  top-level 
Jobs  in  unusual  situations  are  likely  to  be 
arm’s  length — e.g.^United  Fruit’s  arrange¬ 
ment  with  Mr.  Sunderland.  The  great  dan¬ 
ger  of  abuse  arises  from  conflict  of  interest 
where  corporate  officials  participate  in  de¬ 
velopment  of  the'  plan  or  have  such  relation 
to  ‘outside  experts’  or  ‘outside  directors’  as 
to  make  objective  administration  difficult. 

“The  whole  subject  is  so  sensitive  that 
those  with  the  most  information  may  be  in 
no  position  to  criticize.” 

It  is  the  last  sentence  of  this  quotation 
which  gives  me  the  most  pause.  There  are 
a  number  of  factors  in  these  situations 
which,  in  one  way  or  another,  emphasize  the 
fact  that  “the  whole  subject  is  so  sensitive” 
that  many  persons,  including  corporate  di¬ 
rectors,  feel  they  are  “in  no  position  to  criti¬ 
cize.”  When  that  is  the  situation,  there  is 
f  no  real  independence  of  Judgment,  and  man¬ 
agement  action  can  become  very  unsound 
indeed. 

Perhaps  this  discussion  is  enough  to  show 
that  the  field  of  stock  options  is  filled  with 
many  problems  and  difficulties.  My  objec¬ 
tive  is  not  to  denounce  stock  options  gener¬ 
ally,  but  to  raise  questions  about  them,  to 
suggest  that  perhaps  they  have  come  close 
to  getting  out  of  hand,  to  urge  that  the  whole 
area  be  thoughtfully  and  thoroughly  recon¬ 
sidered  by  persons  responsible  for  corporate 
management  and  control. 

Mr.  GORE.  I  ask  unanimous  consent 
i  that  an  article  published  in  Management 
|  Record,  entitled  “The  Importance  of  Re¬ 
stricted  Stock  Options  in  Executive  Com¬ 
pensation,”  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

The  Importance  of  Restricted  Stock  Op¬ 
tions  in  Executive  Compensation 

(By  George  E.  Lent  and  John  A.  Menge  l) 
Studies  of  trends  in  executive  compensa¬ 
tion  invariably  have  been  limited  to  an  anal- 

i  - 

1  Mr.  Lent  is  professor  of  business  eco¬ 
nomics,  The  Amos  School  of  Business  Ad¬ 
ministration  and  Mr.  Menge  is  assistant  pro- 
<  fessor  of  economics,  Dartmouth  College. 


ysir  of  two  components  of  the  direct  remu¬ 
neration  of  executives:  current  salary  levels 
and  current  bonus  payments.  The  compen¬ 
sation  aspects  of  restricted  stock  option  plans 
have  been  largely  neglected,  despite  the  rapid 
increase  in  their  use  since  Congress  granted 
them  special  tax  treatment  in  1950.  Failure 
to  take  into  account  the  value  of  these  stock 
options  has  resulted  in  a  very  incomplete 
record  of  how  corporate  executives  have  fared 
in  the  postwar  period.  This  article  sum¬ 
marizes  the  significant  findings  of  a  recently 
completed  study  of  restricted  stock  options 
as  a  form  of  executive  compensation.2 

It  should  be  noted  at  the  outset  that  there 
is  no  accepted  measure  of  the  “compensa¬ 
tion”  value  of  restricted  stock  options.  Any 
of  three  measures  of  value  might  be  used: 
(1)  The  difference  between  the  option  price 
and  the  market  price  at  the  time  the  option 
is  granted;  (2)  the  difference  between  the  op- 
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tion  price  and  the  market  price  at  the  time 
the  option  is  exercisable;  or  (3)  the  difference 
between  the  option  price  and  the  market 
price  at  the  time  the  option  actually  is  exer¬ 
cised.  As  a  practical  matter,  however,  the 
first  two  measures  are  not  satisfactory,  since 
an  executive  does  not  realize  the  compensa¬ 
tion  implicit  in  the  stock  option  award  until 
he  actually  exercises  the  option.  This  is 
the  critical  point — the  point  at  which  the 
executive  becomes  an  investor  in  the  corpo¬ 
ration,  not  simply  an  employee.  Therefore, 
in  this  article  the  difference  between  the 
option  price  and  the  market  value  at  exer¬ 
cise  is  used  as  the  measure  of  the  “com¬ 
pensation”  received  from  a  stock  option.  For 
convenience,  this  difference  between  the  cost 
of  the  option  stock  to  an  executive  and  its 
market  value  at  the  time  he  purchases  it  is 
called  the  "option  benefit.” 

In  the  following  pages,  these  option  bene¬ 
fits  are  analyzed  in  two  different  contexts. 
First,  the  benefits  from  options  granted  dur¬ 
ing  1950-60  by  350  corporations  are  measured, 
and  their  distribution  between  officers  and 
other  employees  is  shown.  Also,  the  rela¬ 
tionship  of  option  benefits  to  the  regular 
compensation  of  corporate  officers  during  this 
period  is  analyzed.  Second,  a  more  detailed 
comparison  of  option  benefits  and  compen¬ 
sation  is  presented  for  215  top  executives. 
This  comparison  covers  the  complete  option 
record  of  these  executives,  including  reten¬ 
tion  of  option  stock,  capital  gains  realized 
on  option  stock  sold  and  unrealized  gains 
on  stock  still  held. 

restricted  stock  option  plans 

A  stock  option  plan  is  “restricted”  when  it 
conforms  to  the  following  requirements  of 
section  421  of  the  Internal  Revenue  Code: 

Option  grants  are  to  be  limited  to  em¬ 
ployees  of  the  issuing  corporation  or  its  sub¬ 
sidiaries. 

Stock  is  to  be  purchased  by  optionees  while 
actively  employed,  or  within  3  months  after 
termination  of  employment  or  retirement. 

Option  grants  are  not  transferable,  except 
by  inheritance. 

2  This  study  was  completed  under  a  grant 
by  tho  Alfred  P.  Sloan  Foundation  to  the 
Amos  Tuck  School. 
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Terms  of  options  granted  on  or  after  June 
22,  1954,  are  not  to  exceed  10  years — or  5 
years  in  the  case  of  optionees  owning  more 
than  10  percent  of  the  outstanding  voting 
stock. 

Stock  prices  may  not  be  less  than  85  per¬ 
cent  of  the  fair  market  value,  or  less  than 
110  percent  of  such  value  in  the  case  of  em¬ 
ployees  owning  over  10  percent  of  the  out¬ 
standing  voting  stock. 

To  be  taxed  at  capital  gains  rates,  stock 
may  not  be  sold  within  2  years  from  the  date 
of  the  option  grant,  nor  within  6  months 
from  the  date  the  stock  is  acquired. 

BENEFITS  IN  350  FIRMS,  1950-60 

This  analysis  of  aggregate  corporate  option 
benefits  is  based  on  data  for  350  corporations 
with  stock  option  plans  in  effect  by  1957-68, 
under  which  options  _  were  exercisable  before 
1959.3  Except  for  27  wholesale  and  retail 
trade  firms,  and  a  few  other  nonmanufac¬ 
turing  companies,  all  are  manufacturers 
(whose  classification  by  industry  group  is 
shown  in  table  3,  page  8) .  The  size  of 
these  companies,  based  on  total  assets  re¬ 
ported  in  1959,  was  as  follows: 

Assets  and  number  of  corporations 


$1,000,000  to  $10,000,000 _  8 

$10,000,000  to  $25,000,000 _  40 

$25,000,000  to  $50,000,000 _  39 

$50,000,000  to  $100,000,000 _  79 

$100,000,000  to  $250,000,000 _  90 

$250,000,000  to  $500,000,000 . 41 

$500,000,000  to  $1,000,000,000 _  35 

Over  $1,000,000,000 _  18 

Total _ 350 


For  each  of  these  corporations,  option  ben¬ 
efits  were  computed  for  three  groups  of  op¬ 
tion  recipients:  (1)  the  three  highest-paid 
officers,  (2)  all  other  officers  and  (3)  all  other 
employees  except  officers. 4  The  data  cover 
more  than  5,000  officers  plus  a  substantially 
greater  number  of  other  employees. 

AMOUNT  OF  BENEFIT 

Option  benefits  granted  by  the  350  com¬ 
panies  rose  significantly  over  the  decade. 

3  This  group  of  corporations  Includes  most 
industrial  and  trade  firms  listed  on  the  New 
York  Stock  Exchange  with  plans  in  effect  by 
1957-58,  under  which  options  were  exercis¬ 
able  before  1959.  Also  included  are  many 
others  listed  on  the  American  Exchange,  as 
well  as  a  few  unlisted  companies. 

4  Data  are  from  proxy  statements  and  cor¬ 
porate  annual  financial  reports  (10— K)  which 
are  submitted  to  the  SEC.  Corporations  reg¬ 
istered  with  the  SEC  are  required  to  report 
in  their  proxy  statements  the  compensation 
of  each  of  their  directors  and  each  of  the 
three  highest-paid  executives  with  salaries 
over  $30,000.  For  each  of  these  executives, 
the  number  of  options  granted  and  exercised 
must  be  shown,  along  with  the  relevant  op¬ 
tion  price  and  market  price  at  exercise.  Sim¬ 
ilarly,  compensation  data  and  option  data 
must  be  shown  for  all  officers  as  a  group.  In 
most  cases  it  was  necessary  to  estimate  the 
total  value  of  stock  options  for  all  employees 
from  the  total  number  of  shares  of  option 
stock  reported  in  annual  financial  reports,  at 
the  average  spread  reported  for  officers;  how¬ 
ever,  in  many  cases,  these  data  were  taken 
directly  the  10-K  statement. 


As  table  1  Indicates,  the  difference  between 
the  option  price  and  the  market  value  at 
exercise  of  all  shares  exercised  In  these  com¬ 
panies  in  1950  was  $3  million.  By  1955  an¬ 
nual  benefits  realized  on  the  exercise  of 
options  granted  by  the  350  companies  were 
$160  million.  After  declining  in  1957  and 
1958  with  a  dip  in  stock  prices,  option  bene¬ 
fits  of  these  companies  reached  a  peak  of 
$200  million  in  1959  and  then  dropped  to 
$164  million  in  1960. 

WHO  GETS  BENEFITS? 

Traditionally,  stock  options  have  been  re¬ 
served  for  policy-making  officers  of  the  com¬ 
pany.  But  company  practices  vary  widely 
on  how  far  down  the  line  they  should  be 
extended.  Although  frequently  limited  to  a 
few  executives  at  the  top,  more  generally 
they  are  used  to  reward  additional  key  em¬ 
ployees  whose  decisions  are  most  important 
to  the  success  of  the  firm.®  Nevertheless 
their  use  is  relatively  restricted:  a  recent 
survey  of  large  companies  shows  that  options 
were  offered  to  less  than  1  percent  of  their 
2,800,000  employees.® 

Table  1  also  indicates  the  extent  of  this 
concentration  of  option  benefits  at  the  top. 
About  44  percent  of  benefits  since  1950  have 
been  realized  by  “officers.”  The  three  highest- 
paid  officials  received  about  18  percent  of 
total  benefits.  Thus  57  percent  of  the  op¬ 
tion  benefits  were  realized  by  other  than 
“officers,”  including  other  key  employees  as 
well  as  general  employees. 


Table  1. — Stock  option  benefits,  350  corpora¬ 
tions,  1 950-60  — 


Total 

option 

benefits 

Proportion  of  benefits 
received  by — 

Officers 

Other 

em- 

Top  3 

Other 

Total 

ploy- 

ees 

Per- 

Per- 

Per- 

Per- 

Motions 

cent 

cent 

cent 

cent 

1960 _ 

$3 

49 

14 

63 

37 

1961 _ 

3 

18 

20 

38 

62 

1962 _ _ _ 

6 

27 

16 

43 

57 

1953 _ 

12 

26 

25 

51 

49 

1954 _ 

73 

20 

26 

46 

54 

1966 _ 

160 

16 

24 

40 

60 

1966 _ 

168 

17 

26 

43 

67 

1957 . . . 

95 

15 

26 

41 

59 

1958 _ _ _ 

83 

16 

26 

41 

59 

1959 _ 

200 

19 

27 

46 

54 

1960 _ 

164 

18 

27 

45 

55 

All  years.. . 

967 

18 

26 

44 

56 

6  At  the  end  of  1958  only  11  listed  com¬ 
panies  were  known  to  extend  options  below 
the  executive  level;  see  "Stock  Options  for 
Nonexecutives”  Management  Record,  Novem¬ 
ber  1959.  Stock  purchase  plans  typically 
are  used  for  general  employees,  and  such 
plans  sometimes  incorporate  option  privi¬ 
leges  which  qualify  under  the  provisions  of 
Sec.  421  of  the  Internal  Revenue  Code.  In 
1960,  111  companies  listed  on  the  New  York 
Stock  Exchange  had  stock  purchase  plans. 
See  “Stock  Plans  for  Employees,”  New  York 
Stock  Exchange.  (1961.) 

•  “Stock  Option  Administration  in  72  Lead¬ 
ing  Companies,”  McKlnsey  &  Co.,  1961,  pp. 
1-4. 
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RELATIONSHIP  TO  CURRENT  COMPENSATION 

The  above  data  relate  only  to  the  size 
of  the  option  benefits  generated  in  these 
companies  and  their  distribution  among 
three  groups  of  employees.  A  much  more 
significant  measure  of  the  impact  of  stock 
options  is  the  relationship  of  option  benefits 
to  the  current  compensation  of  option 
recipients.  This  relationship  is  shown  in 
table  2  for  officers  in  the  350  companies.7 
It  is  quite  apparent  that  officers  covered  by 
stock  option  plans  realized  substantial  in¬ 
crements  to  their  current  compensation. 
Over  the  entire  period  the  value  of  options 
exercised  by  all  officers  in  the  350  industrial 
companies  averaged  21  percent  of  their 
salaries  and  bonuses. 

Prior  to  1954,  stock-option  benefits  of  the 
corporate  officers  covered  by  option  plans 
were  negligible.  In  1954,  they  Increased 
sharply  to  23  percent  of  other  compensa¬ 
tion,  before  income  tax,  and  by  1955  and  1956 
they  amounted  to  roughly  one -third.  After 
dipping  in  1957  and  1958,  benefits  (before 
income  tax)  increased  to  31  percent  of 
salaries  and  bonuses  in  1959  and  25  percent 
in  1960. 

The  value  of  stock  options  realized  by  the 
three  highest-paid  executives  generally  rep¬ 
resents  a  higher  percentage  of  salary  and 
bonus  than  that  realized  by  other  execu¬ 
tives.  Table  2  shows  that  the  benefits  of 
the  top  three  averaged  25  percent  of  current 
cash  compensation  over  the  11-year  period, 
while  those  of  other  officers  averaged  19  per¬ 
cent.  Since  1955,  benefits  of  the  top  three 
averaged  29  percent  of  other  compensation, 
while  those  of  other  executives  averaged  23 
percent.  The  differential  reflects  the  rela¬ 
tively  more  generous  options  granted  top 
officials.  A  recent  study  shows  that  the  five 
highest-paid  executives  received  options 
averaging  3.2  times  their  total  compensa¬ 
tion,  while  the  five  lowest-paid  participants 
received  options  averaging  1.9  times  salary 
and  bonus.8 


7  Corporations  are  not  required  to  file  spe¬ 
cific  information  on  the  compensation  of 
stock  option  recipients  who  are  not  officers. 
It  should  be  noted,  too,  that  for  the  officer 
group  as  a  whole,  only  the  aggregate  com¬ 
pensation  of  the  group  is  available.  The 
compensation  of  officers  who  actually  exer¬ 
cised  optiofls  in  each  year  is  not  reported 
separately. 

8  “Stock  Option  Administration  in  72  Lead¬ 
ing  Companies,”  op.  cit.,  pp.  1-5. 


Table  2. — Stock-option  benefits  of  officers  as 
a  percent  of  current  salary  and  bonus,  be¬ 
fore  tax,  350  corporations,  1950-60 


All 

officers 

Top  3 

Other 

officers 

1 9,r>0 .  _ ... 

9 

19 

4 

1951 _ _ _ 

1 

2 

1 

1952 . . . . 

3 

4 

2 

1953 _ _ 

5 

7 

5 

1954 _ _ _ _ 

23 

27 

20 

1955 _ _ _ 

34 

38 

33 

1956 . . 

32 

35 

30 

1957 _ _ _ _ 

15 

16 

14 

1958 . . . . 

13 

15 

12 

1959.  _ •_ . 

32 

39 

28 

1960 _ _ _ 

26 

32 

22 

Average,  all  years . 

21 

25 

19 

Average)  1955-60 _ 

25 

29 

23 

INDUSTRY  VARIATIONS 

Wide  variations  in  the  relative  importance 
of  option  benefits  are  found  among  different 
industries  (table  3) .  In  the  rubber  industry 
they  rose  to  140  percent  of  other  compen¬ 
sation  in  1955  and  1956,  and  averaged  46 
percent  over  the  11 -year  period.  Benefits 
averaged  30  percent  in  the  electrical  ma¬ 
chinery  and  transportation  equipment  in¬ 
dustries,  25  percent  in  paper  and  primary 
metals  companies,  and  20  to  23  percent  in 
stone,  clay  and  glass,  machinery  (other  than 
electrical)  and  instrument  companies.  On 
the  other  hand,  they  averaged  about  10  to 
11  percent  of  other  compensation  in  the 
trade  and  food  and  beverage  companies 
covered  by  the  survey,  and  5  percent  in  tex¬ 
tiles  and  apparel. 

The  relative  importance  of  stock-option 
benefits  in  different  industries  largely  re¬ 
flects  the  movement  of  stock-market  prices 
after  the  plan’s  adoption.  In  general  the 
greatest  benefits  are  in  companies  with  plans 
in  operation  by  1953.  Over  the  period 
covered,  industrial  stock  prices  experienced 
their  sharpest  rise  after  1953,  when  the 
Standard  &  Poor’s  index  rose  from  a  yearly 
average  of  24.8  in  1953  to  30.3  in  1954  and 
42.5  in  1955;  by  1956  it  had  doubled  to  49.8, 
where  it  leveled  off  through  1958.  A  further 
increase,  to  61.5  in  1959,  was  sustained 
through  1960.  (Greater  variations  of  course 
were  experienced  within  each  year.) 
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1  Includes  salary  and  bonus  from  year  of  adoption  of  plan.  Less  than  1  percent. 

1  Includes  prior-year  plans.  1  5  Includes  manufacturing  companies  not  elsewhere  classified  and  a  few  nonmanu- 

5  1954-59  facturing  companies. 


THE  GROWTH  OF  STOCK  OPTION  PLANS 

Prior  to  the  restricted  stock-option  legisla¬ 
tion,  U.S.  corporations  made  little  use  of 
employee  stock  options.  Sweeney’s  survey 
of  corporation  reports  to  stockholders  and 
to  the  SEC  turned  up  only  75  stock-option 
plans  in  the  10  years  and  9  months  from 
January  1,  1940,  to  October  1,  1950.T  A  very 
large  proportion  of  these  (30  percent)  were 
limited  to  one  individual,  and  in  only  a  few 
cases  were  more  than  five  officers  covered. 

The  1950  stock-option  legislation  awak¬ 
ened  new  interest  in  this  form  of  compensa¬ 
tion.  During  1951,  85  companies  listed  on 
the  New  York  Stock  Exchange  instituted 
employee  option  plans — more  than  the  num¬ 
ber  of  plans  adopted  by  all  registered  com¬ 
panies  during  11  preceding  years.  By  the 
end  of  1955  about  one-third  of  the  compa¬ 
nies  listed  on  the  NYSE  had  plans,  and  by 
1957  about  one-half.  This  period  of  rapid 
growth  then  slackened,  but  by  mid-1961 
about  63  percent  of  the  1,128  listed  corpora¬ 
tions  had  adopted  restricted  stock-option 
plans.  Because  the  expiration  (or  cancel¬ 
lation)  of  old  plans  was  frequently  followed 
by  new  ones,  these  companies  adopted  an' 
average  of  1.4  plans  over  the  period. 

Restricted  stock-option  plans  are  much  less 
prevalent  among  small  corporations  than 
among  large  firms.  A  1958  study  of  3,500 
corporations  by  the  American  Management 
Association  indicated  that  about  one-third 
of  these  companies  had  a  stock  option  plan 
in  1957,  but  only  12  percent  of  the  corpora¬ 
tions  with  sales  of  $10  million  or  less  had  op¬ 
tion  plans,  against  60  percent-65  percent  of 
the  very  large  corporations  (over  $100  mil¬ 
lion  sales).* * 

Studies  of  the  Conference  board  show  wide 
industry  variations  in  the  proportion  of  list¬ 
ed  companies  with  stock-option  plans.*  The 
plans  are  most  popular  in  trade  and  manu¬ 
facturing:  about  70  percent  and  74  percent 
respectively,  of  listed  companies  in  these  in¬ 
dustries  have  plans.  Only  about  half  of  the 
listed  mining,  finance  (other  than  insur¬ 
ance  and  banks),  and  railroad  companies, 
and  one-third  of  the  airlines  have  option 
plans.  On  the  other  hand,  about  20  per¬ 
cent  of  large  gas  and  electric  utilities  and 
10  percent  of  large  stock  insurance  compa¬ 
nies  use  restricted  stock  options.  Commer¬ 
cial  banks  rarely  use  stock  options,  princi¬ 
pally  because  of  Federal  and  State  restric¬ 
tions  on  the  use  of  Treasury  and  authorized 
but  unissued  stock. 

COST  TO  THE  CORPORATION 

Despite  the  substantial  benefits  realized 
by  employees  on  the  exercise  of  stock  options, 
corporations  uniformly  do  not  reflect  any 
cost  on  their  books.  This  practice  at  present 
is  supported  by  the  accounting  profession, 
which  treats  as  compensation  the  excess  of 

1 D.  L.  Sweeney,  "Accounting  for  Stock 
Options,"  Michigan  Business  Studies,  vol. 
XIV,  No.  5,  Univ.  of  Michigan,  Ann  Arbor 

(  I960),  p.  36. 

•  “Executive  Pay  Trends  Changing,”  Na¬ 
tion’s  Business,  December  1958,  p.  44. 

•“Top  Executive  Compensation,”  Studies 
in  Personal  Policy,  No.  179,  1960. 


the  fair  value  of  the  stock  over  the  option 
price  on  the  day  the  option  is  granted  rather 
than  at  the  time  exercised.10  And  since  re¬ 
stricted  stock  options  generally  are  priced  at 
between  95  percent  and  100  percent  of  the 
market,  the  difference  is  considered  de  mini¬ 
mus  and  virtually  always  is  ignored. 

Even  though,  for  accounting  purposes, 
the  cost  of  the  option  is  calculated  at  the 
time  granted,  it  is  its  cost  at  the  time  of  ex¬ 
ercise — the  critical  point  at  which  the  cor¬ 
poration  parts  with  its  capital  stock — that  is 
most  meaningful.  The  difference  between 
the  consideration  (the  option  price)  it  re¬ 
ceives  and  the  market  value  of  the  stock  rep¬ 
resents,  on  the  one  hand,  a  cost  to  the  cor¬ 
poration  and,  on  the  other,  compensation  to 
the  employee.  In  economic  terms,  the  dif¬ 
ference  represents  an  opportunity  cost;  that 
is,  the  amount  of  capital  sacrificed  as  a  re¬ 
sult  of  selling  the  stock  to  the  employee, 
rather  than  on  the  open  market.  While 
corporations  typically  use  authorized  but 
unissued  stock  for  this  purpose,  the  cost  of 
the  option  is  best  understood  if  one  thinks 
of  a  corporation  purchasing  its  own  stock 
in  the  market  to  cover  the  option  at  time  of 
exercise. 

Since  no  deduction  of  the  cost  of  the  op¬ 
tion  is  allowed  for  corporate  income  tax  pur¬ 
poses,  the  real  cost  to  the  corporation  is 
actually  more  than  double  this  spread  at 
time  of  exercise.  At  a  52-percent  corporate 
rate  it  costs  the  firm  $2.08  for  each  $1  of 
executive  compensation  thereby  granted. 
The  $2.08  cost  comprises  the  spread  or  ini¬ 
tial  cost  to  the  corporation  of  $1  plus  $1.08, 
which  represents  the  income  tax  reduction 
it  foregoes.  This  tax  factor  is  not  gen- 

[P.  2145 ] 

erally  recognized  or  understood,  but  it  can 
make  stock  options  a  very  costly  method  of 
compensating  employees.11 

The  relative  importance  of  this  cost  to  the 
-  business  can  be  shown  by  a  comparison  of 
option  benefits  and  corporate  earnings.  Cost 
is  measured  by  the  total  spread  between  the 
proceeds  of  sale  (option  price)  and  the  mar¬ 
ket  value  of  the  stock  at  time  of  exercise. 
Since,  as  has  been  noted,  this  cost  is  not  de¬ 
ductible,  it  must  be  related  to  net  earnings 
after  tax.  The  results  of  this  analysis  for 
the  350  corporations  in  3  selected  years  is 
shown  in  table  4. 


10  The  recognized  authority  for  this  posi¬ 
tion  is  found  in  Accounting  Research  Bulle¬ 
tin  No.  43  (ch.  13,  section  B),  issued  by 
the  American  Institute  of  Certified  Public 
Accountants  in  1953.  The  designation  of 
the  date  of  grant  represents  a  departure 
from  the  previously  announced  declaration 
in  favor  of  “the  date  on  which  the  option 
right  becomes  the  property  of  the  grantee." 
(Accounting  Research  Bulletin  No.  37,  issued 
in  1948.)  In  the  case  of  restricted  stock 
options  this  would  appear  to  be  the  date  on 
which  they  are  exercisable. 

11  See  "Probing  the  Record  of  Stock  Op¬ 
tions,”  by  D.  M.  Holland  and  W.  G.  Lewellen, 
Harvard  Business  Review,  March-Aprll  1962, 
pp.  132-60. 
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According  to  these  data,  employee  options 
can  represent  a  significant  cost  to  the  cor¬ 
poration.  In  1960,  for  example,  they  repre¬ 
sented  5  percent  or  more  of  earnings  for 
about  one  out  of  five  companies. 

EXPERIENCE  OF  TOP  EXECUTIVES,  1958-60 

These  corporate  data  provide  one  measure 
of  the  importance  of  stock  option  benefits  in 
the  compensation  of  key  employees;  they 
cannot  be  used,  however,  to  outline  the  vari¬ 
eties  of  individual  executive  experience,  nor 
can  they  be  used  to  answer  other  obvious 
questions  about  the  way  in  which  options 
have  been  used  by  executives. 

However,  by  reference  to  proxy  statements, 
SEC  “insiders”  reports  and  stock  market  data, 
a  much  more  specific  stock  option  record  can 
be  reconstructed  for  certain  executives,  gen¬ 
erally  for  the  three  highest  paid.  This  was 
done  for  a  sample  of  215  executives  selected 
from  the  350  corporations;  data  were  avail¬ 
able  since  1954  for  all  of  these  executives  and 
since  1950  for  most  of  them.  For  the  purpose 
of  this  analysis,  option  benefits  for  each 
executive  have  been  prorated  over  the  option 
period  as  though  their  value  accumulated  in 
equal  annual  installments  from  the  time  the 
option  was  granted  until  exercised. 


Table  4. — The  cost  of  stock  options,  350 
corporations 


Option  benefits  as  percent  of 
after-tax  earnings 

Percentage  distribution  * 

1956 

1958 

1960 

Deficit  --  _ 

(2) 

1 

3 

No  options  exercised _ 

45 

36 

25 

0.1  to  4  percent _ _ _ 

10 

17 

12 

0.5  to  0  9  percent  . . 

7 

7 

12 

1  to  1.9  percent _ 

8 

11 

11 

2  to  2.9  percent _ _ _ 

7 

11 

7 

3  to  3.9  percent _ 

4 

4 

5 

4  to  4.9  percent _ _ 

4 

2 

4 

5  to  5.9  percent . . . 

7 

8 

11 

10  percent  and  over  _ 

0 

3 

10 

1  May  not  add  to  100  percent  due  to  rounding. 

2  Less  than  1  percent. 


RATIO  OF  BENEFITS  TO  SALARY - BEFORE  TAX 

Over  the  11 -year  period  the  average  salary 
and  bonus  of  this  group  of  215  executives 
rose  from  $75,000  to  about  $102,500 — an  in¬ 
crease  of  about  one-third  (see  table  5) .  The 
exercise  of  stock  options,  however,  increased 
their  compensation  by  as  much  as  35  per¬ 
cent  during  1954-56,  and  by  about  16  percent 
in  1958-60.  As  a  result,  their  average  com¬ 
pensation  rose  very  rapidly,  from  around 
$75,000  at  the  beginning  of  the  period  to 
a  peak  of  $126,800  in  1956,  and  then  leveled 
off  at  around  $117,000.  Including  the  value 
of  options  exercised,  total  compensation  of 
this  group  of  executives,  before  tax,  thus 
rose  more  than  50  percent,  against  a  one- 
third  increase  in  current  cash  compensation 
alone. 

Not  all  exercisable  options  actually  were 
exercised  during  this  period.  Of  the  215 
optionees,  27  did  not  exercise  any  options 
and  many  of  the  others  had  additional  exer¬ 
cisable  options  to  purchase  stock  at  favorable 
prices.  Exercised  and  unexerclsed  option 
benefits,  prorated  over  the  option  period, 
rose  to  a  peak  of  43  percent  of  salaries  and 


bonuses  in  1956,  then  leveled  off  at  about 
30  percent.12  Including  these  benefits,  aver¬ 
age  executive  compensation,  before  income 
tax,  increased  by  over  two-thirds  during  this 
period. 

The  wide  range  in  the  distribution  of  bene¬ 
fits  among  the  188  executives  who  exercised 
options  is  indicated  by  chart  2  (not  printed 
in  Record).  In  about  37  percent  of  the 
cases  the  value  of  options  was  less  than  10 
percent  of  other  compensation  before  tax, 
and  in  65  percent  of  the  cases  was  less  than 
20  percent  of  before-tax  compensation.  At 
the  other  extreme,  14  percent  of  the  top 
executives  had  option  benefits  in  excess  of 
50  percent  of  their  salaries.13 

Table  5. — Average  salary  and  bonus,  before 

tax,  and  option  benefits,  215  top  executives, 

1950-60 


[  Dollar  amounts  in  thousands] 


Num¬ 
ber  of 
execu¬ 
tives 

Average 

salary 

(before 

tax) 

Salary  plus 
option 
benefits 

Option 
benefits  as 
a  percent 
of  salary 

Exer¬ 

cised 

Exer¬ 
cisa¬ 
ble  1 

Exer¬ 

cised 

Exer¬ 
cisa¬ 
ble  1 

1950 _ 

142 

$77.8 

$78.1 

$78.1 

(*) 

(J) 

1951 _ 

174 

75.7 

79.7 

79.8 

5 

5 

1952 _ 

197 

74.7 

83.7 

84.0 

12 

12 

1953 _ 

208 

81.5 

100.5 

102.0 

23 

25 

1964 _ 

214 

83.2 

112.5 

115.4 

35 

39 

1955 _ 

215 

89.8 

120.9 

124.6 

35 

39 

1956 _ 

215 

94.2 

126.8 

134.2 

35 

43 

1967 _ 

215 

96.6 

118.  0 

127.2 

22 

32 

1958 _ 

215 

98.5 

116.7 

129.2 

19 

31 

1959 _ 

215 

102.1 

118.3 

133.3 

16 

31 

1960 _ 

206 

102.7 

116.7 

132.4 

14 

29 

1  Includes  exercised  and  exercisable  benefits  at  Dec. 
31, 1960,  values,  prorated  back  to  the  year  of  option  grant 

2  Less  than  1  percent. 


Table  6. — Average  salary  and  bonus,  after 
tax 1  and  option  benefits  of  215  top 
executives,  1950-60 

[Dollar  amounts  in  thousands] 


Num¬ 
ber  of 
execu- 
'  tives 

Average 

salary 

(before 

tax) 

Salary  plus 
option 
benefits 

Option 
benefits  as 
a  percent 
of  salary 

Exer¬ 

cised 

Exer¬ 
cisa¬ 
ble  * 

E  xer- 
cised 

Exer¬ 
cisa¬ 
ble  2 

1950.... 

142 

$39. 1 

$39.4 

$39.4 

1 

1 

1951 _ 

174 

35.5 

39.5 

39.6 

11 

11 

1952 _ 

197 

35. 1 

44.  2 

44.4 

26 

26 

1963 _ 

208 

37.1 

56.2 

57.6 

51 

55 

1954 _ 

214 

40.4 

69.  7 

72.5 

72 

80 

1955 _ 

215 

42.5 

73.6 

77.3 

73 

82 

1966 _ 

215 

44.0 

76.6 

84.0 

74 

91 

1957 _ 

215 

44.6 

66.  1 

75.2 

48 

69 

1958 _ 

215 

45. 1 

63.4 

75.9 

40 

68 

1959 _ 

215 

45.9 

62. 1 

77. 1 

35 

68 

1960 _ 

206 

46.  2 

60.  2 

75.9 

30 

64 

1  Assumes  that  the  executive  is  married,  has  no  other 
dependents,  no  other  income,  and  typical  deductions. 

2  Includes  exercised  and  exercisable  benefits  at  Dec. 
31,  1960,  values,  prorated  back  to  the  year  of  option 
grant. 

12  The  value  of  unexercised  options  is 
taken  as  at  Dec.  31,  1960,  or  the  end 
of  the  corporation’s  fiscal  period  ending  early 
in  1961,  and  spread  back  in  equal  annual 
installments  to  the  year  of  the  option  grant. 

13  If  unexercised  benefits  are  included,  the 
range  is  much  greater.  While  about  30  per- 
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RATIO  OF  BENEFITS  TO  SALARY - AFTER  TAX 

Of  greater  relevance  Is  the  value  of  stock 
options  in  relation  to  ordinary  compensation 
after  income  tax.14  Because  of  the  graduated 
rate  structure,  aftertax  salaries  of  the  select¬ 
ed  executives  rose  slightly  less  than  salaries' 
before  tax.  However,  if  exercised  option 
benefits  are  included,  average  aftertax  com¬ 
pensation  almost  doubled  between  1950  and 
1956,  and  then  tapered  off  by  1960  to  about 
50  percent  above  the  1950  level.  By  1956, 
the  prorated  value  of  exercised  option  bene¬ 
fits  amounted  to  about  three  quarters  of  the 
executives’  salaries  after  tax,  but  then  de¬ 
clined  to  about  30  percent  by  1960. 

The  value  of  u^exercised  options  further 
increased  aftertax  compensation.  After  hit¬ 
ting  a  peak  of  91  percent  of  other  compensa¬ 
tion  in  1956,  total  option  benefits  averaged 
more  than  two-thirds  of  salary  and  bonus 
after  tax.  As  a  result,  total  aftertax  com¬ 
pensation  of  these  men  virtually  doubled  by 
1955  and  then  leveled  off. 

About  16  percent  of  the  top  executives 
exercised  options  with  a  value  in  excess  of 
their  other  compensation  after  tax.  At  the 
lower  end  of  the  scale,  about  20  percent  of 
the  executives  exercised  options  whose  value 
was  less  than  10  percent  of  their  salary.15 

The  preferential  tax  treatment  of  stock 
options  thus  made  it  possible  for  corporate 
executives  to  improve  their  economic  posi¬ 
tion  since  1950  far  more  than  is  indicated 
by  the  rise  in  aftertax  salary  and  bonus 
alone.10  While  such  stock-option  benefits 
are  subject  to  tax  at  capital-gains  rates  when 
realized  by  the  sale  of  the  stock,  this  rate  is 
a  maximum  of  25  percent  and  thus  still 
leaves  a  substantial  tax  advantage. 

DISPOSITION  OF  OPTION  STOCK 

The  decision  to  sell  option  stock  may,  of 
course,  be  determined  by  considerations 
similar  to  those  influencing  the  sale  of  any 
other  investment.  But  stock  options,  in  ad¬ 
dition,  offer  a  unique  opportunity  to  convert 
what  is  essentially  ordinary  income  (i.e.,  a 
bargan  purchase)  into  a  long-term  capital 
gain — providing  the  stock  is  held  for  at  least 
6  months.  It  is  not  unusual  for  executives 
to  sell  their  shares  in  order  to  pick  up  newly 
exercisable  options  after  the  6 -month  in¬ 
terval  imposed  by  SEC  regulations.  In  a 


cent  of  the  executives  had  total  benefits 
amounting  to  less  than  10  percent  of  other 
compensation  (including  7  percent  with 
none) ,  20  percent  enjoyed  total  option  bene¬ 
fits  in  excess  of  50  percent  of  their  salaries; 
and  about  5  percent  had  total  benefits 
greater  than  their  other  compensation. 

11  Aftertax  salary  was  computed  for  each 
executive  without  regard  to  possible  other 
income,  assuming  the  executive  was  married 
with  no  other  dependents  and  had  typical 
deductions, 

15  If  all  options  had  been  exercised  by  the 
end  of  the  period,  about  21  percent  would 
have  received  benefits  in  excess  of  their  sal¬ 
aries  and  bonuses,  and  7  percent  would  have 
received  more  than  twice  such  compensation 
after  tax.  About  17  percent  had  combined 
exercised  and  unexercised  benefits  of  less 
than  10  percent  of  other  compensation  after 
tax. 

10  The  inclusion  of  various  other  forms  of 
deferred  income  would  show  an  even  greater 
increase. 


rising  market  such  acquisitions  are  thereby 
self-financing.  Also,  executives  frequently 
are  under  pressure  to  liquidate  their  hold¬ 
ings  in  order  to  pay  off  bank  loans  incurred 
to  finance  the  option  stock,  whether  or  not 
new  options  are  exercised. 

Although  the  special  tax  treatment  of 
stock  options  has  succeeded  in  greatly  in¬ 
creasing  the  stake  of  executives  in  the  busi¬ 
ness,  substantial  option  stock  is  sold.  Of  the 
188  top  executives  in  the  group  who  exercised 
options,  only  about  40  percent  still  held  all 
their  stock  at  the  end  of  the  period,  and 
only  half  still  held  at  least  80  percent  (table 
7).  But  one-quarter  sold  more  than  half 
their  option  stock,  and  6  percent  disposed 
of  all.17 
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Table  7. — Disposition  of  option  stock,  188 
top  executives,1  1950-60 


Percent  of  option  stock  sold 

Executives 

Number 

Percent 

None _ _ 

73 

39 

Less  than  10  percent . . 

7 

4 

10  to  20  percent . __ . . 

16 

9 

20  to  30  percent . . . 

19 

10 

30  to  40  percent _ _ 

9 

5 

40  to  50  percent-- . . . 

16 

9 

50  to  60  percent,. . . 

12 

6 

60  to  70  percent _ _ 

5 

3 

70  to  80  percent . . . 

12 

6 

80  to  90  percent . . . 

6 

3 

90  to  100  percent _  _ _ 

2 

1 

100  percent . . . 

11 

6 

Total . . . 

• 

188 

*100 

1  Excludes  27  executives  who  did  not  exercise  options. 
3  Does  not  equal  100  percent  due  to  rounding. 


Thus,  more  than  half  (115)  of  the  execu¬ 
tives  realized  capital  gains  on  the  sale  of 
option  stock  over  the  period.  „  As  table  8  indi¬ 
cates,  somewhat  more  than  half  of  these  real¬ 
ized  capital  gains  of  less  than  10  percent  of 
beforetax  compensation;  and  only  a  few  real¬ 
ized  more  than  30  percent.  However,  be¬ 
cause  of  the  preferential  tax  rate,  capital 
gains  represented  a  more  significant  share 
of  aftertax  compensation.  Over  the  entire 
period,  more  than  60  percent  of  the  execu¬ 
tives  who  sold  stock  realized  net  gains  in 
excess  of  10  percent  of  other  aftertax  com¬ 
pensation,  and  about  one-quarter  had  net 
gains  of  over  30  percent;  8  of  the  115  execu¬ 
tives  realized  net  gains  in  excess  of  50  percent 
of  their  other  aftertax  compensation. 

HOW  OPTION  STOCK  ACCUMULATES  IN  VALUE 

The  preferential  tax  treatment  of  stock 
options  has  opened  up  a  new  avenue  for  the 
accumulation  of  an  estate  by  executives  that 
was  little  known  or  used  prior  to  1950. 
Executives  not  only  have  an  unusual  op¬ 
portunity  to  take  advantage  of  the  rise  in 
market  value  of  unexercised  options;  they 
also  build  up  substantial  capital  gains — 
realized  as  well  as  unrealized — on  their  in¬ 
vestment  in  option  stock.  They,  of  course, 
assume  the  risks  of  an  investor  with  respect 
to  the  option  stock  purchased,  but  they  are 
partly  protected  against  a  market  decline  by 
the  spread  at  the  time  of  exercise. 

17  These  estimates  are  consistent  with  the 
McKinsey  survey’s  reported  average  retention 
of  75  percent,  op.  cit.,  pp.  2-14. 
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In  order  to  determine  how  executives  have 
fared  over  the  period,  their  total  realized* 
capital  gains  were  added  to  unrealized  ap¬ 
preciation  on  stock  still  held  at  the  end  of 
the  period  (table  9).  Those  who  did  not 
exercise  options  (13  percent)  of  course  did 
not  have  any  gains;  ffl  percent  had  total 
gains  of  over  $60,000  and  28  percent  gains 
of  $250,000  and  over.  Finally,  13  executives 
had  a  total  appreciation  in  the  value  of  their 
stock  (realized  and  unrealized)  of  over  $1 
million,  and  1  in  excess  of  $2  million. 

The  full  potential  of  stock  options  is  best 
revealed  by  the  addition  of  unexercised 
option  benefits  at  the  end  of  the  period  to 
market  appreciation  in  the  value  of  option 
stock  actually  purchased,  i.e.,  unrealized  and 
realized  capital  gains  after  tax.  Calculated 
this  way,  73  percent  of  the  executives  ac¬ 
cumulated  an  estate  (after  deducting  the 
cost  of  the  options)  greater  than  $50,000  and 
32  percent  an  estate  of  $250,000  and  over. 
Of  the  215  executives,  17  built  up  a  net  value 
in  excess  of  $1  million,  4  in  excess  of  $3 
million  and  2  a  net  estate  of  over  $3  million. 


Table  8. — Realized  capital  gdtns  on  option 
stock,  1950-60,  as  a  percent  of  compensa¬ 
tion before  and  after  tax,*  115  executives • 


Realized  capital 
gains  as  percent 

Before  tax 

After  tax 

of  compensation 

Num¬ 

ber 

Per¬ 

cent 

Num¬ 

ber. 

Per¬ 

cent 

Less  than  10  percent. 

61 

•  53 

43 

'  37 

10  to  19  percent . . 

30 

26 

29 

26 

20  to  29  percent . 

16 

14 

13 

11 

30  to  39  percent . 

4 

3 

10 

9 

40  to  49  percent _ 

0 

12 

10 

50  to  99  percent _ 

4 

3 

4 

3 

100  to  149  percent. ... 

0 

1 

1 

150  to  199  percent. ... 

0 

3 

3 

Total. . 

115 

100 

115 

100 

1  Cumulative  salary  and  bonus  since  year  of  option 
grant. 

1  Assumes  that  the  executive  is  married,  has  no  other 
dependents,  no  other  Income,  and  has  typical  deductions. 

*  Excludes  100  executives  who  did  not  sell  option 
stock. 


Table  9. — Capital  gains 1  and  unrealized  op¬ 
tions  benefits,  1950-60,  215  top  executives 


Amount 

(thousands  of  dollars) 

Realized  and 
unrealized 
capital  gains 

Capital  gains 
and  unexercised 
option  benefits 

Num¬ 

ber 

Per¬ 

cent 

Num¬ 

ber 

Per¬ 

cent 

0 _ _ 

28 

13 

15 

7 

Under  $10..  . . 

19 

9 

18 

8 

$10  to  $24 _ _ 

18 

8 

11 

5 

$25  to  $49.. . 

20 

9 

16 

7 

$50  to  $99 _ _ 

36 

17 

34 

16 

$100  to  $249 . 

34 

16 

53 

25 

$250  to  $499.. . 

29 

14 

32 

16 

$500  to  $999 _ 

18 

8 

19 

9 

$1,000  to  $1,999 _ 

12 

6 

13 

6 

$2,000  to  $2,999 _ 

1 

(*) 

2 

1 

$3,000  and  over. .  .. 

0 

0 

2 

1 

Total. . . . 

215 

100 

215 

*100 

1  Realized  capital  gains  taken  after  tax;  unrealized 
capital  gains  and  unexercised  option  benefits  valued  at 
end  of  period. 

2  Less  than  1  percent. 

3  Numbers  do  not  add  to  100  due  to  rounding. 


Mr.  GORE.  Mr.  President,  I  should 
like  to  point  out  that  throughout  the  re¬ 
port  of  the  Department  of  the  Treasury 
following  its  investigation  of  the  Chrysler 
stock  option  deal,  the  benefits  from  re¬ 
stricted  stock  options  are  classified  as 
“compensation.” 

Compensation  is  what  Senators  re¬ 
ceive  when  they  draw  their  salaries. 
Compensation  is  what  the  worker  re¬ 
ceives  when  he  draws  his  check  on  Fri¬ 
day  afternoon.  Compensation  is  what 
the  teacher  receives  when  she  gets  her 
check  at  the  end  of  the  month.  Com¬ 
pensation  Is  what  the  newspaper  reporter 
receives  when  the  newspaper  publisher 
sends  him  his  weekly  check.  Compensa¬ 
tion  Is  what  most  Americans  receive  for 
their  work. 

But  here  is  a  very  special  privileged 
group  to  which  preferential  tax  treat¬ 
ment  is  given.  A  large  portion  of  the  in¬ 
come  of  the  members  of  that  group  is 
treated  not  as  ordinary  compensation, 
but  with  a  preference. 

I  have  long  been  interested  in  this  in¬ 
stance  of  tax  avoidance  and  favoritism. 
It  is  not  my  purpose  to  review  all  that  I, 
or  others,  have  said  in  the  past  about  re¬ 
stricted  stock  options.  On  April  14, 1961, 
I  discussed  the  subject  quite  thoroughly 
in  an  address  on  the  floor  of  the  Senate. 
On  April  24  of  the  same  year  I  offered 
additional  views  and  comments.  Again, 
on  April  27,  May  4,  June  8,  and  August  8, 
I  addressed  the  Senate  on  this  matter. 

In  my  remarks  on  these  various  occa¬ 
sions  I  pointed  out  several  things  which 
appeared  to  me  to  be  unwholesome,  im¬ 
moral  and  inequitable  with  respect  to  re¬ 
stricted  stock  options,  both  in  legal  con¬ 
cept  and  in  their  administration  and 
award  by  various  companies. 

Here  is  how  the  restricted  stock  option 
works:  A  corporation  executive  who  is 
paid  a  large  salary,  and  who  is,  therefore, 
in  a  relatively  high  income  tax  bracket, 
may  wish  to  reduce  his  overall,  effective 
tax  rate  while  at  the  same  time  obtain¬ 
ing  increased  compensation.  The  execu¬ 
tive  persuades  his  board  of  directors  to 
set  up  a  generous  stock  option  plan  con¬ 
forming  to  the  statute,  section  421  of  the 
Internal  Revenue  Code,  so  that  he  can 
get  the  reduced  tax  treatment  afforded 
the  profits  realized  from  the  sale  of  stock 
he  will  acquire  under  the  option.  It  may 
not  be  very  difficult  to  persuade  the  board 
of  directors  to  do  this,  since  many  of 
them  will  also  be  officers  of  the  corpora¬ 
tion  and  will  be  eligible  for  the  same 
generous  treatment.  The  stockholders 
sometimes  go  through  the  motions  of  ap¬ 
proval  by  proxy,  although  this  may  not 
be  required. 

The  option  price  must .  generally  be 
within  95  percent  of  the  market  value  of 
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the  stock  at  the  time  the  option  is 
granted.  After  the  market  price  of  the 
stock  has  gone  up,  the  option  may  be  ex¬ 
ercised.  If  the  price  does  not  increase, 
the  option  need  not  be  exercised.  Thus 
the  holder  of  a  stock  option  gets  a  free 
ride.  Heads  he  wins,  tails  he  does  not 
lose. 

All  that  then  remains  to  be  done  is  to 
hold  the  stock  for  6  months  so  that  the 
profit  realized  on  the  sale  of  the  stock 
can  receive  the  long-term  capital  gains 
treatment.  The  final  sale  of  the  stock 
must  also  be  2  years  or  more  after  the 
option  has  been  granted.  The  option 
may  be  held  for  many  years  without 
being  exercised.  Then  when  the  option 
is  exercised,  thpugh  it  is  then  that  the 
compensation  is  really  realized,  no  tax 
is  due  under  the  present  law.  It  is  not 
until  the  stock  is  actually  sold  that  any 
tax  is  due,  and  that  may  be  never. 

The  advantage  which  the  restricted 
stock  option  gives  is  twofold.  In  the 
first  place,  no  tax  accrues  upon  the  exer¬ 
cise  of  the  option.  Ordinarily,  when  one 
exercises  an  option,  he  realizes  a  gain 
of  some  sort.  If  this  were  not  so,  he 
would  not  exercise  the  option.  The  gain, 
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in  the  case  of  a  stock  option,  is  actually 
the  difference  between  the  price  set  out 
in  the  option  and  the  market  price  of 
the  stock  when  the  option  is  exercised. 
If  the  option  was  granted  in  connection 
with  employmt  it  is  logically  a  part 
of  the  employee  a  compensation,  and  any 
gain  should  be  taxed  at  ordinary  income 
tax  rates  at-  the  time  the  option  is  exer¬ 
cised.  As  I  have  said,  this  is  not  the  case 
under  present  law. 

In  the  second  place,  with  the  restricted 
stock  option,  when  the  gain  is  finally 
realized  in  cash  upon  the  sale  of  the 
stock,  the  capital  gains  tax  applies,  even 
though  the  option  was  actually  granted 
in  the  first  place  as  compensation  and 
was  intended  as  part  of  the  employee’s 
compensation. 

One  might  well  ask  how  such  an  obvi¬ 
ously  inequitable  provision  as  this  be¬ 
came  law. 

The  present  law  regarding  restricted 
stock  options  is  found  in  section  421  of 
the  Internal  Revenue  Code  of  1954,  but 
this  section  was  first  enacted  in  the 
Revenue  Act  of  1950.  Prior  to  that  time, 
there  had  been  various  types  of  stock 
option  plans;  but  the  Supreme  Court 
had  held,  in  1945,  in  the  Smith  case, 
that,  where  such  options  constituted 
compensation,  the  difference  between 
the  option  price  and  the  market  value 
of  the  stock  at  the  time  the  option  was 
exercised  was  income,  and  was  taxable 
at  ordinary  income  rates. 


Let  me  summarize  a  few  of  the  objec¬ 
tions  which  have  been  raised  against  re¬ 
stricted  stock  options: 

'  First.  Applying  the  capital  gains  rate 
to  the  spread  between  the  option  price 
and  the  market  price  at  the  time  of  ex¬ 
ercise  serves  as  a  device  to  lower  the  ef¬ 
fective  income  tax  rate  on  the  compen¬ 
sation  of  highly  paid  corporate  execu¬ 
tives. 

Second.  The  granting  of  options  in 
large  amounts  serves  to  dilute  the  value 
of  stock  in  the  hands  of  all  other  stock¬ 
holders. 

Third.  The  granting  of  options  by 
large  corporations  serves  to  discourage 
capable  management  personnel  from 
setting  up  companies  which  can  compete 
against  the  Big  Threes  and  Fours. 

Fourth.  A  large  block  of  stock  reserved 
for  options  for  corporate  executives  may 
cause  these  executives  to  engage  in  prac¬ 
tices  which  will  influence  the  market 
price  of  the  stock  of  their  company,  both 
up  and  down,  so  that  these  executives 
may  become  enriched  personally.  These 
practices  often  are  contrary  to  the  best 
interests  of  the  majority  of  the  stock¬ 
holders,  the  long-range  growth  and  sta¬ 
bility  of  the  company,  and  the  national 
economy. 

Fifth.  The  compensation,  incentive,  or 
reward  of  the  corporate  executive  is  de¬ 
termined,  not  by  his  own  efforts,  or  even 
by  the  success  of  his  company,  but  pri¬ 
marily  by  the  vagaries  of  the  market. 

On  July  20  and  21,  1961,  the  Senate 
Finance  Committee  held  hearings  on  the 
bill  which  I  introduced  in  the  87th  Con¬ 
gress,  S.  1625,  to  terminate  the  favored 
tax  treatment  now  accorded  the  com¬ 
pensation  arising  from  the  granting  and 
exercise  of  restricted  stock  options  under 
section  421  of  the  Internal  Revenue 
Code.  The  testimony  of  witnesses  before 
the  committee  would,  I  believe,  be  help¬ 
ful  and  of  interest  to  Members  of  this 
body  and  to  others  who  might  and  ought 
to  be  concerned  with  tax  equity.  The 
record  of  this  hearing  makes  worthwhile 
reading. 

Three  main  pillars  of  support  were 
erected  by  the  organizations  and  special 
interests  having  a  stake  in  the  perpetua¬ 
tion  of  this  tax  loophole.  Three  chief 
witnesses  not  directly  associated  with 
the  usual  loophole-favoring  organiza¬ 
tions  came  before  the  committee  to  pre¬ 
sent  the  case  for  continuing  this  tax 
gimmick  which  has  made  fortunes  for  a 
few  at  the  expense  of  the  small  stock¬ 
holders  in  our  corporations  and  the  tax- 
paying  public  in  general. 

One  of  these  three  pillars  of  support 
for  restricted  stock  options  was  a  college 
professor.  He,  I  suppose,  was  to  present 
the  case  for  restricted  Stock  options  from 
an  academic  point  of  view. 
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The  second  was  the  executive  head  of 
a  company,  a  fairly  good  sized  company, 
which  had  been  rescued  from  failure,  or 
mediocrity  at  best,  back  in  the  late  thir¬ 
ties,  and  which  was  now  booming.  Stock 
options,  presumably,  were  at  least  par¬ 
tially  responsible. 

The  third  was  a  representative  of  a 
small  business  which  had  supposedly 
prospered  because  of  options.  It  is  most 
important,  of  course,  to  have  a  facade  of 
small  business  behind  which  any  group 
interested  in  preserving  a  special  privi¬ 
lege  can  hide. 

Now,  let  us  look  at  the  testimony  of 
this  first  witness. 

Dr.  Roger  Murray,  a  professor  at  Co¬ 
lumbia  University,  really  succeeded  in 
clarifying  a  point  which  had  been 
bothering  me  a  little,  and  some  others  a 
great  deal.  He  succeeded  admirably  in 
pointing  out  the  difference  between  the 
employee  qua  employee  receiving  com¬ 
pensation,  or  his  “reward”  as  Dr.  Mur¬ 
ray  expressed  it,  and  the  employee  qua 
investor  receiving  a  return  on  his  capital 
investment. 

There  has  been  a  good  deal  of  con¬ 
fusion  about  just  this  point.  When  does 
the  employee,  receiving  a  restricted  stock 
option,  really  become  an  investor  and 
entitled  to  take  capital  gains  on  any 
appreciation  in  the  value  of  his  stock? 

I  pointed  out  to  Dr.  Murray  that  up 
until  the  time  an  employee  actually  ex¬ 
ercised  his  option  he  was  not  an  investor, 
he  had  undertaken  no  risk,  but  that 
when  he  exercised  his  option  he  had,  at 
that  time,  as  the  witness  had  said,  re¬ 
ceived  “the  incentive  and  the  reward,” 
and  that  he  should  at  that  point  pay  his 
taxes  on  that  reward — compensation,  if 
you  will — just  as  any  other  taxpayer. 
The  employee’s  role  as  an  investor,  of 
course,  starts  at  that  point,  and  any 
further  appreciation  in  value  of  the 
stock  from  that  point  forward  should 
properly  be  treated  as  a  capital  gain  and 
taxed  as  such.  It  is  only  when  the  op¬ 
tion  is  exercised  that  the  employee  as¬ 
sumes  the  investor’s  risk  and  thus  be¬ 
comes  entitled  to  the  investor’s  capital 
gains  tax  treatment. 

Looking  at  this  witness’  testimony  on 
this  bill,  it  is  obvious  to  me  that  he  and 
others  who  share  his  views  really  are  at¬ 
tacking  the  graduated  income  tax. 

What  the  proponents  of  much  loophole 
legislation  are  after  is  someway  to  con¬ 
vert  ordinary  income  into  something 
which  can  be  classified  as  capital  gains 
for  tax-purposes.  This,  of  course,  puts 
such  income  in  the  25 -percent  maximum 
bracket  rather  than  the  50-,  70-,  or  90- 
percent  bracket.  I  might  also  point  out 
that  the  capital  gains  gimmick  is  of  value 
primarily  to  the  man  who  is  in  the  50  per¬ 


cent,  and  up,  tax  bracket.  The  man  in 
the  20-percent  bracket  is  not  helped  very 
much.  Supporters  of  these  capital  gains 
gimmicks  are  really  against  the  tax  prin¬ 
ciple,  followed  in  this  country  and  at 
least  partially  in  most  other  progressive 
countries,  of  taxation  according  to  abil¬ 
ity  to  pay.  These  people  want  the  wage 
earner,  farmer,  clerk,  stenographer,  and 
small  storekeeper  to  carry  most  of  the 
tax  burden. 

The  second  pillar  of  support  for  stock 
options  was  Mr.  Louis  Ware,  chairman 
of  the  board  of  International  Minerals 
&  Chemical  Corp.,  a  company  of  inter¬ 
mediate  size,  having  sales  of  about  $130 
million  per  year. 

Mr.  Ware  claimed  that  stock  options 
were  very  helpful  to  him  in  building  up 
his  company. 

Now,  what  are  the  facts  about  this 
company? 

Mr.  Ware  took  over  this  company  in 
1939,  at  which  time  it  was  struggling 
along  rather  unsuccessfully.  Although 
it  had  been  in  existence  for  some  29 
years,  it  had  never  paid  a  dividend  on  its 
common  stock  and  sales  were  only  about 
$10  million  annually. 

Mr.  Ware  revitalized  the  company.  He 
brought  in  new  management  personnel, 
and  sales  began  to  move  steadily  upward. 
The  strange  thing  about  this  corporate 
Horatio  Alger  is  that  Mr.  Ware  seems  to 
feel  that  the  restricted  stock  option 
should  get  the  credit  for  the  success 
story. 

It  is  true  that  this  compar  y  initiated 
a  restricted  stock  option  plan  in  1951 
and  that  the  company  has  grown  since 
that  year.  But  consider  the  growth  prior 
to  1951  when  the  company  had  no  re¬ 
stricted  stock  option  plan.  In  1951  the 
company  had  sales  of  $66  million.  This 
represents  a  growth,  as  measured  by 
sales,  of  more  than  500  percent  during 
the  period  1939-51.  From  1951  to  1961, 
with  the  aid  of  this  wonderful  but 
“mysterious,”  to  use  Dean  Griswold’s 
term,  stock  option,  sales  increased  by 
only  a  scant  100  percent. 

Surely  one  could  not  look  at  this  pic¬ 
ture  and  say  that  the  restricted  stock 
option  has  been  the  saviour  of  this  com¬ 
pany.  Indeed,  stock  options  have  re¬ 
warded  those  key  executives — and  Mr. 
Ware  pointed  out  that  he  did  not  believe 
in  giving  out  options  much  below  the  top 
25  men  in  the  company — who  came  with 
the  company  during  the  11th  hour,  after 
success  was  assured,  just  as  fully  as  those 
who  labored  in  the  vineyard  from  1939 
onward,  when  there  was  a  real  job  of 
building  to  be  done.  And  in  either  case, 
the  reward  has  been  received  after  the 
fact,  in  so  far  as  the  real  needs  of  the 
company  and  the  performance  of  the  key 
tasks  were  concerned.  Neither  the  re- 
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ward  nor  the  hope  of  this  restricted 
stock  option  reward  could  possibly  have 
influenced  the  rebuilding  of  this  com¬ 
pany  from  1939  to  1951. 

The  third  pillar  of  support  for  re¬ 
stricted  stock  options  was  a  representa¬ 
tive  of  a  local,  relatively  young,  and 
relatively  small  company.  The  repre¬ 
sentative  of  this  company  told  the  com¬ 
mittee  that  stock  options  had  been  im¬ 
portant  to  the  growth  of  his  company. 
Here  are  his  words: 

In  my  opinion,  the  importance  of  restricted  - 
stock  options  in  making  that  growth  pos¬ 
sible,  and  in  enabling  CEIR  to  continue  to 
expand  its  services,  cannot  be  overestimated. 

When  I  questioned  this  witness  about 
some  of  the  specifics  as  to  his  company’s 
use  of  options  and  just  exactly  how  they 
had  helped  his  company,  he  indicated 
that  his  company  had  used  options  as 
a  partial  substitute  for  salary.  But  the 
witness  became  so  vague  that  I  asked 
him  to  furnish  me  with  data  on  all  the 
options  which  his  company  had  issued. 

I  was  somewhat  dumbfounded  to  learn, 
that  no  options  had  been  issued  prior  to 
1960,  with  one  exception,  and  that  no 
options  whatsoever  had  ever  been  exer¬ 
cised  except  for  that  one  employee  who 
got  an  option  in  1959.  Even  more  pecu¬ 
liar,  the  employee  who  received  the  1959 
option  received  the  largest  block  of  stock 
under  option  of  any  employee  to  1961, 
and  he  left  the  company  very  shortly 
after  receiving  his  option. 

It  seems  to  me  that  the  effect,  of  re¬ 
stricted  stock  options  on  the  growth  of 
this  young  company  was  nil.  The  com¬ 
pany  has  grown,  it  is  true.  But  growth 
has  come  as  a  result  primarily  of  nu¬ 
merous  mergers. 

All  things  considered,  it  does  not  seem 
to  me  that  these  three  pillars  support 
the  restricted  stock  option  very  firmly. 

Now,  during  the  course  of  the  Finance 
Committee  hearings,  an  article  by  Mr. 
Henry  Ford  33,  which  appeared  in  the 
July-August  1961  issue  of  Harvard  Busi¬ 
ness  Review,  and  which  supports  re¬ 
stricted  stock  options,  was  mentioned 
several  times.  This  is  an  interesting  ar¬ 
ticle,  and  a  few  remarks  about  it  are  in 
order. 

I  think  the  key  to  Mr.  Ford’s  attitude 
is  found  on  page  50  of  this  article.  After 
speaking  of  the  lag  in  executive  compen¬ 
sation,  the  article  goes  on  to  say: 

Inflation  and  highly  progressive  income  tax 
rates  have  greatly  aggravated  this  situation, 
which  is  shared,  we  have  reason  to  believe, 
by  other  large  companies.  The  restricted 
stock  option  has  been  an  effective  means  of 
meeting  this  problem. 

In  other  words,  Mr.  Ford  really  favors 
the  restricted  stock  option  as  a  means  of 


lowering  the  tax  rate  for  highly  com¬ 
pensated  top  corporate  executives. 

Here  again  we  have  the  complaint 
about  the  progressive  income  tax  rates. 
Here  again  we  find  an  attack  on  the  prin¬ 
ciple  of  ability  to  pay. 

Incidentally,  Mr.  Ford  seems  to  feel 
that  options  have  saved  the  Ford  Motor 
Co.  The  facts  hardly  bear  this  out. 

Let  us  look  at-  some  of  the  things  Mr. 
Ford  has  to  say  about  the  Ford  Motor 
Co.  and  restricted  stock  options. 

Mr.  Ford  stated  in  this  article  that  a 
“dozen  or  so  skillful  men”  were  brought 
into  the  company  after  Word  War  II, 
and  that  they  transformed  the  company 
from  “a  bogged-down,  antiquated, 
money-losing  company  into  a  modern, 
efficient,  profitmaking  enterprise.”  He 
also  stated  that  these  men  came  into 
the  company  upon  his  promise  that  he 
“would  do  his  best  to  give  them  an  op¬ 
portunity  to  acquire  a  stake  in  the  com¬ 
pany  as  soon  as  it  was  feasible  to  do  so.” 
He  went  on  further  to  state  that,  finally, 
in  1953,  restricted  stock  options  were 
granted  “to  114  key  employees.”  He 
then  places  the  stamp  of  approval  finally 
upon  the  restricted  stock  option  with 
these  words : 

I  am  convinced  that,  in  broad  effect,  stock 
options  have  helped  materially  to  raise  the 
company  to  third  place  among  American  in¬ 
dustrial  corporations  in  total  dollar  sales. 

This  makes  an  unassailable,  step-by- 
step  argument.  The  company  was 
bogged  down  and  losing  money,  the  com¬ 
pany  instituted  stock  options,  the  com¬ 
pany  is  now  in  third  place  in  the  entire 
country.  No  further  proof  is  needed  of 
the  efficacy  of  restricted  stock  options. 
Quod  erat  demonstratum. 

Well,  let  us  see. 

The  Ford  Motor  Co.  had  a  deficit  in 
1946,  but  it  had  a  profit  in  1947  and 
every  year  thereafter  up  to  and  includ¬ 
ing  1953,  when  it  finally  instituted  a 
stock  option  plan.  This  “bogged  down” 
company  was  in  excellent  condition  be¬ 
fore  it  started  a  stock  option  plan.  How, 
then,  can  the  stock  option  plan  get  credit 
for  restoring  the  company  to  a  profit¬ 
making  position? 

As  for  the  company  moving  up  to  third 
place  nationally  in  sales,  this  exalted 
position  was  also  reached  in  1953,  the 
same  year  restricted  stock  options  were 
instituted,  and  prior  to  the  time  any  ef¬ 
fect  from  the  restricted  stock  option  plan 
could  possibly  have  been  felt. 

With  all  due  respect  to  Mr.  Ford,  who 
is  a  fine  businessman,  an  outstanding 
executive,  and  a  dedicated  American,  he 
is  confusing  a  legitimate  stake  in  the 
business  with  a  tax  gimmick.  Mr.  Ford* 
right  after  World  War  II,  got  from  Gen¬ 
eral  Motors  some  experienced  produc- 
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tion  executives  and,  in  addition,  picked 
up  a  younger  group  of  very  capable  men. 
Mr.  Ford,  as  he  said,  promised  them  an 
opportunity  to  own  stock  in  the  com¬ 
pany  as  soon  as  he  could  arrange  it.  The 
real  difficulty,  and  the  reason  he  could 
not  arrange  it  at  the  time,  was  that 
there  was  no  public  ownership  of  Ford 
stock.  According  to  my  understanding, 
only  the  family  and  the  Ford  Founda¬ 
tion  owned  any  stock  in  the  company. 
The  restricted  stock  option  had  nothing 
to  do  with  this  problem.  It  came  into 
the  tax  laws  in  1950,  but  even  before  that 
there  had  been  all  sorts  of  stock  pur¬ 
chase  and  option  plans. 

Now,  I  would  not  want  to  accuse  Mr. 
Ford  of  trying  to  mislead  anyone,  but  a 
careful  analysis  of  his  article,  plus  a  few 
key  facts  which  are  omitted  from  his 
article,  tend  to  support  the  thesis  that  it 
is  well  for  management  to  have  a  stake 
in  the  business,  or  the  opportunity  to 
purchase  stock  in  their  company.  Few 
would  quarrel  with  this  thesis.  If  I  were 
president  of  a  large  corporation  and  my 
executives  were  not  buying  stock  in  the 
company  but  were,  instead,  making  in¬ 
vestments  in  other  enterprises,  I  would 
have  a  thorough  conflict-of-interest  in¬ 
vestigation.  I  would  probably  chop  a 
few  heads  on  general  grounds  of  dis¬ 
loyalty,  at  least. 

But  I  submit  that  this  is  an  entirely 
different  thing  than  writing  into  law  a 
tax  gimmick  which  enables  an  executive 
to  gamble  on  the  stock  market  without 
an  investment  and  to  reduce  his  overall 
tax  rate  drastically.  The  experience  of 
the  Ford  Motor  Co.  lends  no  support 
whatsoever  to  the  desirability  of  this  tax 
gimmick. 

Now,  Mr.  President,  in  a  sense  I  have 
been  reviewing  past  history.  But  it  is 
pertinent.  I  have  been  working  on  this 
subject  for  a  long  time. 

But,  let  us  now  come  to  the  pending 
bill.  I  must  acknowledge  that  the  bill 
makes  some  improvement  in  existing 
law.  I  shall  continue  my  discussion  of 
this  matter  on  tomorrow  and  will  show 
not  only  in  what  ways  the  pending  bill 
represents  an  improvement  in  existing 
law,  but  how  it  falls  far  short  of  what  is 
really  required. 

Mr.  GORE.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  GORE.  How  much  time  have  I 
consumed? 

The  PRESIDING  OFFICER.  The 
Senator  has  consumed  20  minutes  of  his 
allotted  time. 


[ February  7 ,  1964~\ 
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REVENUE  ACT  OF  1964 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Under  the  order  of  yesterday,  the 
Chair  lays  before  the  Senate  H.R.  8363, 
the  Revenue  Act  of  1964. 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  pending  question  is  on  agree¬ 
ing  to  the  amendment  of  the  Senator 
from  Tennessee  [Mr.  Gore],  numbered 
418,  upon  which  there  is  a  limitation  of 
debate,  with  controlled  time. 

The  Senator  from  Tennessee  has  20 
minutes  of  hi?  time  remaining. 

The  pending  amendment  will  be  read. 

AMENDMENT  NO.  418 

The  amendment  was  read,  as  follows: 

Beginning  on  page  121,  line  23,  strike  out 
all  through  line  23,  page  128. 

On  page  129,  line  1,  strike  out  “423”  and  in¬ 
sert  “422”. 

On  page  135,  line  1,  strike  out  “424”  and  in¬ 
sert  “423”. 

On  page  140,  line  16,  strike  out  “425”  and 
insert  “424”. 

On  page  140,  line  19,  strike  out  “425”  and 
insert  “424”. 

On  page  142,  line  20,  strike  out  “422(b)  (7), 
423(b)(3),  and  424(b)(3)”  and  insert  “422 
(b)  (3)  and  423(b)  (3)”. 

On  page  144,  line  3,  strike  out  “422(a)(2), 
423(a)(2),  and  424(a)(2)”  and  insert  “422 
(a)(2)  and  423(a)  (2)  ”. 

On  page  144,  line  8,  strike  out  “425”  and 
insert  “424”. 

On  page  144,  line  16,  strike  out  “423  and 
424”  and  insert  “422  and  423”. 

On  page  144,  line  20,  strike  out  “423  or 
424”  and  insert  “422  or  423”. 

On  page  146,  line  9,  strike  out  “422(b)  (6), 
423(b)(9),  and  424(b)”  and  insert  “422(b) 
(9)  and  423(b)”. 

On  page  147,  line  19,  strike  out  “423”  and 
insert  “422”. 

On  page  147,  line  25,  strike  out  “424”  and 
insert  “423”. 

On  page  149,  in  the  material  following  line 
3,  strike  out  “(1)  The  term  ‘qualified  stock 
option’,  see  section  422(b).” 

I  On  page  152,  line  4,  strike  out  “425”  and 
substitute  “424”. 

On  page  153,  lines  9  and  10,  strike  out 
“paragraphs  (2)  and  (3)”  and  substitute 
“paragraph  (2)”. 

i  Beginning  on  page  153,  line  18,  strike  out 
all  through  line  2,  page  154. 
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REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  without  prejudice  to  the  pending 
amendment,  I  ask  unanimous  consent 
for  the  present  consideration  of  a  tech¬ 
nical  amendment  in  the  nature  of  a  clar¬ 
ification  of  a  committee  amendment. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Is  there  objection?  Without  ob¬ 
jection,  it  is  so  ordered;  and  the  amend¬ 
ment  submitted  by  the  Senator  from 
Louisiana  will  be  read. 

The  Legislative  Clerk.  On  page  75, 
in  lines  7  and  8,  it  is  proposed  to  strike 
out  “with  respect  to  property”. 

On  page  75,  line  9,  strikfe  out  “such”. 

On  page  75,  line  12,  after  the  period 
insert: 

For  purposes  of  the  preceding  sentence,  a 
debt  whi^h  becomes  worthless  shall,  to  the 
extent  of  any  deduction  allowed  under  sec¬ 
tion  166(a),  be  treated  as  a  loss. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  purpose  of  this  technical 
amendment  is  to  make  it  clear  that  the 
10-year  foreign  expropriation  loss  carry¬ 
over  will  apply  to  a  taxpaper  who  incurs 
a  loss  because  the  stock  of  a  9  5 -percent- 
owned  subsidiary  becomes  worthless  or 
because  a  business  debt  becomes  wholly 
or  partially  worthless  by  reason  of  an 
expropriation  of  assets.  The  amendment 
would  not  create  a  new  deduction  or 
change  the  character  of  any  loss  from 
capital  to  ordinary. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Loui¬ 
siana. 

The  amendment  was  agreed  to. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  ask  unanimous  consent  that 
the  amendment  of  the  Senator  from 
Tennessee  [Mr.  Gore]  may  be  laid  aside 
temporarily  in  order  that  the  Senate 
may  proceed  to  consider  an  amendment 
which  I  have  cleared  with  members  of 
the  committee  and  the  Treasury  De¬ 
partment. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  on  behalf  of  myself,  the  Sen¬ 


ator  from  Colorado  [Mr.  Allott]  and 
the  Senator  from  Florida  [Mr.  Smath- 
ers],  I  offer  an  amendment  and  ask 
that  it  be  stated. 

The  Chief  Clerk.  At  the  appropriate 
place  insert  a  new  section  in  the  bill  as 
follows: 

That  section  165  of  the  Internal  Revenue 
Code  of  1954  (relating  to  losses)  is  amended 
by  relettering  subsection  (i)  as  subsection 
(J)  and  by  adding  the  following  new  sub¬ 
section  (i) : 

“(i)  Property  confiscated  by  Cuba:  For 
purposes  of  subsection  (c)  (3)  losses  of  prop¬ 
erty  which  arise  from  expropriation,  inter¬ 
vention  in  or  confiscation  by  Cuba,  shall  be 
deemed  to  be  losses  from  ‘other  casualty.’  ” 

The  PRESIDING  OFFICE#.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Delaware. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  this  is  a  matter  with  regard  to 
which  the  Treasury  Department  would 
like  to  cooperate  to  reach  a  proper  solu¬ 
tion  of  problems  relating  to  Cuban  ex¬ 
propriation.  While  we  have  not  been 
able  to  determine  the  matter  conclu¬ 
sively,  we  hope  to  do  so  in  conference. 
In  the  event  we  cannot  arrive  at  an 
adjustment,  I  hope  the  Senator  will  not 
be  intransigent  about  the  matter. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  talked  with  representatives 
of  the  Department  of  the  Treasury.  First 
they  thought  the  desired  result  could  be 
accomplished  by  regulation  or  that  we 
should  wait  until  a  general  bill  dealing 
with  this  subject  came  over.  This  is  too 
important  to  wait,  and  I  hope  the  provi¬ 
sion  I  am  proposing  can  be  inserted  in 
the  bill. 

[P.  2237 ] 

I  see  no  reason  why  individuals  whose 
property  is  confiscated  by  Castro  should 
not  be  allowed  to  claim  such  loss  of  prop¬ 
erty  as  a  casualty  loss  in  the  same  man¬ 
ner  they  would,  should  the  property  be 
destroyed  by  fire  or  flood. 

Corporations  or  other  business  activ¬ 
ities  can  claim  their  losses — why  should 
individual  property  owners  not  be  treated 
the  same. 

I  urge  the  approval  of  the  amendment. 

Mr.  SMATHERS.  Mr.  President,  I 
am  a  cosponsor  of  the  amendment.  We 
have  talked  with  representatives  of  the 
Treasury  Department.  The  Treasury 
Department  thinks  the  difficulty  can  be 
resolved.  I  believe  it  can.  The  amend¬ 
ment  would  provide  simple  justice  for 
everyone. 

The  PRESIDING  OFFICER.  The 
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question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Delaware. 

The  amendment  was  agreed  to. 

Mr.  SMATHERS.  Mr.  President,  I  ask 
unanimous  consent  that  the  amendment 
of  the  Senator  from  Tennessee  hi  ay  be 
tempo i^-rily  laid  aside. 

The  PRESIDING  OFICER.  Is  there 
objection  to  laying  aside  temporarily  the 
amendment  of  the  Senator  from  Ten¬ 
nessee?  The  Chair  hears  none,  and  it  is 
so  ordered. 

Mr.  SMATHERS.  Mr.  President,  I  of¬ 
fer  an  amendment  which  I  send  to  the 
desk  and  ask  to  have  stated. 

The  legislative  clerk  read  as  follows: 
Sec. — .  Extension  of  Time  for  Payment  of 
Estate  Tax  on  Value  of  Rever¬ 
sionary  or  Remainder  Interest  in 
Property 

(a)  Extension  under  1954  code — Section 
6163(b)  (relating  to  extension  of  time  for 
paying  estate  tax  on  value  of  reversionary 
or  remainder  interest  in  property  to  prevent 
undue  hardship)  is  amended  by  striking  out 
“not  in  excess  of  2”  and  inserting  in  lieu 
thereof  “or  periods  not  in  excess  of  3”. 

(b)  Extension  under  1939  code — Section 
925  of  the  Internal  Revenue  Code  of  1939  (re¬ 
lating  to  periods  of  extension  of  time  for  pay¬ 
ing  estate  tax  attributable  to  future  inter¬ 
ests)  is  amended  by  striking  out  “not  in  ex¬ 
cess  of  2”  and  inserting  in  lieu  thereof  “or 
periods  not  in  excess  of  3”.  . 

(c)  Effective  date: 

(1)  The  amendment  made  by  paragraph 

(a)  shall  apply  in  the  case  of  any  rever¬ 
sionary  or  remainder  interest  only  if  the  time 
for  payment  of  the  tax  under  chapter  11  of 
the  Internal  Revenue  Code  of  1954  attribut¬ 
able  to  such  Interest,  including  any  exten¬ 
sions  thereof,  has  not  expired  on  the  date  of 
the  enactment  of  this  act. 

(2)  The  amendment  made  by  paragraph 

(b)  shall  apply,  in  the  case  of  any  rever¬ 
sionary  or  remainder  interest  only  if  the 
time  for  payment  of  the  tax  under  chapter  3 
of  the  Internal  Revenue  Code  of  1939  has  not 
expired  on  the  date  of  the  enactment  of  this 
Act. 

Mr.  SMATHERS.  Mr.  President,  the 
proposed  amendment  to  section  925  of 
the  1939  code  and  section  6163(b)  of  the 
1954  code,  identical  in  substance,  are  de¬ 
signed  to  lengthen  to  3  years  the  present 
2-year  period  for  which  the  payment  of 
the  estate  tax  on  a  remainder  or  rever¬ 
sionary  interest  may  be  extended  where 
earlier  payment  would  cause  undue  hard¬ 
ship. 

Mr.  President,  the  proposal  has  been 
checked  out  with  the  Treasury  on  both 
sides  of  the  aisle.  There  1s  no  objection 
to  it.  No  cost  to  the  Treasury  would  be 
involved.  It  is  more  in  the  nature  of  a 
technical  amendment. 

Mr.  WILLIAMS  of  Delaware.  Mr. 


President,  I  concur.  The  amendment 
would  in  no  way  change  the  tax  liability 
of  this  company.  I  am  willing  that  we 
accept  the  amendment. 

Mr.  SMATHERS.  Mr.  President,  I  ask 
unanimous  consent  that  an  explanation 
of  the  amendment  be  printed  at  -this 
point  in  the  Record. 

There  being  no  objection,  the  explana¬ 
tion  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Memorandum  in  Support  of  Amendments 
to  Section  6163(b)  of  the  Internal  Reve¬ 
nue  Code  of  1954  and  Section  925  of  the 
Internal  Revenue  Code  of  1939  Relating 
to  Hardship  Extensions  of  Time  To  Pay 
Estate  Tax  on  Remainder  Interests 

The  attached  proposed  amendment  to  sec¬ 
tion  925  of  the  1939  code  and  section  6163(b) 
of  the  1954  code,  identical  in  substance,  are 
designed  to  lengthen  to  3  years  the  present  2- 
year  period  for  which  the  payment  of  estate 
tax  on  a  remainder  or  reversionary  interest 
may  be  extended  where  earlier  payment 
would  cause  undue  hardship.  Under  sec¬ 
tion  6163(a)  of  the  1954  code  and  sections 
925  and  926  of  the  1939  code,  executors  mayi 
by  posting  an  appropriate  bond,  postpone  for 
6  months  the  payment  of  that  part  of  the 
estate  tax  attributable  to  the  inclusion  in  the 
estate  of  a  reversionary  or  remainder  interest. 
If,  after  the  period  of  postponement,  the 
payment  of  the  tax  would  result  in  undue 
hardship  section  6163(b)  of  the  1954  code 
and  section  925  of  the  1939  code,  as  amended 
by  the  Technical  Amendments  Act  of  1958, 
provide  for  a  further  2-year  extension  of 
time  for  payment. 

The  provision  for  2 -year  hardship  exten¬ 
sions  added  by  section  66  of  the  Technical 
Amendments  Act  of  1958  was  designed  to 
provide  for  situations  in  which  payment  of 
the  tax  could  not  be  effected  within  6  months 
after  the  termination  of  the  precedent  in¬ 
terest.  It  had  been  found  that  the  settle¬ 
ment  of  the  accounts  of  a  complicated  trust 
sometimes  delays  the  executors’  possession 
of  the  reversion  or  remainder  interest.  In 
some  instances,  a  court  construction  of  a 
doubtful  trust  instrument  is  required  to  de¬ 
termine  the  distribution  of  the  trust  corpus. 

Unfortunately,  experience  has  shown  that 
the  2 -year  extension  provided  in  1959  is  in¬ 
adequate  in  certain  cases.  Accordingly,  it 
is  proposed  that  the  period  for  which  ex¬ 
tensions  may  be  granted  be  increased  to  3 
years. 

Such  an  Increase  in  the  time  period  would 
not  prejudice  the  revenue  and  would  give 
the  Secretary  of  the  Treasury  added  flexi¬ 
bility  in  dealing  with  taxpayers  who  might 
otherwise  be  seriously  prejudiced  by  the 
present  limitations.  The  amendments 
would  apply  only  to  estates  as  to  which  the 
time  for  payment  has  not  expired  on  their 
effective  date. 

The  amendments  give  the  Secretary  au¬ 
thority  to  grant  a  series  of  extensions  within 
the  3-year  period  thereby  facilitating  con¬ 
trol  of  the  length  of  such  extensions  and 
preventing  any  taxpayer’s  delaying  payment 
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lor  a  period  longer  than  actually  required 
by  circumstances. 

Prompt  enactment  of  the  amendments  is 
urgently  needed  to  prevent  a  substantial 
estate  having  an  extension  under  present 
law  which  will  shortly  expire  from  being 
in  default  on  payment  of  tax  by  reason  of 
inability  to  conclude  the  litigation  of  rele¬ 
vant  issues  prior  to  the  expiration  of  its 
extension. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  we  will  take  the  amendment  to 
conference  and  see  if  we  can  work  it  out. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Florida. 

The  amendment  was  agreed  to. 

Mr.  KTJCHEL.  Mr.  President,  I  ask 
unanimous  consent  that  the  amendment 
of  the  Senator  from  Tennessee  [Mr. 
Gore],  which  is  pending,  be  temporarily 
laid  aside  so  that  I  may  offer  an  amend¬ 
ment. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  KUCHEL.  Mr.  President,  I  offer 
an  amendment  which  I  send  to  the  desk 
and  ask  to  have  stated. 

The  Legislative  Clerk.  It  is  proposed 
that  at  the  appropriate  place  in  the  bill  i 
insert  the  following: 

That  section  6511  of  the  Internal  Revenue 
Code  of  1954,  relating  to  limitations  on 
credit  or  refund,  is  hereby  amended  by  add¬ 
ing  at  the  end  of  subsection  (d)  thereof,  re¬ 
lating  to  special  rules  applicable  to  income 
taxes,  the  following  new  paragraph: 

“(5)  Special  period  op  limitation  with 
RESPECT  TO  SELF-EMPLOYMENT  TAX  IN  CERTAIN 
cases. — If  the  claim  for  credit  or  refund  re¬ 
lates  to  an  overpayment  of  the  tax  imposed 
by  chapter  2  (relating  to  the  tax  on  self- 
employment  income)  attributable  to  the  ret¬ 
roactive  effect  of  an  agreement,  or  modifica¬ 
tion  of  an  agreement,  made  pursuant  to  sec¬ 
tion  218  of  the  Social  Security  Act  (relating 
to  coverage  of  State  employees),  by  reason 
of  which  the  self-employment  income  (as 
defined  in  section  1402  (b) )  of  an  individual 
is  different  from  what  it  would  be  but  for 
such  agreement  (or  modification) ,  and  if  the 
allowance  of  a  credit  or  refund  of  such  over¬ 
payment  is  otherwise  prevented  by  the  op¬ 
eration  of  any  law  or  rule  of  law  other  than 
section  7122  (relating  to  compromises) ,  such 
credit  or  refund  may  be  allowed  or  made  if 
claim  therefor  is  filed  on  or  before  the  later 
of  the  following  dates:  (A)  the  last  day  of 
the  second  year  after  the  calendar  year  in 
which  such  agreement  (or  modification)  is 
agreed  to  by  the  State  and  the  Secretary  of 
Health,  Education,  and  Welfare,  or  (B)  De¬ 
cember  31,  1965.” 

Mr.  kUCHKI  ..  The  amendment  has 
been  cleared  with  the  Senator  in  charge 
of  the  bill.  The  Treasury  Department 
has  approved  it.  The  Budget  Bureau 
has  approved  it.  The  Department  of 
Health,  Education,  and  Welfare  has  ap¬ 
proved  it. 


The  amendment  provides  for  the  same 
treatment  for  the  self-employed  under 
the  social  security  system  with  respect 
to  refunds  as  the  present  law  now  au¬ 
thorizes  for  others  in  the  system.  I  ask 
unanimous  consent  that  the  reports,  on 
S.  1480  which  I  authored  and  introduced 
on  May  8,  1963,  submitted  by  the  Secre¬ 
tary  of  the  Treasury  and  the  Secretary 
of  Health,  Education,  and  Welfare  be 
printed  in  the  Record  at  this  point. 

There  being  no  objection,  the  reports 
were  ordered  to  be  printed  in  the  Rec¬ 
ord,  as  follows: 

Department  op 

Health,  Education,  and  Welfare, 
Washington,  D.C.,  November  1,  1963. 
Hon.  Harry  P.  Byrd,  x 

Chairman,  Committee  on  Finance, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Mr.  Chairman:  This  letter  is  in  re¬ 
sponse  to.  your  request  of  May  9,  1963,  for  a 
report  on  S.  1480,  a  bill  to  provide  credit 
or  refund  of  self-employment  tax  in  certain 
cases. 

The  bill  would  provide  for  a  credit  or  re¬ 
fund  of  social  security  self-employment  taxes 

[P.  2238 ] 

paid  in  cases  where  the  retroactive  coverage 
of  State  or  local  Government  employees 
under  the  old-age,  survivors,  and  disability 
Insurance  program  extends  to  years  for  which 
refunds  of  such  taxes  are  barred  by  statute. 

Social  security  coverage  for  employees  of 
States  or  their  political  subdivisions  may  be 
provided  under  agreements  entered  into  be¬ 
tween  the  States  and  the  Secretary  of 
Health,  Education,  and  Welfare  pursuant  to 
section  218  of  the  Social  Security  Act.  Sec¬ 
tion  218(f)  of  the  act  provides  that  an  agree¬ 
ment,  or  a  modification  of  an  agreement, 
shall  be  effective  with  respect  to  services 
performed  after  the  date  specified  in  the 
agreement  or  modification,  but  such  date 
may  not  be  earlier  than  the  last  day  of  the 
sixth  calendar  year  preceding  the  year  in 
which  the  agreement  or  modification,  as  the 
case  may  be,  is  agreed  to  by  the  Secretary  of 
Health,  Education,  and  Welfare  and  the 
State. 

Retroactive  coverage  under  section  218  of 
the  Social  Security  Act  has  been  provided 
for  employees  who,  in  some  instances,  have 
paid  taxes  on  self-employment  Income  for 
years  in  the  period  of  retroactive  coverage 
for  which  they  must  also  pay  social  security 
contributions  on  their  wages  from  State  or 
local  government  employment.  This  retro¬ 
active  period  of  coverage  can  include  years 
for  which  no  refund  of  self-employment 
taxes  can  be  made  because  the  taxes  were 
paid  in  the  period  for  which  refunds  are 
barred  by  section  6511  of  the  Internal  Reve¬ 
nue  Code.  Thus,  when  the  total  of  wages 
and  self-employment  income  credited  for  a 
year  in  the  retroactive  period  exceeds  the 
maximum  amount  of  earnings  that  can  be 
credited  for  social  security  purposes,  the  em¬ 
ployee  would  have  paid  an  excessive  amount 
of  social  securty  taxes;  if  the  year  is  within 
the  period  barred  by  the  statute  of  limita- 
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tions  the  worker  can  receive  no  credit  or  re¬ 
fund  of  the  taxes,  and  the  taxes  paid  on  the 
extra  earnings  will  not  increase  the  social 
security  benefits  payable  on  his  account. 
The  extra  taxes  paid  by  a  worker  in  these 
cases  result  from  the  implementation  of 
statutory  provisions  authorizing  retroactive 
coverage  and  not  because  of  any  action  taken 
by  the  worker. 

Substantially  the  same  problem  was  en¬ 
countered  a  number  of  years  ago  when  State 
or  local  government  employees  had  other 
wages  on  which  social  security  taxes  had 
been  paid  in  the  period  of  retroactive  cover¬ 
age.  Relief  from  the  payment  of  excess  taxes 
in  these  cases  was  granted  by  Congress  in 
the  Social  Security  Amendments  of  1954. 
S.  1480  would  provide  relief,  in  the  form  of  a 
credit  or  refund  of  taxes,  that  is  similar  to 
that  provided  for  employees  whose  excessive 
payment  of  social  security  tax  relates  to 
wages  rather  than  self-employment  income. 

Since  section  218  of  the  Social  Security  Act 
distinguishes  an  “agreement”  from  a  "modi¬ 
fication  of  an  agreement,”  we  believe  that 
the  bill  should  include  a  reference  to  such 
modifications  as  well  as  to  the  basic  agree¬ 
ment  itself.  The  situation  for  which  the 
bill  would  provide  relief  can  occur  not  only 
as  a  result  of  an  agreement  but  also  as  a  re¬ 
sult  of  a  modification  to  an  agreement. 

The  bill  provides  that  in  order  to  get  a 
refund  of  social  security  self-employment 
taxes  paid  for  a  barred  year  an  application  for 
a  refund  would  have  to  be  filed  within  3 
years  from  the  time  the  agreement  for  retro¬ 
active  coverage  was  entered  into.  Some 
State  and  local  government  employees  have 
retroactive  coverage  under  agreements  made 
more  than  3  years  ago  and  therefore  they 
could  not  qualify  for  a  refupd  of  taxes  under 
the  provisions  of  S.  1480,  the  time  limit  for 
filing  having  already  expired.  We  believe 
the  bill  should  be  changed  so  that  it  would, 
apply  to  these  people. 

We  would  have  no  objection  to  enactment 
of  the  bill  subject  to  the  modifications  pro¬ 
posed  above. 

We  are  advised  by  the  Bureau  of  the  Budg¬ 
et  that  there  is  no  objection  to  the  pres¬ 
entation  of  this  report  from  the  standpoint 
of  the  administration’s  program. 

Sincerely, 

Anthony  J.  Celebrezze, 

Secretary. 


Treasury  Department, 
Washington,  D.C.,  October  22, 1963. 
Hon.  Harry  P.  Byrd, 

Chairman,  Committee  on  Finance, 

U.S.  Senate,  Washington,  D.C. 

Dear  Mr.  Chairman:  This  is  in  response  to 
your  request  for  the  views  of  this  Depart¬ 
ment  on  S.  1480,  “A  bill  to  provide  credit  or 
refund  of  self-employment  tax  in  certain 
cases.” 

Social  security  coverage  for  employees  of 
States  or  their  political  subdivisions  may  be 
provided  under  agreements  entered  into  be¬ 
tween  the  States  and  the  Secretary  of  Health, 
Education,  and  Welfare  pursuant  to  section 
218  of  the  Social  Security  Act.  Under  sec¬ 
tion  218(f)  of  the  act  the  agreement,  or  modi¬ 


fication  of  an  agreement,  “shall  be  effective 
with  respect  to  services  performed  after  an 
effective  date  specified  in  such  agreement  or 
modification;  except  that  such  date  may  not 
be  earlier  than  the  last  day  of  the  sixth 
calendar  year  preceding  the  year  in  which 
such  agreement  or  modification,  as  the  case 
may  be,  is  agreed  to  by  the  Secretary  and 
the  State.” 

It  is  our  understanding  that  retroactive 
coverage  under  section  218  of  the  Social  Se¬ 
curity  Act  has  been  provided  for  employees 
who,  in  some  instances,  have  paid  self- 
employment  tax  on  amounts  earned  from 
sources  other  than  State  employment  (for 
example,  by  writing  a  textbook) .  Under  sec¬ 
tion  1402(b)  of  the  Internal  Revenue  Code, 
relating  to  the  definition  of  self-employment 
income,  an  individual's  maximum  income 
subject  to  self-employment  tax  for  a  year 
is  determined  by  subtracting  his  “wages”  for 
that  year  from  $4,800  (from  $4,200  for  the 
years  1955  through  1958).  Thus,  if  a  State 
employee  is  retroactively  covered  for  1961 
and  he  received  wages  of  $4,000  from  the 
State  in  that  year  (and  no  other  wages), 
his  self-employment  income,  if  any,  for  that 
year  could  not  exceed  $800  ($4,800  minus 
$4,000) .  If  the  individual  paid  self-employ¬ 
ment  tax  on  ^earnings  In  excess  of  $800  he 
would  be  permitted  to  recompute  the  self- 
employment  tax  and  claim  credit  or  refund  of 
any  overpayment.  There  is  no  barrier  to  the 
allowance  of  the  credit  or  refund  if  the  claim 
is  filed  before  the  expiration  of  the  period  of 
limitation  prescribed  by  section  6511  of  the 
Internal  Revenue  Code.  In  the  cases  to 
which  S.  1480  is  directed,  however,  such  pe¬ 
riod  expired,  or  will  have  expired,  before  the 
existence  of  retroactive  coverage  under  sec¬ 
tion  218  of  the  Social  Security  Act.  Under 
these,  circumstances,  the  individual  con¬ 
cerned  has  no  opportunity  to  avoid  the  dup¬ 
lication  of  coverage  and  taxes,  and  under 
existing  law  there  is  no  remedy.  The  Treas¬ 
ury  Department  believes  that  in  these  cir¬ 
cumstances  an  inequity  exists  and  that  a 
remedy  should  be  provided. 

S.  1480  would  add  a  new  section  to  the 
Internal  Revenue  Code  (sec.  6424)  which 
would  provide  for  the  allowance  of  a  credit 
or  refund  in  any  case  in  which  the  amount 
of  self-employment  income  for  a  barred  year, 
before  the  retroactive  coverage  of  wages 
under  section  218  of  the  Social  Security  Act, 
differs  from  the  amount  of  such  income 
after  the  wages  are  retroactively  covered. 
The  credit  or  refund  would  be  computed  by 
multiplying  the  amount  of  such  difference 
by  the  rate  of  self-employment  tax  ap¬ 
plicable  to  the  barred  year.  The  credit  or 
refund  would  be  allowable,  however,  “ofily 
if  claim  therefor  is  filed  within  2  years  from 
the  date  on  which  the  agreement  under 
section  218  was  entered  into.” 

The  Department  would  like  to  suggest  a 
revision  of  the  bill,  as  set  forth  in  the  en¬ 
closed  draft,  which  is  Intended  to  accom¬ 
plish  the  following  changes: 

1.  Section  6402  of  the  code,  providing  gen¬ 
eral  authority  for  credits  or  refunds  of  over¬ 
payments,  is  applicable  to  the  cases  in  ques¬ 
tion,  and  the  only  additional'  provision 
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needed  is  an  appropriate  period  of  limita¬ 
tion  in  lieu  of  the  period  prescribed  by 
section  6511(a).  Accordingly,  as  a  matter 
of  code  arrangement,  it  would  seem  prefer¬ 
able  to  place  the  additional  provision  in 
section  6511,  rather  than  to  state  it  as  a 
new  section  6424. 

2.  It  is  our  understanding  that  the  2-year 
period  of  limitation  proposed  In  S.  1480  may 
have  expired,  or  that  expiration  thereof  may 
be  imminent,  for  some  of  the  cases  which 
S.  1480  is  intended  to  remedy.  The  en¬ 
closed  draft  would  open  the  period  of  limita¬ 
tion  for  all  concerned  until  December  31, 
1965,  and  would  provide  thereafter  for  a 
period  ending  at  the  close  of  the  second  year 
following  the  calendar  year  in  which  the 
retroactive  coverage  is  agreed  upon  by  the 
State  and  the  Secretary  of  Health,  Education, 
and  Welfare.  (This  latter  period  is  the  same 
as  the  period  provided  for  State  employees 
in  sec.  202(a)  (2)  of  the  Social  Security 
Amendments  of  1954,  68  Stat.  1090.) 

3.  Section  218  of  the  Social  Security  Act 
distinguishes  an  “agreement"  from  a  “modi¬ 
fication  of  an  agreement.”  It  appears  neces¬ 
sary  to  include  a  reference  to  such  modifica¬ 
tions  inasmuch  as  they  may  be  a  source  of 
retroactive  coverage.  An  “agreement,”  for 
example,  would  not  necessarily  be  the  only 
appropriate  event  from  which  to  measure  a 
period  of  limitation. 

Subject  to  the  changes  referred  to  above, 
the  Treasury  Department  has  no  objection 
to  the  enactment  of  S.  1480. 

The  Bureau  of  the  Budget  has  advised  the 
Treasury  Department  that  there  is  no  ob¬ 
jection  from  the  standpoint  of  the  admin¬ 
istration’s  program  to  the  presentation  of 
this  report. 

Sincerely  yours, 

Stanley  S.  Surrey, 
Assistant  Secretary. 

Mr.  GORE.  Mr.  President,  reserving 
the  right  to  object,  will  the  Senator  in 
charge  of  the  bill  give  ns  an  explanation 
of  the  amendment? 

Mr.  KUCHEL.  I  believe  the  best  way 
to  explain  it  is  to  read  a  portion  of  the 
letter  from  the  Secretary  of  Health,  Edu¬ 
cation,  and  Welfare  which  refers  to  the 
amendment  that  I  have  offered: 

The  bill  would  provide  for  a  credit  or  re¬ 
fund  of  social  security  self-employment  taxes 
paid  in  cases  where  the  retroactive  cover¬ 
age  of  State  or  local  government  employees 
under  the  old-age,  survivors,  and  disability 
insurance  program  extends  to  years  for  which 
refunds  of  such  taxes  are  barred  by  statute. 
***** 

The  bill  provides  that  in  order  to  get  a 
refund  of  social  security  self-employment 
taxes  paid  for  a  barred  year  an  application 
for  a  refund  would  have  to  be  filed  within  3 
years  from  the  time  the  agreement  for  retro¬ 
active  coverage  was  entered  into.  Some  State 
and  local  government  employees  have  retro¬ 
active  coverage  under  agreements  made  more 
than  3  years  ago  and,  therefore,  they  could 
not  qualify  for  a  refund  of  taxes  under  the 


provisions  of  S.  1480,  the  time  limit  for  filing 
having  already  expired.  We  believe  the  bill 
should  be  changed  so  that  it  would  apply  to 
these  people. 

***** 

We  are  advised  by  the  Bureau  of  the  Budg¬ 
et  that  there  is  no  objection  to  the  presenta¬ 
tion  of  this  report  from  the  standpoint  of 
the  administration’s  program. 

[P.  2239] 

In  addition,  having  listened  to  repre¬ 
sentatives  of  this  Department,  the  House 
of  Representatives  has  reported  similar 
legislation  in  the  House. 

Mr.  GORE.  Mr.  President,  I  have  lis¬ 
tened  to  the  explanation,  and  I  have  also 
conferred  with  staff  members.  I  am  now 
familiar  with  the  problem  to  which  the 
amendment  is  addressed,  and  I  have  no 
objection. 

Mr.  KUCHEL.  I  thank  the  Senator. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  California. 

The  amendment  was  agreed  to. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that, 
without  prejudice  to  the  pending  amend¬ 
ment,  the  Senate  may  proceed  to  con¬ 
sider  certain  amendments  that  are  purely 
technical  in  nature. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  of  the  Senator 
from  Louisiana?  The  Chair  hears  none. 
The  amendments  of  the  Senator  from 
Louisiana  will  be  stated. 

The  Chief  Clerk.  The  following 
amendments  are  proposed: 

Page  33,  line  7,  strike  out  “amendment” 
and  Insert  “amendments”. 

Page  47,  in  the  second  line  following  line 
9,  strike  out  “602(a) ”  and  insert  “6052(a)  ”. 

Page  66,  line  5,  strike  out  “tribution”  and 
Insert  “tributions”. 

Page  67,  line  20,  strike  out  “intervening 
year”  and  Insert  “taxable  year  intervening”. 

Page  69,  line  9,  strike  out  "years”  and  in¬ 
sert  “year”. 

Page  75,  line  6,  strike  out  "loss”  ”  and  in¬ 
sert  "loss’  ”. 

Page  75,  line  13,  strike  out  “such”  and  in¬ 
sert  “any  taxable”. 

Page  76,  line  9,  strike  out  “year.”  and  in¬ 
sert  “year,”. 

Page  76,  line  13,  after  “expropriation”  in¬ 
sert  “loss”. 

Page  87,  line  3,  after  “date  of”  insert  “the”. 

Page  88,  line  20,  strike  out  “on  or”. 

Page  92,  line  6,  strike  out  “year.”  and  in¬ 
sert  “year,”. 

Page  92,  line  11,  strike  out  “)  relating” 
and  insert  “(relating”. 

Page  95,  line  7,  before  “(c)”  insert  opening 
quotation  marks. 

Page  100,  line  16,  after  "80a-2)  ”  insert  clos¬ 
ing  parenthesis. 
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Page  105,  line  13,  strike  out  “described" 
and  insert  “described”. 

Page  109,  line  22,  after  “corporation”  insert 
“,  with  respect  to  the  plan  described  in  sub¬ 
section  (a)  (2).”. 

Page  110,  line  7,  strike  out  “plan"  and  in¬ 
sert  “plans”. 

Page  116,  line  1,  after  “poration”  insert 
**,  with  respect  to  the  plan  described  in  sub¬ 
section  (a)  (1)  (A),”. 

Page  116,  line  11,  strike  out  “plan”  and  in¬ 
sert  “plans”. 

Mr.  LONG  of  Louisiana.  The  amend¬ 
ments  are  clerical. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ments  of  the  Senator  from  Louisiana. 

Th§  amendments  were  agreed  to. 

Mr.  CARLSON.  Mr.  President,  I 
would  like  to  inquire  of  the  Senator  in 
charge  of  the  bill  as  to  the  application  of 
the  minimum  distribution  tables  con¬ 
tained  in  section  123(b)  of  the  bill,  relat¬ 
ing  to  minimum  distributions  from  con¬ 
trolled  foreign  corporations  under  sec¬ 
tion  963(b)  of  the  code. 

Section  123(b)  of  the  bill  provides 
three  separate  minimum  distribution 
tables  to  give  effect  to  the  new  corporate 
tax  rate  changes.  The  first  of  these 
tables  is  provided  for  “Taxable  years  be¬ 
ginning  in  1963“  and  is  the  same  as 
existing  law.  The  second  table  is  pro¬ 
vided  for  “Taxable  years  beginning  in 
1964”;  the  third  for  “Taxable  years  be¬ 
ginning  after  December  31,  1964.” 

Many  U.S.  corporations  to  which 
these  tables  will  apply,  may  own  one  or 
more  foreign  subsidiary  corporations 
having  taxable  years  which  differ  from 
the  taxable  year  of  the  U.S.  parent.  Is 
it  intended  that  each  of  the  references  to 
taxable  years  in  the  revised  minimum 
distribution  tables  is  to  the  taxable  year 
of  the  U.S.  parent  corporation  receiving 
the  minimum  distribution  and  not  the 
taxable  year  of  any  foreign  subsidiary? 

For  example,  is  the  table  provided  in 
section  963(b)  (2)  to  apply  in  determin¬ 
ing  the  amount  of  minimum  distribu¬ 
tion  required  to  be  received  by  a 
domestic  corporation  whose  taxable  year 
begins  in  1964  irrespective  of  the  taxable 
year  of  any  of  its  foreign  subsidiaries 
from  whom  the  minimum  distribution 
has  been,  or  is  to  be  received? 

Mr.  LONG  of  Louisiana.  The  answer 
to  the  question  is  “Yes.”  Similarly  the 
table  described  in  section  963(b)  (3)  is  to 
be  used  for  taxable  years  of  the  U.S.  par¬ 
ent  corporation  beginning  after  Decem¬ 
ber  31, 1964. 

Mr.  CARLSON.  Mr.  President,  I  ap¬ 
preciate  very  much  the  response  of  the 
Senator  from  Louisiana. 


REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other 
purposes. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  will  the  Senator  from  Louisi¬ 
ana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  WILLIAMS  of  Delaware.  I  was 
talking  with  representatives  of  the  Treas¬ 
ury  Department  yesterday^  and  I  under¬ 
stand  there  may  be  technical  error  in 
the  personal  holding  company  section 
and  that  they  might  suggest  an  amend¬ 
ment. 

It  is  my  understanding  that  such  an 
amendment  would  not  in  any  way 
change  the  intent  but  would  merely  cor¬ 
rect  a  draftsmanship  error.  I  do  not 
know  whether  the  Senator  from  Louisi¬ 
ana  is  familiar  with  this  or  if  he  has 
the  amendment. 

Mr.  LONG  of  Louisiana.  As  the  Sen¬ 
ator  well  knows,  this  bill  is  379  pages 
long.  It  is  extremely  technical  in  na¬ 
ture.  The  Senator  knows  that  the 
members  of  the  staff  are  perhaps  the 
most  overworked  -persons  in  the  Unit¬ 
ed  States,  having  been  driven  almost 
like  slaves  in  a  galley  for  the  last  2 
weeks,  and,  to  a  considerable  degree, 
even  for  months  preceding  that.  The 
staff  has  been  working  16  hours  a  day, 
including  Sundays,  trying  to  do  all  the 
technical  drafting  necessary  for  the  bill. 
People  can  be  only  human.  They  can 
make  errors.  No  one  is  perfect.  So  if 
there  have  been  a  few  oversights  in 
drafting,  we  certainly  wish  to  do  away 
with  any  technical  mistakes  or  any  fail¬ 
ures  in  language  to  carry  out  what  was 
the  intent  of  the  committee  when  the 
staff  attempted  to  carry  out  that  in¬ 
tention.  Our  staff,  and  the  Treasury 
staff,  have  performed  Herculean  tasks 
in  drafting  this  bill  in  such  a  short 
time. 

Mr.  WILLIAMS  of  Delaware.  I  join 
the  Senator  in  commending  the  staffs  of 
both  the  committee  and  the  Treasury. 

Mr.  LONG  of  Louisiana.  It  may  well 
be  that  at  some  point  in  this  lengthy  bill 
of  some  375  pages  of  technical  drafting 
an  undue  hardship  may  have  been  in¬ 
advertently  placed  on  someone.  If  that 
is  the  case, -I  will  cooperate  with  the  Sen¬ 
ator  in  trying  to  correct  it. 

Mr.  CARLSON.  Mr.  President,  will  the 
Senator  yield? 
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Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  CARLSON.  I  wish  to  pay  tribute 
to  the  staff  and  the  Treasury  for  the 
outstanding  service  they  have  rendered 
to  the  committee  in  executive  sessions  as 
well  as  during  the  consideration  of  the 
bill  on  the  floor.  It  was  my  privilege  to 
serve  for  many  years  on  the  House  Ways 
and  Means  Committee,  and  for  the  past 
8  years  on  the  Senate  Finance  Commit¬ 
tee.  This  is  the  finest  cooperation  we 
have  ever  had.  It  was  interesting  to  note 
that  there  were  no  problems  this  year  in 
that  connection.  I  think  I  should  men¬ 
tion  that  previously  there  was  discussion 
as  to  whether  representatives  of  the 
Treasury  Department  should  sit  in  with 
the  committtee  during  consideration  of 
the  bill.  This  year  there  was  no  objec¬ 
tion  to  the  representatives  of  the  Treas¬ 
ury  Department  continually  sitting  with 
the  committee.  I  urged  it.  I  think  it  was 
helpful. 

I  do  not  always  support  the  views  of 
the  Treasury.  At  the  same  time,  I  think 
they  can  be  helpful.  This  bill  represents 
evidence  of  hard  work.  Some  of  the  staff 
members  worked  on  Sunday  to  get  to¬ 
gether  a  report  in  2  or  3  days  which 
might  well  have  taken  at  least  10  days. 
They  are  entitled  to  great  commendation. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  1  join  the  Senator  in  congrat¬ 
ulating  the  staff  on  the  job  they  have 
done.  It  would  be  a  miracle  if  we  did  not 
discover  more  errors  before  final  passage 
of  the  bill. 

» 

Mr.  LONG  of  Louisiana.  We  have 
found  that  the  Treasury  and  the  staff 
can  be  most  helpful.  On  one  particular 
occasion,  the  Senator  from  Louisiana  did 
not  prevail  with  an  amendment  when  the 
Treasury  did  not  agree  with  him  on  it. 
The  Senator  from  Louisiana  had  not  in¬ 
vited  the  staff  to  give  views  on  what  the 
result  of  the  adoption  of  my  amendment 
would  be.  That  is  what  happens  when 
we  do  not  have  the  views  of  the  advisers, 
and  tell  them  to  speak  only  when  they 
are  spoken  to,  when  they  are  available 
for  professional  advice. 

[ P .  2240] 

Mr.  CARLSON.  Mr.  President,  I  prob¬ 
ably  had  more  amendments  that  were  op¬ 
posed  by  the  Treasury  representatives 
and  received  less  consideration  or  ap¬ 
proval  than  any  other  member  of  the 
committee.  Nevertheless,  I  appreciate 
their  position  and  do  not  hold  it  against 
them. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 


Mr.  SMATHERS.  I  wish  to  join  other 
Senators.  I  shall  not  prolong  the  trib¬ 
utes  too  long,  but  I  wish  to  highly  com¬ 
mend  the  staff  for  the  wonderful  work 
they  have  done.  Without  their  help  we 
could  not  have  understood  the  bill,  and 
the  Treasury  Department  officials  them¬ 
selves,  who,  as  the  Senator  from  Louisi¬ 
ana  has  said,  worked  around  the  clock 
in  order  for  us  to  consider  the  bill  as 
expeditiously  as  we  have. 

I  wish  to  ask  the  Senator  from  Louisi¬ 
ana  certain  questions  for  the  purpose  of 
clarification. 

The  first  question  is  on  section  216  of 
the  bill,  relating  to  interest  on  loans  on 
certain  insurance  contracts.  The  gen¬ 
eral  explanation  of  this  provision,  con¬ 
tained*  in  the  reports  of  the  House  Ways 
and  Means  Committee  and  the  Senate 
Finance  Committee,  explains  that  “the 
interest  deduction  is  not  to  be  denied 
where  the  indebtedness  actually  is  to 
finance  business  obligations,  rather  than 
to  carry  insurance.”  How  would  section 
216  of  the  bill  apply  where  life  insurance 
is  purchased  by  a  business  in  the  follow¬ 
ing  situations: 

First,  a  corporation  which  every  year 
borrows  substantial  sums  to  carry  on  its 
business  has  agreed  to  pay  employees  an 
Income  after  retirement.  To  fund  this 
corporate  obligation  it  purchases  level 
premium  life  insurance  but  does  not  plan 
to  borrow  the  funds  needed  to  pay  the 
premiums. 

Mr.  LONG  of  Louisiana.  The  answer 
to  the  first  question  is  that  the  mere  fact 
that  the  corporation  purchased  a  cash 
value  life  insurance  policy  would  not 
cause  any  disallowance  of  the  interest 
paid  on  the  corporation’s  normal  indebt¬ 
edness.  This  would  be  true  even  if  the 
policy  is  later  used  as  part  of  the  collat¬ 
eral  for  the.  corporation’s  borrowings  for 
purposes  other  than  to  carry  life  insur¬ 
ance  policies. 

Mr.  SMATHERS.  The  second  ques¬ 
tion  is  as  follows:  A  fiilance  company 
borrows  money  and  lends  it  to  custom¬ 
ers.  Is  it  correct  that  interest  on  the 
borrowed  funds  would  not  be  disallowed 
as  a  deduction  merely  because  the  cor¬ 
poration  also  owned  a  cash  value  policy 
on  the  life  of  a  key  employee? 

Mr.  LONG  of  Louisiana.  That  is  cor¬ 
rect. 

Mr.  SMATHERS.  The  third  question 
is  as  follows:  A  bank  purchases  cash 
value  insurance  on  the  life  of  one  of  its 
key  executives. 

Mr.  LONG  of  Louisiana.  The  answer 
to  that  question  is  that  no  part  of  the 
deduction  for  interest  paid  to  depositors 
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will  be  disallowed  merely  because  the 
bank  owns  a  cash  value  life  insurance 
policy.  Similarly,  a  corporation  which 
has  outstanding  bonds  will  not  have  any 
portion  of  the  interest  paid  on  such 
such  bonds  disallowed  as  a  deduction 
merely  because  it  purchased  cash  value 
life  insurance.  In  these  cases,  the  inter¬ 
est  deduction  will  not  be  disallowed  un¬ 
less  there  is  a  plan  for  systematically 
borrowing  increases  in  the  cash  value  of 
the  policy,  for  example  by  increasing  the 
amount  of  corporate  indebtedness  each 
year  by  the  amount  of  increase  in  the 
cash  value. 

Mr.  President,  without  prejudice  to  the 
pending  amendment,  I  send  to  the  desk 
another  amendment,  which  I  believe  has 
been  cleared  with  Senators  on  both  sides. 

The  PRESIDING  OFFICER.  Without 
objection,  the  amendment  offered  by  the 
Senator  from  Louisiana  will  be  stated. 

The  legislative  clerk  read  as  follows: 

On  page  47,  line  9,  after  the  period,  in¬ 
sert:  "In  applying  section  79(b)  of  the  In¬ 
ternal  Revenue  Code  of  1954  (as  added  by 
subsection  (a)(1)  of  this  section)  to  a  tax¬ 
able  year  beginning  before  May  1,  1964,  if 
paragraph  (2)  (B)  of  such  section  applies 
with  respect  to  an  employee  for  the  period 
beginning  May  1,  1964,  and  ending  with  the 
close  of  his  first  taxable  year  ending  after 
April  30,  1964,  such  paragraph  (2)(B)  shall 
be  treated  as  applying  with  respect  to  such 
employee  for  the  period  beginning  January 
1,  1964,  and  ending  April  30, 1964.” 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  this  amendment  has  also  been 
cleared  with  the  Treasury  and  with  both 
sides  of  the  aisle.  This  amendment  gives 
until  April  30,  1964,  for  this  1  year,  to 
give  all  rights  to  group  term  insurance 
over  to  a  charity  without  the  insurance 
giving  rise  to  income  to  the  taxpayer 
involved.  This  is  to  take  into  account 
the  fact  that  the  provision  was  not  en¬ 
acted  by  January  1, 1964. 

Mr.  GORE.  Mr.  President,  reserving 
the  right  to  object,  the  bill  as  it  came 
from  the  House  and  as  it  was  reported 
by  the  Senate  committee  moves  to  limit 
the  amount  of  group  term  life  insurance 
which  can  be  carried  on  any  employee 
without  the  employee  having  to  include 
in  his  taxable  income  the  value  of  the 
premium  paid.  Under  present  law,  the 
employee  is  not  subject  to  tax  liability 
for  the  value  of  the  premium  paid  but 
his  employer  corporation  does  receive  a 
tax  deduction.  I  am  pleased,  indeed, 
that,  even  though  the  limits  are  much 
higher  than  I  believe  equitable,  the  bill 
does  contain  a  limit,  as  does  the  House 
version. 

The  Treasury  advised  us  of  instances 
in  which  corporation  officers  were  given 
policies  to  the  extent  of  $900,000,  of  cov¬ 
erage  payable  to  their  estates.  The  vast 
benefits  which  they  receive  under  pres¬ 


ent  law  to  the  extent  of  the  value  of  the 
premium  paid  go  entirely  without  tax  lia¬ 
bility  as  to  them.  The  premium  pay¬ 
ment  thereon  is  entirely  without  tax  lia¬ 
bility,  as  to  the  employee,  yet  the 
premium  payment  is  deductible  as  to  the 
corporation. 

So  we  have  the  case  of  an  individual 
who  is  receiving  a  vast  benefit  without 
any  tax  liability  thereon.  Due  to  the 
corporate  tax  rate,  the  Treasury  is  fi¬ 
nancing  a  little  more  than  half  of  the 
premium,  for  the  total  amount  is  de¬ 
ductible  to  the  corporation. 

Accordingly,  I  am  pleased  that  we  are 
moving  toward  a  limit.  The  Treasury 
wanted  initially  a  $5,000  limit;  the  House 
bill  has  a  $30,000  limit.  Unfortunately, 
the  Senate  committee  recommends  a 
$70,000  limit.  I  trust  the  conferees  will 
agree  to  the  lowest  possible  compromise. 

The  pending  amendment,  it  seems  to 
me,  is  all  right,  and  I  hope  its  adoption 
will  assist  in  holding  a  good  limitation  in 
conference. 

Mr.  LONG  of  Louisiana.  This  is  to 
prevent  unintended  hardship  for  persons 
who  would  have  expected  the  law  to  have 
become  effective  on  January  1,  1964,  and 
found  that  they  were  prejudiced  because 
it  did  not  become  effective  on  that  date ; 
so  that  date  would  be  advanced  to  April 
30. 

Mr.  GORE.  Mr.  President,  I  concur 
in  the  amendment. 

Mr.  SMATHERS.  Mr.  President,  I 
congratulate  the  able  Senator  from 
Tennessee  with  respect  to  this  particular 
amendment  and  the  others  in  this  field. 
There  is  no  question  that  sometimes 
someone  goes  too  far.  In  some  in¬ 
stances  companies  bought  too  large 
policies  for  their  executives;  and  I 
believe  the  practice  was  being  abused. 
We  owe  a  considerable  debt  to 
the  able  Senator  from  Tennessee  for 
having  called  this  situation  to  our  at* 
tention.  I  believe  we  will  arrive  at  a 
reasonable  and  sensible  compromise, 
and  I  believe  the  Senator  from  Tennes¬ 
see  deserves  the  credit. 

Mr.  GORE.  I  thank  the  Senator  from 
Florida. 

Mr.  WILLIAMS  of  Delaware.^  Mr. 
President,  I  should  like  to  call  up  an 
amendment  on  behalf  of  the  Senator 
from  Iowa  [Mr.  Miller],  identified  as 
Amendment  No.  414,  and  ask  that  it  be 
stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  for  the  infor¬ 
mation  of  the  Senate. 

The  Chief  Clerk.  At  the  proper 
place  in  the  bill  it  is  proposed  to  insert 
the  following: 

Sec.  .  Crop  Insurance  Proceeds. 

Section  451  of  the  Internal  Revenue  Code 
of  1954,  as  amended  (relating  to  general  rule 
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for  taxable  year  of  inclusion) ,  is  amended  by 
adding  the  following  subparagraph: 

“(c)  In  the  case  of  insurance  proceeds 
received  as  a  result  of  destruction  or  dam¬ 
age  to  crops,  a  taxpayer  reporting  on  the 
cash  basis  of  accounting  may  elect  to  in¬ 
clude  such  proceeds  in  Income  for  the  year 
following  the  year  of  destruction  or  dam¬ 
age  provided  he  establishes  to  the  satisfac¬ 
tion  of  the  Secretary  or  his  delegate  that, 
under  his  practice,  income  from  such  crops 
would  not  have  been  reported  in  the  year  In 
which  raised." 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  the  purpose  of  the  amend¬ 
ment  is  to  provide  a  means  to  aid  farm¬ 
ers  who  are  accustomed  to  carrying  a 
crop  over  and  not  selling  it  until  after 
the  first  of  the  year. 

Should  their  crops  be  destroyed,  under 
existing  law  the  insurance  they  collect 
for  the  damaged  crops  would  be  received 
in  the  same  year  they  had  sold  their 
previous  year’s  crops.  This  would  result 
in  a  heavy  tax  in  one  year — the  yew  of 
the  crop  damage — and  a  loss  in  the  next 
year’s  taxes. 

This  amendment  would  allow  the 
farmer  to  carry  forward  until  the  next 
year  the  amount  he  collects  as  insurance 
on  the  damaged  crops. 

[P.  2241] 

I  join  the  Senator  from  Iowa  in  urging 
its  adoption. 

Mr.  MILLER.  Mr.  President,  I  thank 
the  distinguished  Senator  from  Dela¬ 
ware  [Mr.  Williams!  for  the  courtesy  in 
offering  my  amendment  in  my  behalf 
during  my  unavoidable  absence  from  the 
floor. 

The  Senator  from  Delaware  has  suc¬ 
cinctly  stated  the  purpose  of  my  amend¬ 
ment. 

I  invite  attention  of  my  colleagues  to 
the  fact  that  the  amendment  applies  only 
to  farmers  reporting  on  the  cash  basis 
of  accounting.  There  is  no  need  to  cover 
farmers  using  the  accrual  or  inventory 
basis  of  accounting.  Let  me  give  an  ex¬ 
ample  to  illustrate  this.  Take  an  ac¬ 
crual-basis  farmer  who  harvests  $5,000 
worth  of  com  in  October,  with  the  in¬ 
tention  of  not  selling  it  until  the  follow¬ 
ing  spring.  He  will  have  touinclude  the 
$5,000  worth  of  harvested  grain  in  his 
closing  year  inventory  and  compute  his 
annual  income  accordingly.  Now,  if  his 
crop  is  destroyed  by  hail  and  windstorm 
and  he  receives  $5,000  in  insurance  pro¬ 
ceeds,  these  proceeds  will  have  to  be  re¬ 
ported  when  they  are  received  in  that 
year.  In  either  case,  whether  his'  crops 
are  destroyed  or  not,  he  is  going  to  have 
$5,000  of  income  for  the  year  the  crops 
are  being  raised. 

But  the  cash-basis  farmer  is  in  a  dif¬ 
ferent  position.  If  his  crop  is  harvested, 
and  he  does  not  sell  it  until  the  follow¬ 
ing  year,  he  will  not  have  to  report  the 
$5,000  income  until  the  year  of  sale — the 


following  year.  If  his  crop  is  destroyed 
and  he  receives  $5,000  insurance  proceeds 
in  the  current  year,  however,  he  must  re¬ 
port  the  $5,000  as  income  for  the  current 
year.  This  would  mean  doubling  up  in¬ 
come  from  crops  from  the  previous 
year — which  were  not  sold  until  the  cur¬ 
rent  year — with  the  $5,000  insurance  pro¬ 
ceeds.  Thus,  we  have  an  abnormal 
amount  of  income  thrown  into  1  year 
as  a  result  of  a  hardship  over  which  the 
farmer  had  no  control.  My  amendment 
would  prevent  this  abnormality  by  giving 
the  farmer  an  election  to  report  the  in¬ 
surance  proceeds  in  the  following  year, 
when  the  crops — had  they  not  been  de¬ 
stroyed — would  have  normally  been  sold. 

My  amendment  requires  that  the  tax¬ 
payer  satisfy  the  Internal  Revenue  Serv¬ 
ice  that  it  was  his  practice  to  sell  his  crop 
in  the  following  year.  This  should  not 
be  difficult,  because  farmers  who  follow 
this  practice  can  readily  obtain  records 
showing  delivery  of  their  crops  in  the 
spring  or  summer  following  the  previous 
year  when  harvested. 

If  it  be  suggested  that  a  farmer  en¬ 
gaged  in  his  first  year  of  operations 
could  not  show  an  established  practice, 
the  answer  is  that  it  will  not  work  hard¬ 
ship  on  him  to  report  the  insurance  pro¬ 
ceeds  in  the  current  year,  since  he  will 
not  have  any  crop  income  from  a  pre¬ 
vious  year  to  double  up  on. 

A  number  of  farmers  seal  their  grain 
crop  in  the  year  of  harvest.  They  have 
a  choice  of  reporting  the  loan  proceeds 
received  from  the  Commodity  Credit 
Corporation  as  income  in  the  year  the 
loan  is  received  or  in  the  year  when  the 
grain  is  actually  sold.  Once  they  make 
a  choice  of  how  they  want  to  handle  it, 
they  are  required  to  consistently  follow 
their  procedure  until  and  unless  they  re¬ 
ceive  permission  to  make  a  change  from 
the  Internal  Revenue  Service. 

In  the  case  of  a  farmer  who  normally 
seals  his  crop  in  the  year  it  is  har¬ 
vested,  and  reports  the  loan  proceeds  as 
income,  he  will  not  be  adversely  affected 
by  having  to  report  insurance  proceeds 
received  in  the  same  year.  My  amend¬ 
ment  would  not  affect  him,  because  he 
does  not  need  to  be  protected  from  the 
doubling-up  problem.  He  already  has  a 
practice  of  reporting  income  from  the 
crop  in  the  year  harvested,  because  he 
reports  the  loan  proceeds  received  from 
sealing  the  crop  in  the  same  year. 

In  the  case  of  a  farmer  who  normally 
seals  his  crop  in  the  year  it  is  harvested, 
but  does  not  report  the  loan  proceeds  as 
income  and  does  not  report  the  income 
until  the  crop  is  sold,  he  can  readily 
show  that  income  from  the  crop  would 
not  be  reported  in  the  year  harvested 
under  his  practice,  and  my  amendment 
would  cover  him  and  protect  him  from 
the  doubling-up  problem. 

One  other  situation  calls  itself  to 
mind.  Take  the  case  of  a  cash-basis 
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*  farmer  who  feeds  his  raised  crops.  Nor¬ 
mally  he  keeps  enough  feed  on  hand  so 
that  the  crops  raised  in  one  year  are  not 
fed  until  the  following  year.  But  in  one 
year  the  crops  are  destroyed  and  he  re¬ 
ceives  insurance  proceeds  in  that  year 
which  he  must  report  as  income.  My 
amendment  would  not  cover  this  indi¬ 
vidual,  but  it  need  not  do  so.  He  can 
already  protect  himself  from  an  abnor¬ 
mality  by  simply  taking  the  insurance 
proceeds,  which  he  must  report  as  in¬ 
come,  and  purchasing  feed  grain,  using 
the  purchase  as  an  offsetting  deduction. 
Thus  he  already  can  protect  himself 
from  an  abnormality. 

I  have  attempted  to  explain  t^e 
various  situations  under  which  the  ap¬ 
plication  of  my  amendment  might  arise 
with  a  view  to  providing  some  legisla¬ 
tive  history  to  assist  the  Internal  Rev¬ 
enue  Service  in  the  preparation  of  a  reg¬ 
ulation  to  cover  this  change  in  the  law. 
I  am  confident  that  the  equity  of  the 
amendment  is  readily  apparent,  and  the 
only  wonder  is  that  the  law  was  not 
changed  long  ago.  I  hope  my  amend¬ 
ment  will  be  adopted,  and  I  trust  there 
will  be  no  difficulty  in  having  it  ap¬ 
proved  by  the  Conference  Committee. 

Mr.  LONG  of  Louisiana.  I  assume 
that  this  would  be  done  with  the  under¬ 
standing  that  if  the  amendment  en¬ 
counters  any  serious  objection  from  the 
House  the  Senator  will  not  be  adamant. 
I  should  be  glad  to  have  the  amendment 
considered  in  conference. 

Mr.  WILLIAMS  of  Delaware.  That 
would  be  acceptable. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Dela¬ 
ware  [Mr.  Williams]  on  behalf  of  the 
Senator  from  Iowa  [Mr.  Miller]. 

The  amendment  was  agreed  to. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee 
[Mr.  Gore]. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  5  minutes  to  the  Senator 
from  Florida. 

The  PRESIDING  OFFICER.  The 
Senator  from  Florida  is  recognized  for 
5  minutes. 

Mr.  SMATHERS.  Mr.  President,  I 
thank  the  able  Senator  from  Louisiana. 
With  respect  to  the  proposed  stock  op¬ 
tion  amendment  of  the  able  Senator 
from  Tennessee  [Mr.  Gore],  in  this  area 
I  believe  it  is  the  general  opinion  of  most 
members  of  the  committee  that  there  has 
been  some  abuse.  In  the  case  of  the 
Chrysler  Corp.,  which  the  Senator  from 
Tennessee  most  eloquently  pointed  out 
some  time  ago,  the  president  of  that  cor¬ 
poration  was  able  to  take  company  stock 
rather  precipitately; — I  believe  to  his 


credit  and  business  ingenuity — but  in  any 
event  he  was  able  to  come  out  of  the 
transaction  with  what  would  appear  to 
be  vast  profits  over  the  course  of  the 
years. 

The  stock  option  period  has  been  car¬ 
ried  out,  and  the  option  has  been  made, 
open  end,  so  to  speak,  for  such  a  long 
period  of  time  that  there  have  been  cases 
where  the  profits  have  been  inordinate, 
and  I  believe  went  too  far. 

There  has  been  no  abuse  of  the  law. 
Nonetheless,  I  believe  that  some  restric¬ 
tion  should  be  placed  upon  the  practice. 

Mr.  KUCHEL.  Mr.  President,  will  the 
Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  KUCHEL.  Do  I  correctly  under¬ 
stand  that  no  allegation  is  made  in  this 
debate  that  the  present  law  has  been 
violated? 

Mr.  SMATHERS.  No  allegation  has 
been  made  that  the  present  law  has  been 
violated. 

Mr.  KUCHEL.  By  any  corporation? 

Mr.  SMATHERS.  The  Senator  is  cor¬ 
rect. 

Mr.  KUCHEL.  Then  I  understand 
that  We  have  the  present  law;  we  have 
the  recommendation  of  the  committee 
changing  the  present  law;  and  the  Sen¬ 
ator  from  Tennessee  has  a  proposal  now 
pending  to  change  the  provision  in  the 
committee. 

Mr.  GORE.  The  Senator  is  correct. 

Mr.  KUCHEL.  I  wish  the  Record  to 
be  clear  that  on  this  floor  no  one  has 
alleged  that  any  corporation  in  America 
has  violated  the  present  statute. 

Mr.  SMATHERS.  The  Senator  is  emi¬ 
nently  correct.  No  one  charges  that. 
The  only  claim,  which  has  been  made — 
and  verified  to  some  extent  by  the 
recommendations  of  the  Treasury,  and 
the  action  taken  by  the  House  Ways  and 
Means  Committee,  and  now  the  actioh 
taken  by  the  Senate  Finance  Commit¬ 
tee — is  that  the  law  as  it  has  existed, 
has  been  a  little  overgenerous  with  re¬ 
spect  to  the  stock  option  features. 
Therefore,  the  Treasury,  the  House  Ways 
and  Means  Committee,  and  now  the  Sen¬ 
ate  Finance  Committee  have  tightened 
up  in  various  respects  on  the  stock  op¬ 
tion  provision,  which  I  shall  describe  in 
just  a  moment. 

The  Senator  from  Tennessee  thinks 
we  ought  to  go  even  further  than  the 
committee  has  gone.  We  have  tightened 
up  the  situation  in  four  major  respects, 
which  I  shall  enumerate.  The  Senator 
from  Tennessee  would  like  to  go  even 
further  in  tightening  up  the  stock  option 
provision. 

[P.  2242 ] 

We  had  some  very  interesting  testi¬ 
mony  from  the  Secretary  of  the  Treasury 
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and  from  many  others  with  respect  to 
the  value  of  stock  options,  which  are  in 
the  form  of  premiums  that  are  given  to 
young  business  executives  who  under¬ 
stand  how  to  operate  large  business  cor¬ 
porations. 

Because  of  the  high  rate  of  taxes  on 
large  salaries,  the  only  manner  in  which 
it  is  possible  to  attract  talented  young 
men  to  take  over  the  guidance  and  op¬ 
eration  of  major  business  corporations, 
is  to  give  them,  in  most  instances,  an 
opportunity  to  become  part  owners  of 
the  company.  When  such  a  man  be¬ 
comes  a  part  owner  in  a  company,  an  in¬ 
centive  is  provided  by  setting  a  time  limit 
and  a  price  at  which  he  can  buy  the 
stock,  and  the  incentive  is  to  make  the 
company’s  profits  bigger.  As  a  result, 
everyone  benefits.  When  the  profits  be¬ 
come  larger,  the  price  of  the  stock  goes 
up.  He  can  exercise  his  option,  and  take 
the  stock.  He  can  keep  it  for  himself. 
If  he  wishes  to  increase  his  immediate 
cash  income  he  holds  it  for  6  months, 
and  then  sells  it.  Of  course,  it  then  re¬ 
ceives  only  capital  gains  treatment. 
Therefore,  his  taxable  income  in  effect, 
is  increased  substantially. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  S MATHERS.  I  am  happy  to  yield 
to  the  Senator  from  Tennessee. 

Mr.  GORE.  The  Senator  makes  a  cor¬ 
rect  statement,  in  my  view. 

The  PRESIDING  OFFICER.  The 
Senator’s  5  minutes  have  expired. 

Mr.  SMATHERS.  I  yield  myself  2  ad¬ 
ditional  minutes. 

Mrv  GORE.  I  would  not  take  from 
business  and  industry  the  flexibility 
needed  to  provide  proper  incentive  com¬ 
pensation  for  employees.  Of  course,  this 
can  be  accomplished  through  a  bonus 
plan  conditioned  upon  the  success  and 
profits  of  the  corporation.  The  bonus 
plan  can  have  an  escalating  clause.  This 
was  the  incentive  plan  often  used  by 
business  before  the  restricted  stock  op¬ 
tion  provision  was  placed  in  the  law. 

The  Senator  from  Florida  has  given 
an  example  of  how  the  salary  of  a  cor¬ 
porate  officer  may  be  increased  by  the 
use  of  the  restricted  stock  option,  on 
which  the  employee  would  be  taxed  only , 
at  a  low  rate;  or,  if  he  wishes  to  keep 
his  stock,  pay  no  income  tax  at  all. 

Mr.  SMATHERS.  That  is  true  of  ev¬ 
ery  stockholder.  He  does  not  pay  any¬ 
thing  until  he  gets  something  by  the 
sale  of  the  stock. 

Mr.  GORE.  What  the  Senator  has  said 
is  a  fact.  I  agree. 

Mr.  SMATHERS.  We  are 'not  in  dis¬ 
agreement. 

Mr.  GORE.  But  if  the  salary  of  a 
teacher  or  bank  clerk  or  grocery  store 
clerk  is  increased,  he  pays  more  taxes. 


*  This  illustrates  the  favoritism  that  is 
involved  in  this  situation.  The  corpo¬ 
rate  insiders  have  a  provision  in  the  law 
by  which  they  receive  added  compensa¬ 
tion,  but  they  do  not  pay  taxes  on  this 
added  compensation  in  the  same  way 
that  ordinary  American  citizens  pay 
taxes. 

If  we  struck  this  provision  out  com¬ 
pletely,  business  could  still  provide  all 
'the  incentive  necessary  through  a  bonus 
plan.  Under  such  a  plan  the  ordinary 
employee  or  the  officer  would  pay  the 
same  kind  of  taxes.  They  would  be  taxed 
alike  on  their  reward. 

Mr.  SMATHERS.  It  seems  to  me  that 
when  a  person  is  in  the  70-percent  brack¬ 
et,  there  is  not  much  incentive  under 
the  plan  suggested  by  the  Senator,  when 
one  sees  70  cents  of  every  dollar  taken 
out  of  one’s  salary  to  pay  a  tax  to  the 
Government.  That  is  the  reason,  I  sup¬ 
pose,  for  the  stock  option  plan  in  the 
first  place.  Actually  there  are  two  rea¬ 
sons.  I  believe  it  came  into  existence 
in  1950. 

It  was  done  in  order  to  get  away  from 
the  very  high  personal  income  tax  rate 
that  was  in  existence.  Even  when  a 
man’s  salary  was  raised,  it  was  possible 
that  he  might  get  only  9  cents  out  of 
every  dollar  he  earned.  That  did  not 
provide  very  much  incentive  under  the 
competitive  conditions  that  existed  with 
respect  to  attracting  talented,  bright 
business  executives.  Some  plan  had  to 
be  devised  which  would  make  it  possible 
for  them  to  buy  into  the  company. 

The  second  reason  was  that  a  person 
might  own  a  little  stock  in  the  company. 
If  he  were  an  officer  in  a  company,  it 
would  not  look  very  good.  For  example, 
when  I  see  how  much  an  executive  owns 
in  a  company,  and  I  see  that  he  does  not 
own  very  much,  I  begin  to  think  that  it 
is  not  a  very  good  investment  to  buy 
stock  in  that  company,  because  the  men 
who  operate  it  apparently  are  not  suf¬ 
ficiently  interested  in  its  success  to  own 
much  stock  in  it.  The  officers  may  be 
working  only  for  their  salary,  and  that 
might  lead  me  to  believe  they  are  not  in-% 
terested  in  making  the  company  grow  or 
expand. 

It  is  something  like  the  case  "of  a  pro¬ 
fessional  baseball  player,  who  goes  from 
one  team  to  another.  In  this  case  the 
man  would  probably  go  from  one  com¬ 
pany  to  another,  if  he  did  not  show 
enough  interest  in  the  company  to  buy 
stock  in  it.  It  would  seem  that  he  did 
not  owe  any  great  loyalty  to  his  com¬ 
pany.  When  a  better  offer  came  along, 
he  would  probably  move  to  another  com¬ 
pany. 

I  am  sure  the  Senator  knows  that  from 
his  own  business  operations.  When  a 
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“■  man  holds  stock  in  a  company  he  usually 
does  a  much  more  efficient  job  in  helping 
the  company  become  successful  and  in 
helping  it  to  expand. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  am  happy  to 
yield. 

Mr.  GORE.  In  the  beginning  of  his 
remarks  a  short  time  ago  the  Senator 
made  what  appears  to  me  to  be  a  pecu¬ 
liar  but  fair  admission. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  SMATHERS.  I  yield  myself  an 
additional  3  minutes. 

Mr.  GORE.  The  Senator  expressed  a 
too  widely  accepted  view,  namely,  that 
we  really  do  not  believe  in  the  progres¬ 
sive  income  tax  at  all,  because  he  said, 
in  effect,  that  when  a  man  receives  a 
sufficient  income,  we  ought  to  provide 
tax  avoidance,  or  some  way  in  which  he 
can  earn  more  money  without  paying 
additional  taxes  on  it. 

I  dare  say  that  many  people  hold  that 
view.  I  am^not  one  who  does.  I  believe 
that  we  ought  to  have  a  federal  income 
tax  system  based  upon  the  ability  to 
pay,  and  that  we  should  measure  every 
man  by  the  same  yardstick,  and  not  give 
corporate  insiders  special  treatment  and 
make  of  them  a  privileged  class. 

That  is  what  the  present  provision  in 
the  law,  section  421,  does,  and  the  able 
Senator  from  Florida  has  just  demon¬ 
strated  what  it  does. 

Mr.  SMATHERS.  I  thank  the  able 
Senator  from  Tennessee.  He  states  my 
position  to  some  extent,  and  I  under¬ 
stand  his  position.  I  believe  that  so  long 
as  a  person  works  and  produces,  he  is 
entitled  to  receive  a  reward  for  what  he 
does.  I  believe  in  the  progressive  income 
tax,  but  I  do  not  want  it  to  get  to  the 
point  where,  when  the  person  reaches  a 
certain  level  of  ability,  he  will  receive 
nothing  or  practically  nothing.  That  is 
what  our  present  tax  law  has  done. 
That  is  why  incentive  has  gone  out  of  a 
lot  of  businessmen.  That  is  why  we  see, 
in  many  instances,  men  who  do  not  work 
more  than  3  or  4  days  a  week.  Thaff  is 
why  we  are  beginning  to  see  some  of  the 
fortunes  beginning  to  be  reduced. 

I  had  suspected  all  along  that  the  able 
Senator  from  Tennessee  believed  that 
there  should  be  a  limit  to  what  a  person 
could  earn;  and  when  he  reached  that 
point,  he  should  be  cut  off  from  earning 
more.  I  do  not  believe  in  that.  I  be¬ 
lieve  that  if  a  person  works  and  pro¬ 
duces,  he  ought  to  have  the  right  to  re¬ 
ceive  compensation  commensurate  with 
the  value  of  what  he  can  produce..  Al¬ 
though  the  tax  rate  is  high,  I  do  not 
believe  it  should  reach  such  a  level  that 


it  would  confiscate  practically  everything 
a  person  made. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Florida  has 
expired. 

Mr.  SMATHERS.  I  yield  myself  3 
additional  minutes. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  shall  be  glad  to 
yield,  but  first  I  should  like  to  conclude 
my  own  statement. 

Mr.  GORE.  I  shall  be  glad  to  desist, 
but  the  Senator  from  Florida  imputed  to 
me  views  that  he  says  I  hold,  but  which 
I  do  not  hold. 

Mr.  SMATHERS.  Very  well;  I  yield  to 
the  Sentator  from  Tennessee. 

Mr.  GORE.  The  Senator  said  he  had 
suspected  all  along  that  the  senior  Sena¬ 
tor  from  Tennessee  thought  there  ought 
to  be  a  limit  to  what  a  person  could  earn 
or  hold  or  own.  The  Senator  from  Ten¬ 
nessee  has  never  made  such  a  statement 
as  that.  What  I  do  believe,  ardently,  is 
that  when  we  have  a  system  of  taxation 
based  upon  the  income  of  the  individual, 
we  ought  not  to  start  to  welsh  upon  the 
principle  as  soon  as  one  gets  into  a 
bracket  where  he  begins  to  pay  in  taxes 
a  large  share  of  his  income.  Unless  one 
believes  in  that  principle,  we  do  not  have 
a  progressive  system  at  all. 

Mr.  SMATHERS.  While  I  do  not 
wholly  agree  with  what  the  Senator  says, 

I  shall  use  his  argument  with  respect  to 

[P.  2243} 

stock  options.  Let  us  see  what  the  com¬ 
mittee  has  done  along  the  line  the  Sen¬ 
ator  is  describing.  What  we  are  really 
talking  about  at  the  moment  is  the  stock 
option  provision.  The  committee  has 
tightened  up  on  stock  options.  We  be¬ 
lieve,  generally  speaking,  that  stock  op¬ 
tions  should  not  be  eliminated.  They 
are  an  important  part  of  business  op¬ 
erations;  and  they  are  needed  in  order 
to  provide  incentive  to  certain  officials 
and  certain  employees.  At  the  same 
time,  we  believe  they  afford  an  oppor¬ 
tunity  for  employees  to  acquire  a  stake 
in  the  company  for  which  they  work.  So  , 
we  believe  stock  options  should  not  be 
totally  eliminated. 

The  section  of  the  bill  we  are  talking 
about  requires  a  holding  period  for  the 
stock  of  3  years,  as  distinguished  from 
the  6  months’  period  provided  in  exist¬ 
ing  law.  That  is  a  material  change. 
Obviously,  that  provision  had  to  be 
changed  for  the  better,  even  in  the  mind 
of  the  able  Senator  from  Tennessee. 

Second,  the  maximum  period  during 
which  the  option  can  run  is  to  be  5  years, 
instead  of  10  years,  as  provided  in  ex¬ 
isting  law.  In  other  words,  it  was  for- 
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"  merly  the  view  that  a  person  who  worked 
for  a  company  for  a  period  of  10  years 
during  which  he  could  exercise  his  op¬ 
tion.  If  the  price  of  the  stock  were  to 
rise  at  the  end  of  9  years  and  9  months, 
he  could  exercise  his  option,  and  there 
would  be  a  great  margin  of  difference, 
and  he  could  take  the  stock,  even  at  the 
interest  price,  and  make  for  himself  a 
large  profit.  We  have  shortened  the 
time  during  which  the  option  may  be 
exercised  by  50  percent.  We  have  re¬ 
duced  the  period  from  10  years  to  5 
years. 

Next,  the  stock  option  must  be  issued 
at  the  market  price  on  the  date  of  grant, 
as  against  85  percent  of  that  price  un¬ 
der  existing  law.  It  should  be  remem¬ 
bered  that  stock  options  are  not  always 
made  available  only  to  the  president, 
vice  president,  treasurer,  and  other  of¬ 
ficers.  I  know  of  many  cases  in  which 
companies  provide  stock  options  to  em¬ 
ployees  as  far  down  as  floor  walker,  jani¬ 
tor,  elevator  operator,  and  others. 

If  the  stock  were  selling  at  $100,  the 
company  could  let  its  employees  buy  it 
at  $85.  Under  the  committee’s  proposal, 
that  would  not  be  possible  any  longer. 
The  option  must  be  issued  at  the  market 
price  on  the  date  of  the  grant,  although 
the  employee  would  not  have  to  exercise 
the  option  at  the  moment.  The  date 
on  which  the  opportunity  to  buy  stock  is 
fixed;  and  it  must  be  offered  at  the  mar¬ 
ket  price  on  that  day. 

Those  are  three  respects  in  which  the 
committee  has  materially  tightened  up 
the  stock  option  section. 

Another  respect  in  which  we  have 
tightened  up  is  that  the  bill  modifies  the 
provisions  so  that  the  price  of  stock  op¬ 
tions  can  no  longer  be  reset  when  the 
price  of  the  stock  goes  down.  That  is 
self-explanatory.  That  is  the  fourth 
way  in  which  we  have  tightened  up  the 
stock  option  provision.  If  the  price  of 
the  stock  goes  down,  the  company  can¬ 
not  set  a  lower  price.  It  must  retain 
the  price  as  of  the  first  date  of  issue, 
if  they  exercise  it,  and  wait  until  it 
reaches  the  price  at  which  it  was  origi¬ 
nally  set.  Obviously,  if  the  price  of  the 
stock  goes  down,  the  employee  will  not 
use  his  option.  That  is  another  impor¬ 
tant  way  in  which  the  stock  option  priv¬ 
ilege  has  been  tightened. 

The  fifth  way  in  which  it  has  been 
tightened  is  that  stockholder  approve! 
now  must  be  obtained  for  the  option 
plans.  Rather  than  to  let  a  few  execu¬ 
tives  of  a  company  meet  and  set  for 
themselves  and  their  employees  the  kind 
of  stock  option  plan  they  propose  to  al¬ 
low  their  employees  to  have,  it  is  now 
proposed  to  require  the  company  execu¬ 
tives,  who  obviously  would  previously 


have  made  the  determination,  to  hold 
a  regular  stockholders’  meeting.  The 
stockholders,  whether  they  own  1  share, 
10  shares,  50  shares,  or  50,000  shares, 
would  in  the  future  be  called  into  meet¬ 
ing  and  advised  as  to  what  the  new  stock 
option  plan  would  be.  So  if  there  is 
any  stockholder  who  believes  the  pro¬ 
posed  option  plan  would  be  a  little  too 
generous  to  persons  in  the  higher  eche¬ 
lons  of  the  company,  or  if  he  did  not  like 
the  way  in  which  the  company  was  op¬ 
erated,  or  thought  it  might  cost  too 
much  money,  he  would  have  an  oppor¬ 
tunity  to  disagree  with  the  proposed 
plan. 

I  have  enumerated  what  the  commit¬ 
tee  believes  are  five  effective  ways  to 
tighten  up  the  entire  stock  option  provi¬ 
sion.  If  it  is  agreed  at  the  outset  that 
stock  options  are  necessary  for  incentive 
and  to  provide  responsible  management 
of  business,  the  Committee  on  Finance, 
the  Treasury,  and  the  Committee  on 
Ways  and  Means  have  provided  five  ef¬ 
fective  ways  in  which  to  tighten  up  the 
stock  option  proposals  and  to  eliminate 
practically  all  the  abuses,  including  the 
abuses  about  which  the  Senator  from 
Tennessee  has  been  speaking. 

Mr.  LONG  of  Louisiana.  I  can  ap¬ 
preciate  the  arguments  of  both  sides — the 
argument  made  by  the  Senator  from 
Tennessee  [Mr.  Gore]  and  the  argument 
made  by  the  Senator  from  Florida  [Mr. 
SmathersL  When  this  provision  first 
became  law,  I  voted  for  it.  I  did  not  un¬ 
derstand  it  too  well,  but  I  was  persuaded 
by  the  late  Senator  Kerr,  of  Oklahoma, 
that  in  view  of  the  almost  confiscatory 
rate  of  taxation  in  the  upper  income 
brackets,  some  relief  should  be  provided 
as  an  incentive  to  energetic  young  men 
to  go  into  management  and  stay  with  the 
corporation.  It  was  felt  that  they  should 
be  encouraged  to  work,  in  the  Horatio 
Alger  sense,  to  make  for  themselves  a 
substantial  income,  to  be  a  personal  suc¬ 
cess,  to  be  a  success  in  business  and  fi¬ 
nance.  It  was  designed,  one  might  say, 
to  enable  a  person  to  earn  his  way  from 
rags  to  riches  by  becoming  a  great  suc¬ 
cess  as  a  leader  or  captain  of  industry. 

Industry’s  argument  today  is  that 
something  of  this  sort  is  needed  in  or¬ 
der  to  attract  and  retain  good  manage- 
I  ment. 

So  the  Senator  from  Louisiana  voted 
for  the  provision  at  that  time.  However, 
I  am  frank  to  say  that  it  was  the  con¬ 
fiscatory  tax  rates  in  the  upper  income 
brackets  that  caused  me  to  vote  for  the 
provision  when  it  became  law  in  1950. 

When  President  Kennedy  proposed  tax 
legislation  that  would  afford  a  large 
measure  of  relief,  to  overcome  the  con¬ 
fiscatory  rates  and  provide  a  number  of 
adjustments  that  business  was  well  en- 
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titled  to  expect,  it  seemed  to  me  that  the 
case  for  the  qualified  stock  option  could 
no  longer  be  justified,  liberal  as  that  pro¬ 
vision  is,  for  the  benefit  of  those  to  whom 
it  applies. 

At  that  time  I  stated  that  I  expected 
to  vote  for  the  Kennedy  recommenda¬ 
tion;  and,  in  truth  and  in  fact,  I  did 
vote  for  the  Kennedy  recommendation. 
In  the  committee,  the  Senator  from  Ten¬ 
nessee  moved  for  adoption  of  the  Treas¬ 
ury’s  recommendation,  as  originally 
made  by  President  Kennedy;  and  I  voted 
for  it,  for  it  seemed  to  me  that  it  made 
good  sense.  However,  that  was  not  the 
view  of  the  majority  of  the  committee. 
The  majority  of  the  committee  felt  that 
we  have  substantially  tightened  up  in 
this  field,  and  that  the  amendment  would 
result  in  going  too  far;  and  the  majority 
of  the  committee  feels  that  the  incentive 
is  necessary. 

Mr.  President,  I  feel  that,  all  things 
considered,  the  amendment  represents  a 
fair  compromise  between  the  views  of 
the  contending  sides.  I  hope  that  next 
year  we  shall  consider  the  stock  option 
situation,  and  shall  determine  whether 
we  should  improve  or  change  this  situa¬ 
tion  one  way  or  the  other.  Perhaps  we 
have  gone  too  far. 

It  is  contended  that  a  requirement 
that  a  person  must  exercise  his  first  op¬ 
tion  first  would  be  unfair,  in  that  a  per¬ 
son  might  have  two  options,  one  selling 
below  the  market  and  the  other  selling 
above  the  market,  and  that  it  would  be 
unfair  to  require  him  to  sell  the  one 
on  which  he  would  lose  money.  Instead 
of  selling  the  one  on  which  he  would 
gain  money. 

Next  year  we  can  consider  all  those 
situations,  and  can  determine  whether 
we  have  gone  too  far  in  this  field. 

But  inspfar  as  the  committee  felt  that 
the  case  for  relief  was  justified,  the  com¬ 
mittee  did  act  to  provide  some  flexibility. 

I  feel  that  it  was  most  unfortunate 
that  the  name  of  the  Chrysler  Corp.  was 
used  extensively  in  the  debate,  for,  so  far 
as  I  am  able  to  determine,  it  was  by  no 
means  the  only  large  corporation  using 
the  stock  option  plan  in  just  the  way  it 
was  intended  to  be  used,  in  order  to  make 
it  possible  for  the  corporations  to  acquire 
good  management. 

If  I  may  relate  a  personal  story,  my 
own  mother  was  trustee  for  certain  funds 
for  her  grandchildren;  and  she  bought 
some  Chrysler  stock  at  a  time  when 
Chrysler  had  poor  internal  management 
and  when  all  sorts  of  difficulties  con¬ 
fronted  it.  For  a  while  she  thought  she 
had  made  a  bad  decision — because  of  the 
situation  then  existing  in  the  manage¬ 
ment  of  that. corporation.  However,  we 
are  told  that  the  stock  option  incentive 


was  one  of  the  main  reasons  which 
caused  the  management  of  that  com¬ 
pany  to  improve  and  caused  the  stock  to 
double  or  more  than  double  in  value. 
In  fact,  I  think  it  actually  increased  in 
value  five  times.  So,  so  far  as  my  rela¬ 
tives  are  concerned,  they  do  not  have 
any  objection  whatever  to  the  stock  op¬ 
tion  plan,  and  they  are  not  the  least 
disturbed  about  the  fact  that  the  Chrys¬ 
ler  Co.’s  executives  made  a  profit  by 
means  of  the  plan. 

After  all,  Mr.  President,  if  a  friend 
proposed  to  one  of  use  that  he  knew  how 
to  make  some  money  by  means  of  a  good 
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business  deal,  one  of  us  might  reply, 
“Fine,  I  will  put  up  some  of  the  money 
you  need;  and  when  you  succeed,  I  will 
share  in  the  profits.” 

So  that  development  was  a  fine  break 
for  the  Chrysler  Corp.,  for  in  that  way  it 
acquired  improved  management;  and  I 
doubt  that  one  would  find  that  anyohe 
who  was  holding  100  shares  of  Chrysler 
stock  at  the  time  when  the  Chrysler 
Corp.  had  poor  management,  and  who 
subsequently  found  that  the  stock  rose 
very  greatly  in  value,  now  begrudges  that 
development.  In  fact,  many  persons  will 
contend  that  is  exactly  what  Congress 
wanted  to  happen  in  connection  with  the 
stock-option  plan.  So  if  the  stock-op¬ 
tion  plan  was  largely  responsible  for 
that  result,  I  think  they  would  bless  us 
for  voting  that  provision  into  the  law 
and  for  letting  the  Chrysler  Corp.  take 
advantage  of  it. 

I  have  referred  to  that  great  corpora¬ 
tion  because  it  happens  to,be  one  of  the 
large  employers  in  Louisiana,  as  a  large 
contractor. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  a 
statement  from  the  president  of  that 
corporation,  together  with  certain  ex¬ 
planatory  information  which  I  believe 
was  prepared  by  the  information  officers 
of  that  corporation.  The  material  is  in 
regard  to  that  transaction. 

There  being  no  objection,  the  state¬ 
ments  were  ordered  to  be  printed  in  the 
Record,  as  follows: 

What  Stock  Options  Mean  to  Incentive 

Incentive  is  a  critical  ingredient  in  any 
economic  system.  The  chance  to  sharply 
improve  their  condition  is  the  chief  reason 
men  work  hard.  This  has  been  true  for  a 
long  time,  and  in  many  kinds  of  societies 
(even  the  Soviets  are  now  making  increasing 
use  of  personal  incentives  for  their  man¬ 
agers)  ,  but  it  has  been  true  to  a  unique  ex¬ 
tent  of  this  country.  The  opportunity  to 
make  it  big  if  you’re  good  enough  is  an  es¬ 
sential  part  of  America. 

For  200  years  this  has  been  perhaps  the 
world’s  most  open  society — which  is  to  say. 
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the  one  In  which  personal  incentive  has  had 
the  most  hope  of  fulfillment.  We  have  tried 
to  encourage,  not  dampen,  incentive  through 
many  devices;  for  example,  through  the  de¬ 
velopment  of  a  system  of  education  which 
provides  more  opportunity — and  personal 
incentive — than  any  other  country,  and  by 
far.  We  have  tried  to  encourage  personal  in¬ 
centive,  and  protect  the  spark  which  it  pro¬ 
vides  for  the  whole  society,  in  many  ways. 
These  include  the  law,  and  it  is  with  such  a 
law  that  we  are  concerned  here. 

The  incentives  for  hard  work  and  good  per¬ 
formance  in  American  business  are  complex, 
but  three,  at  least,  are  unmistakable.  One 
is  the  satisfaction  and  self-esteem  that 
comes  from  doing  a  Job  well.  Another  is  the 
tangible  reward  of  money;  the  hope  of  ac¬ 
quiring  not  only  enough  for  the  things  one 
wants  today,  but  for  the  establishment  of  an 
estate.  The  third  is  a  bense  of  ownership;  of 
being  not  an  employee,  but  a  partner;  of 
feeling  “I  helped  build  it,  and  a  part  of  it  is 
mine.” 

Probably  every  highly  successful  man  in 
American  business  seeks  in  some  combina¬ 
tion  all  three  of  these  rewards.  But  basic 
changes  in  the  nature  of  the  American 
corporation  in.  the  years  after  the  great  de¬ 
pression  sharply  affected  the  hopes  of  their 
attainment  by  an  important  group  of  men. 
This  was  the  period  which  crystallized  the 
trend  away  from  the  family-run  corporation 
which  was  not  only  owned,  but  directed,  by 
individuals  of  great  inherited  wealth.  A  new 
kind  of  man  took  over  the  essential  decision¬ 
making  functions  of  industry.  He  w^s  a 
manager,  not  a  capitalist;  he  was  a  techni¬ 
cian,  a  man  who  knew  how  to  make  busi¬ 
nesses  go.  And  he  was  almost  invariably  a 
salaried  employee. 

This  fact  sharply  limited  his  personal  in¬ 
centive.  The  fact  that  his  salary  might  be 
high — very  high  indeed,  in  some  cases— did 
not  solve  the  problem.  Taxes  on  income 
were  high  enough  that  it  was,  by  the  end  of 
World  War  n,  impossible  to  build  a  personal 
fortune  through  salary  alone.  And,  if  the 
corporation  was  of  substantial  dimensions, 
it  was  equally  impossible  to  accumulate — 
through  salary— enough  money  to  buy  into 
the  business  in  any  sizable  way.  This  left 
the  new  breed  of  executive  with  a  comfort¬ 
able  way  of  life  and,  presumably,  great  per¬ 
sonal  satisfaction — but  little  else. 

There  was,  in  both  business  and  in  some 
circles  in  Government,  particular  concern 
about  the  lack  of  opportunity  to  share  in 
ownership.  Stock  option  plans  were  devised 
as  a  means  of  opening  a  shorter  road  to 
something  beyond  employee  status. 

Essentially,  a  stock  option  is  the  right 
granted  to  an  employee  to  buy  a  specified 
stock  in  his  company  at  a  particular  price. 
The  price  is  the  market  price,  or  very  near 
it,  on  the  day  the  option  is  granted.  The 
employee  then  retains  the  right  to  buy  that 
amount  of  stock,  at  that  original  market 
price,  over  a  period  of  time  (the  length  of 
time  varies,  depending  on  the  company;  the 
legal  limit  is  10  years).  If  the  price  of  the 
stock  goes  up  during  that  period,  he  has,  in 
effect,  a  bargain.  If  it  does  not,  he  normally 
wil  not  exercise  the  option. 

This  procedure  obviously  represented  some 
encouragement  for  top  management  to  build 


a  deeper  interest  in  their  company’s  per¬ 
formance,  but  stock  option  plans  did  not 
become  popular  immediately.  Until  1950, 
gains  realized  from  the  sale  of  stock  pur¬ 
chased  on  options  were  considered  compen¬ 
sation  by  the  Treasury  Department;  they 
were  regarded,  in  effect,  not  as  profits,  but 
as  a  part  of  salary,  and  were  subject  to 
standard  income  tax  rates.  Hence,  the  damp¬ 
ening  effects  of  a  high  rate  schedule  on  per¬ 
sonal  income  tax  continued,  essentially,  to 
operate. 

In  1950  the  law  setting  up  restricted  stock 
options  was  passed  by  the  Congress  and 
signed  by  President  Truman.  The  law  set 
forth  new,  and  more  restrictive,  rules  con¬ 
cerning  the  award  of  stock  options,  but  its 
most  important  change  was  a  redefinition  of 
the  philosophy  for  taxation.  Senate  Report 
No.  2375,  81st  Congres  set  it  out  in 
fashion: 

“Such  options  are  frequently  used  as  in¬ 
centive  devices  by  corporations  who  wish  to 
attract  new  management,  to  convert  their 
officers  into  ‘partners’  by  giving  them  a  stake 
in  the  business,  to  retain  the  services  of  ex¬ 
ecutives  who  might  otherwise  leave,  or  to  give 
their  employees  generally  a  more  direct  in¬ 
terest  in  the  success  of  the  corporation.” 

To  meet  this  need  for  a  kind  of  incentive 
which  could  not  be  provided  by  treating 
option -stock  gains  as  salary,  the  law  of  1950 — 
modified  slightly,  from  time  to  time,  by  later 
Congresses — provides  that  profit  from  the  sale 
of  stocks  bought  under  restricted  option 
plans  and  held  for  at  least  6  months  shall  be 
taxed  as  capital  gains. 

With  this  modification  in  the  cpncept  of 
taxation  in  relation  to  incentive,  restricted 
stock  option  plans  rapidly  became  more  pop¬ 
ular.  By  1951,  85  corporations  had  adopted 
such  plans;  by  1968,  some  800;  and  by  1961 
well  more  than  half  (714)  of  the  firms  listed 
on  the  New  York  Stock  Exchange  alone  were 
using  restricted  stock  options  as  a  primary 
incentive  for  managerial  talent.  One  of 
these  was  Chrysler,  which  adopted  a  plan  of 
this  kind  In  1952. 

The  reasons  why  so  many  major  corpora¬ 
tions  found  such  plans  attractive  was  put 
succinctly  by  Henry  Ford  II,  who,  after  point¬ 
ing  out  that  he  did  not  and  would  not  hold 
any  options  in  his  company,  said: 

“We  (had)  developed  a  group  of  excep¬ 
tionally  able  younger  men  who  contributed 
materially  to  the  company’s  growth  and  who 
were  not  being  rewarded  commensurately 
with  their  contributions.  •  •  •  Some  out¬ 
standingly  capable  people  left  us  for  that 
reason. 

“When  Congress  authorized  restricted  stock 
options  by  amending  the  Internal  Revenue 
Code,  it  gave  us  an  effective  means  to  recog¬ 
nize  and  stimulate  exceptional  performance. 

*  *  •  In  1953,  when  our  only  shareholders 
were  members  of  the  Ford  family  and  the 
Ford  Foundation,  the  board  of  directors  made 
its  first  grants  of  restricted  stock  options  -to 
114  key  employees,  thus  breaking  a  tradition 
of  long  standing. 

“We  have  had  no  reason  to  regret  that  de¬ 
cision.  I  am  convinced  that,  in  broad  effect, 
stock  options  have  helped  materially  to  raise 
the  company  to  third  place  among  American 
industrial  corporations  in  total  dollar  sales. 
Without  stock  options  or  some  comparable 
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incentives,  the  same  results  would  not  have 
been  achieved.”  (Harvard  Business  Review, 
July- August  1961.) 

Restricted  stock  option  arrangements  work 
well  for  many  kinds  of  companies,  as  well  as 
for  many  kinds  of  employees;  the  fact  that 
they  are  useful  to  small  corporations  as  well 
as  large  ones,  to  middle-range  executives  as 
well  as  the  top  echelon,  have  helped  increase 
their  popularity.  And  such  a  plan  was  to  be 
particularly  useful  to  Chrysler.  The  way  it 
operated  in  this  corporation  is  described  in 
the  next  memorandum. 


Restricted  Stock  Options  and  Chrysler 

The  fact  that  restricted  stock  options 
would  play  an  important  part  in  Chrysler’s 
future  was  hot  apparent  in  the  first  years 
after  the  plan’s  adoption.  The  period  1952- 
58  was  one  of  overall  decline  in  the  market 
price  of  the  company’s  stock;  there  was  little 
advantage  in  the  option  prices  generally, 
and  only  about  20  percent  of  options  granted 
were  exercised.  This  decline  became  more/ 
precipitous  and  the  general  position  of  the 
corporation  weaker  in  the  4  years  (1958-62) 
which  followed;  no  restricted  stock  options 
were  taken  up  during  this  period. 

Unable  to  meet  its  competitors  on  across- 
the-board  salaries  and  bonuses  to  its  top 
officers,  Chrysler  was  able  to  put  the  re¬ 
stricted  stock  option  law  to  work  to  do  what 
it  was  designed  to  do:  to  provide  Incentive, 
to  say  to  the  men  it  needed  and  wanted  most 
“come  with  us  and  stick  with  us;  make  the 
company’s  future  your  future /'and  you  will 
be  rewarded.”  The  men  who  would  be  at¬ 
tracted  by  this  kind  of  challenge,  it  might 
be  assumed,  were  the  kind  who  could  meet 
it  best. 


The  success  of  the  Chrysler  Corp.  during 
the  past  2  years  has  been  spectacular,  a  story 
almost  without  parallel  in  terms  of  major 
modern  corporations.  And  if  the  rewards 
of  the  men  at  the  center  of  this  massive 
j  corporate  rebuilding  have  been  substantial, 
it  should  be  no  surprise.  This  is  precisely 
the  way  the  system  is  supposed  to  work. 
Specific  figures  for  Chrysler’s  top  officers  are 
shown  on  the  following  table: 


Number 
of  shares 
purchased  i 

Difference 
between 
market  value 
and  option 
price  1 

Officers  who  are  directors: 
Paul  C.  Ackerman . .- 

24,000 

$194,  535 

R.  S.  Bright . 

30,000 

500, 176 

John  D.  Leary . . 

10,000 

133, 725 

George  H.  Love . 

80,000 

1,  281, 614 

F.  W.  Misch . - 

32,000 

481, 981 

E.  C.  Quinn _ _ - 

43,200 

632,  298 

Lynn  A.  Townsend . 

37,600 

667,483 

Total . . 

256,800 

3, 891, 811 

All  executives . . . 

876,000 

13, 668, 979 

1  Equivalent  number  of  $6.25  par  value  shares,  after 
adjustment  for  stock  splits,  Apr.  19  and  Dec.  20,  1963. 


Source:  Chrysler  Corp.  and  SEC  reports. 
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The  most  Important  point  is  not  that  some 
individuals  profited,  but  that  a  company 
j  which  is  a  substantial  force  in  the  American 
|  economy  is  contributing  to  that  economy 
with  a  vigor  undreamed  of  3  years  ago.  The 
evidence  is  striking : 


Chrysler  sales  and  earnings ,  1968-63 
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1962 

1961 

1960 

1959 

1958 

Net  sales _ _ _ _ million  dollars-*. 

2,212 

148 

47 

101 

2.72 

2,378 

126 

61 

66 

1.81 

2, 127 
21 
10 
11 
.31 

3,007 

66 

34 

32 

.90 

2,643 

(,<3 
(6) 
(.  16) 

2,165 

88 

(34) 

(.97) 

Earnings  Goss)  before  taxes  on  income _ do _ 

Taxes  on  income  (credit) . . do _ 

Net  earnings  Goss) . . do _ 

Per  share  (on  present  shares) _ dollars.. 

1  9  months  only. 


The  rewards  for  incentive  shown  in  table 
1  would  not  have  been  possible  without  the 
corporate  success  shown  in  table  2;  they 
are  inextricably  linked. 

This  point  has  sometimes  been  lost  sight 
of  in  the  past  few  months.  Critics  have 
pointed  to  the  fact  that  many  of  the  chief 
officers  have  taken  advantage  of  the  rise 
in  the  market  value  of  the  company’s  stock, 
as  well  as  two  splits,  to  obtain  substantial 
personal  gains.  This  is  unquestionably  true; 
once  again,  it  should  be  pointed  out  that 
this  is  the  way  the  system  is  supposed  to 
work. 

Some  critics  have  gone  further  than  this, 
however.  They  have  charged  that  this  is 
profit  taking  pure  and  simple,  and  that  any 
presumed  longtime  interest  in  ownership  la 
a  sham.  This  is  not  true.  An  account  of 
the  operations  of  the  Chrysler  stock  option 
plan  is  available  In  the  report  to  the  Senate 
Committee  on  Finance  prepared  by  the 


Treasury  Department  and  the  Joint  Commit¬ 
tee  on  Internal  Revenue  Taxation,  and  com¬ 
prehensive  tables  set  out  the  activities  of 
each  of  the  officers  as  well  as  the  general 
dimensions  of  the  plan.  At  the  end  of  1963, 
the  year  in  which  more  options  were  exer¬ 
cised  than  in  all  the  rest  of  the  company’s 
history,  Chrysler  officers  held  almost  seven 
times  the  amount  of  stock  they  held  at  the 
year’s  beginning.  The  willingness  to  re¬ 
invest  in  one’s  own  company  the  profits  Just 
earned  from  it  would  seem  the  clearest  kind 
of  long-term  commitment  to  partnership. 
There  is  another  indication  of  that  commit¬ 
ment  In  the  fact  that  over  half  the  options 
granted  officers  of  the  company  since  1958 
still  have  not  been  exercised.  This  hardly 
represents  a  cynical  gutting  for  the  sake  of 
a  fast  dollar. 

It  has  been  said  also  that  the  utilization 
of  restricted  stock  options  is  risk  free;  that 
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it  is  a  game  in  which  it  is  possible  only  to 
win  and  impossible  to  lose.  This  is  hardly 
the  case;  in  the  first  place,  it  is  a  naive  view 
of  the  highly  competitive  automobile  busi¬ 
ness  in  which  much  is  constantly  at  stake 
for  any  officer.  The  slightest  competitive 
advantage  can  have  implications  of  millions 
of  dollars.  In  Chrysler’s  case,  the  necessity 
to  fight  for  its  life  in  competition  with  two 
larger  competitors  has  made  the  atmosphere 
of  risk  perpetual.  This  risk  is  made  clear 
by  the  fact  that  6  months  ago  there  were 
5  major  automobile  companies  in  the  United 
States — and  now  there  are  4. 

Secondly,  this  is  a  naive  view  of  personal 
finance.  Options  must  be  exercised  for  cash 
and  in  full.  (This  meant  that  most  of 
Chrysler’s  officers  had  to  arrange  personal 
bank  loans,  at  their  own  risk.)  An  officer 
must  at  minimum  hold  this  stock  for  6 
months.  If  the  stock  goes  down  sharply  in 
value,  he  can  be .  wiped  out — and  this  has 
happened  in  American  corporations.  If  it 
declines  substantially,  he  will  he  asked  to 
provide  more  collateral.  His  debt,  and  his 
risk,  are  genuine  indeed;  and  the  pressure 
upon  him  grows  as  his  participation  in¬ 
creases.  This  is  a  major  reason  why,  in  the 
early  stages  of  a  profitable  option  cycle, 
many  options  are  exercised;  their  holders 
pay  off  their  debt  so  that  in  future  pur¬ 
chases  they  will  be  working  with  their  own, 
and  not  borrowed,  money.  Although  the 
holder  of  restricted  stock  options  has  what 
is  in  many  ways  an  advantageous  position, 
it  hardly  can  be  described  as  free  of  risk. 

Finally,  there  have  been  attempts  to  give 
the  whole  business  of  restricted  stock  op¬ 
tions  a  vaguely  tainetd  air;  as  if  it  were  a 
process  which,  if  not  illegal,  is  somehow 
unethical  or  unfair.  It  has  been  described 
as  a  "tax  loophole,”  which  it  is  not;  a  loop¬ 
hole  is  a  defect  unwittingly  built  into  a 
statute  through  faulty  drafting,  or  emer¬ 
gent  because  of  changing  circumstances. 
The  law  of  1950  has  worked  precisely  as  it 
was  designed  to  work;  the  Chrysler  expe¬ 
rience  demonstrates  its  full  potential.  The 
concept  of  capital  gains  taxation  was  delib¬ 
erately  built  into  the  law  to  produce  incen¬ 
tive — and  incentive  has  been  built  into  the 
American  economic  system  to  make  it  func¬ 
tion  increasingly  well,  to  the  benefit  of  all 
of  us. 

Statement  Issued  bt  George  H.  Love,  Chair¬ 
man  or  the  Board,  Chrysler  Corp. 

New  York,  December  20. — A  lifetime  spent 
in  American  business  has  made  me  proud 
of  our  system  and  of  the  businessmen  which 
it  fosters.  A  few  days  ago,  as  chairman  of 
Chrysler  Corp.’s  board  of  directors,  I  com¬ 
mented  during  a  special  meeting  of  the  com¬ 
pany’s  stockholders  on  the  remarkable  prog¬ 
ress  Chrysler  has  made  in  the  short  space  of 
2  years. 

Furthermore,  I  reported  with  some  pride 
on  the  working  of  the  stock  option  plan 
which,  as  an  incentive  to  its  vigorous  ouin- 
agement  team,  has  helped  that  company 
write  one  of  the  finest  comeback  stories  in 
the  annals  of  American  business. 

I  have  been  shocked  at  the  reaction  which 
my  rather  forthright  statement  seems  to  have 
aroused.  I  feel  so  strongly  about  the  stock 
option  plan  and  its  value  that  I  want  to  make 


certain  things  very  clear.  Two  years  ago 
Chrysler  was  floundering.  The  search  for 
top  management  candidates  outside  the  com¬ 
pany  was  fruitless — no  one  wanted  the  Job. 
We  finally  decided  to  entrust  the  fortunes 
of  the  corporation  to  the  younger  but  ex¬ 
perienced  and  aggressive  men  who  were  run¬ 
ning  it  on  an  interim  basis.  By  using  stock 
incentives  already  approved  by  shareholders, 
and  thus  holding  out  the  opportunity  to 
share  in  the  company’s  improvement,  good 
men,  both  in  and  out  of  the  corporation, 
were  persuaded  to  tackle  this  really  formi¬ 
dable  task. 

How  well  have  they  succeeded? 

The  company’s  earnings  have  gone  from 
$11  million  in  1961  to  $65  million  in  1962  to 
$100  million  in  the  first  9  months  of  this 
year. 

The  value  of  the  company’s  stock  has  in¬ 
creased  by  over  a  billion  dollars  in  2  years’ 
time. 

The  dividend  on  the  original  shares  has 
been  doubled  and  doubled  again. 

The  company’s  dealer  body — each  an  in¬ 
dependent  and  Important  business  in  it¬ 
self — has  -grown  to  6,000  and  is  still  growing. 

The  company  enjoys  full  employment — 
every  man  and  woman  laid  off  in  the  lean 
years  has  now  been  offered  reemployment 
in  a  Chrysler  facility. 

The  company’s  purchases  are  near  an  all- 
time  high. 

The  company  is  now  expanding  vigorously 
at  home  and  abroad.  This  expansion  will 
mean  thousands  of  additional  jobs. 

The  company’s  tax  payments  for  1963  will 
be  among  the  highest  in  its  history. 

Furthermore,  from  the  stockholders’  stand¬ 
point,  the  stock  option  is  the  most  economi¬ 
cal  method  of  incentive.  And  it  has  the 
added  advantage  of  making  possible  a  sig¬ 
nificant  investment  by  men  who  are  not 
wealthy.  It  is  important  to  get  these  young 
men  out  of  debt  so  that  they  can  devote  full 
energy  to  their  Job,  and  pull  themselves  into 
the  position  of  making  additional  purchases 
with  their  own  earned  capital. 

It  should  be  remembered  that  the  total 
dispositions  by  officers  of  Chrysler  Corp.  since 
the  end  of  February  1961,  have  amounted 
to  less  than  one-third  of  their  total  pur¬ 
chases  and  that  they  today  own  over  10 
times  as  many  shares  in  their  company  as 
they  owned  at  the  end  of  February  1961. 

Naturally,  the  personal  investment  situa¬ 
tion  varies  from  officer  to  officer.  In  my  own 
case,  having  been  in  business  for  many  years 
and  having  achieved  a  measure  of  financial 
security,  I  have  neither  the  need  nor  inten¬ 
tion  to  dispose  of  my  option  purchases  of 
Chrysler  stock.  With  younger  men  whose 
salaries  are  their  principal  income,  the  situ¬ 
ation  is  of  necessity  different. 

I  feel  so  strongly  that  stock  options  are 
important  to  the  successful  management  ac¬ 
complishment  we  are  seeing  at  Chrysler  and 
also  to  the  maintenance  of  national  eco¬ 
nomic  strength,  that  I  will  gladly  make  my¬ 
self  available  at  any  time  to  anyone  in  our 
Government  who  wishes  to  discuss  the  work¬ 
ings  of  this  plan  in  detail. 

Mr.  LONG  of  Louisiana.  Personally, 
Mr.  President,  I  am  inclined  to  take 
their  view  that  that  was  an  intended  use 
of  the  stock  option  plan;  and  I  am  in- 
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clined  to  believe  that  if  they  went  too 
far  with  it.  Congress  should  modify  the 
law,  after  studying  all  the  facts. 

I  think  it  unfortunate  that  the  way 
the  matter  was  handled  caused  a  tem¬ 
porary  decline  in  the  price  of  the  stock. 
However,  all  of  us  recognize  that  un¬ 
fortunate  events  or  developments  often 
cause  the  price  of  stock  to  fall.  I  recall 
that  on  one  occasion  when  an  investiga¬ 
tion  was  being  made  of  stock  market  i 
conditions  and  the  situation  with  regard 
to  a  number  of  corporations,  the  result 
was  a  temporary  decline  in  the  price  of 
the  stock  of  the  American  Telephone  & 
Telegraph  Co.;  but  soon  it  recovered 
from  that  drop. 

Mr.  KUCHEL.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

The  PRESIDING  OFFICER  (Mr.  Ken¬ 
nedy  in  the  chair).  Does  the  Senator 
from  Louisiana  yield  to  the  Senator  from 
California? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  KUCHEL.  As  I  understand  the 
statement  the  Senator  from  Louisiana 
has  made,  he  believes  it  inappropriate 
and  inaccurate  to  describe  as  an  abuse 
the  stock-option  arrangements  which 
were  entered  into  by  the  Chrysler  Corp. 

Mr.  LONG  of  Louisiana.  Yes.  Of 
course,  all  that  is  a  matter  of  opinion; 
but  I  would  say  that  if  the  Senator  had 
placed  100  shares  of  Chrysler  Corp.  stock 
in  trust,  for  the  benefit  of  his  children, 
and  if  the  stock  was  then  worth  $4,000, 
and  if  partially  as  a  result  of  the  stock- 
option  provision  which  Congress  passed, 
the  market  price  of  that  stock  increased 
to  such  an  extent  that  the  value  of  those 
100  shares  rose  from  $4,000  to  $20,000, 
the  Senator  would  be  inclined  to  bless 
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Congress  and  to  bless  the  corporation, 
and  would  feel  that  he  was  happy  to  have 
the  corporation’s  executives  share  in  his 
good  fortune. 

Mr.  KUCHEL.  I  have  asked  the  ques¬ 
tion  so  that  we  can  understand  that  the 
use  of  the  word  “abuse”  in  connection 
with  that  situation  is  not  relevant. 

Mr.  LONG  of  Louisiana.  Of  course,  it 
all  depends  on  a  person’s  point  of  view. 
From  one  angle,  someone  might  consider 
that  development  an  abuse. 

Perhaps  that  situation  is  somewhat 
similar  to  a  situation  which  developed 
shortly  after  a  paper-mill  was  estab¬ 
lished  at  Hodge,  La.  When  the  mill  be¬ 
gan  operations,  some  of  the  people  in  that 
community  complained  about  the  smell. 
But  an  old  storekeeper  there  said,  as  he 
rang  up  purchase  after  purchase  on  his 
cash  register,  “You  know,  every  time  I 
push  the  button  on  this  cash  register, 
the  smell  from  that  mill  smells — to  me — 
just  like  Chanel  No.  5.”  [Laughter.] 


I  think  that  is  the  average  reaction. 
Of  course,  someone  might  feel  resent¬ 
ful  when  he  found  that  the  officers  of  the 
corporation  had  made  more  money;  but 
no  doubt  the  stockholders  feel  tickled 
pink  about  that  entire  situation. 

Mr.  MORTON.  Mr.  President,  will 
the  Senator  from  Louisiana  yield  briefly 
to  me? 

Mr.  LONG  of  Louisiana.  I  yield  3 
minutes  to  the  Senator  from  Kentucky. 

The  PRESIDING  OFFICER.  The 
Senator  from  Kentucky  is  recognized  for 
3  minutes. 

Mr.  MORTON.  Mr.  President,  I  sup¬ 
port  the  committee’s  position,  and  I  am 
in  opposition  to  the  amendment  offered 
by  the  Senator  from  Tennessee  [Mr. 
Gore]  . 

As  has  been  pointed  out  by  both  the 
Senator  from  Florida  and  the  Senator 
from  Louisiana,  the  stock-option  plan 
has  developed  in  recent  years,  since 
World  War  H,  during  the  period  of  high, 
confiscatory  taxes.  This  plan  would  not 
have  been  developed  if  there  had  been 
more  moderate  income-tax  rates. 

Some  economists  say  our  country  could 
get  by  with  a  maximum  personal  in¬ 
come-tax  rate  of  between  35  percent  and 
40  percent,  if  Congress  eliminated  all 
tax-free  obligations,  eliminated  all  de¬ 
pletion,  eliminated  the  credits  for  chart- 
table  contributions,  and  also  eliminated 
this,  that,  and  the  other  provisions.  But 
we  know  that  will  not  be  done. 

So  we  are  reducing  the  rate  from  91 
percent  to  70  percent;  but  70  percent  is 
still  a  very  confiscatory  tax  rate  for  a 
person  who  has  all  his  income  come  from 
his  own  earnings,  and  thus  be  subject  to 
the  full  tax. 

That  is  how  this  situation  came  about. 

I  also  share  the  opinion  of  the  Senator 
from  Louisiana  in  connection  with  the 
publicity  the  Chrysler  Corp.  received. 
It  happened  to  receive  a  considerable 
amount  of  publicity — whereas  hundreds 
of  others  are  using  the  same  plan.  Mr. 
Love  became  Chairman  of  the  Board 
and  reorganized  the  management — why? 
He  was  not  necessarily  trying  to  bail  out 
the  Chrysler  Corp.  stockholders.  Cer¬ 
tainly  he  is  engaged  in  other  important 
operations. 

He  is  one  of  the  leading  management 
authorities  in  the  United  States.  He  did 
what  he  did  because  he  had  a  personal 
reason  to  do  so.  If  he  were  successful, 
he  had  an  opportunity  to  make  some 
money  for  himself.  Is  that  so  wrong? 
Who  would  try  to  straighten  out  that 
stack  of  worms  if  an  incentive  had  not 
been  provided? 

Therefore,  what  the  Committee  on 
Ways  and  Means  and  the  House  itself 
have  done  to  tighten  the  provision  is 
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probably  a  good  thing.  We  may  have  to 
tighten  it  further.  We  may  have  to  re¬ 
lax  it  somewhat.  We  will  have  to  see 
what  happens.  But  basically  there  is 
nothing  wrong  in  what  occurred.  What 
has  made  our  country  great  is  a  funda¬ 
mental  will  to  produce.  While  America 
has  many  natural  resources,  it  has  also  a 
great  people.  In  150  years  we  did  more 
than  any  people  in  human  history. 
Why?  Because  we  had  the  will  to  pro¬ 
duce. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  1  additional  minute  to  the 
Senator. 

Mr.  MORTON.  We  have  an  incentive 
system  that  generates  and  nourishes  the  ; 
will  to  produce.  If  we  kill  the  will  to 
produce,  we  will  never  take  care  of  the  4 
or  5  million  who  are  unemployed  today. 
We  will  never  expand  our  economic  hori¬ 
zons  as  we  are  hopeful  of  doing  as  a  re¬ 
sult  of  the  bill.  For  those  reasons,  I  be¬ 
lieve  the  tightening  up  process  has  gone 
far  enough.  I  trust  that  the  Senate  will 
support  the  committee  and  reject  the 
amendment  of  the  distinguished  Senator 
from  Tennessee. 

Mr.  KEATING.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield  1 
minute. 

Mr.  KEATING.  Mr.  President,  I  de¬ 
sire  to  add  a  word  to  what  the  distin¬ 
guished  Senator  from  Kentucky  has  said. 
Frankly,  I  have  not  reached  a  conclusion 
yet  as  to  whether  I  shall  support  the 
Gore  amendment.  I  believe  the  stock 
option  provisions  should  be  tightened. 
The  committee  has  done  a  good  deal  of 
tightening.  There  has  been  an  increase 
in  the  holding  period  for  capital  gains 
treatment.  The  period  during  which 
options  may  be  outstanding  has  been  cut 
in  half.  Options  would  no  longer  be  issu¬ 
able  at  bargain  prices.  Very  importantly, 
stockholder  approval  of  option  plans 
would  be  required.  These  are  all  sub¬ 
stantial  reforms,  and  should  be  given  a 
chance  in  operation.  Whether  the  com¬ 
mittee  has  gone  far  enough  is  a  question 
I  have  not  yet  resolved,  and  I  can  assure 
the  Senator  from  Tennessee  [Mr.  Gore] 
of  my  earnest  attention  to  his  arguments. 

However,  on  reading  last  night’s  Rec¬ 
ord,  I  was  rather  distressed  to  see  that 
a  particular  company — the  Chrysler 
Corp. — was  singled  out  for  criticism.  I 
hope  no  intimation  will  be  left  that  what 
has  happened  in  the  Chrysler  Corp.  is 
unique  or  unusual.  Executives  in  a 
great  many  companies  have  been  tak¬ 
ing  advantages  of  the  stock  option  pro¬ 
visions.  No  one  has  alleged,  and  I  do  not 
believe  -  anyone  could  properly  allege, 
that  there  has  been  anything  illegal 


about  it.  All  these  executives  have  lived 
completely  within  the  letter  of  the  law. 
For  this  reason,  I  very  much  resent  see¬ 
ing  any  one  company  made  a  scapegoat. 
After  all,  that  company  has  competitors 
which  have  pretty  much  the  same  kind  of 
stock  option  plans  for  their  own  execu¬ 
tives.  So,  one  company  should  not  be 
singled  out  unless  there  should  be  a 
clear  case  of  illegal  transactions.  I  do 
not  understand  that  the  distinguished 
Senator  from  Tennessee  [Mr.  Gore]  is 
making  such  a  contention.  If  he  is,  I 
would  appreciate  the  Senator  clarifying* 
it* 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KEATING..  I  yield. 

Mr.  GORE.  I  do  not  know  why  the 
Senator  from  New  York  raises  the  ques¬ 
tion. 

The  PRESIDING  OFFICER.  The  1 
minute  yielded  has  expired. 

Mr.  LONG  of  Louisiana.  Mr.  Presi-  • 
dent,  how  much  time  remains  on  both 
sides? 

The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  [Mr.  Long]  has 
8  minutes,  and  the  Senator  from  Ten¬ 
nessee  has  20  minutes. 

Mr.  GORE.  I  yield  the  Senator  1  min¬ 
ute  of  the  time  allotted  to  me.  I  do  not 
know  why  the  Senator  from  New  York 
raises  the  question  of  using  the  Chrysler 
Corp.  as  a  scapegoat.  No  one  has  at¬ 
tempted  to  do  so.  But  this  transaction 
is  an  example  of  abuse  by  the  corporate 
insiders  of  the  loophole  that  is  in  the 
law. 

I  do  not  mean  to  say  that  they  acted 
illegally.  As  far  as  I  know,  and  so  far 
as  the  Treasury  report  after  its  investi¬ 
gation  showed,  the  transaction  was  en¬ 
tirely  legal.  The  point  is  that  I  am  try¬ 
ing  to  correct  the  law.  I  am  not  charg¬ 
ing  that  these  people  have  acted  illegally 
at  all.  The  committee  unanimously 
asked  for  that  report,  and  I  placed  the 
report  of  the  Treasury  in  the  Record. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  yield  l  minute? 

Mr.  LONG  of  Louisiana.  I  yield  1 
minute. 

Mr.  KEATING.  I  was  reasonably  sure 
that  the  Senator  from  Tennessee  was 
endeavoring  to  present  his  case  without 
reference  to  particular  companies,  but 
this  particular  company  was  the  only 
one  cited  in  the  Record.  I  felt  that  it 
would  be  unfair  to  any  one  company  to 
have  it  appear*  that  that  company  was 
unique  in  its  operation.  That  is  the  only 
point  I  was  making.  As  I  have  said,  I 
am  not  yet  sure  where  the  merits  in  the 
amendment  are,  but  in  fairness,  I  did 
not  want  to  permit  the  Record  to  be 
construed  as  an  attack  upon  any  par¬ 
ticular  company. 
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Mr.  GORE.  Mr.  President,  I  have 
cited  many  instances  in  debate  and  in 
the  course  of  the  committee  hearings  in 
which  this  loophole  of  tax  favoritism  has 
been  abused.  In  1961  I  used  IBM  as  an 
example.  I  cited  the  stock  option  bene¬ 
fits  received  by  the  president  of  that 
corporation,  Mr.  Thomas  Watson.  I  did 
not  do  so  by  way  of  criticism  of  Mr. 
Watson.  I  do  not  now  mention  his  name 
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in  any  critical  way.  But  to  cite  the 
abuses  which  are  legally  available  and 
the  inequitable  situation  that  is  legally 
made  possible,  I  have  mentioned  him.  I 
desire  to  close  that  loophole.  That  is 
what  I  have  been  fighting  for.  President 
Kennedy  asked  that  the  loophole  be 
closed. 

Since  I  have  referred  to  Mr.  Watson — 
and  again  I  say  uncritically — I  should 
like  to  cite  the  record. 

Mr.  Watson  is  a  man  of  great  talents. 
He  has  made  great  social  contributions. 
I  honor  him  for  his  contributions.  But 
he  is  also  a  man  who  inherited  a  large 
fortune.  I  do  not  condemn  him  for  that. 
But  why  should  the  Senator  state  that 
it  is  necessary,  as  an  incentive  to  Mr. 
Watson,  who  already  owns  a  very  large 
share  of  IBM,  to  give  him  stock  options 
on  which  he  has  a  profit  of  more  than 
$5  million? 

I  point  out  also  that  the  record  does 
not  show  that  he  has  sold  any  of  the 
stock.  What  he  intends  to  do  with  it, 
I  do  not  know.  But  there  is  an  example 
of  the  president  of  a  corporation  who, 
through  the  entirely  legal  device  about 
which  we  have  been  speaking,  has  been 
receiving  and  earning  a  fortune  of  ^5 
million  on  which  he  has  not  paid  one 
dime  in  taxes,  and  on  which  the  law  does 
riot  require  him  to  pay  any  income  taxes. 
Yet  every  person  who  sweeps  the  floor 
pays  taxes  out  of  every  check  he  receives. 

Let  Senators  examine  their  con¬ 
sciences.  Shall  we  continue  to  let  cor¬ 
porate  officers  be  a  privileged  class?  Not 
only  are  they  receiving  compensation 
without  tax  liability,  but  we  are  also  en¬ 
ticing  them  to  increase  their  option  bene¬ 
fits,  thereby  reducing  the  value  of  the 
stock  which  the  ordinary  stockholder 
holds. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  JAVITS.  The  Senator  has  been 
quite  fair  to  Mr.  Watson,  whom  I  know 
as  a  constituent,  and  whom  I  regard  very 
highly. 

Mr.  GORE.  So  do  I. 

Mr.  JAVITS.  I  should  like  to  add  one 
point  to  the  recital  of  the  Senator  from 
Tennessee  which  I  think  is  important. 


Tom  Watson  is  not  only  the  president 
of  the  IMB  Co.,  but  also  he  operates  the 
company  in  a  very  active  way.  I  believe 
he  spends  about  as  many  hours  on  the 
job  as  we  do.  That  is  important. 

Second - 

Mr.  GORE.  Before  the  Senator  pro¬ 
ceeds  to  his  second  point,  I  wish  to  say 
that  I  agree  with  everything  he  has  said. 
I  know  Mr.  Watson.  I  hold  him  in  high 
regard.  I  say  for  the  third  time  that  I 
do  not  speak  critically  of  him  as  a  citizen 
or  as  an  officer  of  a  corporation.  He  has 
taken  advantage  of  the  law,  and  our  eyes 
are  open  to  it.  So  are  his.  True,  he' 
operates  the  company.  I  merely  cite 
that  example  as  an  answer  to  the  canard 
that  we  must  provide  stock  option  bene¬ 
fits  for  preferential  tax  treatment  in 
order  to  give  the  officers  of  a  corporation 
an  incentive  to  run  their  business  effi¬ 
ciently. 

Mr.  Watson  would  operate  the  busi¬ 
ness  efficiently  whether  this  loophole  was 
in  the  law  or  not.  He  already  owns  a 

substantial  part  of  it,  and  I  think  he 
would. 

Furthermore,  if  I  may  allude  orice 
more  to  Chrysler  Corp.,  the  Senator  from 
Kentucky  made  a  statement  earlier 
about  how  Mr.  Love  had  increased  the 
profits  *of  that  corporation.  The  truth 
is  that  last  year  was  a  great  automobile 
year.  The  percentage  of  Chrysler’s 
share  of  automobile  sales  has  not  sig¬ 
nificantly  changed  during  the  last  5  or  6 
years.  Six  of  the  Chrysler  Corp.  officers 
who  made  a  killing  last  year  on  stock 
options  have  been  in  the  employ  of  the 
corporation  for  years  and  had  options 
at  least  as  early  as  1958.  They  did  not 
suddenly  have  to  become  activated. 
They  did  not  suddenly  have  to  be  of¬ 
fered  this  premium  or  incentive  to  per¬ 
form  for  Chrysler  Corp.  They  had  made 
a  career  in  Chrysler  Corp.  Yet  in  a  7- 
month  period  last  year  they  made  a 
killing. 

They  receive  compensation  for  their 
services,  and  they  should  pay  taxes  on 
their  compensation  the  same  as  a  man 
working  on  a  lathe  has  to  pay  taxes  every 
week  from  his  salary. 

Mr.  JAVITS.  As  a  friend  of  Tom 
Watson,  let  me  say  that  he  has  not  only 
operated  the  company  well,  but  with 
phenomenal  success.  I  do  not  know 
whether  the  stockholders  vote  on  these 
options,  but  I  am  sure  they  would  ap¬ 
prove — 

Mr.  GORE.  If  I  may  interrupt,  stock¬ 
holders  do  approve  most  of  them;  but, 
as  the  Senator  knows,  the  business  of 
stockholder  approval,  with  all  the  proxies 
that  are  held,  is  a  mere  formality.  The 
corporate  officers  control  the  corpora¬ 
tion,  in  large  measure.  ■  ■' 
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Mr.  JAVTTS.  In  my  judgment,  that 
fact  cannot  be  used  as  an  argument. 
A  stockholder  has  a  right  to  Vote -  ' 

Mr.  GORE.  Let  us  not  get  into  that 
argument.  Let  us  say  that  the  stock¬ 
holders  approved. 

Mr.  JAVITS.  My  next  point  is  that  I 
am  sympathetic  toward  the  Senator’s  po¬ 
sition.  I  only  suggest  ,  we  would  be  bet¬ 
ter  advised  if  we  sought  to  spread  the 
stock  option  doctrine  to  the  man  who 
works  at  the  lathe  than  to  penalize  cer¬ 
tain  persons  for  helping  to  produce  great 
results  for  the  American  economy. 

Mr.  GORE.  The  Senator  has  a  sug¬ 
gestion  that  is  on  all  fours  with  a  provi¬ 
sion  in  the  bill.  There  is  an  employee 
purchase  plan  provision  in  the  bill,  but 
it  must  be  nondiscriminatory,  and  I 
think  it  should  be .  nondiscriminatory. 
Under  this  plan,  every  employee  of  a  cor¬ 
poration  can  be  given  an  option  to  buy 
$25,000  worth  of  stock  annually  at  85 
percent  of  the  market  value  the  day  he 
receives  the  option.  This  can  go  on  year 
after  year;  but  it  must  be  nondiscrimi¬ 
natory.  My  amendment  leaves  that  pro¬ 
vision  in  the  bill.__  But  over  and  beyond 
that,  the  bill  has  this  other  category,  the 
“qualified”  opinion.  This  is  the  “top  in¬ 
siders”  deal,  and  there  is  no  limit  on  it. 
It  can  be  $250  million.  It  can  be  any 
amount. 

That  Is  unconscionable.  It  is  wrong. 
It  sets  up  the  corporate  officers  as  a  priv¬ 
ileged  class.  We  permit  them  to  receive 
compensation  on  which  they  owe  a  very 
limited  tax  liability;  and,  if  they  are  af¬ 
fluent,  on  which  they  will  owe  no  income 
tax  liability  whatsoever. 

Mr.  PASTORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  PASTORE.  What  does  the  Sena¬ 
tor’s  amendment  do? 

Mr.  GORE.  My  amendment  would 
strike  from  the  bill  this  new  category  of 
qualified  stock  option.  It  would  in  no 
way  affect  the  stock  purchase  plan,  which 
must  be  nondiscriminatory. 

I  would  strike  this  qualified  section 
on  which  there  are  no  limits — to  be  spe¬ 
cific,  section  422. 

If  we  are  to  permit  under  the  law  pref¬ 
erential  tax  treatment  for  stock  options, 
there  ought  to  be  two  conditions:  First,  it 
ought  to  be  nondiscriminatory.  The 
man  who  works  by  the  hour  should  bene¬ 
fit  from  the  profits  of  that  corporation, 
the  same  as  the  man  who  works  at  the 
front  office.  Second,  there  should  be 
some  reasonable  limit  to  the  amount  of 
the  options. 

There  is  in  the  bill  a  provision  that  does 
exactly  that:  First,  it  provides  for  non¬ 
discrimination;  second,  it  is  limited  to 
$25,000  a  year.  Third,  the  option  can  be 
granted  at  85  percent  of  market  value. 


I  think  this  is  liberal  enough  for  the 
man  at  the  top  or  the  man  at  the  bottom. 
True,  the  man  working  on  a  machine  will 
not  be  able  to  buy  $25,000  worth  of  stock 
a  year;  but  the  man  at  the  top  may  be, 
and  it  seems  to  me  that  is  enough  in¬ 
centive  for  him  to  have. 

The  bill  now  contains  section  422.  This 
provides  a  new  category,  called  “quali¬ 
fied”  options  to  replace  the  present  re¬ 
stricted  stock  option. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  GORE.  I  yield. 

Mr.  PASTORE.  I  am  sympathetic 
toward  the  Senator's  amendment.  My 
reason  -  is  simple,  without  mentioning 
personalities,  which  is  regrettable,  be¬ 
cause  Mr.  Watson  and  I  are  cotrustees 
of  Brown  University.  I  have  great  ad¬ 
miration  for  him.  I  regret  that  anyone’s 
name  had  to  be  used  on  the  floor  of  the 
Senate.  But  that  as  it  may,  I  have 
known  cases  in  which  ingenious  and  tal¬ 
ented  persons  had  been  taken  into  large 
corporations  and,  within  5  or  6  years, 
became  very  wealthy  men.  Some  retired 
from  the  corporations  after  only  10  years 
and  had  so  much  money  that  they  could 
not  spend  it  during  the  remainder  of 
their  lives.  I  heard  that  testimony  in 
some  of  the  committees  on  which  I  have 
served.  I  am  not  critical,  because  they 
are  acting  within  the  law. 

Mr.  GORE.  But  we  are  lawmakers. 

Mr.  PASTORE.  There  is  abundant 
legal  opinion  to  the  effect  that  no  man 
has  to  be  embarrassed  or  apologize  for 
doing  what  the  law  permits.  But  the  fact 
is  that  something  should  be  done  about 
it.  What  disturbs  me  is  the  ceiling  of 
$25,000.  Why  could  it  not  be  measured 
on  a  man’s  salary?  Would  that  not  be 
more  effective?  Suppose  a  man  earns  a 
quarter  of  a  million  dollars.  Why  should 
he  be  confined  to  $25,000?  Why  not  base 
it  on  his  salary  or  earnings?  I  think  it 
should  be  based  on  a  percentage  of  the 
salary  that  the  board  of  directors  are 
willing  to  pay  him,  rather  than  have  it 

[P.  22481 

gaged  arbitrarily  at  $25,000.  To  me 
$25,000  is  a  large  sum  of  money,  but  I 
know  that  to  some  of  my  colleagues 
$25,000  is  not  much.  I  am  looking  at  the 
Senator  from  Ohio  [Mr.  Lausche]. 

Mr.  GORE.  In  which  category  does 
the  Senator  from  Rhode  Island  put  the 
Senator  from  Ohio? 

Mr.  PASTORE.  In  my  category. 

I  think  it  might  be  better  if  it  could 
be  measured  in  terms  of  a  man’s  salary. 
In  other  words,  no  one  could  benefit  to 
the  extent  of  more  than  a  certain  per¬ 
centage  of  his  salary. 
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Mr.  GORE.  The  Senator’s  suggestion 
has  some  merit.  There  should  be  some 
limit  or  some  guideposts.  But  there  are 
no  limits  in  this  “qualified”  plan. 

Mr.  PASTORE.  That  is  correct.  I 
do  not  think  we  ought  to  measure  it  on 
that  basis.  A  man  may  have  the  ability 
to  earn  $250,000  a  year,  for  example. 
He  has  to  pay  a  tax  on  it,  sometimes 
amounting  to  90  percent  of  his  salary.  I 
think  we  ought  not  to  measure  it  by  a 
ceiling  which  is  arbitrary,  because  it  is 
difficult  to  say  that  the  ceiling  should  be 
$25,000.  Perhaps  it  should  be  25  percent, 
or  50  percent,  or  another  percentage,  of 
his  salary.  But  it  ought  to  be  gaged 
upon  a  man’s  ability  to  earn  rather  than 
on  an  arbitrary  ceiling  of  $25,000. 

Mr.  GORE.  The  Senator  refers  to  a 
possible  90-percent  tax  rate.  I  point  out 
that  the  maximum  rate  is,  by  this  bill, 
cut  to  70  percent.  Senators  have  been 
saying  here  for  years  that  what  we  should 
do  is  cut  the  highly  progressive  rates,  but 
at  the  same  time  close  the  loopholes. 

Mr.  PASTORE.  That  is  correct. 

Mr.  GORE.  What  we  are  doing  here 
is  cutting  the  rates  and  opening  up  more 
loopholes. 

Mr.  PASTORE.  That  is  right.  That 
is  one  reason  why  I  have  made  the  sug¬ 
gestion.  It  takes  into  account  that  91 
percent  of  a  man’s  salary  is  rather  much. 

Mr.  GORE.  That  is  correct. 

Mr.  PASTORE.  To  cut  out  the  cause 
of  the  abuse  and  reduce  it  from  90  per¬ 
cent  to  70  percent  is  right.  We  should 
give  consideration  to  what  the  Senator 
from  Tennessee  has  in  mind,  but  I  would 
hope  that  we  would  gage  it  more  on  a 
percentage  of  salary,  rather  than  on  an 
arbitrary  figure.  That  is  the  only  rea¬ 
son  I  have  made  the  suggestion. 

Mr.  GORE.  Mr.  President,  may  I  in¬ 
quire  how  much  time  remains  to  me? 

The  PRESIDING  OFFICER.  Five 
minutes  remain  to  the  Senator  from 
Tennessee. 

CORRECTION  OF  THE  RECORD 

Mr.  GORE.  Mr.  President,  the 
amendment  at  the  desk  is  the  correct 
amendment  No.  418,  but  I  notice  that 
the  amendment  printed  in  the  Record 
yesterday,  on  page  2133,  is  an  incorrect 
amendment. 

I  ask  unanimous  consent  that  the  per¬ 
manent  Record  show  the  correct  amend¬ 
ment  which  is  at  the  desk. 

The  PRESIDING  OFFICER.  The 
correction  will  be  made,  as  indicated. 

Mr.  GORE.  Mr.  President,  I  reserve 
the  remainder  of  my  time. 

Mr.  HART.  Mr.  President,  will  the 
Senator  from  Tennessee  yield  briefly? 

Mr.  GORE.  I  yield. 

Mr.  HART.  The  Senator  from  Ten¬ 
nessee  referred  to  the  Record  of  yester¬ 


day.  I  refer  to  page  2137  of  that  Rec¬ 
ord,  where  seven  officers  of  the  Chrysler 
Corp.  are  listed.  I  believe  I  understand 
the  Senator  from  Tennessee  perfectly. 
I  am  a  friend  of  six  of  the  seven  officers 
listed.  It  is  unusual  to  find  ourselves  in 
the  Chamber  talking  about  individuals 
whom  some  of  us  know  personally.  I 
should  like  to  make  myself  clear  on  this 
point. 

Each  of  these  individuals  is  a  con¬ 
tributing,  responsible  citizen  in  Detroit. 
Each  would  adhere  rigidly  to  any  re¬ 
quirement  of  the  law  with  respect  to  a 
stock  option,  which,  in  the  case  of  these 
friends  of  mine,  the  Senator  from  Ten¬ 
nessee  has  agreed  is  quite  within  the  law. 

Mr.  GORE.  Yes,  indeed. 

Mr.  HART.  I  should  like  to  have  that 
made  clear  in  the  Record.  It  so  hap¬ 
pens  that  I  support  the  amendment 
offered  by  the  Senator  from  Tennessee, 
because  I  believe  it  moves  in  the  proper 
direction,  but  when  I  see  such  phrases  as 
“insiders  dealings,”  and  “making  a  kill¬ 
ing,”  somehow  this  suggests  in  the  minds 
of  casual  readers,  perhaps,  that  it  was 
in  violation  of  law,  or  socially  wrong. 
However,  I  wish  to  make  it  explicit  and 
tell  the  Senator-  from  Tennessee  that  I 
believe  his  approach  is  sound  and  his 
amendment  should  be  adopted. 

Mr.  GORE.  I  am  in  disagreement 
with  only  one  part  of  the  statement  of 
the  Senator  from  Michigan.  I  believe 
it  is  socially  wrong.  Unfortunately,  it 
is  necessary  to  cite  specific  cases.  We  do 
not  deal  in  a  vacuum  in  our  debates  and 
we  must  bring  things  down  to  concrete 
reality.  _ 

I  have  referred  to  “restricted”  options 
as  “insiders  deals.”  That  is  what  it 
essentially  is.  Numerous  instances  have 
been  cited  to  me  of  smaller  corporations 
than  Chrysler  in  which  the  value  of  a 
stock  was  deliberately  manipulated  to  a 
low  point  at  the  time  the  options  were 
granted  and  then,  once  the  options  are 
granted,  once  the  options  are  in  hand, 
the  publicity  begins  to  flow,  the  divi¬ 
dends  are  paid,  and  the  stock  goes  up  on 
the  market — and  then  the  corporation 
officers  cash  in. 

I  have  had  instances  cited  in  which 
corporations  were  left  almost  bankrupt. 
I  am  not  speaking  now  of  big  corpora¬ 
tions,  I  am  speaking  of  something 
almost - 

Mr.  PASTORE.  I  agree  with  the  Sen¬ 
ator  from  Tennessee.  Of  course  it  is 
socially  wrong.  If  we  look  at  the  auto¬ 
mobile  industry,  the  automobile  industry 
is  controlled  by  the  Big  Three,  namely, 
Chrysler,  Ford,  and  General  Motors. 
There  was  a  time  when  Kaiser  tried  to 
inject  himself  into  the  automobile  in¬ 
dustry,  but  he  did  not  last  too  long. 
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If  we  wish  to  buy  an  automobile  today, 
unless  we  wish  to  buy  a  foreign  import, 
we  buy  either  General  Motors,  Chrysler, 
or  buy  Ford.  We  say  that  is  competi¬ 
tion.  That  is  all  among  the  Big  Three. 
But  this  system  is  socially  wrong.  Who 
pays  for  it?  The  man  who  buys  the 
automobile  is  paying  for  it. 

If  we  allow  these  abuses,  they  will  be 
reflected  in  the  price,  and  when  they  are 
reflected  in  the  price,  the  consumer  is 
hurt.  When  we  hurt  the  consumer  by 
some  loophole,  it  is  socially  wrong. 

Mr.  GORE.  Mr.  President,  let  me 
now  review  the  changes  made  in  existing 
law  by  the  pending  bill. 

Under  existing  law,  let  me  repeat,  we 
have  specifically  recognized  a  certain 
method  of  paying  employees  additional 
compensation  at  a  reduced  tax  rate. 
This  is  the  so-called  restricted  stock 
option  as  now  set  out  in  section  421  of 
the  code. 

The  pending  bill  terminates — albeit, 
very,  very  slowly  so  as  not  to  upset  the 
affluent — the  “restricted”  stock  option. 
The  Finance  Committee  has  made  some 
changes  in  this  regard  which  I  hope  will 
be  revised  by  the  conferees.  But  these 
changes  are  relatively  unimportant 
when  viewed  in  the  light  of  the  main 
issue. 

The  pending  bill  then  sets  up  a  new 
stock  purchase  plan,  with  conditions 
very  similar  to  the  old  “restricted”  stock 
option  plan,  except  that  the  ordinary 
employee  must  not  be  discriminated 
against,  and  a  ceiling  of  $25,000  per 
year  is  set.  This  provision  is  modeled 
somewhat  on  the  employee  purchase 
plan  now  in  effect  at  A.T.  &  T. 

The  pending  bill  then  sets  up  a  brand 
new  type  of  option  plan  for  corporate 
executives  and  insiders  which  is  called 
the  “qualified”  stock  option.  This  is 
similar  to  the  old  “restricted”  stock  op¬ 
tion,  with  the  following  changes: 

First.  The  stock  must  be  held  for  3 
years.  This  is  certainly  a  vast  improve¬ 
ment  over  the  corresponding  require¬ 
ment  with  respect  to  the  “restricted” 
stock  option,  under  which  the  stock  must 
be  held  for  only  6  months.  This  new 
requirement  should  discourage  some  of 
the  quick  profit  operations,  such  as  we 
have  recently  seen  at  Chrysler. 

Second.  An  option  cannot  be  oustand- 
ing  for  more  than  5  years.  The  present 
requirement  is  10  years.  This  is  some 
improvement,  although  the  5 -year  pe¬ 
riod  will  be  sufficiently  long  to  allow  the 
market  to  fluctuate  through  an  eco¬ 
nomic  cycle  so  the  corporate  insiders  can 
at  least  get  one  good  free  ride  during  the 
life  of  the  option. 


Third.  The  new  “qualified”  options 
must  be  issued  at  100  percent  of  market 
value.  This  is  an  ostensible  improve¬ 
ment,  but  the  corporate  insider  who  is 
manipulating  the  market  and  looking 
for  a  100-  or  200-percent  rise  in  the 
price  of  his  stock,  from  low  to  high,  is 
not  going  to  be  concerned  over  this  rise 
from  95  to  100  percent  in  the  require¬ 
ment.  Little  use  has  been  made  by  in¬ 
siders  of  the  present  85 -percent  limit. 

Fourth.  The  new  requirements  are 
said  to  be  tight  enough  to  beat  the  pres¬ 
ent  vicious  practice  of  “resetting,”  that 
is  reducing  the  price  of  outstanding  op¬ 
tions  when  the  market  goes  down.  The 
old  requirements  were  thought  by  some 
to  be  good  enough  in  that  regard,  but 
they  were  not.  Whether  these  new  re¬ 
quirements  are  good  enough  remains  to 
be  seen.  Already,  the  experts  are,  I  am 
sure,  busy  trying  to  see  how  best  to  cir¬ 
cumvent  these  new  requirements. 

[P.  2249 ] 

Fifth.  Stockholder  approval  is  to  be 
required  under  the  new  rules.  This  is 
a  rather  meaningless  requirement.  Cor¬ 
porate  management  uses  the  proxy  sys¬ 
tem.  It  take  something  more  exciting 
to  the  insiders,  such  as  a  battle  for  out¬ 
right  control,  to  upset  the  routine  proxy 
system  by  which  management  always 
controls  sufficient  votes  to  carry  any 
question  at  a  stockholders’  meeting  such 
as  a  new  option  plan. 

Sixth.  Stockholders  with  more  than 
5 -percent  ownership  in  the  corporation 
are  not  to  be  allowed  to  participate  in 
new  option  plans.  Few  people  who  are 
still  working  own  5  percent  of  any  pub¬ 
licly  held  corporation. 

Mr.  President,  I  would  not  belittle  the 
improvements  made  under  the  new 
“qualfled”  system  over  the  old  “re¬ 
stricted”  plan.  But  the  only  real  im¬ 
provements  are  the  first  two,  that  is, 
the  lengthening  of  the  holding  period, 
and  the  shortening  of  the  option  period. 
I  am  not  so  sure  the  latter  is  too 
important. 

The  first  requirement,  that  is,  the  3- 
year  holding  period,  can  perhaps  be 
circumvented  to  some  extent  by  setting 
up  liberal  loan  plans  or  otherwise  having 
the  corporation  set  up  some  system  for 
helping  the  insiders  swing  their  deals. 
And,  of  course,  with. the  backing  of  an 
option,  the  insider  can  still  play  the 
market,  including  puts  and  calls, 
straddles,  strips  and  straps,  and  all  the 
other  manipulations. 

It  is  to  the  credit  of  the  Congress  that 
something  is  being  done  to  clean  up  this 
option  mess.  But  what  ought  to  be  done 
is  to  put  an  end  to  this  whole  free  ride 
at  the  expense  of  the  taxpayers  and  of 
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the  ordinary  corporate  stockholders. 

Mr.  President,  let  me  advert  to  the 
Chrysler  situation.  I  placed  in  the 
Record  yesterday,  and  Senators  will  find 
it  beginning  on  page  2135,  the  Treasury 
report.  Let  me  emphasize  that  the 
Chrysler  situation  is  not  unique.  There 
has  been  no  violation  of  law.  I  do  think 
there  has  been  something  of  a  violation 
of  trust.  The  ordinary  stockholder  has 
not  been  properly  dealt  with  by  the  in¬ 
siders,  in  my  opinion. 

There  are  two  things  about  the  Chrys¬ 
ler  situation  which  do  seem  to  me  to  be 
worth  emphasizing. 

First,  Chrysler  has  had  a  stock  option 
plan  in  effect  since  1952.  If  stock  op¬ 
tions  guarantee  top  performance  and 
top  profits,  why  did  Chrysler  not  prosper 
during  the  past  several  years?  It  should 
be  quite  obvious  that  Chrysler  is  really 
riding  the  crest  of  a  wave  of  3  good  auto¬ 
mobile  years. 

Second,  most  of  the  Chrysler  execu¬ 
tives  who  made  such  a  killing  on  Chrys¬ 
ler  stock  during  the  past  year  have  been 
•  with  the  company  -for  some  time.  Of 
the  top  seven  officers  who  figured  so 
prominently  in  this  current  Chrysler 
deal,  only  Mr.  George  H.  Love,  chairman 
of  the  board,  is  a  relative  newcomer  to 
the  company.  All  the  others  have  been 
with  the  company  for  years,  and  all  had 
stock  options  at  least  as  far  back  as  1958. 
Why  did  not  options  encourage  these 
people  to  work  harder,  take  more  inter  >• 
est  in  their  company’s  affairs,  and  pull 
it  into  a  strong  profit  position  years  ago? 

The  plain  truth,  Mr.  President,  is  that 
the  stock  option  gimmick  is  nothing 
more  than  a  tax  dodge.  It  does  not  help 
the  company.  Any  corporate  executive 
who  is  paid  upward  of  $200,000  per  year, 
as  is  the  case  with  these  top  seven  Chrys¬ 
ler  people,  is  going  to  do  his  best.  He 
is  going  to  take  an  interest  in  his  work. 
He  is  going  to  try  to  make  money  for 
his  stockholders.  _ 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Tennessee  has 
expired. 

Mr.  GORE.  Mr.  President,  I  ask  for 
the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  GORE.  Mr.  President,  I  ask 
unanimous  consent  that  because  of  the 
official  absence  on  important  business 
of  the  distinguished  chairman  of  the 
committee,  the  yea-and-nay  vote  on  this 
amendment  be  postponed  subject  to  the 
call  of  the  Senator  in  charge  of  the  bill, 
the  Senator  from  Louisiana  [Mr.  Long]. 

Mr.  LONG  of  Louisiana.  I  was  taken 
somewhat  by  surprise  by  such  a  request, 
but  now  the  Senator  has  informed  me  of 
the  purpose  of  his  request.  Will  the  Sen¬ 
ator  from  Tennessee  inform  me  as  to 
what  hour  he  would  like  to  have  the 
vote? 


Mr.  GORE.  Whenever  the  Senator 
from  Louisiana  wishes  to  call  it  up.  The 
Chairman  of  the  Committee  is  necessar¬ 
ily  absent  and  the  distinguished  majority 
leader,  the  Senator  from  Montana  [Mr. 
Mansfield]  has  asked  that  the  vote  be 
delayed,  and  I  am.  sure  that  all  Senators 
will  wish  to  comply. 

Mr.  LONG  of  Louisiana.  I  agree  to 
that.  Do  we  also  reserve  the  time  that 
is  available  prior  to  the  vote  under  the 
unanimous-consent  request  of  the  Sena¬ 
tor  from  Tennessee? 

Mr.  GORE.  I  would  prefer  that  the 
debate  be  finished  to  be  followed  by  the 
yea-and-nay  vote  at  the  pleasure  of  the 
Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  how  much  time  remains? 

The  PRESIDING  OFFICER.  Four 
minutes  remain. 

Mr.  LONG  of  Louisiana.  Four  min¬ 
utes? 

The  PRESIDING  OFFICER.  Four 
minutes  remain  to  the  Senator  from 
Louisiana. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  suggest  that  the  time  be  reserved 
and  divided,  2  minutes  for  each  side; 
and  that  the  Senate  proceed  to  another 
amendment  and  take  the  yea-and-nay 
vote  at  a  later  hour — perhaps  in  one- 
half  hour. 

Mr.  PASTORE.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Rhode  Island  will  state  it. 

Mr.  PASTORE.  Does  whispering  be¬ 
tween  Members  get  into  the  Record?  I 
should  like  to  know  what  happened  in 
this  whispering  session,  so  that  Sena¬ 
tors  may  be  informed.  There  is  so  much 
happening  on  the  floor. 

Mr.  GORE.  Mr.  President,  the  chair¬ 
man  of  the  committee  is  now  at  the 
White  House  conferring  with  President 
Johnson,  and  I  should  like  to  have  the 
vote  on  this  amendment  postponed  until 
he  returns. 

Mr.  PASTORE.  When  can  we  expect 
to  vote  on  the  amendment? 

Mr.  GORE.  I  understand  that  the 
chairman  of  the  committee  will  return 
at  12  o’clock. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  shall  defer  the  vote  until  the 
chairman  of  the  committee  has  returned, 
and  Senators  can  then  vote  on  it. 

Mr.  PASTORE.  Then,  do  Senators 
stand  around  waiting  until - 

Mr.  LONC-r  of  Louisiana.  We  will 
proceed  with  other  amendments.  The 
chairman  particularly  wished  to  vote  on 
this  amendment  offered  by  the  Senator 
from  Tennessee. 

Mr.  PASTORE.  Then  we  will  proceed 
with  another  amendment  at  this  time? 

JMr.  LONG  of  Louisiana.  Yes. 
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Mr.  PASTORE.  That  is  satisfactory. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  reserve  the  time  for  the  yea-and- 
nay  vote  on  this  amendment  when  it  is 
called  up  by  the  Senator  in  charge  of  the 
bill. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

The  Chair  hears  none  and  it  is  so 
ordered. 

Mr.  CARLSON.  Mr.  President,  I  offer 
my  amendment  No.  385  which  I  send  to 
the  desk  and  ask  to  have  it  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  for  the  infor¬ 
mation  of  the  Senate. 

The  Legislative  Clerk.  At  the  end  of 
the  bill  it  is  proposed  to  insert  the  fol¬ 
lowing: 

TITLE  IV - EXCISE  TAX  CHANGES 

Sec.  401.  Rebuilt  Automobile  Parts. 

(a)  Exemption  From  Tax. — Section  4063 
(relating  to  exemptions  from  the  tax  on 
motor  vehicles)  is  amended  by  adding  at  the 
end  thereof  the  following  new  subsection : 

“(c)  Rebuilt  ParTs. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
the  tax  imposed  by  section  4061(b)  shall  not 
apply  in  the  case  of  rebuilt  parts  or  ac¬ 
cessories.” 

(b)  Technical  Amendment. — Section  4062 
(relating  to  definitions)  is  amended  by  strik¬ 
ing  out  subsection  (b). 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  re¬ 
spect  to  articles  sold  on  or  after  the  first 
day  of  the  first  month  which  begins  more 
than  10  days  after  the  date  of  the  enactment 
of  this  Act. 

Mr.  CARLSON.  Mr.  President,  the 
minority  leader,  the  Senator  from  Illi¬ 
nois  [Mr.  Dirksen],  offers  the  amend¬ 
ment,  which  I  am  presenting  it  for  him 
today  in  his  absence.  I  shall  read  the 
statement  which  the  minority  leader  had 
prepared  for  delivery. 

The  tax  bill  has  been  sponsored  by  the 
administration  as  a  means  of  invigorating 
our  economy.  In  this  connection,  epistles 
have  been  written  and  voices  have  rung  loud 
throughout  the  Nation  in  concern  over  the 
plight  of  the  small  businessman.  I  take  my 
place  with  those  who  believe  that  the  small 
businessman  has  been  considered  the  least 
while  known  to  be  one  of  the  most  impor¬ 
tant  in  the  survival  of  our  economic  system. 
I  think  we  should  take  steps  to  afford  the 
small  businessman  the  relief  that  he  so  rich¬ 
ly  deserves.  Along  with  my  colleagues,  Sen¬ 
ators  Bennett  and  Carlson,  I  am  offering 
amendment  385  to  H.R.  8363  as  a  token  of 
the  recognition  that  the  Congress  must  soon 
give  to  those  whom  we  so  eloquqently  profess 
to  protect.  Lip  service  is  no  longer  enough. 

IP.  2250 ] 

I  refer  in  this  particular  instance  to  the 
small  companies  that  are  rebuilding  auto¬ 
motive  parts  and  who  have  been  so  seriously 
and  adversely  affected  by  the  imposition  of 
an  excise  tax  on  their  goods.  They  are  not 


rebuilding  luxury  items,  rather  they  are  re¬ 
building  essentials  required  by  our  Nation 
on  wheels.  And  they  do  so  at  a  low  price 
with  the  quality  of  an  originally  manufac¬ 
tured  automotive  replacement  part.  The 
tax  imposed  on  these  restored  parts  is  a 
double  tax  that  is  ultimately  borne  by  the 
consumer  twice — for  the  original  part  was 
taxed  upon  its  manufacture,  and,  under  the 
code,  is  taxed  again  when  it  is  restored. 

There  are  over  1,200  of  these  small  busi¬ 
nesses  in  Illinois  and  if  each  Senator  were  to 
examine  the  rebuilders,  machine  shop  opera¬ 
tions,  independent  garage  men,  service  sta¬ 
tions  and  the  various  car  and  truck  dealer 
services  who  operate  in  Senators’  States  and 
who  deal  in  restored  automotive  parts,  they 
would  easily  see  that  the  removal  of  this  tax 
will  stimulate  their  small  businesses  and 
benefit  the  Nation  as  a  whole. 

The  revenue  derived  from  this  tax  is  rela¬ 
tively  small.  The  Secretary  of  the  Treasury 
admits  difficulty  “even  to  obtain  a  reason¬ 
able  estimate  of  the  total  revenue  from  re¬ 
built  parts”  but  uses  the  figure  of  from  5 
to  8  million  as  an  estiamte.  This  revenue 
derived  from  this  excise  tax  is  almost  com¬ 
pletely  offset  by  the  indecision  and  confu¬ 
sion  arising  out  of  the  uncertainty  of  the 
regulations  of  the  Internal  Revenue  Service 
as  to  which  rebuilding  operations  are  taxable. 
The  language  of  the  regulations  is  at  best 
difficult  and  elusive  of  interpretation.  Over 
the  years  there  have  been  constant  negotia¬ 
tions  with  the  Internal  Revenue  Service  as 
to  the  application  of  the  tax. 

I  believe  Senators  will  find  on  their 
desks  the  basic  regulation  which  is  now 
being  considered  by  the  Internal  Revenue 
Service.  It  would  affect  anyone  who 
drove  his  car  into  a  filling  station  to  have 
his  spark  plugs  cleaned.  Such  an  oper¬ 
ation  would  be  subject  to  an  excise  tax. 
The  cleaning  of  plugs  would  be  treated 
as  if  the  plugs  were  new.  • 

The  8-percent  excise  tax  as  imposed  is 
supposedly  applied  to  manufacturing  and  is 
defined  in  the  Internal  Revenue  regulations 
as  "rebuilding  of  automobile  parts  and  ac¬ 
cessories  as  distinguished  from  recondition¬ 
ing  or  repairing.” 

From  this  seemingly  simple  but  illusory 
distinction  have  emerged  interpretations  full 
of  potholes.  Indeed  the  Internal  Revenue 
Service  has  frolicked  with  the  traditional 
definition  of  the  courts  that  manufacturing 
means  a  transformation,  the  making  of  a 
new  and  different  article  with  a  distinctive 
name,  make,  and  use. 

Thus,  in  1959,  Revenue  Ruling  58-620  was 
proposed  which  would  have  applied  the  tax 
to  any  rebuilding  operation  if  there  was 
merely  a  commingling  of  the  components  of 
automotive  parts  in  the  restoring  process. 
This  was  finally  withdrawn  on  June  29,  1959, 
after  months  of  confusion  and  unrest. 

Again,  in  1961  the  Internal  Revenue  Serv¬ 
ice  proposed  regulations  based  on  another 
new  theory — that  would  have  labeled  as 
manufacturing  the  simple  cleaning  of  a 
commutator  in  a  lathe  operation. 

After  long  negotiations  with  the  Internal 
Revenue  Service  the  proposed  regulation  in 
this  respect  was  not  promulgated. 
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Today,  as  in  the  past,  we  find  the  small 
businessmen  who  restore  automotive  parts 
unable  to  forecast  their  tax  liability  with  any 
degree  of  accuracy.  For  example,  the  Inter¬ 
nal  Revenue  Service  has  Just  issued  Revenue 
Ruling  63-255  which  would  extend  the  manu¬ 
facturers’  excise  tax  on  automobile  parts  to 
spark  plugs  under  tl}e  unique  theory  that 
in  view  of  the  “totality”  of  the  cleaning 
operation,  it  is  somehow  the  same  as 
manuf  acturing. 

I  have  one  of  these  spark  plugs  on 
my  desk,  as  an  example  of  what  would 
be  involved  in  this  situation. 

In  view  of  the  factors  we  have  outlined; 
namely,  the  fact  that  rebuilding  is  not  manu¬ 
facturing,  the  adverse  impact  of  the  tax  on 
the  thousands  of  small  businesses,  and  the 
very  small  revenue  involved,  I  submit  that 
this  tax  should  be  repealed  entirely. 

Having  in  mind  the  fervent  plea  of  the 
administration  to  stimulate  the  economy 
through  the  tax  cut,  it  would  seem  antipodal 
not  to  rescue  the  thousands  of  small  busi¬ 
nessmen  engaged  in  these  operations  which 
involve  the  restoration  of  nonluxury,  essen¬ 
tial  items  which  are  made  available  to  the 
consumer  at  low  prices  and  original  quality. 

Mr.  President,  the  Department  of  Com¬ 
merce  states  that  as  of  June  30,  1961, 
there  were  240,431  filling  stations  in  the 
United  States.  Of  these,  203,960  were 
sole  proprietorships,  30,554  were  partner¬ 
ships,  and  5,907  were  corporate  owned. 

When  we  combine  the  filling  station  oper¬ 
ators  with  the  regular  rebuilders  and  Jobbers 
we  approach  a  total  of  288,000  small  business¬ 
men  who  must  file  quarterly  tax  reports  on 
the  excise  tax.  This  represents  over  a  mil¬ 
lion  tax  reports  to  be  prepared  by  the  small 
businessman;  these  reports  must  then  be 
processed  and  audited  by  the  Revenue  Serv¬ 
ice,  and  the  total  yield  in  revenue  is  between 
$5  and  $8  million,  far  less  than  the  cost  of 
preparing  them  and  probably  less  than  the 
cost  Incurred  by  Revenue  Service  in  process¬ 
ing  them.  In  fact,  the  Revenue  Service  prob¬ 
ably  loses  money  in  collecting  and  processing 
this  tax. 

Senators  will  find  on  their  desks  the 
proposed  regulation  63-255  dealing  with 
rebuilt  spark  plugs. 

I  sincerely  hope  that  the  Senate  will 
give  consideration  to  the  problems  of  the 
great  number  of  people  who  would  be 
involved  in  this  situation.  Under  the 
ruling,  a  person  who  drove  into  a  service 
station  to  have  his  spark  plugs  cleaned 
would  have  to  pay  an  excise  tax  on  the 
cleaning  of  used  spark  plugs. '  That  is 
what  the  ruling  would  provide.  This  is 
the  ruling  that  the  Internal  Revenue 
Service  is  considering  issuing. 

I  sincerely  hope  that  the  Senate  will 
accept  the  amendment. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  if  the  matter  had  been  presented 
to  the  committee,  the  committee  could 
have  persuaded  the  Treasury  to  change 
its  regulation  insofar  as  the  cleaning 


of  spark  plugs  is  concerned.  I  agree  with 
the  Senator  from  Kansas  with  respect 
to  the  clearing  of  spark  plugs.  Although 
the  Senator’s  amendment  involves  a 
revenue  loss  of  $8  million,  it  also  involves 
commodities  which  are  competitive  with 
manufactured  articles,  which  are  also 
subject  to  a  higher  excise  tax,  and  those 
articles  yield  tax  revenue  of  $240  million. 

The  competitive  nature  of  rebuilt  parts 
as  against  new  parts,  and  of  new  parts 
being  more  heavily  taxed  than  rebuilt 
parts,  raises  a  number  of  problems  that 
should  be  considered.  If  an  automobile 
is  being  repaired,  no  tax  is  imposed  for 
the  repair  and  rebuilding  of  the  part,  if 
the  owner  has  title  to  the  automobile 
while  it  is  being  repaired,  contrary  to 
the  impression  the  Senator’s  statement 
may  have  left. 

.  The  adoption  of  the  amendment 
would,  again,  mean  entry  into  the  ex¬ 
cise  tax  field,  in  which  the  Senate  thus 
far  has  avoided  engaging. 

In  addition,  the  amendment  is  pro¬ 
posed  by  the  Senator  from  Kansas  [Mr. 
Carlson]  on  behalf  of  the  junior  Sena¬ 
tor  from  Illinois  [Mr.  Dirksen]  ,  who  is 
not  present.  No  member  of  the  Com¬ 
mittee  on  Finance  was  able  to  persuade 
the  committee  to  adopt  more  amend¬ 
ments  than  was  the  Senator  from  Illi¬ 
nois.  Actually,  the  bill  contains  amend¬ 
ments  originally  proposed  by  the  junior 
Senator  from  Louisiana  and  disagreed 
to  by  the  committee,  which  were  subse¬ 
quently  proposed  by  the  junior  Senator 
from  Illinois  and  then  agreed  to. 
[Laughter.]  There  is  no  stronger  advo¬ 
cate  of  any  cause  in  the  Senate  than 
the  junior  Senator  from  Illinois,  who 
unfortunately  is  not  present  today  for 
reasons  of  health.  If  there  is  merit  to 
the  amendment,  he  should  have  offered 
the  amendment  in  committee.  He  did 
not.  So  far  as  I  know,  the  Senator 
from  Illinois  has  a  better  batting  aver¬ 
age  for  having  amendments  agreed  to 
in  committee  than  has  any  other  mem¬ 
ber  of  the  committee. 

I  hope  the  Senator  from  Kansas  will 
permit  the  committee  to  consider  this 
proposal  further  and  to  study  it  in  con¬ 
nection  with  expected  excise  tax  legisla¬ 
tion.  I  assure  the  Senator  from  Kansas, 
even  though  I  do  not  believe  the  junior 
Senator  from  Illinois  needs  help  from 
the  junior  Senator  from  Louisiana,  that 
if  there  is  any  help  I  can  give,  as  the 
Senator  in  charge  of  this  bill  and  as  a 
member  of  the  committee,  I  shall  be 
glad  to  give  it.  I  hope  the  Senator  from 
Kansas  will  not  Insist  on  including  the 
amendment  in  the  tax'bill.  The  Senator 
knows  how  fervently  I  insisted  that  ex- 
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else  tax  amendments  should  not  be  in¬ 
cluded  in  the  bill.  When  the  question 
of  revision  of  excise  taxes  comes  up  in 
a  subsequent  bill,  I  shall  have  no  objec¬ 
tion  to  considering  such  an  amendment 
as  the  Senator  from  Kansas  proposes. 

Mr.  CARLSON.  The  distinguished 
Senator  from  Louisiana  has  made  a  cor¬ 
rect  statement.  When  it  comes  to  having 
amendments  agreed  to  in  committee,  I 
am  sure  that  the  efforts  of  the  minority 
leader,  the  distinguished  Senator  from 
Illinois  [Mr.  Dirksen],  were  much  more 
successful  than  were  those  of  the  senior 
Senator  from  Kansas. 

Mr.  LONG  of  Louisiana.  More  than 
the  efforts  of  both  of  us  together. 

Mr.  CARLSON.  In  view  of  the  op¬ 
position  of  the  Senator  from  Louisiana*  I 
assume  that  the  amendment  will  not  be 
agreed  to  today,  thus  keeping  my  batting 
average  about  where  it  was  in  commit¬ 
tee.  But  I  do  say  that  the  amendment 
has  merit,  in  view  of  the  proposed  regula¬ 
tion  of  the  Treasury  Department,  which, 
to  say  the  least,  is  outlandish. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  text  of  the  proposed  regu¬ 
lation  and  also  a  list  of  the  auto  part 
rebuilders,  by  States,  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  proposed 
regulation  and  list  were  ordered  to  be 
printed  in  the  Record,  as  follows: 
Revenue  Ruling  63-255,  Rebuilt  Spark  Plugs 

The  restoring  of  used  spark  plugs  to  serv¬ 
iceable  condition  by  a  process  which  consists 
of  the  washing,  drying,  sandblasting,  filing 
the  electrodes,  plating,  and  packaging  of  the 
plugs  constitutes  a  “comparable  major  op- 
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oration”  within  the 'meaning  off  section  4B;- 
4061(b) -3 (a)  of  the  Manufacturers  and  Re¬ 
tailers  Excise  Tax  Regulations.  Therefore, 
such  operation  is  considered  to  be  rebuilding 
(manufacturing) ,  and  the  restored  spark 
plugs  are  subject  to  the  manufacturers  excise 
tax  on  automobile  parts  or  accessories,  im¬ 
posed  by  section  4061(b)  of  the  Internal 
Revenue  Code  of  1954,  when  sold  by  the  re- 
builder  (maufacturer) . 

For  purposes  of  determining  the  applicabil¬ 
ity  of  the  manufacturers  excise  tax  on  auto¬ 
mobile  parts  or  accessories,  advice  has  been 
requested  whether  the  restoration  of  auto¬ 
mobile  spark  plugs  in  the  manner  and  for 
the  purpose  described  below  is  considered  to 
be  “rebuilding”  (which  contitutes  manu¬ 
facturing). 

A  company  is  engaged  in  the  business  of 
restoring  and  selling  automobile  spark  plugs. 
The  company  purchases  used  spark  plugs 
from  garages  and  service  stations.  The  spark 
plugs  are  then  sorted  and  only  the  restorable 
plugs  are  retained  and  processed. 

The  first  step  performed  by  the  company 
in  restoring  the  used  plugs  is  to  wash  them 
in  detergent  and  water  and  dry  them  in 
ovens.  After  sandblasting  the  plugs  to  re¬ 
move  all  carbon  deposits,  the  electrodes  -are 


filed  and  the  plugs  are  cadmium-plated  to 
retard  corrosion  and  make  the  plugs  lodk 
new. 

Finally,  the  plugs  are  sorted  as  to  brand 
type,  stamped  with  the  word  “Repaired" 
And  packaged  eight  to  a  box.  These  restored 
plugs  are  guaranteed  for  10,000  miles. 

Section  406l"[b)  of  the  Internal  Revenue 
Code  of  1954  imposes  a  tax  on  the  sale  by 
the  manufacturer,  producer,  or  importer  of 
parts  or  accessories  (other  than  tires  and 
inner  tubes,  and  other  than  automobile  ra¬ 
dio  and  television  receiving  sets)  for  any  of 
the  articles  enumerated  in  section  4061(a) 
of  the  code. 

Section  48.4061(b) -3 (a)  of  the  manufac¬ 
turers  and  retailers  excise  tax  regulations 
provides  that  rebuilding  of  automobile  parts 
or  accessories,  as  distinguished  from  recon¬ 
ditioning  or' repairing,  constitutes  manufac¬ 
turing,  and  the  rebullder  of  such  parts  or 
accessories  is  liable  for  the  tax  imposed  by 
aection  4061(b)  With  respect  to  his  sales  of 
such  rebuilt  parts  or  accessories.  Reboring 
or  other  machining,  rewinding,  and  com¬ 
parable  major  operations  constitute  rebuild¬ 
ing.  The  person  owning  the  part  or  accessory 
being  rebuilt  is  the  manufacturer  of  the 
article  and  is  liable  for  the  tax  on  his  sale 
of  the  rebuilt  part  or  accessory.  The  tax  at¬ 
taches  whether  the  machining  or  other  oper¬ 
ation  is  performed  by  the  rebuilder  himself 
or  by  some  other  person  on  his  behalf. 

The  spark  plug  restoring  process  described 
above,  when  viewed  in  the  totality  of  the 
operation,  constitutes  a  comparable  major 
operation  within  the  meaning  of  section 
48.4061  (b)-3 (a)  of  the  regulations.  There¬ 
fore,  such  operation  is  rebuilding  (manufac¬ 
turing)  for  purposes  of  the  manufacturers 
excise  tax. 

Accordingly,  it  is  held  that  the  rebuilt 
automobile  spark  plugs  are  subject  to  the 
manufacturers  excise  tax  on  automobile 
parts  or  accessories,  imposed  by  section  4061 
(b)  of  the  code,  when  sold  by  the  rebuilder 
(manufacturer) . 

This  Revenue  ruling  will  not  be  applied  to 
^sales  of  the  rebuilt  spark  plugs  made  prior 
to  January  9,  1964,  under  the  authority  set 
forth  in  section  7806(b)  off  the  code. 

Auto  part  rebullders:  Independent  garage 
and  service  stations  in  the  United  States 
total  over  288,000  small  businesses. 

In  addition  to  the  service  stations,  the 
count  off  rebuilders  and  Jobber-warehouse¬ 
men  by  States  is  below: 


State 

RebaDdcrs 

Jobbers 

Alabama _ 

Alaska  -  _ 

87 

7 

274 

11 

Arizona  .  _ 

141 

131 

-ATtflfisas  _ _ 

60 

199 

P.ftliffimia  _  _ 

1,320 

1,374 

Onlnrarin  _ 

113 

173 

_  _ 

167 

160 

TJalawara  -  _ 

30 

40 

43 

67 

Florida  _ _ _ _ 

237 

£69 

OaortHa  \  _ _ 

121 

442 

29 

25 

33 

86 

Tllinnis  _ _ _ 

472 

969 

311 

340 

Iowa _ 1 - 

113 

263 
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'Kansas  .  _ 

113 

Kentucky _ 

61 

Louisiana _ 

127 

Maine _  _ 

22 

Maryland . . . . 

83 

Massachusetts _ 

221 

Michigan — 1 - - - 

492 

Minnesota - 

190 

Mississippi _ _ _ 

42 

Missouri _ 

253 

Montana _ 

33 

Nebraska.. . . . . . 

74 

Nevada..  _ 

36 

New  Hampshire . 

30 

New  Jersey . — . . 

336 

New  Mexico... . . . 

56 

New  York - - 

583 

North  Carolina . . 

109 

North  Dakota _ _ 

35 

Ohio . . . — . 

441 

Oklahoma . . . . 

193 

Oregon _ 

148 

Pennsylvania _ 

473 

Rhode  Island - - 

37 

South  Carolina _ 

36 

South  Dakota _ 

30 

Tennessee _ 

122 

Texas _ 

600 

Utah _ _ _ _ 

34 

'Vermont _ 

20 

Virginia _ 

136 

Washington _ 

184 

West  Virginia . . . 

37 

Wisconsin _ 

151 

Wyoming . . . . 

25 

r98 

278 

212 

70 

235 

255 

429 

297 

189 

411 

76 

153 

40 

33 

334 

91 

738 

779 

76 

1,121 

447 

238 

985 

52 

132 

62 

630 

1,289 

100 

35 

217 

381 

140 

247 

42 


Mr.  CARLSON.  Mr.  President,  in 
view  of  the  statement  made  by  the  dis¬ 
tinguished  Senator  from  Louisiana,  I 
shall  not  ask  for  a  yea-and-nay  vote  on 
the  amendment,  but  I  urge  that  the 
Senate  vote  on  it. 

Mr.  LONG  of  Louisiana.  I  appreciate 
the  excellent  argument  made  by  the 
Senator  from  Kansas.  I  hope  the  Sen¬ 
ate  will  not  agree  to  the  amendment. 
But  speaking  for  myself,  I  promise  the 
Senator  my  full  cooperation  to  try  to 
solve  this  problem  when  new  legislation 
is  considered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from 
Kansas. 

The  amendment  was  rejected. 

Mr.  MORTON.  Mr.  President,  on  be¬ 
half  of  the  Senator  from  Illinois  [Mr. 
Dirksen]  ,  I  call  up  amendment  No.  359, 
which  was  offered  in  committee. 

The  PRESIDING  OFFICER.  The 
-amendment  will  be  stated. 

The  Legislative  Clerk.  On  page  179, 
between  lines  12  and  13,  it  is  proposed 
to  insert  the  following  new  subsection: 

(b)  Increase  in  Amount  of  Ordinary 
Income  Which  May  Be  Offset  by  Capital 
Losses. — Section  1211(b)  (relating  to  limita¬ 
tion  on  capital  losses  of  taxpayers  other 
than  corporations)  is  amended  by  striking 
out  “plus  the  taxable  income  of  the  tax¬ 
payer  or  $1,000,  whichever  is  smaller”  and 
Inserting  in  lieu  thereof  the  following :  “plus 
whichever  of  the  following  is  smaller:  (A) 
the  taxable  income  of  the  taxpayer,  or  (B) 
$2,000,  in  the  case  of  a  taxable  year  begin¬ 
ning  in  1964;  $3,000,  in  the  case  of  a  taxable 
year  beginning  in  1965;  $4,000,  in  the  case  of 


a  taxable  year  beginning  in  1966;  and  $5,000, 
in  the  case  of  a  taxable  year  beginning  in 
1967  or  any  subsequent  taxable  year”. 

On  page  179,  line  13,  strike  out  “(b)”  and 
insert  "(c)”. 

On  page  180,  line  22,  strike  out  “(c)”  and 
Insert  “(d)  ”. 

On  page  203  (line  8,  strike  out  “(d)”  and 
insert  “(e)”. 

Mr.  S MATHERS.  Mr.  President,  is 
this  the  amendment  the  Senator  from 
Illinois  [Mr.  Dirksen]  offered  in  com- 

Mr.  MORTON.  If  the  Senator  will  al¬ 
low  me  to  explain  the  amendment,  the 
Senate  will  know  what  we  are  talking 
about. 

The  amendment  deals  with  the  stepup 
amount  a  person  can  carry  forward  on 
capital  losses.  The  House  language  pro¬ 
vides  that  $1,000  may  be  carried  forward 
indefinitely.  As  I  recall,  the  present  law 
provides  5  years.  The  amendment  would 
step  that  up.  It  would  increase  the 
$1,000  to  $2,000  in  1964,  to  $3,000  in  1965, 
to  $4,000  in  1966,  and  to  $5,000  there¬ 
after. 

As  members  of  the  committee  may  re¬ 
member,  the  Senator  from  Illinois  stated 
that  we  were  trying  to  encourage  risk 
capital.  He  cited  the  example  of  one 
who  might  risk,  perhaps  $50,000,  and 
then  have  no  chance  of  ever  recovering 
it  if  the  venture  went  sour.  The  amend¬ 
ment  is  designed  to  encourage  more 
people  to  invest  risk  capital  and  in  that 
way  create  jobs. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  a  statement  prepared  by  the 
Senator  from  Illinois  may  be  printed  at 
this  point  in  the  Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  In  the 
Record,  as  follows: 

Increase  in  Amount  of  Ordinary  Income 

Which  May.Be  Offset  by  Capital  Losses 

In  his  tax  message  to  the  Congress  the 
President  in  commenting  on  capital  losses 
said  “More  adequate  capital-loss  offsets  will 
improve  the  investment  odds,  encourage  risk 
taking  on  the  part  of  investors,  and  stimulate 
economic  growth.”  H.R.  8363  provided  for 
an  indefinite  loss  carryover  period,  repealing 
the  5-year  limitation.  This  was  deleted  by 
the  Finance  Committee.  It  is  doubtful  that 
this  provision  alone  would  have  the  desired 
effect,  asked  by  the  President  particularly 
among  the  small  Investors. 

The  amendment  I  am  proposing  increases 
the  annual  dollar  limitation  on  the  amount 
of  capital  losses  which  may  be  deducted  from 
ordinary  Income.  Presently  the  llinlt  is 
$1,000. 

This  amendment  increases  the  $1,000  to 
$2,000  in  1964;  $3,000  in  1965;  $4,000  in  1966; 
and  to  $5,000  in  1967  and  subsequent  taxable 
years. 

1.  DOUBLE  STANDARD  FOR  TAXING  GAINS  AND 

LOSSES 

Under  section  1211(b)  of  the  Internal  Rev¬ 
enue  Code  the  individual  is  permitted  to 
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deduct  capital  losses  to  the  extent  of  his 
capital  gains  plus  $1,000  in  any  one  year. 

In  the  absence  of  capital  gains,  an  in¬ 
dividual  who  sustains  a  capital  loss  of  $10,000 
in  1963  could  deduct  only  $1,000  on  his  1963 
return  even  though  he  paid  capital  gains 
tax  on  $10,000  of  capital  gains  in  the  previ¬ 
ous  year. 

[P.  2252 ] 


2.  INDIVIDUAL  MAT  NEVER  RECOVER  CAPITAL 
LOSSES  IN  rUTURX  TEARS 

Under  section  1212  of  the  Internal  Reve¬ 
nue  Code  the  individual  is  permitted  to  carry 
capital  losses  forward  for  6  years.  If  the 
taxpayer  does  not  have  capital  gains  during 
this  6-year  period  there  would  be  an  oppor¬ 
tunity  to  recover  capital  losses  to  the  extent 
of  only  $5,000.  In  the  case  of  a  deceased  tax¬ 
payer,  it  would  appear  that  any  capital  losses 
not  utilized  on  his  final  return  could  not  be 
.  deducted  thereafter. 

The  tax  bill  which  passed  the  House  of 
Representatives  extended  the  6-year  limit 
to  an  indefinite  period.  This  bill  did  not 
change  the  $1,000  limit  above. 

3.  TAXPATER  DEPRIVED  OP  USE  OF  FUNDS  EVEN 

IF  HE  RECOVERS  LOSSES  IN  FUTURE  TEARS 

If  an  individual  carries  forward  capital 
losses  in  the  amount  of  $5,000  from  the  cal¬ 
endar  year  1963,  he  would  be  deprived  of  the 
use  <4  $6,000  for  1  year,  $4,000  for  2  years, 
$3,000  for  3  years,  $2,000  for  4  years,  and 
$1,000  for  5  years  in  the  absence  of  capital 
gains. 

To  carry  $10,000  in  capital  losses  forward 
under  the  House  bill,  in  the  absence  of 
capital  gains,  would  cost  the  taxpayer  about 
$2,700  In  lost  Interest  on  his  money  at  6  per¬ 
cent. 

To  carry  forward  nine-tenths  of  a  $10,000 
capital  loss  to  future  years  results  in  a  cost 
of  $2,700  in  interest  when  figured  at  the  rate 
of  6  percent  under  the  House  bill.  The  fig¬ 
ures  are  as  follows: 


$9,000  for  1  year  at  6  percent -  $640 

$8,000  for  2  years  at  6  percent -  480 

$7,000  for  3  years  at  6  percent -  420 

$6  ,000  for  4  years  at  6  percent -  860 

$5,000  for  5  years  at  6  percent -  800 

$4,000  for  6  years  at  6  percent -  240 

$3,000  for  7  years  at  6  percent -  180 

$2,000  for  8  years  at  6  percent -  120 

$1,000  for  9  years  at  6  percent -  60 


Total _ _ _ _  2,  700 


While  we  profess  to  encourage  free  com¬ 
petitive  enterprise  and  risk  capital,  under 
the  House  bill  we  would  be  requiring  that 
capital  losses  be  carried  forward  to  future 
years  if  these  losses  exceeded  5  percent  of  a 
$20,000  investment  or  2  percent  of  a  $60,000 
investment  or  1  percent  of  a  $100,000  in¬ 
vestment.  The  maximum  dollar  Investment 
that  one  could  afford  under  these  restric¬ 
tions  would  be  very  limited. 

The  percentage  of  income  on  securities  is 
relatively  small  in  comparison  with  earlier 
years.  Once  a  price-earnings  ratio  of  19 
times  earnings  was  considered  reasonable. 
This  ratio  has  about  doubled.  .  This  means 
that  more  savings  and  larger  investments 
are  required  to  buy  securities  that  will  earn 


the  same  number  of  dollars,  and  these  dol¬ 
lars  will  buy  even  less.  Therefore,  Investors 
cannot  take  an  undue  risk  for  themselves 
and  their  families. 

4.  INDIVIDUAL  CANNOT  USE  DIVIDEND  INCOME 

AS  OFFSET  AGAINST  LOSSES 

If  an  individual  received  dividends  of 
$10,000  in  1963,  and  sustains  capital  losses 
of  $10,000  in  1963,  he  could  deduct  only 
$1,000  of  the  capital  losses  on  his  1963  in¬ 
come  tax  return  and  would  be  required  to 
pay  taxes  on  the  total  $10,000  in  dividends 
received. 

5.  INDIVIDUAL  NOT  ALLOWED  CARRYBACK  ON 

CAPITAL  LOSSES 

If  an  individual  had  paid  Income  taxes  on 
$10,000  in  capital  gains  in  1962,  and  the  sit¬ 
uation  is  reversed  and  he  sustains  capital 
losses  of  $10,000  in  1963,  this  taxpayer  can 
deduct  only  $1,000  in  capital  losses  in  1963. 

6.  CAPITAL  LOSSES  ALLOWED  INDIVIDUALS  COM¬ 
PARES  UNFAV  ORABLT  WITH  OTHER  RESERVES 

FOR  LOSSES 

The  $1,000  limit  on  capital  losses  imposed 
under  section  1211(b)  of  the  Internal  Rev¬ 
enue  Code  amounts  to  1  percent  of  a  $100,- 
000  investment,  to  2  percent  of  a  $50,000  in¬ 
vestment,  or  4  percent  on  a  $26,000  invest¬ 
ment.  A  $1,000  limit  on  capital  losses  does 
not  provide  a  worthwhile  Incentive  and  it  is 
inequitable  on  its  face. 

The  Government  is  in  effect  stating  to 
investors  that  on  their  future  investments, 
in  the  absence  of  capital  gains,  an  allowance 
of  $1,000  will  be  made  annually  regardless 
of  the  size  6f  the  investment.  This  offer  is 
'being  Included  in  a  bill  that  is  designed  to 
encourage  risk  capital.  The  limit  of  $1,000 
permits  a  deduction  of  20  percent  of  a  $5,000 
investment,  of  10  percent  of  a  $10,000  in¬ 
vestment,  or  a  mere  1  percent  of  a  $100,- 
000  investment.  Instead  of  encouraging  in¬ 
vestment,  the  present  law  and  the  House 
bill .  discourages  investment  above  $5,000  to 
$10,000. 

Investors  have  avoided  risk  situations  for 
some  time.  There  are  undoubtedly  more 
risk  situations  .  in  the  over-the-counter 
market  than  are  involved  in  securities  listed 
on  the  New  York  Stock  Exchange.  An  ex¬ 
amination  of  the  volume  in  these  two 
markets  would  no  doubt  reveal  the  extent  to 
which  investors  are  avoiding  risk  situations 
at  the  present  time. 

Individual  investors  are  entitled  to  an 
allowance  for  capital  losses  that  is  more  in 
line  with  the  reserves  for  losses  that  are  set 
up  by  lending  Institutions. 

7.  REASONABLE  OPPORTUNITY  FOR  PROFIT 

It  is  ordinarily  assumed  that  there  should 
be  some  reasonable  relationship  between  the 
opportunty  for  profit  and  the  risk  of  loss  in 
any  given  transaction.  The  individual  who 
invests  his  money  in  the  stock  of  a  corpo¬ 
ration  recognizes  that  about  one-half  of  the 
company  profits  will  be  paid  to  the  Govern¬ 
ment  in  the  form  of  corporation  Income 
taxes.  It  is  essential  that  part  of  the  re¬ 
maining  profits  be  retained  by  the  business 
to  maintain  facilities  that  will  continue  to 
be  profitable.  The  stockholder  in  the  final 
analysis  receives  a  fractional  part  of  the 
total  earnings  as  dividends.  At  an  Income 
level  of  about  $16,000  the  Government  would 
again  take  about  one-half  of  the  dividends. 
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Of  the  total  distributions  made  to  the  Gov¬ 
ernment  and  to  the  stockholder,  the  Federal 
Government  received  about  76  percent  and 
the  stockholder  about  26  percent.  If  there 
is  to  be  any  reasonable  relationship  between 
the  opportunity  for  profit  and  the  risk  of 
loss,  the  Federal  Government  should  assume 
about  76  percent  of  the  risk  and  the  stock¬ 
holder  about  25  percent  of  the  risk.  Yet,  if 
the  stockholder  is  unfortunate  to  sustain 
even  a  $5,000  capital  loss,  the  Federal  Gov¬ 
ernment  required  the  stockholder  to  bear  80 
percent  of  this  loss  and  to  postpone  the 
remainder  to  an  uncertain  future  time. 

8.  DID  THE  $1,000  LIMIT  ON  CAPITAL  LOSSES 

ACCELERATE  THE  1962  MARKET  DECLINE? 

Assume  that  an  Individual  had  an  invest¬ 
ment  of  $20,000  in  1962.  Assume  further 
that  the  decline  in  the  value  of  his  securities 
amounted  to  an  average  of  20  percent  on  his 
total  investment,  or  $6,000.  On  a  mere  20 
percent  decline  the  taxpayer  would  have  in¬ 
curred  all  of  the  capital  losses  he  would  be 
allowed  to  utilize  in  future  years  in  the  ab¬ 
sence  of  capital  gains.  Is  it  reasonable  to 
conclude  that  the  investor  might  consider  it 
sensible  to  get  out  of  the  market  without 
incurring  additional  losses  which  he  might 
never  recover? 

9.  IS  THERE  A  RELATIONSHIP  BETWEEN  THE 

$1,000  LIMIT  ON  CAPITAL  LOSSES  AND  CAPITAL 

INVESTMENT  AND  ECONOMIC  GROWTH? 

In  past  years  the  U.S.  Government  has  of¬ 
fered  various  incentives  when  there  was  a 
desire  to  bring  about  increased  industrial 
expansion.  Tax  incentives  were  the  most 
widely  used.  If  tax  incentives  constituted 
the  most  effective  and  widely  used  means  of 
expanding  the  economy  in  the  past,  is  it  log¬ 
ical  to  conclude  that  the  taxing  of  gains  ac¬ 
companied  by  the  postponement  or  disal¬ 
lowance  of  losses  would  have  the  opposite 
result. 

10.  RISK  CAPITAL  _ 

A  new  venture  requires  risk  capital.  At 
best  these  new  ventures  start  on  a  shabby 
foundation.  The  probability  of  failure  is 
frequently  greater  than  that  of  success.  Yet 
it  is  this  very  type  of  undertaking  that  must 
be  encouraged,  but  it  will  not  be  encouraged 
if  the  present  limitation  of  $1,000  is  retained. 

Every  large  business  in  this  country  started 
small — risk  capital  was  required.  If  we  are 
to  encourage  the  formation  of  small  busi¬ 
nesses,  if  small  businesses  are  to  expand,  a 
more  favorable  climate  for  investment  and 
recovery  of  losses  must  be  provided.  This 
amendment  to  increase  the  amount  offset, 
in  stages  from  $1,000  to  $5,000  marks  a  mod¬ 
est  beginning,  but  one  that  must  be  made. 

Mr.  LONG  of  Louisiana.  The  Senate 
has  voted  to  sustain  the  committee  by 
eliminating  entirely  the  capital  gains 
provisions  in  the  bill.  It  is  the  hope  of 
the  committee  that  there  will  not  be  any 
change  in  the  capital  gains  treatment 
now. 

This  .amendment  would  increase  the 
amount  of  capital  losses  that  could  be 
deducted  against  ordinary  income.  The 
Treasury  is  vehemently  opposed  to  the 
amendment,  not  only  because  of  the  rev¬ 
enue  loss  involved,  but  because  the  Treas¬ 


ury  feels  there  is  a  considerable  possi¬ 
bility  for  manipulation  of  capital  losses 
to  be  used  against  ordinary  income. 
Persons  could  bunch  their  losses  in  1  year 
and  bunch  their  gains  in  other  years,  ,to 
achieve  substantial  advantages  at  the 
option  of  the  taxpayer. 

Upon  that  basis,  the  committee  voted, 
11  to  5,  against  the  amendment.  I  sin¬ 
cerely  hope  the  Senate  will  sustain  the 
position  taken  by  the  committee  on  the 
amendment. 

Mr.  MORTON.  Mr.  President,  I  yield 
back  the  remainder  of  my  time. 

Mr.  LONG  of  Louisiana.  I  yield  back 
the  remainder  of  my  time. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton]  on  behalf  of  the 
Senator  from  Illinois  [Mr.  Dirksen]. 

The  amendment  was  rejected. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  I  may  sug¬ 
gest  the  absence  of  a  quorum,  and  that 
there  may  now  be  a  brief  quorum  call, 
but  without  charging  to  the  time  avail¬ 
able  under  the  unanimous-consent 
agreement  the  time  required  for  the 
quorum  call. 

The  PRESIDING  OFFICER  (Mr. 
Bayh  in  the  chair) .  Is  there  objection? 
Without  objection,  it  is  so  ordered. 

Mr.  MANSFIELD.  Then,  Mr.  Presi¬ 
dent,  I  suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

AMENDMENT  NO.  412 

Mr.  PROXM3RE.  Mr.  President,  I 
call  up  my  amendment  No.  412. 
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The  amendment  was  x^ead,  as  follows: 

At  the  end  of  the  bill  add  the  following 
new  title : 

“TITLE  IV - EXCISE  TAXES 

“Sec.  401.  Repeal  of  tax  imposed  with  respect 
to  amounts  paid  by  patrons  of 
cabarets,  roof  gardens,  or  other 
similar  places. 

“(a)  In  General. — Section  4231(6)  (relat¬ 
ing  to  tax  on  amounts  paid  by  patrons  of 
cabarets,  roof  gardens,  or  other  similar 
places)  is  repealed. 

“(b)  Conforming  Changes. — Section  4323 
(b)  (relating  to  definition  of  roof  garden, 
cabaret,  or  other  similar  place)  and  section 
4232(e)  (relating  to  performances  for  profit) 
are  repealed. 
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"(c)  Effective  Date. — This  section  shall 
apply  only  with  respect  to  amounts  paid, 
on  or  after  10  o’clock  antemeridian  of  the 
first  day  of  the  first  month  which  begins 
more  than  ten  days  after  the  date  of  the  en¬ 
actment  of  this  Act,  for  admission,  refresh¬ 
ment,  service,  or  merchandise  on  or  after 
such  time.” 

Mr.  PROXMIRE.  Mr.  President,  this 
amendment  presents  us  with  an  un¬ 
paralleled  and  unusual  opportunity. 
Would  Senators  be  willing  to  adopt  an 
amendment  that  would  reduce  excise  tax 
rates,  but  actually  increase  revenues?  I 
think  I  can  show  tha£  that  will  be  the 
effect  of  the  amendment. 

In  addition,  would  Senators  adopt  an 
amendment  which  they  knew — and  I  say 
this  on  the  basis  of  hard  experience — 
would  provide  between  20,000  and  30,000 
jobs?  I  can  show  that  the  reduction  of 
this  tax  will  have  that  result. 

Mr.  President,  I  speak  of  the  so-called 
cabaret  tax.  Until  1940,  that  tax  was 
3  percent.  During  the  war,  it  was  sharp¬ 
ly  increased.  In  1960,  it  was  reduced 
from  20  to  10  percent. 

On  the  basis  of  that  experience,  we 
can  determine  what  would  happen  to 
jobs  and  to  revenue  by  now  reducing  the 
cabaret  tax  still  further,  inasmuch  as  the 
previous  reduction  of  this  tax  from  20 
to  10  percent  caused  a  marked  increase 
in  the  number  of  jobs  for  musicians — in 
fact,  an  increase  of  more  than  34  per¬ 
cent;  and  that  has  been  certified  to  by 
the  International  Statistical  Bureau,  of 
New  York  City.  So  there  is  no  question 
about  that  result — an  increase  of  nearly 
35  percent. 

The  tax  loss  was  none.  The  Treasury 
estimated  that  there  would  be  a  tax  loss 
of  approximately  50  percent.  Actually, 
the  direct  tax  loss  was  22  percent;  but 
when  the  marked  increase  in  employ¬ 
ment  for  musicians  and  income  of  pro¬ 
prietors  is  taken  into  consideration,  and 
the  Federal  tax  on  that  income  it  be-_ 
comes  evident  that  there  was  an  actual 
gain  to  the  Treasury. 

Mr.  President,  if  Congress  now  reduces 
this  tax  from  10  to  3  percent,  it  is  clear — 
on  the  basis  of  that  experience  and  any 
kind  of  honest  and  fair  assumption — 
that  there  will  be  a  much  greater  in¬ 
crease  in  the  demand  for  the  services  of 
musicians  than  there  was  when  the  pre¬ 
vious  reduction  in  this  tax  was  made. 

Most  of  us  are  old  enough  to  remember 
the  situation  which  existed  before 
1940 — at  the  time  when,  if  one  went  to 
a  restaurant,  there  would  be  music  and 
dancing.  But  that  situation  was  killed 
cold  by  the  cabbaret  tax.  Although  there 
might  have  been  some  excuse  for  that 
tax  during  the  war,  it  has  gone  now. 

When  the  tax  was  reduced  from  20  to 
10  percent,  musician  employment  made 
some  comeback. 


If  the  rate  is  now  reduced  to  3  percent, 
that  experience  clearly  shows  that  there 
will  be  a  great  increase  in  the  number 
of  jobs.  I  estimate  that  the  increased 
number  of  jobs  will  total  between  20,000 
and  30,000.  However,  those  jobs  will 
not  be  there  if  this  particular  tax  cut  is 
not  made.  For  those  who  really  want  to 
stimulate  employment  with  a  tax  cut, 
here  is  the  way  to  do  it.  Right  here,  to¬ 
day,  now,  on  this  bill. 

Some  economists  say  the  pending  tax 
bill  will  not  stimulate  the  economy  very 
much.  However,  by  means  of  this 
amendment — making  music  and  enter¬ 
tainment  far  more  readily  available — we 
can  persuade  the  taxpayer,  who  will  get 
some  of  the  benefit  of  the  bill,  to  Spend 
some  of  it,  for  then  he  will  have  a  reason 
to  feel  an  incentive,  a  real,  living  reason 
to  go  to  a  restaurant  where  music  is 
played,  and  where  he  can  dance  with  his 
wife  or  with  his  girl  friend,  and  can  en¬ 
joy  himself. 

What  harm  will  be  done?  More  jobs 
will  be  provided;  more  revenue  raised  for 
the  Federal  Government. 

Mr.  President,  if  the  pending  tax  bill 
has  any  purpose  at  all — it  is  to  stimulate 
the  economy  and  to  solve  our  No.  1  eco¬ 
nomic  problem,  which  is  the  need  for 
more  jobs. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  from  Wisconsin  yield  briefly 
to  me? 

Mr.  PROXMIRE.  I  yield. 

Mr.  KEATING.  I  congratulate  the 
Senator  from  Wisconsin  for  his  fine 
statement  and  fully  concur  in  his  posi¬ 
tion.  I  wish  to  emphasize  the  point  the 
Senator  made  at  the  beginning  of  his 
remarks,  namely — and  I  sincerely  believe 
this  to  be  the  case — that  reduction  in  the 
cabaret  tax  rate  will  not  result  in  net 
losses  of  revenue  to  the  Treasury.  The 
previous  reduction  in  the  cabaret  tax 
rate  actually  generated  increased  rev¬ 
enues.  Experience  has  shown  that  the 
amendment  now  proposed  will  not  re¬ 
sult  in  a  loss  of  revenue,  and  even  more 
important,  will  result  in  many  new  jobs 
for  musicians  and  other  entertainers  and 
kitchen  and  dining  room  employees. 

Mr.  President,  many  restaurants  and 
hotel  dining  rooms  have  had  rough  times 
recently,  for  a  variety  of  causes,  includ¬ 
ing  the  1962  revisions  in  the  tax  treat¬ 
ment  of  certain  business  expenses.  At 
no  sacrifice  to  the  interest  of  the  Treas¬ 
ury,  we  now  have  a  chance  to  help  this 
_  vital  industry  along  and  in  the  bargain 
give  new  jobs  to  thousands  of  unem¬ 
ployed.  I  have  over  the  years  supported 
reducing  the  cabaret  tax  and  shall  sup¬ 
port  this  amendment. 

Mr.  PROXMIRE.  I  thank  the  Sena¬ 
tor  from  New  York. 
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Mr.  President,  I  realize  that  the  lead¬ 
ership — and  I  sympathize  with  them — 
have  been  trying  hard  to  keep  excise-tax 
cuts  out  of  the  pending  bill.  However,  I 
think  the  situation  to  which  this  amend¬ 
ment  applies  is  an  extraordinary  one,  and 
is  very  different  from  the  others  to  which 
consideration  has  been  given,  because  I 
believe  we  can  show,  on  the  basis  of  the 
experience  between  1959  and  1962,  that 
this  amendment,  if  enacted  into  law,  will 
not  bring  about  a  loss  of  revenue. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  excellent  report  showing 
the  impact  of  the  cabaret  tax  on  Federal 
revenues  and  jobs  be  printed  in  the  Rec¬ 
ord  at  this  point. 

Mr.  President,  I  reserve  the  remainder 
of  the  time  available  to  me. 

There  being  no  objection,  the  report 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Improvement  in  Musicians'  Employment 

Following  Reduction  or  the  Cabaret 

Tax 

(Prepared  for  American  Federation  of 
Musicians,  May  1(5,  1963) 
summary 

1.  Reduction  in  the  cabaret  tax  from  20 
to  10  percent  as  of  May  1,  1960,  has  been 
chiefly  responsible  for  a  marked  improvement 
in  the  income  and  employment  of  musicians 
in  establishments  subject  to  the  tax.  On  the 
basis  of  this  study,  it  is  estimated  that  be¬ 
tween  late  1959  and  1962: 

Man-hours  increased, by  34.2  percent;  in¬ 
come  increased  by  more  than  33  percent  for 
local  musiciaiis  playing  local  engagements; 
5  percent  toi  traveling  musicians. 

2.  Despite  the  Treasury’s  prior  contention 
that  a  50-percent  reduction  in  the  tax  rate 
would  cause  a  50-percent  decline  in  cabaret 
tax  revenue,  the  actual  decline,  from  fiscal 
1959  to  fiscal  1962,  was  only  22.4  percent. 
After  the  tax  was  reduced,  consumers  in¬ 
creased  their  taxable  spending  by  about  55 
percent. 

3.  Relief  provided  by  the  tax  reduction  un¬ 
questionably  improved  the  earnings  of  estab¬ 
lishments  subject  to  the  tax,  the  income  of 
their  proprietors,  and  the  income  and  em¬ 
ployment  of  employees  other  than  musicians. 
For  musicians,  it  can  be  estimated  on  the 
basis  of  this  study  and  information  from 
other  sources,  the  increase  in  income  follow¬ 
ing  the  tax  reduction  ranged  between  $25  and 
$35  million.  An  estimate  of  income  improve¬ 
ment  for  proprietors  and  other  employees  of 
these  establishments  was  outside  the  scope  of 
this  study.  It  seems  most  likely,  however, 
that  the  increase  in  income  tax  revenue  fol¬ 
lowing  the  tax  reduction  was  more  than 
enough  to  offset  the  decline  in  cabaret  tax 
revenue. 

4.  An  earlier  and  more  extended  study, 
conducted  in  1955,  described  the  depressed 
position  of  musicians,  analyzed  the  causes, 
and  estimated  the  extent  to  which  complete 
elimination  of  the  cabaret  tax  would  relieve 
their  conditions.  The  chief  conclusions 
stated  in  this  earlier  report  are  summarized 
on  the  following  page.  The  present  study 


deals  with  an  accomplished  fact.  The  tax 
was  not  eliminated,  but  it  was  cut  in  half. 
What  has  happened  since  May  1,  1960,  when 
this  reduction  -  took  place,  strongly  supports 
the  validity  of  the  estimates  made  in  1955. 
introduction 
An  earlier  study 

A  nationwide  survey,  conducted  for  the 
American  Federation  of  Musicians  in  1955, 
analyzed  the  depressive  effects  of  the  20  per- 
.cent  cabaret  tax  on  the  employment  of 
musicians  in  1954.  Complete  results  were 
made  available  to  Members  of  Congress,  and 
a  detailed  summary  of  results  was  published 
by  the  Federation  in  a  brochure  entitled 
1  "The  National  Crisis  for  Live  Music  and 
Musicians.”  The  most  important  facts  es¬ 
tablished  and  estimates  made,  as  a  result  of 
this  earlier  study  are  as  follows: 

1.  During  the  period  of  the  20  percent, 
cabaret  tax,  from  1943  through  1954,  estab¬ 
lishments  subject  to  this  tax  reduced  their 
employment  of  musicians  by  the  equivalent 
of  25,000  man-years.  This  exceeded  the 
losses  due  to  technological  changes  between 
1930  and  1940,  estimated  at  20,000  man- 
years. 

2.  Of  the  total  shrinkage  in  employment 
opportunities  for  musicians  between  1930 
and  1954,  from  99,000  to  59,000  man-years, 

[P.  2254 ] 

the  high  cabaret  tax  level  of  20  percent  was 
a  decisive  factor. 

3.  Despite  this  retrenchment  by  establish¬ 
ments  subject  to  the  tax,  these  places  in 
1954  provided  about  27,000  man-years  of 
work  for  musicians,  being  the  single  most 
important  source  of  employment. 

4.  It  was  estimated,  therefore,  that  repeal 
of  the  20-percent  tax  was  bound  to  react 
favorably  on  the  depressed  condition  of 
musicians,  increasing  both  their  employ¬ 
ment  and  their  income. 

5.  It  was  estimated  on  the  basis  of  the 

survey  that  about  16,000  places  were  subject 
to  the  20-percent  cabaret  tax,  63  percent  of 
them  being  small  businesses  paying  a  tax  of 
$1,000  or  less  a  year.  Repeal  of  the  tax 
would  increase  the  business  income  of  these 
establishments  and  the  personal  income  of 
their  owners.  It  would  also  lead  to  in¬ 
creased  employment  and  earnings  for  enter¬ 
tainers,  waiters  and  waitresses,  kitchen  help, 
service  help,  etc.  / 

6.  It  was  conservatively  estimated,  there¬ 
fore,  that  the  loss  of  revenue  following  re¬ 
peal  of  the  tax  would  be  more  than  made  up 
by  gains  in  personal  and  business  income 
tax  payments  by  those  individuals  and 
establishments  who  were  favorably  affected 
by  the  elimination  of  the  cabaret  tax. 

Eventual  tax  reduction 

The  so-called  cabaret  tax  remained  at  20 
percent  until  May  1,  1960,  when  it  was  re¬ 
duced  to  10  percent  in  line  with  other  excise 
taxes  which  had  been  reduced  from  their 
war-emergency  levels  at  various  earlier  dates. 

During  1961,  the  American  Federation  of 
Musicians,  by  means  of  questionnaires 
which  were  returned  by  426  locals,  estimated 
that  reduction  of  the  tax  had  led  to  an  in¬ 
crease  of  34,861  work  hours  per  week  of 
employment  for  musicians.  On  the  basis 
of  this  survey,  the  Federation  also  estimated 
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the  increase  in  musicians’  annual  income  at 
a  little  over  $9  million.  On  the  basis  of  this 
study,  it  was  pointed  out  in  official  proceed¬ 
ings  of  the  64th  annual  convention  of  the 
American  Federation  of  Musicians. 

Foes  of  cabaret  tax  reduction  had  based  a 
large  part  of  their  opposition  on  “the  fact” 
that  halving  the  20-percent  tax  to  10  percent 
would  decrease  the  yield  to  the  Federal  Gov¬ 
ernment  by  50  percent. 

A  realistic  appraisal  of  income  tax  returns, 
compiled  by  the  Internal  Revenue  Bureau  in 
1958,  shows  that  wage  earners  in  the  $4,000 
bracket  pay  approximately  10  percent  of  their 
gross  earnings  in  income  taxes.  On  this 
basis,  the  additional  $45  million  yearly  cab¬ 
aret  workers’  income  made  possible  by  the 
tax  reduction  would  yield  the  Government 
an  additional  $4,500,000  annually  in  income 
taxes,  or  $1,125,000  per  quarter. 

When  the  additional  business  or  income 
taxes  paid  by  cabaret  operators  are  added 
to  employees  tax  liabilities,  it  is  obvious  that 
the  annual  yield  in  taxes  to  the  Government 
has  remained  at  least  equal,  while  at  the 
same  time  the  general  economy  has  been 
bolstered  by  making  possible  all  this  addi¬ 
tional  work. 

Latest  study  of  tax  reduction  results 

Late  in  1962,  the  American  Federation  of 
Musicians  decided  to  employ  the  services  of 
an  independent  agency  to  document  any 
further  improvement  which  had  taken  place 
in  the  position  of  musicians  since  reduction 
of  the  tax,  and,  incidentally,  to  confirm  the 
earlier  findings.  The  present  study,  con¬ 
ducted  by  International  Statistical  Bureau, 
Inc.,  is  a  result  of  that  decision. 

Musicians’  report 

The  chief  purposes  of  the  present  study 
have  been  to  determine  the  extent  to  which 
man-hours  of  musicians’  employment  in 
establishments  subject  to  the  cabaret  tax 
have  changed  since  the  reduction  of  the  tax 
from  20  to  10  percent,  and  to  gain  some  in¬ 
formation  about  the  income  of  musicians. 

The  present  survey  covers  202  locals,  rep¬ 
resenting  a  musician  membership  of  122,266. 
This  represents  about  30  percent  of  the  total 
number  of  locals  and  46  percent  of  the  union 
membership. 

The  survey  was  undertaken  late  in  1962, 
and  covered  man-hours  of  employment  of 
musicians  in  establishments  subject  to  the 
cabaret  tax  during  a  4-week  period  ending 
December  16,  1962.  The  comparison  period 
was  the  4  weeks  ending  December  13,  1959. 
This  choice  of  periods  provided  the  latest 
possible  information  in  1962,  and  eliminated 
variations  which  might  have  been  caused  by 
seasonal  factors  or  holiday  periods. 

The  representation  of  locals  includes  those 
who  had  maintained  contract  files  for  both 
periods.  From  these  it  was  possible  to  ob¬ 
tain  the  names  of  the  establishments  sub¬ 
ject  to  the  tax  which  employed  musicians  in 
one  or  the  other  or  both  of  the  two  4-week 
periods,  and  to  determine  from  the  contract 
files  the  number  of  musicians,  the  number 
of  days  per  week,  the  number  of  hours  per 
day,  and  the  number  of  weeks  during  each 
of  the  two  4-week  periods,  from  which  could 
be  computed  man-hours  of  employment. 
The  survey  includes  contract  employment  in 
3,486  establishments. 


Information  on  musicians’  Income  was 
based  on  local  tax  information,  covering  both 
local  and  traveling  musicians. 

RESULTS  OF  THE  SURVEY 

The  results  of  the  survey,  detailed  in  the 
following  section,  apply  to  the  large  and  rep¬ 
resentative  sample  obtained.  The  gains  for 
the  entire  union  membership  in  actual  man¬ 
hours  would  be  two  or  three  times  as  large; 
percentage  increases  would  probably  be  of 
about  the  same,  magnitude. 

Number  of  establishments 

Of  the  3,486  establishments  subject  to  the 
cabaret  tax  in  one  or  the  other  or  both  of 
the  2  years,  1,694  were  in  business  in  both 
years,  and  employed  musicians  in  both  years. 

In  addition,  there  were  almost  as  many, 
1,336,  which  either  employed  musicians  only 
after  the  tax  was  reduced,  or  came  into  busi¬ 
ness  (and  employed  musicians)  only  after 
the  reduction.  The  number,  456,  which 
either  went  out  of  business  or  stopped  em¬ 
ploying  musicians  after  the  tax  was  reduced, 
was  much  smaller : 

Additional  details  about  establishments 
subject  to  the  tax  are  as  follows: 

Establishments  in  existence  during  both  pe¬ 


riods: 

Employing  musicians  in  both  pe¬ 
riods _ _ 1,  694 

Employing  musicians  in  1959  but 

not  1962 _  219 

Employing  musicians  in  1962  but 

not  1959 _ _ _ ;  480 

Establishments  in  business  in  1959, 

but  not  in  1962 _ _ _  237 

Establishments  which  came  into  busi¬ 
ness  after  the  tax  was  reduced 1 -  856 


XA  few  of  these  establishments  may  have 
started  or  discontinued  business  between 
Dec.  13,  1959  (the  date  used  in  the  sur¬ 
vey)  ,  and  May  1,  1960,  when  the  tax  was 
reduced. 

Man-hours  increased 

The  increase  in  man-hours  which  fol¬ 
lowed  the  reduction  of  the  cabaret  tax  from 
20  to  10  percent  is  indicative  of  the  burden 
which  the  high  tax  rate  had  imposed.  This 
is  revealed  by  changes  in  the  employment 
policies  of  the  establishments  involved. 

The  first  establishments  considered  are 
the  1,694  which  were  in  business  in  both 
1959  and  1962,  and  whlcH  employed  musicians 
in  both  periods.  These  establishments  pro¬ 
vided  494,926  man-hours  of  employment  in 
the  4-week  period  in  1959,  and  this  had  in¬ 
creased  to  541,031  in  1962,  after  the  reduc¬ 
tion  in  the  tax. 

In  establishments  in  business  in  both  pe¬ 
riods,  but  which  employed  musicians  in  one 
period  only,  there  were  43,541  man-hours  in 
219  establishments  in  the  4-week  period  in 
1959,  and  88,367  man-hours  in  480  establish¬ 
ments  in  the  corresponding  4-week  period 
in  1962. 

In  addition,  some 'establishments  were  in 
business  in  1959  but  not  1962,  while  others 
came  into  business  only  after  the  tax  was 
reduced.  The  former  provided  about  75,000 
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man-hours  of  employment  for  musicians, 
while  the  latter  provided  about  194,000. 
Details  are  as  follows: 


. 

Man-hours  of  musi¬ 
cians’  employment 
in  4-week  period  1  in — 

1959 

1962 

In  business  both  years: 

Hired  musicians  in  both 
years _ 

494, 926 

43,541 

541, 030 

Hired  musicians  only  in 
1959 _ 

Hired  musicians  only  in 
1962- -  --  _ 

88,367 

In  business  in  1959  but  not 
1962.. _ _ _ 

75,665 

In  business  in  1962  but  not 
1959 _ _ _ 

194,389 

Total  (4- week  period) _ 

Annual  equivalent . 

Percentage  increase _ 

614, 032 
7,  982, 416 

823,  786 
10,  709, 218 
+34.2 

1  1959:  4  weeks  ending  Dec.  13,  1959;  1962:  4  weeks 
ending  Dec.  16,  1962. 


A  comparison  might  be  made  here  between 
an  accomplished  fact  following  the  reduc¬ 
tion  of  the  cabaret  tax  from  ^50  to  10  percent, 
and  the  estimate  made  in  the  original  study 
pf  the  probable  increase  in  musicians’  em¬ 
ployment  in  20-percent  establishments,  if  the 
tax  were  eliminated  altogether. 

The  accomplished  fact,  following  reduction 
of  the  tax  from  20  to  10  percent  is  the  34.2- 
percent  increase  in  musicians’  employment 
cited  above. 

In  the  earlier  study  it  was  estimated  that 
musicians’  employment  in  these  establish¬ 
ments  would  increase  by  about  68  percent  if 
the  tax  were  eliminated  altogether. 

Musicians’  income 

Traveling  musicians  are  charged  a  payroll 
tax  in  behalf  of  the  local  in  the  area  in  which 
they  are  engaged.  In  many  cases,  there  is 
also  a  small  payroll  tax  based  on  the  employ¬ 
ment  of  local  musicians  in  local  establish¬ 
ments.  Thus  it  was  possible  to  obtain  a 
sampling  of  what  has  happened  to  musicians’ 
income,  based  on  18  locals  which  were  able 
to  report  both  local  and  traveling  payroll  tax, 
16  locals  which  were  able  to  report  only  the 
local  tax,  and  an  additional  27  locals  which 
reported  only  the  traveling  tax. 

The  income  estimate  is  not  exactly  com¬ 
parable  with  the  man-hour  data,  since  the 
latter  was  limited  to  establishments  subject 
to  the  cabaret  tax,  while  the  payroll  tax 
covers  all  forms  of  musical  employment.  The 
estimated  income  is  based  only  on  the  tax 
collected  by  the  local,  which  in  many  cases 
is  based  on  scale  rather  than  on  earnings. 
To  the  extent  to  which  payment  rates  to 
musicians  have  increased  more  rapidly  than 
scale  rates,  the  estimates  made  here  will  un¬ 
derstate  the  increases  in  musicians’  Income 
Which  have  actually  taken  place. 
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Income  estimates  for  local  and/or  traveling 
musicians 


[Thousands  of  dollars;  4- week  periods  *] 


Local 

musicians 

Traveling 

musicians 

1959 

1962 

1959 

1962 

18  locals _ 

$6, 674 
25,  5Q1 

$8,069 
34, 663 

$1, 355 

$1, 271 

27  locals - - 

961 

1, 153 

Total  (4-week 

periods) _ 

Annual  equivalents - 

Percent  change . 

32, 175 
418,  275 
+; 

42,  722 
555,  386 
12.8 

2,316 

30,108 

+^ 

2,424 
31,  512 
L  7 

i  4  weeks  ending  Dec.  13  in  1959;  4  weeks  ending  Dec.  16 
in  1962. 


There  are  three  points  to  note  in  con¬ 
nection  with  these  income  estimates : 

1.  The  gain  of  slightly  less  than  5  per¬ 
cent  for  traveling  musicians,  based  on  4- week 
periods  in  1959  and  1962,  is  not  far  from  the 
gain  of  almost  8  percent  shown  in  national 
collections  of  the  traveling  tax  during  the 
2  fiscal  years  ending  March  31,  1959  and 
1962. 

2.  Most  of  the  increase  in  musicians’  in¬ 
come  has  been  accounted  for  by  local  employ¬ 
ment.  This  is  not  surprising.  Traveling 
musicians,  in  the  main,  are  employed  in  the 
larger  establishments  in  leading  cities  or  re¬ 
sort  areas.  Reduction  of  the  tax,  although 
a  relief  for  such  establishments,  was  not  so 
much  a  matter  of  life  or  death  as  it  was  for 
the  scattered  small  places,  which  are  a  major 
source  of  local  employment  for  local 
musicians. 

In  a  very  real  sense,  therefore,  it  can  be 
concluded  that  the  reduction  in  the  cabaret 
tax  from  20  to  10  percent  has  provided  relief 
where  it  was  most  needed;  i.e.,  among  small 
establishments  and  for  local  musicians. 

3.  The  present  study  has  been  limited  to 
the  impact  of  the  cabaret  tax  reduction  on 
the  position  of  musicians.  It  is  not  unrea¬ 
sonable  to  believe,  however,  that  the  income 
of  the  affected  establishments,  and  of  other 
employees  of  these  establishments,  showed 
somewhat  similar  increases.  There  has, 
therefore,  been  a  very  substantial  increase  in 
related  business  and  income  tax  revenue  col¬ 
lected  by  the  Treasury  since  the  cabaret 
tax  was  reduced. 

In  the  original  study  commissioned  by  the 
federation,  it  was  estimated  that  loss  of 
revenue  caused  by  complete  elimination  of 
the  tax  would  be  more  than  offset  by  in¬ 
creased  income  tax  revenue. 

The  Treasury,  however,  consistently  took 
the  position  that  a  50-percent  reduction  in 
the  tax  (from  20  to  10  percent)  would  result 
in  a  50-percent  loss  in  revenue.  The  tax  was 
reduced  nevertheless,  and  the  results — a  de¬ 
cline  of  22.3  percent  in  cabaret  tax  revenue 
between  fiscal  1959  and  fiscal  1962 — proves 
conclusively  that  the  Treasury’s  contention 
was  unrealistic. 
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If  allowance  is  made  further  for  the  in¬ 
creases  in  income  tax  revenue  since  the 
cabaret  tax  was  reduced  (based  on  the  higher 
income  of  musicians,  establishments  subject 
to  the  cabaret  tax,  and  other  employees  of 
these  establishments),  the  conclusions  of 
the  original  study  seem  to  be  substantially 
validated. 

TAX  REDUCTION  CHEEP  REASON  FOR  IMPROVEMENT 

Time  has  elapsed  since  the  20-percent 
cabaret  tax  was  reduced  to  10  percent  as  of 
May  1,  1960,  and  there  has,  of  course,  been 
some  improvement  in  general  economic  con¬ 
ditions  since  then.  It  might  be  argued  that 
this  general  improvement  contributed  to 
higher  income  and  employment  for  musi¬ 
cians,  even  though,  as  pointed  out  in  the 
original  study,  much  greater  economic  gains 
in  earlier  periods  had  failed  to  do  so.  How¬ 
ever,  various  comparisons  c&n  be  made  which 
justify  the  conclusion  that  the  cabaret  tax 
reduction  was  primarily  responsible  for  the 
marked  improvement  in  the  economic  con¬ 
dition  of  establishments  subject  to  this  tax, 
and  of  the  musicians  and  others  employed 
by  these  establishments. 


Consumer  expenditures 


[In  millions  of  dollars] 


1959 

1961 

Percent 

increase 

Total _ _ _ 

313,538 

338, 058 

7.9 

Food  and  tobacco . - 

84,619 

88,738 

4.9 

Purchased  meals  and  bever- 

ages . .  _ 

16, 456 

17, 374 

5.6 

Clothing,  accessories,  and 

jewelry . . 

33, 093 

34,  502 

4.3 

Personal  care . . 

4, 927 

5,790 

17.5 

Housing _  _ _ _ _ 

39,646 

43,928 

10.8 

Household  operation _ 

44, 154 

47,  315 

7.2 

Medical  and  death. ..  _ _ 

19, 684 

22,426 

13.9 

Personal  business . . 

18,  789 

21, 615 

15.0 

Transportation _ 

39, 157 

40,093 

2.4 

Recreation . . . . 

18,309 

20,638 

12.7 

Books  and  maps _  . 

,  1,353 

1,721 

27.2 

Magazines,  newspapers, 

9.7 

music.. . . . . 

2,309 

2,534 

Nondurable  toys  and  sport 

supplies..  . . 

2,378 

2,621 

10.2 

Wheel  goods,  durable 
toys,  sport  equipment, 

boats,  pleasure  aircraft.. 

.  Radio,  TV,  records,  in- 

2,017 

2,169 

7.5 

struments . . . 

3, 420 

3,815 

11.5 

Radio  and  TV  repair _ 

784 

909 

15.9 

Flowers,  seeds,  potted 

plants _  ... 

905 

1, 058 

16.9 

Admissions  to  specified 

spectator  amusements.. 

1, 875 

2,049 

9.2 

Motion  pictures _ 

1,271 

1,369 

7.7 

Legitimate  theaters, 
opera,  and  enter¬ 
tainment  of  non- 

profit  organizations. 

339 

400 

18.0 

Spectator  sports _ 

265 

280 

5.7 

Clubs  and  fraternal 

7.4 

organizations _ 

744 

799 

Commercial  partici- 

pant  amusements.. 

868 

1,041 

19.9 

Parimutual  net  re- 

ceipts _ 

473 

523 

10.6 

Other _ _ 

1, 183 

1,399 

18.3 

Private  education  and  re- 

search . . . 

4,082 

6, 106 

25.1 

Religious  and  welfare  activi- 

16.1 

ties . . . . 

4,281 

4,971 

Foreign  travel  and  remit- 

2,936 

5.0 

tances  (net) . . . 

2,797 

Source:  Department  of  Commerce. 


INCREASED  SPENDING  IN  CABARETS 

A  measure  of  the  extent  to  which  the  20- 
percent  carbaret  tax  inhibited  taxable  con¬ 
sumer  spending  in  these  establishments  is 
the  extent  to  which  taxable  consumer  spend¬ 
ing  increased  when  the  tax  was  reduced. 
This  can  be  calculated  directly  from  reports 
on  cabaret  tax  revenue,  since  the  tax  rate 
was  20  percent  in  1959  and  10  percent  in  1961 
and  1962.  The  increase  in  taxable  consumer 
income  amounted  to  49  percent  between 
fiscal  1959  and  1961,  and  to  55.3  percent  be¬ 
tween  fiscal  1959  and  1962. 

Consumer  expenditures  for  goods  and 
services  are  reported  by  the  Department  of 
Commerce,  the  last  detailed  information  at 
the  time  of  writing  being  for  calendar  1961. 
The  extent  to  which  gains  for  other  types 
of  consumer  spending  fall  short  of  the  in¬ 
crease  for  taxable  spending  in  cabarets  is  in¬ 
dicated  in  the  table  on  the  following  page. 

The  relatively  restricted  gains  for  other 
forms  of  consumer  spending  indicate  that 
it  was  the  reduction  in  the  cabaret  tax,  rath¬ 
er  than  an  improvement  in  general  eco¬ 
nomic  conditions,  which  chiefly  accounts  for 
the  marked  gain  in  taxable  consumer  spend¬ 
ing  in  cabarets. 

Man-hours 

Man-hours  of  work  available  to  musicians, 
in  establishments  subject  to  the  cabaret  tax 
were  affected,  between  1959  and  1962,  by  the 
reduction  in  the  tax  from  20  to  10  percent. 

That  this  reduction  in  the  tax  was  chiefly 
instrumental  in  the  34.2-percent  increase  in 
man-hours  is  indicated  by  comparing  with 
the  much  smaller  gains  (or  declines)  in  other 
activities,  which  did  not  have  the  benefit 
of  this  special  stimulus. 

Percent  change  in  employment 1  by  major 
industry  classifications 

Percent 

change 


Mining _  —10.7 

Contract  construction _  —6.3 

Manufacturing _ +1.9 

Durable _  +3.9 

Nondurable _  —  .  9 

Transportation  and  public  utilities _  —  2.  0 

Wholesale  trade _  +3.  0 

Retail  trade _ +1.5 

Finance,  insurance  and  real  estate _  +7.  3 

Services  and  miscellaneous _ +13.  7 

Government- _  + 12.  9 


1  Based  on  man-hours  of  employment  per 
week,  except  for  transportation  and  public 
utilities;  finance,  insurance,  and  loal  estate; 
services  and  miscellaneous;  and  Government, 
which  are  based  on  number  of  employees. 

Source:  U.S.  Department  of  Labor. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  so  far  those  of  us  who  have  been 
trying  to  get  the  tax  cut  bill  through  the 
Senate  have  taken  the  position  that  if 
we  were  to  agree  to  a  single  reduction 
in  the  excise  taxes — any  one  of  them — 
we  would  “pull  the  plug  out  of  the  dike” 
and  all  the  excise  taxes  would  flow 
through.  It  would  cost  us  $10  billion. 
Once  we  repeal  one  of  the  excise  taxes,  a 
case  is  made  for  the  repeal  of  the  next. 
After  that  tax  is  repealed,  the  way  is 
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open  for  the  repeal  of  the  next  excise 
tax.  Each  proposal  sounds  good  in  its 
own  right.  Each  excise  tax  that  would 
be  repealed  would  set  the  stage  for  the 
repeal  of  another  excise  tax.  After  a 
while  we  would  discover  that  we  had 
lost  $10  billion  of  taxes,  so  that  instead 
of  having  a  tax  bill  which  would  result 
in  a  loss  of  revenue  in  the  amount  of  $12 
billion,  we  would  wind  up  with  a  tax  bill 
containing  a  loss  of  revenue  in  the 
amount  of  $24  billion.  If  we  take  that 
action,  we  might  as  well  repeal  the  en¬ 
tire  Revenue  Code. 

Mr.  President,  this  is  the  first  time 
that  the  junior  Senator  from  Louisiana 
has  been  the  Senator  in  charge  of  a  tax 
bill  on  the  floor  of  the  Senate.  I  sup¬ 
pose  it  would  be  interesting  to  have  the 
distinction  of  being  the  Senator  in 
charge  of  the  bill  that  repealed  the  en¬ 
tire  Internal  Revenue  Code  and  removed 
all  taxes. 

Mr.  President*  the  Government  must 
operate.  It  must  have  some  revenues. 
Senators  have  been  required  to  remain  in 
the  Chamber  and  vote  to  hold  the  bill 
together,  knowing  that  if  we  should  load 
the  bill  down  with  many  excise  tax  cuts, 
the  President  would  be  compelled  to  veto 
it,  and  we  would  have  done  a  vain  and 
futile  thing  in  attempting  to  help  the 
taxpayer.  In  the  last  analysis,  we  would 
have  done  nothing  after  having  labored 
for  2  years  on  a  bill. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield.  ' 

Mr.  SMATHERS.  To  demonstrate 
the  sincerity  and  at  the  same  time  the 
plight  in  which  the  junior  Senator  from 
Louisiana  and  the  junior  Senator  from 
Florida  find  themselves,  I  point  out  the 
fact  is  that  we  were  the  original  spon¬ 
sors  of  a  similar  amendment. 

[P.  2256 ] 

For  5  years  we  have  been  the  ones  who 
at  various  times  when  bills  relating  to 
excise  taxes  were  before  the  Senate 
fought  for  a  reduction  in  that  tax.  There 
are  many  cabarets  in  the  State  of  Flor¬ 
ida.  In  one  city  in  Louisiana  I  suppose 
there  are  more  cabarets  than  there  are 
in  the  entire  State  of  Wisconsin.  I  do 
not  know.  Certainly  we  have  plenty  in 
Florida.  We  sponsored  a  similar  amend¬ 
ment  for  years. 

Mr.  President,  I  point  out  that  we  re¬ 
duced  the  tax  on  cabarets  from  20  per¬ 
cent  to  10  percent.  The  amendment 
would  not  remove  the  tax  entirely  but 
would  reduce  it  to  3  percent.  As  the 
able  Senator  has  said,  if  we  pull  our  finger  ! 
out  of  the  dike  on  the  excise  tax  to  which 
we  are  now  referring,  or  any  one  of  the 


excise  taxes,  instead  of  the  cost  being 
only  $30  million,  as  the  Senator  has  said, 
the  final  cost  would  be  about  $10  billion, 
because  we  would  take  off  the  excise 
taxes  on  lights,  automobiles,  tires,  and 
all  the  other  commodities  on  which  excise 
taxes  are  imposed.  So  I  hope  the  Senate 
will  reject  the  amendment. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  junior  Senator  from  Louisiana 
was  the  father  of  the  amendment  offered 
by  the  Senator  from  Wisconsin  before 
the  Senator  from  Wisconsin  ever  sought 
to  adopt  it.  He  is  the  one  who  made  the 
fight  to  reduce  the  excise  tax  on  cabarets 
from  20  percent  to  10  percent.  During 
the  time  that  he  was  not  fighting  for  it, 
the  Senator  from  Florida  fought  for  it. 

The  Senator  from  Illinois  made  the 
same  fight.  He  joined  us  in  the  effort. 
We  reduced  the  tax  from  20  percent  to 
10  percent. 

I  hope  we  can  do  what  the  Senator 
from  Wisconsin  is  trying  to  do,  but  not 
in  the  bill  before  the  Senate.  If  we 
should  adopt  the  amendment  in  the 
present  bill,  in  my  judgment,  there  would 
be  no  bill. 

I  do  not  know  whether  the  musicians 
are  as  appreciative  of  the  efforts  of  the 
Senator  from  Wisconsin  to  remove  the 
excise  tax  in  that  industry  as  they  were 
of  the  efforts  of  the  Senator  from  Louisi¬ 
ana.  Drew  Pearson  even  wrote  a  column 
about  me  on  the  subject,  stating  that  the 
musicians  contributed  to  my  campaign. 
The  musicians  bought  an  advertisement 
in  the  newspaper  which  read,  “Thank 
you,  Senator  Long,  for  cutting  the  tax 
on  cabarets,  because  that  is  where  we 
make  our  living  playing  music.” 

The  Senator  from  Louisiana  would  be 
happy  to  cooperate  with  the  Senator 
from  Wisconsin  in  helping  to  repeal  the 
tax,  but  not  in  the  pending  bill.  When 
the  Senator  offered  the  amendment,  he 
inflicted  the  crueliest  wound  of  all. 
[Laughter.]  He  would  like  to  be  able 
to  tell  the  people  in  the  city  of  New  Or¬ 
leans  that  he  had  played  some  part  in 
the  repeal  of  that  tax.  To  resist  the 
amendment  is  doing  the  same  thing  as 
was  done  to  certain  other  Senators  who 
proposed  repeal  of  the  excise  taxes  on 
ballpoint  pens,  musical  instruments,  and 
certain  other  commodities  in  order  to 
assure  our  obtaining  a  $11.6  billion  tax 
reduction.  Sometimes,  when  a  Senator 
must  resist  that  kind  of  amendment, 
such  resistance  can  be  cruel. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  SMATHERS.  The  able  Senator 
from  New  Mexico  [Mr.  Anderson]  is  also 
one  of  those  who  has  some  paternity 
rights  in  the  amendment,  because  at  one 
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time  he  offered  an  amendment  of  the 
nature  of  the  one  proposed.  The  Sena¬ 
tor  from  Illinois  did  also.  I  believe  the 
Senator  from  Washington  has  done  so. 
So  as  the  able  Senator  from  Louisiana 
has  said,  the  amendment  is  a  sort  of 
cruel  amendment  because  it  would  re¬ 
quire  us  to  do  a  180°  turn.  But  I  cannot 
accept  the  amendment  on  the  bill  before 
the  Senate. 

Mr.  MAGNUSON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MAGNUSON.  Though  many  of 
us  have  strong  feelings  about  certain  ex¬ 
cise  taxes,  we  have  stayed  with  the  rec¬ 
ommendations  of  the  committee  for  the 
very  reasons  which  the  Senator  from 
Louisiana  has  pointed  out. 

'  The  bill  before  the  Senate  is  a  differ¬ 
ent  kind  of  bill. 

The  argument  always  stated  by  mem¬ 
bers  of  the  Committee  on  Finance  is 
that  if  one  excise  tax  is  removed,  we 
would  open  the  floodgates  for  almost  $11 
billion  of  excise  tax  reductions,  and  that 
all  excise  taxes  should  be  treated  alike. 

Obviously,  all  excise  taxes  are  not 
alike.  Some  are  more  unjust  than  oth¬ 
ers.  Some  are  more  inequitable.  Some 
are  more  irritable.  Different  products 
sold  by  members  of  the  public  fall  into 
different  categories.  I  hope  that  when 
we  again  come  before  the  committee, 
after  staying  with  them  on  the  bill,  the 
Committee  on  Finance  will  not  take  the 
position  that  we  cannot  touch  any  excise 
tax  or  any  one  segment  of  the  excise  tax 
structure,  because  we  would  have  to  re¬ 
peal  $11  billion  worth  of  excise  taxes. 

Excise  taxes  must  be  considered  as 
they  are  presented.  The  Senator  from 
Florida  and  I  had  a  part  in  the  repeal  of 
the  transportation  excise  tax  because 
that  tax  affected  the  whole  economy  of 
the  Nation. 

I  believe  that  we  ought  to  have  a  little 
more  assurance  from  the  Finance  Com¬ 
mittee.  I  know  their  word  is  absolutely 
good,  but  I  wish  to  make  it  a  little  more 
clear  that  when  we  come  to  the  commit¬ 
tee  with  some  suggestions  as  to  an  excise 
tax  program — for  example,  a  repeal  of 
the  sales  tax  to  which  the  Senator  from 
Kentucky  referred — we  will  not  be  met 
again  with  the  argument  that  if  it  is 
done  for  one  commodity,  it  must  be  done 
for  $11  billion  worth  of  commodities. 
That  is  not  the  correct  way  to  get  rid  of 
excise  taxes.  I  hope  that  is  clear. 

A  few  days  ago  the  Senator  from  Vir¬ 
ginia  [Mr.  Byrd]  said  that,  as  soon  as 
the  House  sends  a  bill  to  the  Senate,  or 
after  the  Finance  Committee  itself  ex¬ 
amines  the  excise  taxes,  he  would  call 
the  committee  immediately  and  consider 
the  question.  The  chairman  of  the 


House  Committee  on  Ways  and  Means, 
Mr.  Mills,  has  said  that  he  would  hold 
hearings  on  excise  taxes  this  spring,  as 
I  recall  the  statement  in  the  press. 
Some  of  us  will  stay  with  the  committee, 
but  we  are  still  not  abandoning  the  be¬ 
lief  that  there  are  some  excise  taxes  the 
repeal  of  which  would  not  cost  us  any. 
thing  but,  in  many  instances,  would  ac¬ 
tually  bring  money  into  the  Treasury. 

Mr.  PROXMIRE.  My  amendment 
would,  too. 

Mr.  MAGNUSON.  Some  would  not. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  who  has  the  floor? 

Mr.  MAGNUSON.  When  we  talk 
about  one  excise  tax  that  we  believe 
should  be  repealed,  and  it  has  the  feature 
about  which  I  have  spoken,  I  hope  we 
will  not  be  ^net  with  the  argument  that 
to  repeal  the  tax  would  result  in  the 
repeal  of  $10  or  $11  billion  of  excise  taxes. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  who  has  the  floor? 

The  '  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  has  the  floor. 

Mr.  MAGNUSON.  I  believe  I  am  en¬ 
titled  to  3  minutes. 

Mr.  LONG  of  Louisiana.  I  appreciate 
that  fact.  I  merely  wished  to  make  clear 
that  I  have  the  floor,  and  that  I  have 
yielded  to  the  Senator. 

Mr.  MAGNUSON.  I  thank  the  Sen¬ 
ator. 

Mr.  LONG  of  Louisiana.  As  chair¬ 
man  of  the  Committee  on  Commerce  for 
a  number  of  years,  the  Senator  from 
Washington  knows  that  when  he  makes 
a  commitment  that  a  certain  measure 
will  be  considered,  he  cannot  promise 
what  his  vote  will  be.  But  based  upon 
th.e  circumstances,  he  understands  what 
the  general  effect  of  that  commitment 
is,  and  he  knows  as  well  as  I  do  that 
the  chairman  of  the  committee  is  as 
much  a  man  of  his  word  as  any  man  in 
public  life. 

Mr.  MORTON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  MORTON.  On  Wednesday  the 
Republican  members  of  the  Committee 
on  Finance  made  their  position  clear  on 
the  subject  of  the  repeal  of  excise  taxes. 
So  the  Senator  knows  that  he  can  count 
on  Senators  on  our  side  of  the  aisle. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield  to 
the  Senator  from  Illinois. 

Mr.  DOUGLAS.  I  have  great  feeling 
and  friendship  for  the  junior  Senator 
from  Louisiana,  and  always  have  had 
ever  since  we  both  came  into  the  Senate 
together  some  16  years  ago.  I  hope  he 
will  not  take  it  amiss,  when  he  says  that 
he  had  been  for  the  removal  of  the 
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original  cabaret  tax,  but  is  opposed  to 
it  now,  if  I  quote  from  Euripides,  “The 
Hippolytus,”  as  translated  by  Gilbert 
Murray: 

And  to  mine  eyes,  not  in  man’s  knowledge, 
not  in  wisdom,  lies  the  lack  that  makes  for 
sorrow. 

Nay,  we  scan  and  know  the  right,  for  wit 
hath  many  a  man  who  will  not  to  the  last 
live,  strive  and  serve. 

But  some  grow  too  soon  weary  and  some 
swerve  to  other  paths  setting  before  the 
right  the  faint,  far-off  image  of  delight. 

And  many  are  the  delights  beneath  the 
sun. 

Mr.  LONG  of  Louisiana.  The  Senator 
has  not  borne  the  cross  nearly  as  much 
as  the  Senator  from  Louisiana  has  in 
bringing  this  bill  before  the  Senate.  I 
am  more  concerned  about  those  musi- 
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cians  than  I  am  about  Euripides. 
[Laughter.] 

Mr.  PEfoXMIRE.  Mr.  President,  the 
argument  for  this  amendment  has  not 
been  disputed  at  all.  Apparently  it  is 
agreed  that  the  reduction  of  the  cabaret 
tax  from  10  to  3  percent  would  not  re¬ 
duce  revenues.  It  is  agreed  that  there 
will  be  new  jobs,  which  will  provide  new 
taxes.  The  only  argument  that  has  come 
forth  is  that  if  we  do  this,  all  other  ex¬ 
cise  taxes  would  have  to  be  eliminated. 
The  Senator  made  that  argument  in 
1962,  and  led  a  successful  fight  in  re¬ 
ducing  excise  taxes  on  transportation. 
The  Senator  from  Louisiana  states  that 
he  was  responsible  for  cutting  the  excise 
tax  from  20  to  10  percent  on  cabarets 
and  that  there  has  been  a  $10  million  or 
$20  million  cut  in  excise  taxes.  Of  course 
that  argument  is  not  accurate.  It  is  an 
argument  that  should  not  be  made  to  an 
intelligent  body — that  if  we  vote  to  cut 
one  excise  tax,  we  will  have  to  vote  to 
cut  all  others.  It  is  ridiculous. 

This  amendment  has  all  kinds  of 
fathers.  Everybody  supported  it,  ap¬ 
parently,  under  some  circumstances;  but 
Senators  who  really  are  interested  in 
this  kind  of  excise  tax  cut  must  vote  now 
or  not  this  year  at  all,  because  we  know 
there  is  not  going  to  be  another  tax  cut 
this  year.  We  are  providing  an  $11.7 
billion  tax  cut  now.  Does  anyone  think 
there  is  going  to  be  another  $5  billion  or 
$10  billion  tax  cut  later  this  year?  Of 
course  not.  This  is  the  only  opportunity 
to  give  relief  to  those  who  need  it,  which 
will  result  in  making  more  jobs  and  in¬ 
creasing  revenues. 

Mr.  President,  I  ask  for  the  yeas  and 
nays  on  my  amendment. 

The  yeas  and  nays  were  ordered. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  how  much  time  do  I  have? 


The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  has  7  minutes 
remaining. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  New  Orleans  is  one  of  the  prime 
entertainment  cities  in  the  United  States. 
It  is  sometimes  known  as  the  city  that 
care  forgot.  The  Senator  from  Louisiana 
could  go  as  far  as  any  other  Senator  in 
voting  to  take  the  tax  off  cabarets;  but 
some  Senators  will  have  difficulty  ex¬ 
plaining  why  they  voted  against  taking 
the  tax  off  ladies’  handbags,  ball  point 
pens,  electric  light  bulbs,  and  spark 
plugs,  and  wound  up  by  voting  to  take 
the  tax  off  cabarets. 

It  is  not  a  problem  for  me.  I  could 
get  away  with  it.  The  votes  I  would  lose 
in  north  Louisiana  I  probably  would  re¬ 
coup  in  New  Orleans.  But  certain  Sen¬ 
ators  are  going  to  have  difficulty  explain¬ 
ing  why  they  voted  against  taking  ex¬ 
cise  taxes  off  everything  else  but  caba¬ 
rets. 

If  the  Senator  from  Louisiana  has  any 
influence,  he  would  see  to  it  that  we 
look  into  the  question  of  excise  taxes. 
Excise  taxes  amounting  to  $1,900  million 
will  have  to  be  extended  this  June,  or 
they  will  expire.  I  can  assure  the  Sen¬ 
ator  that  we  will  consider  that  item  if 
I  have  any  influence.  But  I  do  not  think 
this  is  the  time  to  do  it. 

Mr.  President,  I  yield  to  the  Senator 
from  Kansas  [Mr.  Carlson]. 

Mr.  CARLSON.  Mr.  President,  I  think 
this  is  an  opportune  time  to  say  that  I 
agree  with  the  Senator  from  Washing¬ 
ton.  I  know  when  the  chairman  of  the 
Commerce  Committee  says  the  commit¬ 
tee  is  going  to  go  into  the  matter  of  ex¬ 
cise  taxes  this  summer,  he  will  do  it, 
not  only  because  his  word  is  good,  but 
because  $1,900  million  worth  of  excise 
taxes  expire  on  June  30.  But  I  do  not 
vote  for  any  excise  tax  in  the  illusion 
that  there  are  to  be  reductions  because 
there  will  be  hearings.  We  shall  be  faced 
with  a  reduction  of  $11  billion  in  taxes 
this  year.  I  voted  against  the  handbag 
amendment  last  night.  I  shall  vote 
against  this  amendment.  But  let  us  not 
vote  against  it  with  the  idea  that  next 
summer  there  will  be  reductions  in  these 
excise  taxes. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield  to 
the  Senator  from  Montana. 

Mr.  MANSFIELD.  The  point  is  not 
that  there  will  be  an  expectation  of  great 
reductions,  but  that  there  will  be  hear¬ 
ings,  and  this  subject  will  be  considered 
on  its  own  merits.  In  the  words  of  the 
Senator  from  Louisiana  [Mr.  Long],  he 
is  going  to  seek  to  avoid  any  excise  tax 
reductions  or  abolitions  in  this  bill. 
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Mr.  LONG  of  Louisiana.  Yes.  Some 
persons  may  be  unhappy  over  the  fact 
that  some  excise  taxes  will  be  retained 
and  perhaps  some  will  not  be.  It  may  be 
the  case  that  some  excise  taxes  should  be 
reduced,  some  eliminated  altogether,  and 
some  continued.  But  the  Senator  from 
Louisiana  does  not  propose  to  do  that  in 
this  bill. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield  1  minute  to 
the  Senator  from  New  York. 

Mr.  KEATING.  Mr.  President,  I  dis¬ 
like  to  see  all  these  “fathers”  take  to  the 
hills.  I  commend  the  Senator  from  Wis¬ 
consin  for  standing  up  for  the  parentage 
of  this  amendment.  One  cannot  say  he 
is  for  an  amendment  and  then  vote 
against  it.  The  American  people  can¬ 
not  rely  on  any  relief  in  this  field  this 
year  unless  the  amendment  is  adopted. 
Employees  in  this  industry — musicians, 
chefs,  cooks,  waiters,  bartenders,  and  so 
on — employees  who  now  have  no  jobs  will 
find  little  solace  in  the  views  of  those  who 
say  they  favor  the  amendment  but  will 
vote  against  it  now.  Voting  for  it  next 
year  may  make  jobs  next  year,  but  what 
about  this  year?  How  about  making 
jobs  in  this  industry  this  year?  Why  not 
increase  revenues  this  year? 

This  amendment  would  increase  reve¬ 
nues,  not  reduce  them,  as  shown  by  the 
results  of  excise  taxes  which  were  elimi¬ 
nated  by  similar  amendments. 

I  am  convinced  of  the  difference  in 
kind  between  this  amendment  and  others 
that  have  gone  before  it,  although  I  sup¬ 
ported  all  the  others,  too,  and  in  fact 
proposed  the  amendment  on  ladies’ 
handbags.  I  think  all  should  have  been 
approved.  But  none  had  the  peculiar 
status  of  the  cabaret  tax  amendment. 
This  one  is  entirely  different  from  the 
other  amendments.  It  would  not  result 
in  losing  revenues.  It  would  create  jobs 

and  increase  revenues  at  one  and  the 
same  time. 

Again,  I  express  my  admiration  for  the 
Senator  from  Wisconsin  for  sticking  to 
his  guns  on  this  one. 

Mr.  PROXMIRE.  Mr.  President,  I 
yield  to  the  Senator  from  Hawaii  [Mr. 
Fong]. 

Mr.  FONG.  Mr.  President,  I  join  the 
Senator  from  Wisconsin  in  urging  adop¬ 
tion  of  the  amendment.  I  think  it  is 
long  overdue.  It  would  give  the  same  in¬ 
centive  to  the  economy  that  the  bill  as 
a  whole  is  designed  to  provide.  If  the 
tax  is  reduced,  it  will  stimulate  employ¬ 
ment  for  musicians,  entertainers,  wait¬ 
ers,  cooks,  and  all  the  other  personnel 
related  to  cabarets,  roof  gardens,  and  | 
other  places  to  which  the  tax  now  ap¬ 
plies. 


America  is  trying  to  induce  foreign 
business  people  and  visitors  to  come  to 
our  shores  to  view  our  scenic  wonders, 
to  visit  our  historic  places,  to  sojourn 
in  our  vacation  play  lands  and  to  enjoy 
oure  entertainment  facilities.  A  reduc¬ 
tion  in  the  entertainment  tax  would  in¬ 
duce  many  more  oversea  visitors  and 
many  more  Americans  seeking  relaxa¬ 
tion  to  go  to  cabarets  and  similar  places. 
I  believe  it  would  lead  to  a  significant  in¬ 
crease  in  patronage  and  thereby  help 
create  jobs.  I  hope  the  amendment  will 
be  adopted. 

Mr.  PROXMIRE.  Mr.  President,  I 
yield  to  the  Senator  from  Michigan  [Mr. 
McNamara]. 

Mr.  McNAMARA.  Mr.  President,  I 
take  the  same  position  that  has  been  ex¬ 
plained  by  other  Senators.  I  have  con¬ 
sistently  voted  against  repealing  excise 
taxes  in  this  bill  because  I  think  there 
is  an  unfair  excise  tax  on  automobiles. 

However,  I  find  the  amendment  now 
offered  has  so  much  appeal  that  I  am 
going  to  vote  for  it  despite  my  belief  that 
I  would  not  be  able  to  vote  for  any  re¬ 
pealers  until  there  was  an  abolition  of 
the  unfair  excise  tax  on  automobiles. 

Mr.  PROXMIRE.  I  thank  the  Sen¬ 
ator. 

I  yield  now  to  the  Senator  from  Ten¬ 
nessee. 

Mr.  GORE.  Mr.  President,  every  time 
an  amendment  is  offered,  whether  it  is  to 
take  a  tax  off  women’s  handbags,  or 
costume  jewelry,  or  what  not,  we  hear 
the  argument  that  it  is  going  to  break 
the  dike. 

First,  I  should  like  to  know  who  is 
breaching  the  dike.  The  $11  billion  tax 
cut  is  not  something  to  be  stopped  with 
a  finger,  exactly.  The  whole  argument 
is  unsound.  There  are  those  who  ad¬ 
vocate  the  $11.7  billion  tax  cut  on  the 
basis  that  it  will  be  a  wonderful  thing 
to  lose  revenue  that  will  bring  prosperity 
and  balance  the  budget,  but  if  we  try 
to  do  something  for  the  people  and  re¬ 
move  Federal  excise  taxes,  we  are  about 
to  breach  the  dike. 

Mr.  PROXMIRE.  I  thank  the  Sen¬ 
ator  from  Tennessee.  That  is  particu¬ 
larly  apropos  in  view  of  what  happened 
to  the  amendment  yesterday,  when  we 
had  an  opportunity  to  save  $725  million 
a  year  by  depreciation  on  the  basis  of 
100  percent  of  the  real  cost  of  the  asset. 
Where  were  the  managers  of  the  bill 
then?  N 

[P.  2258 ] 

I  yield  to  the  Senator  from  Michigan 
[Mr.  Hart]  . 

Mr.  HART.  Mr.  President,  each  of 
these  amendments  to  repeal  specific  ex¬ 
cise  taxes  has  great  appeal.  I  have 
shared  the  concern  of  the  Senator  in 
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charge  of  the  bill  the  Senator  from 
Louisiana  [Mr.  Long],  that  adoption  of 
any  one  such  amendment  could  jeop¬ 
ardize  the  income  tax  reduction  bill  it¬ 
self  by  opening  up  all  of  the  excise  taxes. 
For  this  reason,  I  shall  continue  to  sup¬ 
port  the  committee  on  this  and  other 
excise  reductions. 

We  need  very  much  the  same  full  com¬ 
mittee’s  review,  report  and  then  legisla¬ 
tive  action  on  the  excise  taxes  as  we  have 
now  before  us  on  the  income  tax.  Reduc¬ 
tion  of  automobile  and  cabaret  excise 
taxes,  among  others,  would  then  be 
within  such  review  as  so  much  needed. 

Mr.  PROXMIRE.  Mr.  President,  I 
yield  to  the  Senator  from  Montana  [Mr. 
Mansfield]. 

Mr.  MANSFIELD.  Mr.  President, 
we  have  heard  the  same  argument  time 
and  time  again  during  the  course  of  this 
debate  as  it  affects  exercise  taxes  on 
this  or  the  other  item.  I  would  hope 
Senators  would  not  allow  the  dike  to  be 
breached.  The  Senator  from  Louisiana 
has  done  an  extremely  efficient  and  ef¬ 
fective  job  in  keeping  the  bill  together. 
It  has  been  no  easy  task,  and  I  would 
hope  that  the  amendment  will  be  given 
the  support  to  which  it  is  entitled.  I 
hope  the  Senate  will  vote  down  the 
amendment.  If  it  is  adopted,  we  shall 
find  other  proposals  along  a  similar  line, 
and  the  dike  will  really  be  breached. 

Mr.  SIMPSON.  Mr.  President,  I  am 
comforted  by  the  knowledge  that  the 
excise  taxes  will  be  reviewed  at  a  later 
time.  I  believe  that. 

We  have  a  song  out  West  that  should 
dispose  of  this  question.  I  do  not  ask 
Senators  to  join  me  in  singing  it.  They 
do  not  have  to  do  that,  but  there  is  a 
little  ditty  which  goes: 

Come  little  girlie  and  let  us  fly  away 
Far  from  the  noisy,  gay  cabaret. 

[Laughter.] 

So  I  suggest  that  we  get  on  with  the 
business  of  doing  away  with  this  amend¬ 
ment. 

Mr.  LAUSCHE.  Mr.  President,  the 
other  day  I  opposed  a  proposal  to  re¬ 
move  the  tax  on  jewelry  and  other  items. 
I  did  so  on  the  basis  that  the  bill  that 
was  pending  before  us  dealt  only  with 
income  taxes.  Each  Senator  has  some 
particular  type  of  excise  tax  in  which 
he  is  interested.  He  believes  that  that 
excise  tax  is  the  one  that  primarily 
should  be  reduced. 

When  we  encounter  the  “hobbies”  of 
various  Senators,  each  saying,  “My 
State  has  cabarets,”  “My  State  manu¬ 
factures  jewelry,”  or  “My  State  manu¬ 
factures  leather  goods,”  where  are  we 
to  end?  _ 

I  should  like  to  give  support  to  those 
in  the  cabaret  business,  but  I  believe  it 
should  be  looked  at  as  to  the  whole  unit. 


Comparison  should  be  made - 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Ohio  has 
expired. 

Mr.  LAUSCHE.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  proceed 
for  1  minute. 

The  PRESIDING  OFFICER.  The 
Senator  from  Ohio  is  recognized  for  1 
minute. 

Mr.  LAUSCHE.  Comparisons  should 
be  made  as  to  which  of  the  excise  taxes 
should  occupy  the  highest  priority  by 
way  of  getting  a  concession,  and  that 
cannot  be  done  on  the  floor  of  the  Senate. 

Mr.  PROXMIRE.  Mr.  President,  I 
yield  time  on  the  bill  to  the  Senator 
from  Nevada  [Mr.  Bible]. 

Mr.  BIBLEJ.  I  should  like  to  ask  the 
distinguished  Senator  in  charge  of  the 
bill  as  to  the  timetable  for  the  hearing 
on  the  excise  taxes,  as  to  whether  that 
has  been  indicated. 

Mr.  LONG  of  Louisiana.  The  chair¬ 
man  of  the  Ways  and  Means  Committee 
of  the  House  announced  that  he  will 
undertake  hearings  on  this  subject  in 
May.  The  Senator  from  Virginia,  chair¬ 
man  of  the  Finance  Committee,  has 
undertaken  to  assure  the  Senate  that 
immediately  after  an  excise  tax  bill 
reaches  the  Senate  he  will  hold  hearings 
on  it. 

Mr.  BIBLE.  I  thank  the  Senator.  As 
the  Senator  from  Louisiana  knows,  we 
joined  during  previous  debate  on  reduc¬ 
tion  of  the  carbaret  tax  from  20  percent 
to  10  percent.  I  believe  it  can  be  demon¬ 
strated  that  the  reduction  caused  a  great 
increase  in  employment.  I  believe  it 
can  be  proved  that  it  also  resulted  in 
an  increase  in  revenue.  I  am  inclined  to 
believe  that  the  same  thing  would  occur 
again,  but  I  am  perfectly  willing  to  defer 
to  the  entreaty  of  the  Senator  from 
Louisiana,  and  his  assurance  that  it  will 
be  considered  later  in  this  session,  at 
the  time  excise  taxes  are  considered. 

Mr.  LONG  of  Louisiana.  The  Sena¬ 
tor  from  Nevada  was  a  great  battler  in 
the  fight  to  reduce  carbaret  excise  taxes 
from  20  percent  to  10  percent.  I  look 
forward  to  joining  forces  with  him  in 
the  future  on  this  subject. 

Mr.  BIBLE.  That  is  good,  because  I 
believe  that  the  soundness  of  the  reduc¬ 
tion  can  be  fully  demonstrated. 

Mr.  PROXMIRE.  Mr.  President,  I 
shall  be  brief,  and  take  less  than  a 
minute.  We  all  know,  that  no  matter 
what  Senators  say  here,  there  will  be  no 
excise  tax  reduction  this  year.  The  only 
way  we  can  get  this  one  through  is  to 
vote  for  it  now.  This  is  our  only  op- 
portunty.  We  also  know  that  there  has 
not  been  a  single  word  to  dispute  the 
statement  that  it  would  not  deprive  the 


3450 


Treasury  of  one  penny  In  revenue,  and 
that  it  would  provide  thousands  and 
thousands  of  jobs. 

Mr.  President,  I  yield  back  the  re¬ 
mainder  of  my  time. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Wisconsin. 
The  yeas  and  nays  have  been  ordered; 
and  the  clerk  will  call  the  roll. 

Mr.  MANSFIELD  (after  having  voted- 
in  the  negative).  On  this  vote  I  have 
a  pair  with  the  Senator  from  Illinois  [Mr. . 
Dirksen]  .  If  he  were  present  and  voting, 
he  would  vote  "yea.”  If  I  were  at  liberty 
to  vote,  I  would  vote  "nay.”  I  withhold 
my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Louisiana  [Mr.  Ellen- 
der]  is  absent  on  official  business. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Louisiana  [Mr. 
Ellender]  would  vote  "nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis]  and 
the  Senator  from  Illinois  [Mr.  Dirksen] 
are  necessarily  absent. 

If  present  and  voting,  the  Senator  from 
Nebraska  [Mr.  Curtis]  would  vote  "nay.” 

The  pair  of  the  Senator  from  Illinois 
[Mr.  Dirksen]  has  been  previously  an¬ 
nounced. 

The  result  was  announced — yeas  30, 
nays  66,  as  follows: 

[No.  35  Leg.] 

YEAS— 30 


Beall 

Gore 

Morse 

Bennett 

Gruenlng 

Nelson 

Cannon 

Hartke 

Neuberger 

Case 

Inouye 

Proxmlre 

Cotton 

Jackson 

Randolph 

Dodd 

Javlts 

Saltonstall 

Dominick 

Keating 

Scott 

Douglas 

Kuchel 

Symington 

Fong 

McNamara 

Williams,  N.J. 

Goldwater 

Mechem 

NAYS— 60 

Young,  N.  Dak. 

Aiken 

Hickenlooper 

Moss 

Allott 

Hill 

Mundt 

Anderson 

Holland 

Muskle 

Bartlett 

Hruska 

Pastore 

Bayh 

Humphrey 

Pearson 

Bible 

Johnston 

PeU 

Boggs* 

Jordan,  N.C. 

Prouty 

Brewster 

Jordan,  Idaho 

Ribicoff 

Burdick 

Kennedy 

Robertson 

Byrd,  Va. 

Lausche 

Russell 

Byrd,  W.  Va. 

Long,  Mo. 

Simpson 

Carlson 

Long,  La. 

Sma  there 

Church 

Magnuson 

Smith 

Clark 

McCarthy 

Sparkman 

Cooper 

McClellan 

Stennls 

Eastland 

McGee 

Talmadge 

Edmondson 

McGovern 

Thurmond 

Engle 

McIntyre 

Tower 

Ervin 

Metcalf 

Walters 

Ful  bright 

Miller 

Williams,  Del. 

Hart 

Monroney 

Yarborough 

Hayden 

Morton 

Young,  Ohio 

NOT  VOTING — 4 

Curtis 

Dirksen 

Ellender 

Mansfield 

So  Mr.  Proxmire’s  amendment  was 
rejected. 

Mr.  MORTON.  Mr.  President,  I 
move  that  the  Senate  reconsider  the  vote 
by  which  the  amendment  was  rejected. 

Mr.  ANDERSON.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

The  PRESIDING  OFFICER.  The 
Chair  understands  that  the  Senate  is 
now  ready  to  proceed  to  the  further 
consideration  of  the  Gore  amendment. 
The  Senator  from  Louisiana  has  4  min¬ 
utes  remaining. 

Mr.  LONG  of  Louisiana.  Mr.  Presi- 
i  dent,  I  yield  2  minutes  to  the  Senator 
from  Tennessee. 

Mr.  GORE.  Mr.  President,  this  is  a 
f  very '  important  amendment.  Only  4 
minutes  remain.  The  distinguished 
junior  Senator  from  Louisiana  has 
kindly  allotted  2  of  those  4  minutes  to 
me. 

The  bill  contains  two  sections  dealing 
with  new  types  of  stock  options.  One 
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covers  the  employee  purchase  plan.*  My 
amendment  does  not  touch  that. 

Under  this  new  employee  purchase 
plan,  the  officer  of  a  corporation  can  be 
granted  an  option  to  buy  $25,000  worth 
of  stock  each  year  at  only  85  percent  of 
market  value. 

There  is  another  condition  in  the  em¬ 
ployee  purchase  plan.  It  must  be  non- 
discriminatory.  Any  preferential  spe¬ 
cial  tax  treatment  of  stock  options 
should  have  those  two  requirements. 
Any  such  plan  should  be  nondiscrimina- 
tory,  so  that  the  man  who  works  on  a 
lathe  can  benefit  from  the  profit  of  the 
corporation  thg  same  as  the  man  in  the 
penthouse;  second,  there  should  be  some 
reasonable  limit  to  the  amount.  The 
employee  purchase  plan,  which  is  found 
in  section  423,  has  both  of  those  quali¬ 
ties. 

But  there  is  another  section  in  the 
bill  that  is  without  limit.  It  1s  section 
422.  This  is  for  the  officers  of  the  cor- 
portation  and  is,  I  repeat,  without  limit. 
My  amendment  would  strike  out  section 
422. 

I  ask  Senators  to  turn  to  my  remarks 
of  yesterday  evening. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Tennessee  has 
expired. 

Mr.  LONG  of  Louisiana.  I  yield  the 
Senator  1  minute  on  the  bill. 

Mr.  GORE.  I  thank  the  Senator. 

I  placed  in  the  Record  yesterday  eve¬ 
ning  the  recommendation  of  the  late  be¬ 
loved  President  Kennedy  to  the  effect 
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that  the  existing  “restricted”  stock  op¬ 
tion  be  stricken  from  the  law.  This  Is 
one  tax  reform  that  I  should  like  to  see 
.  accomplished  in  the  bill.  President 
Kennedy  asked  for  it.  Secretary  Dillon 
recommended  it.  That  is  what  my 
amendment  actually  would  accomplish. 
It  is  fair;  it  is  right.  We  should  not 
write  into  law  any  such  special  benefit 
without  limit.  Vast  benefits  can  still  be 
received  under  section  423 — $25,000  of 
options  a  year  at  85  percent  of  market 
value. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  to  the  Senator  from  Utah 
2  minutes  on  the  amendment  and  1  min¬ 
ute  on  the  bill. _ 

Mr.  BENNETT.  Mr.  President,  the 
program  of  qualified  stock  options  has 
become  a  component  part  of  the  pattern 
for  the  hiring  of  professional  manage¬ 
ment  executives.  The  company  that 
finds  itself  in  management  difficulty  and 
is  under  great  pressure  to  find  a  man 
who  can  pull  it  out  of  trouble  certainly 
cannot  induce  a  man  to  buy  stock  in  that 
company  in  limited  amounts  without 
some  special  incentive. 

We  have  voted  a  7-percent  tax  credit 
as  an  incentive  to  business.  Here  is  a 
device  which,  in  the  management  field, 
serves  the  same  purpose.  The  amend¬ 
ment  offered  by  the  Senator  from  Ten¬ 
nessee  [Mr.  Gore]  would  eliminate  it 
-completely  and  would  have  exceedingly 
dangerous  effects  on  publicly  held  cor¬ 
porations  with  respect  to  their  oppor¬ 
tunities  to  secure  management. 

The  bill  tightens  existing  law  very 
much: 

First.  It  requires  a  holding  period  for 
the  stock  of  3  years  as  against  6  months 
under  existing  law. 

Second.  The  maximum  period  during 
which  an  option  could  run  would  be  5 
years  instead  of  10. 

Third.  Stock  options  must  be  issued  at 
the  market  price  on  the  date  of  grant 
rather  than  at  85  percent  of  the  market 
price  under  existing  law. 

Fourth.  The  bill  modifies  the  provi¬ 
sions  so  that  the  price  of  stock  options 
can  no  longer  be  reset  when  the  price 
of  the  stock  goes  down.  If  a  person  has 
an  option,  he  must  live  up  to  it  before 
he  can  get  another  option. 

Fifth.  The  stockholders  themselves 
must  approve  any  plans  for  stock  op-  ( 
tions.  j 

In  my  opinion,  it  would  be  tragic  and 1 
dangerous  to  adopt  the  Gore  amendment. 
I  hope  the  Senate  will  support  the  Com¬ 
mittee  on  Finance,  which  heard  much 
testimony  and  studied  the  problem  very 
carefully,  that  it  will  have  faith  in  the  I 
committee’s  decision,  and  will  vote  to  re¬ 
tain  this  feature  in  the  bill. 


Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  yield  myself  1  minute  on  the  bill. 

It  is  true  that  the  Treasury  originally 
recommended  the  position  now  urged  by 
the  Senator  from  Tennessee.  However, 
this  matter  was  studied  by  both  the 
House  and  Senate  committees  and  both 
the  House  and  Senate  committees  re¬ 
jected  the  original  Treasury  recommen¬ 
dations  and  took  different  action.  Now, 
Treasury  has  accepted  the  position  taken 
by  the  committees.  The  Treasury  recom¬ 
mends  that  we  adhere  to  the  position 
covered  by  the  bill.  Therefore,  Treasury 
is  not  now  supporting  the  Gore  amend¬ 
ment. 

The  PRESIDING  OFFICER.  All  time 
has  expired. 

The  question  is  on  agreeing  to  the 
amendment  of  the  Senator  from  Tennes¬ 
see  [Mr.  Gore]  .  The  yeas  and  nays  have 
been  ordered;  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that  the 
Senator  from  Louisiana  [Mr.  Ellender] 
is  absent  on  official  business. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Louisiana 
[Mr.  Ellender]  would  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Cijrtis] 
and  the  Senator  from  Illinois  [Mr.  Dirk- 
sen]  are  necessarily  absent. 

The  Senator  from  Arizona  [Mr.  Gold- 
water]  is  detained  on  official  business. 

If  present  and  voting,  the  Senator  from 
Nebraska  [Mr.  Curtis],  the  Senator  from 
Illinois  [Mr.  Dirksen],  and  the  Sen¬ 
ator  from  Arizona  [Mr.  Goldwater]  each 
would  vote  “nay.” 

The  result  was  announced — yeas  39, 
nays  57,  as  follows: 

[No.  36  Leg.] 

YEAS— 39 


Aiken 

Hiii 

Neuberger 

Bartlett^ 

Humphrey  1 

Pastore 

Burdick 

Kennedy  '  1 

Proxmlre 

Byrd,  Va. 

.  Lausche 

Randolph 

Cannon 

!  McIntyre 

Rlblcoff 

Church 

,  McNamara  j 

Russell 

Clark 

Metcalf  ! 

Smith 

Cooper 

Monroney 

j  Sparkman 

Dodd 

Morse 

,  Symington 

Douglas 

Moss 

Thurmond 

Gore 

Mundt 

Yarborough 

Omening 

Muskle 

Young,  N.  Dak. 

Hart 

Nelson 

Young,  Ohio 

NAYS — 67 

Allott 

Eastland  ~ 

Javits 

Anderson 

Edmondson 

Johnston 

Bayh 

Engle 

Jordan,  N.C. 

Beall 

Ervin 

Jordan,  Idaho 

Bennett 

Fong 

Keating 

Bible 

Fulbright 

Kuchel 

Boggs 

Hartke 

Long,  Mo. 

Brewster 

Hayden 

Long,  La. 

Byrd,  W.  Va. 

Hickenlooper 

Magnuson 

Carlson 

Holland 

Mansfield 

Case 

Hruska 

McCarthy 

Cotton 

Inouye 

McClellan 

Dominick  _ 

Jackson 

McGee  _ 
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NAYS — Continued. 


McGovern 

Mechem 

Miller 

Morton 

Pearson 

Pell 


Prouty 

Robertson 

Saltonstall 

Scott 

Simpson 

Sma  there 


S  tennis 

Talmadge 

Tower 

Walters 

WilliamsrN.J. 

Williams,  Del. 


NOT  VOTING — 4 

Curtis  Ellender  Goldwater 

Dirksen 

So  Mr.  Gore’s  amendment  was  re¬ 
jected. 

Mr.  McCLELLAN  obtained  the  floor. 

Mr.  BENNETT.  Mr.  President,  will 
the  Senator  from  Arkansas  yield  for 
about  1  minute  to  me?  I  wish  to  offer  a 
technical  amendment,  and  its  considera¬ 
tion  should  not  require  more  than  1  or 
2  minutes. 

Mr.  McCLELLAN.  Mr.  President,  if  I 
yield  for  that  purpose,  I  shall  have  to 
yield  for  the  submission  of  several  other 
amendments. 

However,  Mr.  President,  at  this  time 
I  yield  for  that  purpose  to  the  Senator 
from  Utah,  with  the  understanding  that 
Senators  will  speak  in  their  own  time  on 
their  own  amendments. 

I  yield  first  to  the  Senator  from  Utah ; 
thereafter,  I  shall  yield  to  the  Senator 
from  Iowa  [Mr.  Miller], 

The  PRESIDING  OFFICER.  The 

Senator  from  Utah  is  recognized. 

Mr.  BENNETT.  Mr.  President,  I  of¬ 
fer  the  amendment  which  I  sent  to  the 
desk. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Utah 
will  be  stated. 

The  Legislative  Clerk.  On  page  168, 
in  line  3,  after  the  word  “months,”  it  is 
proposed  to  strike  out  “or,”  and  to  in¬ 
sert:  “unless  the  loans,  notes,  or  install¬ 
ment  obligations  are  evidenced  or  se¬ 
cured  by  contracts  of  conditional  sale, 
chattel  mortgages,  or  lease  agreements, 
arising  out  of  the  sale  of  goods  or  serv¬ 
ices  in  the  course  of  the  transferor’s  or 
borrower’s  trade  or  business,  or.” 

Mr.  BENNETT.  Mr.  President,  this 
amendment  arises  out  of  an  attempt  by 
the  Treasury  to  simplify  the  language 
of  the  law  relating  to  finance  companies. 
The  Treasury  has  gathered  up  all  the 
sections  of  the  existing  law  and  has 
shortened  them  very  much;  and  in  the 
process  the  Treasury  wrote  language 
which  would  make  it  impossible  to  fi¬ 
nance  house  trailers. 

The  Treasury  recognizes  what  it  has 
done;  and  the  language  of  this  amend¬ 
ment  has  the  approval  of  the  Treasury, 
which  recognizes  that  this  change  should 
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be  made.  The  Treasury  considers  this 
amendment  to  be  a  technical  one.  If  the 
Treasury  had  realized  the  problem  when 


it  recommended  the  other  changes  in  the 
law,  the  Treasury  would  have  caught 
this  error  or  oversight  or  complication; 
but  the  Treasury  did  not  realize  it. 

Therefore,  I  ask  that  the  Senate  ap¬ 
prove  this  amendment,  and  then  have 
the  amendment  taken  to  conference  as  a 
technical  amendment. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  so  far  as  I  know,  there  is  no  objec¬ 
tion  to  the  amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  "the  amend¬ 
ment  of  the  Senator  from  Utah. 

The  amendment  was  agreed  to. 

Mr.  BENNETT.  Mr.  President,  I 
thank  the  Senator  from  Arkansas  for  his 
courtesy  in  yielding  this  time  to  me. 

Mr.  McCLELLAN.  Mr.  President,  have 
I  the  floor? 

The  PRESIDING  OFFICER.  Yes. 

Mr.  McCLELLAN.  Has  the  time  used 
for  the  last  amendment  been  charged 
to  the  time  available  to  me,  under  the 
unanimous-consent  agreement? 

The  PRESIDING  OFFICER.  No. 

Mr.  McCLELLAN.  Mr.  President,  I 
call  up  my  amendment - 

Mr.  JAVITS.  Mr.  President,  first,  will 
the  Senator  from  Arkansas  yield  3  min¬ 
utes  to  me? 

Mr.  McCLELLAN.  Mr.  President,  I  am 
perfectly  willing  to  yield  to  the  Senator 
from  New  York  3  minutes  on  the  bill, 
provided  the  time  he  uses  will  not  be 
charged  to  the  time  available  to  me. 

Mr.  JAVITS.  Mr.  President,  I  so  re¬ 
quest. 

The  PRESIDING  OFFICER.  The 
Chair  understands  that  the  Senator  from 
Arkansas  yields  3  minutes  on  the  bill  to 
the  Senator  from  New  York. 

Mr.  KUCHEL.  With  the  consent  of 
the  Senator  from  Arkansas. 

Mr.  McCLELLAN.  Therefore,  Mr. 
President,  at  this  time  I  yield  for  3  min¬ 
utes,  with  the  understanding  that  the 
time  which  will  be  used  by  the  Senator 
from  New  York  will  not  be  charged  to 
the  time  available  to  me. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  KUCHEL.  Do  I  correctly  under¬ 
stand  that  the  Senator  is  yielding,  but 
declines  to  yield  any  of  the  time  avail¬ 
able  to  him? 

Mr.  McCLELLAN.  The  Senator  is 
correct 

Mr.  KUCHEL.  The  time  will  be  ap¬ 
plied  under  the  order  to  the  bill. 

Mr.  McCLELLAN.  With  the  under¬ 
standing  that  I  will  not  be  charged  with 
the  time,  I  yield  3  minutes  to  the  Senator 
from  New  York. 

Mr.  KUCHEL.  I  thank  the  Senator. 

Mr.  THURMOND.  Mr.  President,  will 
the  Senator  yield  a  half  minute? 

Mr.  JAVITS.  I  have  only  3  minutes 
available. 
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Mr.  THURMOND.  Mr.  President,  I 
ask  unanimous  consent  that  my  name 
may  be  added  as  a  cosponsor  of  the 
amendment  of  the  Senator  from  Arkan¬ 
sas.  Several  days  ago  I  had  asked  that 
my  name  be  added. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

[P.  2261] 

REVENUE  ACT  OF  1964 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  reduce 
individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with 
respect  to  the  income  tax,  anji  for  other 
purposes. 

Mr.  McCLELLAN.  Mr.  President,  I 
ask  unanimous  consent  that  I  may  sug¬ 
gest  the  absence  of  a  quorum,  without 
the  time  required  for  the  call  of  the 
quorum  being  charged  to  the  time  avail¬ 
able  to  Senators  on  either  side. 

Mr.  KUCHEL.  Mr.  President,  reserv¬ 
ing  the  right  to  object — and  I  shall  not 
object  because  our  able  friend  the  Sena¬ 
tor  from  Arkansas  has  cooperated  with 
several  Senators,  and  I  believe  the  sub¬ 
ject  of  his  amendment  is  of  sufficient 
importance  to  have  a  quorum  call - 

Mr.  SMATHERS.  Therefore,  the 
Senator  will  not  object. 

Mr.  KUCHEL.  That  is  correct. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered.  The  clerk 
will  call  the  roll. 

The  legislative  clerk  called  the  roll, 
and  the  following  Senators  answered  to 
their  names: 
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Aiken 

Clark 

Hayden 

Allott 

Cooper 

Hickenlooper 

Anderson 

Cotton 

Hill 

Bartlett 

Dodd 

Holland 

Bayh 

Dominick 

Hruska 

Beall 

Douglas 

Humphrey 

Bennett 

Eastland 

Inouye 

Bible 

Edmondson 

Jackson 

Boggs 

Ellender 

Javits 

Brewster 

Engle 

Johnston 

Burdick 

Ervin 

Jordan,  N.C. 

Byrd,  Va. 

Fong 

Jordan,  Idaho 

Byrd,  W.  Va. 

Fulbright 

Keating 

Cannon 

Gore 

Kennedy 

Carlson 

Gruenlng 

Kuchel 

Case 

Hart 

Lausche 

Church 

Hartke 

Long,  Mo. 
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Long,  La. 

Mundt 

Smathers 

Magnuson 

Muskie 

Smith 

Mansfield 

Nelson 

Sparkman 

McCarthy 

Neuberger  " - Stennis 

McClellan 

Pas  tore 

Symington 

McGee 

Pearson 

Talmadge 

McGovern 

PeU 

Thurmond 

McIntyre 

Prouty 

Tower 

McNamara 

Proxmire 

Walters  * 

Mechem 

Randolph 

Williams,  N.J. 

Metcalf 

Ribicoff 

Williams,  DeL 

Miller 

Robertson 

Yarborough 

Monroney 

Russell 

Young,  N.  Dak. 

Morse 

Saltonstall 

Young,  Ohio 

Morton 

Scott 

Moss 

Simpson 

The  PRESIDING  OFFICER.  A  quo¬ 
rum  is  present. 

Mr.  McCLELLAN.  Mr.  President,  on 
behalf  of  myself,  the  senior  Senator  from 
Ohio  [Mr.  Lausche]  and  the  junior  Sen¬ 
ator  from  South  Carolina  [Mr.  Thur¬ 
mond],  who  have  joined  me  as  cospon¬ 
sors,  I  call  up  my  amendment  No.  407. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Arkansas,  for  himself  and  other  Sena¬ 
tors,  will  be  stated. 

The  legislative  clerk  proceeded  to  read 
the  amendment. 

Mr.  McCLELLAN.  Mr.  President,  I 
ask  unanimous  consent  that  further 
reading  of  the  amendment  be  dispensed 
with,  and  that  it  be  printed  in  the  Record 

at  this  point.  _ 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  amendment  offered  by  Mr.  Mc¬ 
Clellan,  for  himself  and  other  Senators, 
is  as  follows: 

On  page  27,  after  line  24,  insert  the  fol¬ 
lowing: 

"Part  IV — Termination  of  Tax  Reduction 

"Sec.  141.  Termination  When  Administra¬ 
tive  Budget  Expenditures  for  Ant  Fiscal 
Year  Exceed  $100,000,000,000 
"(a)  In  General. — If  the  net  administra¬ 
tive  budget  expenditures  made  during  any 
fiscal  year  ending  on  or  after  June  30,  1966, 
exceed  $100,000,000,000,  then — 

"(1)  with  respect  to  taxable  years  begin¬ 
ning  after  the  December  31  following  the 
close  of  such  fiscal  year,  the  amendments 
made  by  part  I  (relating  to  individuals)  and 
part  n  (relating  to  corporations)  of  this  title 
and  the  amendments  made  by  section  301 
(relating  to  optional  tax  if  adjusted  gross  in¬ 
come  is  less  than  $5,000)  of  title  in  shall  not 
apply,  and  the  provisions  of  the  Internal 
Revenue  Code  of  1954  amended  by  such  parts 
I  and  II  and  such  section  301  shall  apply  as 
if  this  Act  had  not  been  enacted,  and 
"(2)  with  respect  to  remuneration  paid 
and  payments  made  after  such  December  31, 
the  amendments  made  by  section  302  of  title 
III  (relating  to  income  tax  collected  at 
source)  shall  not  apply,  and  the  provisions 
of  the  Internal  Revenue  Code  of  1954 
amended  by  such  section  shall  apply  'as  if 
this  Act  had  not  been  enacted. 

"(b)  Announcement  by  Secretary  of  the 
Treasury. — The  Secretary  of  the  Treasury 
shall,  on  or  before  September  1,  1965  (and  on 
or  before  September  1  of  each  succeeding 
year,  if  the  amendments  made  by  parts  I  and 
n  of  this  title  and  by  title  III  have  not  been 
terminated  under  subsection  (a) )  announce 
and  publish  in  the  Federal  Register  the  net 
administrative  budget  expenditures  made 
during  the  fiscal  year  ending  on  the  preced¬ 
ing  June  30. 

"(c)  Rate  of  Corporate  Normal  Tax. — For 
purposes  of  subsection  (a),  if  the  provisions 
of  section  11(b)  of  the  Internal  Revenue 
Code  of  1954  (relating  to  rate  of  corporate 
normal  tax)  apply  as  if  this  Act  had  not  been 
enacted,  the  rate  of  the  normal  tax  under 
such  section  11(b)  shall  be  30  percent. 
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“(d)  Chang*  m  Rates  During  a  Taxable 
Tear. — Section  -21  of  the  Internal  Revenue 
Code  of  1964  (relating  to  effect  of  changes 
in  rates  during  a  taxable  year)  shall  apply 
with  respect  to  changes  in  the  rates  of  tax 
which  take  effect  under  the  provisions  of  this 
section. ** 

When  I  introduced  this  amendment 
last  Monday,  I  stated  the  purpose  of  it 
and  what  its  effect  would  be.  I  restate 
briefly  the  objective  of  the  amendment. 

It  provides  that  if  the  net  administra¬ 
tive  budget  expenditures,  made  during 
any  fiscal  year  ending  on  or  about  Janu¬ 
ary  30,  1965,  exceed  $100  billion,  then  on 
January  1  of  the  calendar  year  im¬ 
mediately  following,  the  tax  rate  for  in¬ 
dividual  and  corporate,  as  well  as  the 
withholding  rates  provided  in  the  bill, 
would  cease  to  apply  and  the  rates  would 
revert  to  those  contained  in  the  Internal 
Revenue  Code,  1954,  as  amended  and  as 
now  in  effect. 

Mr.  President,  simply  stated,  it  means 
this:  We  are  going  to  take  a  tax  cut — 
and  I  say  “take  it” — and  I  will  explain 
what  I  mean  by  that  term  later — we  are 
going  to  take  a  tax  cut  without  doing 
anything  about  expenditures. 

I  therefore  propose  that  the  tax  cut 
that  the  bill  provides  shall  remain  in 
effect  only  so  long  as  the  expenditures 
of  government— and  I  am  not  talking 
about  trust  funds,  I  am  talking  about 
administrative  budget  expenditures — so 
long  as  they  remain  $100  billion  or  less. 

First,  the  net  effect  of  the  amendment 
would  be  to  require  the  administration 
to  exercise  caution  in  its  administrative 
budget  requests. 

Second,  it  would  require  the  adminis¬ 
tration  to  come  to  Congress  if  it  becomes 
necessary  to  exceed  the  limitation  of  $100 
billion  in  any  one  fiscal  year. 

Third,  it  would  place  a  brake  on  deficit 
spending  by  providing  adequate  tax 
receipts  to  meet  increases  in  its~admin- 
istrative  budget  expenditures  which  ex¬ 
ceed  the  ceiling  of  $100  billion. 

I  do  not  believe  adoption  of  the 
amendment  would  result  in  any  hardship 
or  difficulty .  The  total  estimated  ad¬ 
ministrative  budget  for  expenditures  in 
1964  is  $98.4  billion.  The  amount  re¬ 
quested  in  the  budget  before  us  now,  for 
fiscal  year  1965,  is  $97.9  billion. 

Thus,  it  will  be  seen  that  the  $100 
billion  limitation  contained  in  my 
amendment  still  leaves  a  leeway  of  $2.1 
billion. 

I  submit  this  amendment  because  I 
believe  it  will  assist  in  a  return  to  pru¬ 
dence  and  thrift  in  the  operation  of  our 
National  Government.  It  will  help 
bring  about  a  reduction  in  expenditures 
that  will  move  us  in  the  direction  of  a 
balanced  budget. 


I  invite  the  attention  of  the  Senate  to 
the  fact  that  although  the  pending  tax 
bill  has  been  accorded  a  preferred  status, 
it  is  in  no  way  tied  to  or  conditioned  upon 
a  corresponding  reduction  in  Federal  ex¬ 
penditures.  The  President  of  the  United 
States  in  his  state  of  the  Union  message 
to  the  Congress  mentioned  many  things 
that  we  must  do.  In  that  brief  message 
he  used  the  word  “must”  40  times.  He 
used  “we  must”  16  times  to  emphasize 
the  need  for  new  legislation  for  the  ex¬ 
pansion  of  existing  programs  and  for  ex¬ 
penditures  in  new  fields  of  Federal  re¬ 
sponsibility,  all  of  which  calls  for  addi¬ 
tional  spending. 

The  President  said : 

Above  aU,  we  must  release  $11  billion  of 
tax  reduction  into  private  spending  streams 
to  create  new  Jobs  and  new  markets  in  every 
area. 

Yes,  Mr.  President,  this  bill  is  a  pre¬ 
ferred  bill.  It  is  the  one  remedy  above 
all  others  recommended  by  the  admin¬ 
istration  as  the  medicine  that  the  econ¬ 
omy  needs,  the  medicine  and  the  treat¬ 
ment  that  we  need  for  a  healthy  Govern¬ 
ment,  for  a  healthy  economy,  for  an  ex¬ 
panding  economy,  for  a  growing  country, 
but  the  President  did  not  say  anything 
in  support  of  a  balanced  budget.  That 
is  the  one  thing  that  is  missing. 

,  Yes,  Mr.  President,  the  trouble  with 
the  tax  bill  is  that  it  is  in  no  way  tied  to 
or  conditioned  upon  any  corresponding 
reduction  in  Federal  expenditures.  It 
is  not  based  upon  nor  is  it  subject  to  any 
contingency  whatsoever  or  any  require¬ 
ment,  not  even  to  a  “hold  the  line” 
budget.  Instead  it  is  accompanied  by 
recommendations  for  numerous  in¬ 
creases  in  proposed  new  fields  of  govern¬ 
mental  expenditure  responsibility. 

Mr.  President,  a  tax  cut  of  such  magni¬ 
tude  should  be  geared  to  a  positive  and 
appropriate  reduction  in  the  already  ex¬ 
orbitant  and  constantly  rising  cost  of 
government.  At  least  such  an  unprece¬ 
dented  tax  reduction  as  is  proposed  in 
the  bill  should  be  supported  and  justi¬ 
fied  by  an  enforcible  ceiling  on  expendi¬ 
tures. 

That  is  what  I  seek  to  do.  In  my 
judgment,  under  the  conditions  that  now 
prevail,  prudenqe  and  sound  fiscal 
policy  require  a  limitation  on  expendi¬ 
tures  to  prevent  inflation  and  to  protect 
the  purchasing  power  of  the  dollar  from 
further  erosion  and  deterioration. 

In  my  judgment,  without  this  amend¬ 
ment  or  something  comparable,  the  tax 
bill  should  not  be  enacted  into  law. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Arkansas  yield? 

Mr.  McCLELLAN.  I  am  glad  to  yield 
to  the  Senator  from  Ohio. 
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Mr.  LAUSCHE.  In  accordance  with 
my  understanding  that  in  the  message 
of  the  President  to  a  joint  session  of 
Congress  he  emphasized  the  purpose  of 
indulging  in  economic  cooperations  of 
Government  and  the  movement  should 
be  toward  the  ending  of  deficit  opera¬ 
tions  and  that  that  was  done  for  the 
purpose  of  inducing  Congress  to  pass  the 
tax  cut,  in  other  words,  he  says  we  will 
cut  expenses  and  therefore  justify  the 
cutting  of  taxes.  Is  it  not  a  fact  that 
the  amendment  offered  by  the  Senator 
from  Arkansas  contemplates  carrying 
that  policy  into  effect? 

Mr.  McCLELLAN.  Mr.  President,  in 
answer  to  the  distinguished  Senator 
from  Ohio  I  say  that  in  the  tax  bill 
we  are  reducing  taxes.  The  tax  cut  is 
one  which  the  President  requested.  But 
we  are  doing  nothing  at  all  to  insure  the 
balancing  on  the  other  side  of  the  coin. 

I  should  like  to  point  out  that  the 
President  in  his  first  message  to  the 
Congress  on  November  27  said: 

I  rededicate  this  Government  to,  among 
other  things,  the  maintenance  of  military 
strength  second  to  none. 

IP.  2263 ] 

I  wholeheartedly  endorse  that  and  I 
shall  support  it. 

The  President  said  further: 

To  the  defense  of  the  strength  and  stabil¬ 
ity  of  the  dollar. 

Mr.  President,  is  a  $11  billion  tax  cut 
at  a  time  when  we  have  the  highest 
gross  national  product  in  the  history  of 
the  country  and  at  a  time  when  we  are 
running  deficits  at  the  rate  of  about  $8 
billion  a  year — is  a  tax  cut  under  those 
circumstances  calculated  to  strengthen 
the  dollar  and  to  bring  stability? 

I  say  it  is  not,  unless  we  do  some¬ 
thing  at  the  same  time  about  spending. 
That  something  should  be  done  in  this 
bill.  We  say  we  are  going  to  do  it  iri 
appropriations.  We  will,  I  believe,  if 
we  have  a  ceiling  to  work  under.  If  we 
do  not  have  a  ceiling  we  will  not. 

The  President  went  on  to  say: 

An  in  particular,  I  pledge  that  the  ex¬ 
penditures  of  Government  will  be  adminis¬ 
tered  with  the  utmost  thrift  and  frugality. 

That  is  what  I  wish  to  help  the  Presi¬ 
dent  do.  We  must  begin  that  thrift  and 
that  frugality  right  here- in  the  Halls  of 
Congress. 

The  budget  is  a  guide.  It  is  a  request. 
We  in  Congress  make  the  final  decision 
as  to  whether  the  request  will  be  granted. 
In  the  past  11  years,  Congress  has  ap¬ 
propriated  $32  billion  less  than  was  re¬ 
quested  by  the  President  of  the  United 
States  in  his  budget  requests. 

That  is  pretty  good  work,  but  not  good 
enough.  Mr.  President,  look  at  the  def- 


icts,  and  look  at  the  increasing  debt. 
The  record  of  Congress  in  reducing  the 
budget  has  not  been  good  enough.  I  say 
there  can  be  further  reductions.  I  also 
say  we  need  the  cooperation  of  the  Presi¬ 
dent  of  the  United  States,  along  with  the 
coordinated  activities  of  the  two  Houses 
of  the  Congress,  to  bring  about  the  re¬ 
ductions  that  will  be  necessary  to  move 
toward  a  balanced  budget  and  stability 
in  our  fiscal  situation. 

!  We  did  a  better  job  in  the  past  year 
than  we  did  theretofore.  We  reduced 
the  budget  last  year  by  $6  V2  billion.  That 
is  pretty  good.  That  amounted  to  more 
than  6  percent.  We  had  been  reducing 
it  during  the  other  years,  on  the  average, 
by  3.9  percent.  : 

If  we  are  to  move  toward  fiscal  respon¬ 
sibility,  we  will  have  to  cut  the  budget  by 
more  than  that. 

If  my  amendment  is  adopted,  it  will 
touch  every  person  who  receives  a  tax 
cut.  It  will  impress  them.  It  will  alert 
them.  I  am  talking  particularly  about 
the  little  people. 

I  had  a  letter  yesterday  from  the  kind 
of  person  I  am  talking  about.  This  little 
lady,  whom  I  do  not  know,  wrote  to  me: 

When  I  first  learned  of  the  $11  billion  tax 
cut,  I  was  pleased.  I  am  no  longer.  My  hus¬ 
band  is  regarded  as  making  an  average  sal¬ 
ary.  But  with  two  very  fast-growing  chil¬ 
dren  we  literally  live  from  one  Friday  to  the 
next.  The  only  time  we  go  out  for  enter¬ 
tainment  is  when  my  mother  visits  us  and 
is  available  to  babysit  and  give  us  the  money. 
Most  of  our  friends  are  in  the  same  financial 
bind.  We  certainly  do  not  want  the  little 
money  that  we  save  for  the  education  of  our 
children  to  disappear  because  of  the  value  of 
the  dollar  being  diminished. 

What  is  happening  to  the  dollar?  It  is 
depreciating  all  the  time.  It  has  depre¬ 
ciated  7  cents  since  the  Korean  war.  It 
depreciated  nearly  2  cents  in  the  last  3 
years.  It  has  depreciated  55  percent  in 
the  last  quarter  of  a  century.  A  dollar 
today  us  a  45-cent  dollar  based  on  its 
value  a  quarter  of  a  century  ago.  Who 
is  going  to  be  hurt?  When  the  dollar  is 
depreciated  it  hurts  the  little  people  who 
buy  Government  bonds,  the  widows,  and 
elder  citizens  who  draw  social  security. 
Also  the  fathers  and  mothers  who  are 
saving  to  educate  their  children — who 
are  saving  or  trying  to  save  enough 
money  to  provide  an  education  for  their 
children. 

Let  us  go  back  15  years.  Let  us  take 
$5,000  that  a  mother  and  father  have 
saved  to  send  little  Mary  or  little  Johnny 
to  college.  Let  us  assume  that  they 
bought  Government  bonds  15  years  ago. 
They  have  had  to  pay  income  tax  on  the 
interest  they  collected.  They  had  saved 
that  money  to  provide  an  education  for 
their  children.  The  cost  of  education 
has  increased  during  the  last  15  years. 
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A  couple  who  had  saved  $5,000  15  years 
ago  would  now  be  able  to  buy  only  two- 
thirds  of  the  education  that  they  would 
have  been  able  to  buy  for  their  children 
15  years  ago. 

That  is  what  we  are  doing  to  the  dollar. 
That  is  what  the  little  woman  wrote  me 
about. 

We  receive  from  the  Budget  and  the 
President  estimates  of  what  the  deficits 
will  be.  The  estimate  now  is  that  the 
deficit  will  be  $4,900  million  this  year. 
Let  me  give  the  Senate  a  little  history. 
When  we  provide  for  a  big  tax  cut  it  is  a 
very  weak  reed  upon  which  to  lean.  In 
the  past  9  years  the  budget  estimators 
missed  in  their  estimates  by  $41.1  billion. 
Only  $4.2  billion  of  that  was  on  the  plus 
side.  They  missed  on  the  deficit  side 
by  $36.9  billion.  In  other  v/ords,  we  had 
deficits — we  went  into  debt  in  those  9 
years  by  $36.9  billion  more  than  the 
budget  calculators  had  estimated.  So 
budget  estimates  like  that  are  not  very 
reliable. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McCLELLAN.  I  shall  be  glad  to 
yield  in  a  moment.  I  should  like  to  fin¬ 
ish  another  point  first. 

Another  argument  for  making  an  $11 
billion  tax  cut  is  that  the  cut  will  put 
the  money  in  the  stream  of  public  spend¬ 
ing  and  into  the  private  economy,  and 
will  engender  financial  growth  that -will 
provide  revenues  sufficient  to  offset  any 
deficit,  and  to  balance  the  budget.  Let 
me  give  the  Senate  a  little  history  on 
that.  The  last  experience  we  had  with 
reducing  taxes,  in  1954,  by  an  estimated 
$7.4  billion  shows  what  is  likely  to  hap¬ 
pen.  Let  us  see  what  happened  during 
the  next  5  years  after  1954 — after  a  $7.4 
billion  tax  reduction.  What  happened 
to  the  stimulation  of  our  economy?  In 
the  next  5  years  we  had  two  surpluses. 
We  had  two  balanced  budgets,  with  a 
total  surplus  of  $3.2  billion  for  the  2 
years. 

That  was  the  total  for  2  years.  Dur¬ 
ing  the  other  3  years,  the  deficits  totaled 
$19.4  billion.  Thus,  a  $7,400  million  tax 
cut,  as  recently  as  1954,  produced  in  the 
next  5  years  net  deficits  in  the  amount  of 
$16.2  billion.  Are  we  proposing  now  to 
duplicate  that  performance — I  think 
something  similar  to  that  will  be  the  re¬ 
sult  of  the  passage  of  this  bill — I  say  we 
cannot  rely  on  the  budget  estimates,  nor 
can  we  rely  on  this  kind  of  pump  priming 
to  stimulate  the  economy  to  the  point 
where  it  will  be  dependable  for  a  sound 

flcpol  nnlirv 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McCLELLAN.  I  yield. 

Mr.  LAUSCHE.  I  have  before  me  the 
Budget  in  Brief  for  fiscal  year  1965.  On 


page  81  is  a  tabulation  of  the  deficits  and 
surpluses,  respectively,  that  the  Govern¬ 
ment  has  suffered  and  enjoyed  from  1789 
down  to  this  year.  According  to  the 
tabulation,  in  1954,  a  $7,700  million  tax 
cut  was  made  in  the  Eisenhower  admin¬ 
istration,  designed  to  stimulate  the  econ¬ 
omy.  In  1955,  the  first  year  after  the  tax 
cut  went  into  effect,  the  deficit  was  $4,180 
million.  In  1956,  the  surplus  was  $1,626 
million.  In  1957,  the  surplus  was  $1,596 
million. 

Then  we  came  to  1958.  That  was  the 
year  in  which  the  greatest  stimulating 
effect  upon  the  growth  of  the  economy 
was  to  take  place.  Yet  in  1958  there  was 
a  deficit  of  $2,819  million.  In  1959,  the 
deficit  was  $12  billion. 

Mr.  McCLELLAN.  Maybe  some  of  our 
Democratic  friends  will  want  to  blame 
that  $12  billion  on  the  Republicans. 
Those  who  want  to  spend  may  blame  that 
on  the  Republicans.  But  follow  through 
to  the  last  estimate,  that  for  1963.  The 
deficit  under  a  Democratic  administra¬ 
tion  was  $6.7  billion. 

Mr.  LAUSCHE.  The  point  I  wish  to 
make  is  that  in  1954  the  word  was  spread 
throughout  the  country  that  a  $7.7  billion 
tax  cut  would  be  provided;  that  the  re¬ 
sult  would  be  greater  employment, 
greater  investment  in  industry,  a  greater 
amount  of  purchasing  of  consumer  goods, 
and  a  reduced  outflow  of  gold.  That  was 
the  argument  in  1954. 

But  what  happened  in  the  4  subsequent 
years  completely  demonstrated  that  that 
argument  was  false.  There  were  2  years 
when  there  were  surpluses.  In  1956  the 
surplus  was  $1,626  million.  In  1957,  the 
surplus  was  $1,590  million. 

But  in  1958,  the  deficit  was  $2,819  mil¬ 
lion.  In  1959,  the  deficit  was  $12  billion. 

What  if  such  deficits  should  occur  as 
a  result  of  the  proposed  tax  cut?  What 
would  be  our  situation?  Instead  of  Hel¬ 
ler  being  right  in  saying  that  the  more 
we  spend  and  the  less  taxes  we  pay,  the 
better  off  we  will  be,  he  is  proved  com¬ 
pletely  wrong  as  to  what  would  be  the  sit¬ 
uation  for  the  annuitant,  the  pensioner, 
the  person  who  has  a  few  dollars  in  the 
bank,  the  person  who  had  bought  Gov¬ 
ernment  bonds.  That  is  what  bothers 
me  about  the  proposed  tax  cut. 

Mr.  McCLELLAN.  That  is  what  has 
caused  us  much  trouble. 

During  the  course  of  the  debate,  since 
the  bill  has  been  under  consideration 
by  the  Senate,  proposals  to  eliminate 
excise  taxes  have  been  rejected  one  after 
another.  Why?  Because  the  Govern¬ 
ment  needs  the  money — and  everyone 

[P.  2264 ] 

has  said  so.  Why  is  the  money  needed? 
Because  there  can  be  no  spending  ex- 
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cept  on  a  credit  without  the  money. 
There  cannot  be  such  great  spending  if 
there  is  a  larger  tax  cut  to  include  excise 
taxes. 

Why,  In  view  of  the  great  injustice 
that  has  been  cited  to  us  with  respect 
to  some  of  these  excise  tax  cuts,  can 
we  not  have  them?  I  will  tell  you  why. 
It  is  because  of  too  much  spending. 
That  is  why  there  cannot  be  an  elim¬ 
ination  of  excise  taxes  on  ladies’  purses, 
perfume,  jewelry,  ball  point  pencils, 
cabaret  and  theater  tickets,  and  many 
other  items  on  which  there  is  an  excise 
tax.  Money  is  needed  for  spending;  that 
is  why  the  excise  taxes  are  not  removed. 

What  is  the  answer?  If  we  want  to 
do  justice  to  those  people,  and  enable 
them  to  buy  more  of  the  goods  that  are 
now  taxed,  it  will  be  necessary  to  get 
rid  of  these  excise's,  which  are  a  nui¬ 
sance,  by  reducing  spending. 

It  is  said  that  the  excise  taxes  were 
imposed  in  a  time  of  emergency.  They 
were.  But  Congress  continues  to  per¬ 
petuate  the  emergency,  not  because  of 
war,  not  because  of  defense  spending, 
but  because  of  excessive  nondefense 
spending. 

Look  at  the  record.  Our  spending 
problem  today  is  not  due  to  defense. 
Defense  spending  has  risen  only  about 
12.8  percent  in  recent  years.  I  will  place 
the  exact  figure  in  the  Record.  But 
nondefense  spending  has  risen  113  per¬ 
cent  in  the  same  period  of  time. 

If  we  want  to  have  a  sound  economy, 
if  we  want  a  stable  economy,  an  econ¬ 
omy  that  can  be  relied  upon,  without 
peaks  or  valleys,  let  us  start  to  reduce 
Government  spending.  That  is  where 
the  start  must  be  made.-  Cut  out  the 
fat  in  Government  spending. 

The  rise  in  defense  spending  since 
1954 — a  period  of  10  years — has  been 
12.8  percent.  Nondefense  spending  has 
increased  by  113.7  percent  in  the  same 
period.  That  is  our  real  trouble,  and 
it  is  in  that  area  where  reductions  can 
and  should  be  made. 

We  are  told  that  it  is  the  war  scare 
that  is  causing  so  much  spending  and 
causing  budgets  to  be  out  of  balance. 
I  say  it  is  not;  and  the  record  refutes 
any  assertion  that  it  is. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Arkansas  yield? 

Mr.  McCLELLAN.  I  yield  to  the  Sen¬ 
ator  from  Ohio. 

Mr.  LAUSCHE.  I  have  always  been 
impressed  by  the  statement  made  by  the 
arch  designer  of  this  modern  approach 
to  economics.  I  quote  Mr.  Heller ; 

Yes,  that  does  indicate  an  enormous  need 
for  public  education  in  economics,  economic 
policy,  and  tax  policy.  I  think  it  is  quite 
remarkable  that  the  basic  puritan  ethic  of 
the  American  people  should  be  such  that 


they  want  to  deny  themselves  tax  cuts  be¬ 
cause  of  their  fear  of  deficits  and  additions 
to  the  national  debt. 

Mr.  McCLELLAN.  The  public  at  large 
is  a  little  smarter  than  Mr.  Heller,  when 
he  advocates  deficit  spending  and  Ir¬ 
responsibility  in  order  to  create  pros¬ 
perity,  for  that  is  what  it  seems  to  me  he 
is  saying. 

Mr.  LAUSCHE.  “Puritanical”  means 
honest  adherence  to  integrity.  The 
American  people  want  to  adhere  to  in¬ 
tegrity  in  the  management  of  their  pub¬ 
lic  business.  But  the  statement  I  just 
read  seems  to  suggest  a  casting  aside  of 
puritanical  morality  and  the  acceptance 
of  deficits  an  additions  to  the  national 
debt  without  fear  of  complaint. 

Mr.  McCLELLAN.  I  will  cite  another 
illustration.  It  is  said  that  the  tax  cut 
will  result  in  an  increase  in  the  gross  na¬ 
tional  product.  The  increase  in  gross 
national  product  between  1963  and  1964 
was  $31  billion.  How  much  Federal 
revenue  did  that  produce?  Two  billion 
dollars.  Now  it  is  said,  according  to  the 
most  optimistic  budget  estimate,  the 
gross  national  product  will  rise  to  $623 
billion.  It  rose  $31  billion  in  1963. 

Now  they  say  there  will  be  a  rise  of 
$38  billion,  and  that  it  will  take  up  a  lot 
of  the  slack — by  doing  what?  By  making 
a  tax  reduction,  and  by  pouring  the 
money  into  private  channels.  They  say — 
the  budget  and  the  administration’s 
economists  say — that  the  gross  national 
product  will  increase  by  $38  billion — that 
is  their  figure,  not  mine. 

Mr.  President,  if  an  increase  of  $31 
billion  in  the  gross  national  product  pro¬ 
duced  only  $2  billion  in  revenue  in  1963, 
how  can  Senators  expect  $38  billion  in¬ 
crease  in  the  gross  national  product  in 
1964,  with  reduced  tax  rates,  to  produce 
any  more? 

I  say  we  are  going  down  the  wrong 
road,  and  I  will  not  vote  to  travel  in  that 
direction. 

Mr.  DOMINICK.  Mr.  President,  will 
the  Senator  from  Arkansas  yield? 

Mr.  McCLELLAN.  I  yield  for  a  ques¬ 
tion. 

Mr.  DOMINICK.  First  I  wish  to  say  I 
agree  with  the  statement  of  the  Senator 
from  Arkansas. 

I  have  been  asked  this  question:  If  the 
Senator’s  amendment  is  adopted,  how 
can  people  plan  on  what  their  overall 
or  individual  budgets  will  be,  if  they  do 
not  know  what  their  tax  rates  will  be, 
and  if  they  have  to  wait  until  Congress 
determines  them? 

Mr.  McCLELLAN.  They  will  know 
them  the  next  year. 

Mr.  DOMINICK.  That  is  correct. 

Mr.  McCLELLAN.  But,  as  I  have  said, 
the  father  of  Little  Mary,  back  home. 
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who  is  trying  to  save  money  for  her  edu¬ 
cation,  and  the  pensioner,  and  the  aver¬ 
age  wage  earner  and  the  average  salaried 
worker  will  be  very  much  interested,  and 
they  will  be  alerted,  and  they  will  be 
writing  to  their  Congressmen  and  saying 
to  them,  “Hold  down  that  budget.  I  do 
not  want  my  taxes  to  be  raised  again.” 
They  will  have  that  direct  interest;  and 
I  am  persuaded  that  they  will  manifest 
it,  if  that  situation  develops. 

Mr.  DOMINICK.  Then  I  understand 
that  the  Senator  from  Arkansas  believes 
his  amendment  will  create  an  incentive 
to  keep  expenditures  low,  and  thus  make 
it  possible  to  keep  the  tax  rates  low. 

Mr  McCLELLAN.  Not  only  that,  but 
I  point  out  that  the  same  will  have  to  be 
done  in  connection  with  the  debt -ceiling. 
If  an  authorization  for  an  increase  in  the 
debt  ceiling  is  justified,  they  will  have  to 
show  that  it  is  justified.  If  my  amend¬ 
ment  is  adopted,  we  will  require  the  ad¬ 
ministration  to  justify  an  increase  in 
expenditures  in  excess  of  ^$100  billion 
and  to  make  their  case  for  it,  before  we 
will  allow  Federal  expenditures  to  exceed 
$100  billion  in  any  one  fiscal  year. 

Mr.  President,  we  need  a  reduction  of 
expenditures  as  much  as  we  need  a  re¬ 
duction  in  taxes.  A  reduction  in  ex¬ 
penditures  will  help  us  move  toward  a 
balanced  budget  and  stability;  and  that 
will  do  more  to  strengthen  the  dollar 
and  to  stimulate  investment  confidence 
than  will  a  tax  cut  that  spirals  the  na¬ 
tional  debt  to  dizzier  heights,  while  ex¬ 
cessive  and  improvident  Government 
spending  continues  unimpeded  and  un¬ 
abated. 

Recurring  heavy  deficits,  such  as  we 
have  accumulated  in  recent  years,  can 
:  only  produce  hindrances  and  serious 
roadblocks  to  sustained  progress  and 
prosperity. 

Mr.  President,  We  need  a  tax  cut;  on 
that  point,  all  of  us  agree.  I  am  not 
just  arguing  against  making  a  tax  cut, 
for  we  do  need  one.  'But  both  spending 
and  taxes  are  too  high,  and  both  spend¬ 
ing  and  taxes  should  be  reduced. 

Unfortunately,  it  is  not  now  proposed 
that  we  do  anything  about  reducing  the 
governmental  spending;  we  are  not  pro¬ 
posing  to  treat  the  two  problems  equal¬ 
ly  and  simultaneously,  whereas  in  fact 
they  are  interrelated  and  inseparable,  as 
we  must  realize  and 'concede  when  we 
weigh  or  evaluate  the  soundness  of  the 
Federal  budget  and  of  our  fiscal  policy. 

While  we  are  trying  to  remedy  the  one 
situation — too  high  taxes — we  are  vir¬ 
tually  ignoring  the  other — too  high  ex¬ 
penditures — and,  in  my  judgment,  the 
result  will  be  to  seriously  aggravate  the 
spending  and  deficit  problem,  particular¬ 
ly  will  it  result  in  larger  deficit  spend¬ 
ing.  The  impact  of  the  tax  cut  could 


readily  aggravate  the  spending  problem 
by  enlarging  the  annual  deficits  and, 
thereby,  further  pyramiding  the  national 
debt.  Therein  lies  the  danger. 

So  the  pending  bill  will  require  us 
to  take  a  big  gamble;  let  us  make  no 
mistake  about  that. 

Everyone  knows  that,  at  the  present 
time  the  national  debt  is  $308  billion; 
and  it  is  calculated  that  by  the  end  of 
next  year  it  is  expected  to  be  $317  billion. 
This  situation  has  a  definite  impact  on 
the  value  and  deterioration  of  the  dollar; 
it  means  that  creeping  inflation  is  a  pres¬ 
ent  and  a  nagging  reality;  and  the  seeds 
of  spiraling  inflation  lurk  menacingly  in 
mounting  indebtedness  and  deficit 
spending. 

To  the  extent  that  we  are  charging 
this  tax  reduction  into  the  Federal  debt, 
we  are  increasing  the  inflationany  pres¬ 
sures  and  are  further  depreciating  the 
value  of  the  dollar. 

Any  cut  in  taxes  on  borrowed  mon¬ 
ey — and  that  is  what  we  are  proposing — 
is  a  shirking  of  responsibility  that  will 
saddle  on  future  generations  a  cost  of 
government  that  we  ourselves  would 
bear. 

How  can  we  have  a  legitimate  tax  cut? 
The  answer  is  by  earning  it. 

[P.  2265 ] 

.  That  is  the  right  way  to  do  it.  How 
do  we  earn  it?  We  earn  it  by  reducing 
Federal  expenditures.  Can  that  be 
done?  Yes.  Last  year  we  reduced  the 
budget  $6V2  billion;  we  reduced  the  ap¬ 
propriations  for  the  State  Department, 
the  Justice  Department,  and  the  Com¬ 
merce  Department  151/2  percent  under 
their  requests.  So  it  can  be  done. 

Undoubtedly  this  tax  bill  will  be  en¬ 
acted  into  law. 

As  a  result,  we  will  be  taking  a  tax  cut 
without  earning  it.  It  is  true  that  we 
have  the  power  to  take  it,  but  it  is  also 
true  that  we  have  not  earned  it. 

Mr.  President,  I  say  that  we  can  yet 
earn  it.  How?  By  reducing  spending 
and  by  refraining  from  enacting  new 
laws  that  will  create  additional  spend¬ 
ing  obligations. 

The  President’s  state  of  the  Union 
message  included  23  requests  for  new 
laws  and  for  expanded  programs.  If 
Congress  were  to  enact  those  laws  in 
the  first  year  they  went  into  effect,  they 
would  require  an  increase  of  $2,500  mil¬ 
lion  in  Government  expenditures.  Over 
a  period  of  5  years,  they  would  cost  an 
additional  $13,500  million — and  those 
are  underestimates,  ultraconservative 
estimates. 

Mr.  President,  I  do  npt  propose  to  go 
down  that  road.  I  will  vote  against  this 
tax  bill,  unless  we  include  a  provision 
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that  has  meaning,  be  effective,  and  be  a 
directive  to  hold  down  the  expenditures 
to  a  level  of  our  revenues  and  the 
economy. 

Senators  talk  about  economy;  and 
here  is  their  chance — if  they  still  favor 
the  tax  bill  and  if  they  are  going  to  vote 
for  it — to  vote  for  both  tax  reduction 
and  economy. 

But  in  my  judgment,  many  Senators 
will  turn  away  from  economy  in  voting 
for  this  measure.  If  Senators  vote  to 
include  in  the  bill  an  amendment  which 
simply  says,  “We  will  allow  the  Govern¬ 
ment  to  spend  $2,100  million  more  than 
it  is  spending  now,  as  it  could  do  under 
my  amendment,  then  Senators  will  be 
voting  for  economy. 

Mr.  President,  today  this  body  will 
make  a  most  important  decision.  Either 
the  Senate  will  decide  to  go  down  the 
road  to  more  reckless  spending,  or  the 
Senate  will  begin  to  apply  the  brakes, 
here  and  now.  Senators  must  make  that 
choice. 

Mr.  HRUSKA.  Mr.  President,  will  the 
Senator  from  Arkansas  yield  for  a  brief 
question? 

Mr.  McCLELLAN.  I  yield. 

Mr.  HRUSKA.  First,  I  wish  to  say 
that  I  support  the  amendment  of  the 
Senator  from  Arkansas,  and  I  shall  vote 
for  it. 

The  amendment  includes  the  phrase 
“the  net  administrative  budget  expendi¬ 
tures.”  Will  the  Senator  from  Arkansas 
explain  the  meaning  of  that  phrase? 
Does  it  relate  to  the  estimates  for  the 
1965  budget? 

Mr.  McCLELLAN.  The  amendment 
would  apply  to  the  expenditure  of  funds 
which  are  appropriated  each  year  by 
Congress.  There  are  carryover  appro¬ 
priations  and  obligational  authority. 
Those  would  come  within  the  proposaL 
But  trust  funds  and  other  similar  funds 
would  be  excluded.  The  amendment  ap¬ 
plies  to  the  money  that  Congress  appro¬ 
priates.  The  administration  comes  to 
Congress  to  obtain  authority  to  make  ob¬ 
ligations. 

Mr.  HRUSKA.  Does  the  amendment 
apply  to  the  obligational  authority  or 
the  cash  expenditures  during  the  fiscal 
year? 

Mr.  McCLELLAN.  It  applies  to  ex¬ 
penditures  during  the  fiscal  year. 

Mr.  HRUSKA.  The  present  budget 
estimates  Government  expenditures  of 
$97.9  billion. 

Mr.  McCLELLAN.  That  is  what  the 
President  has  said  he  would  like  to  spend, 
not  the  amount  for  which  he  has  asked 
obligational  authority.  The  amend¬ 
ment  is  tied  to  the  spending  and  not  to 
the  obligational  authority. 

Mr.  HRUSKA.  So  if  spending  actu¬ 


ally  remained  at  $97.9  billion,  it  would 
be  within  the  limits  placed -by  the  Sen¬ 
ator. 

Mr.  McCLELLAN.  Yes.  If  expendi¬ 
tures  stayed  at  $100  billion  on  the  penny, 
the  tax  benefits  would  remain;  but  if  the 
amount  should  go  one  penny  over  $100 
billion,  the  amendment  would  apply. 

Mr.  HRUSKA.  We  are  told  that  capi¬ 
tal  assets  to  the  extent  of  $2.3  billion  will 
be  sold  during  the  fiscal  year. 

Mr.  McCLELLAN.  The  amendment 
would  not  include  those  capital  assets. 
The  administration  can  still  sell  those. 
We  are  giving  the  administration  a  great 
deal  of  leeway. 

Mr.  HRUSKA.  When  the  assets  were 
sold,  would  not  the  money  received  be 
used  to  increase  the  income  of  the  Treas¬ 
ury?  Would  it  not  be  used  to  reduce  the 
spending  and,  therefore,  if  that  amount 
were  added  to  the  $97.9  billion,  the  total 
would  exceed  $100  billion? 

Mr.  McCLELLAN.  The  total  would 
exceed  that  amount,  but  I  have  excluded 
those  sales.  The  administration  has 
said  that  in  addition  to  what  would  be 
received  from  those  sales,  it  wants  $97.9 
billion. 

Mr.  HRUSKA.  My  point  is  that  the 
net  administrative  budget  expenditures 
are  now  exceeded  by  the  President’s  own 
calculations,  because  to  the  $97.9  billion 
there  must  be  added  the  $2.3  billion. 

-  Mr.  McCLELLAN.  That  amount 
would  not  be  included  under  the  amend¬ 
ment.  Those  funds  would  be  received 
from  the  sale  of  assets,  and  the  money 
received  from  the  sales  of  assets  would 
not  be  included  in  the  $100  billion  figure 
contained  in  the  amendment. 

Mr.  HRUSKA.  Would  items  like  the 
REA  be  included?  The  legislative  au¬ 
thority  will  be  asked  of  the  Congress - 

Mr.  McCLELLAN.  When  the  money 
is  spent,  it  will  be  included. 

Mr.  HRUSKA.  The  money  received 
by  REA  in  repayment  of  loans  already 
made  will  be  available  for  expenditure 
by  the  REA  without  reporting  thein  in 
the  appropriation  process.  Would  that 
be  included? 

Mr.  McCLELLAN.  No,  it  would  not 
be  included.  I  have  in  my  hand  a  docu¬ 
ment  setting  forth  a  full  explanation  as 
to  the  trust  funds.  The  amendment 
would  not  apply  to  them.  The  amend¬ 
ment  refers  to  money  resulting  from  ap¬ 
propriations  which  the  President  gets,  or 
the  obligational  authority  for  which  he 
gets  us  to  grant  an  appropriation  later. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McCLELLAN.  I  yield. 

Mr.  LAUSCHE.  The  fear  I  have  about 
selling  capital  assets  is  that  we  would 
be  selling  capital  to  finance  current  oper¬ 
ations.  When  the  sale  of  capital  as- 
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sets  has  been  completed  and  we  must 
then  draw  on  current  taxation,  that  is 
the  time  we  will  get  into  real  trouble. 

Mr.  HRUSKA.  I  thank  the  Senator. 

Mr.  McCLELLAN.  Mr.  President,  I 
should  like  to  reserve  a  little  time.  I  ask 
unanimous  consent  that  certain  charts 
supporting  the  figures  that  I  have  stated, 
and  explanations  of  subsections  of  the 
amendment,  be  printed  at  this  point  in 
the  Record. 


There  being  no  objection,  the  charts 
and  explanations  were  ordered  to  be 
printed  in  the  Record,  as  follows: 

The  1954  Tax  Cut 

Previously,  the  largest  tax  cut  in  history 
was  $7.4  billion  in  1954.  At  that  time,  as 
now,  administration  officials  stated  that  this 
cut  would  greatly  stimulate  the  economy  and 
result  ultimately  in  a  better  budget  bal¬ 
ance. 

Let  us  examine  the  record  for  a  5-year 
period  following  that  cut: 
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»  Latest  estimate.  Chart  shows  net  error  (or  difference)  of  $36.9  billion— $41.1  billion  on  the  minus  side, 

Deficits  $3.9  billion  more  than  Budget  predicted;  nearly  $4  billion  per  year  average  U'2  biUlon  on  the  plus  sido-  Period  covered,  fiscal  1955  through  fiscal  1964. 


Comparison  of  revenue  estimates  for  1965  and  gross  national  product  compared  to  actual  revenue  and  gross  national  product  for  fiscal 
1963  and  1964: 
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EXPLANATION  OP  SUBSECTION  (C)  OF 
AMENDMENT 

Under  the  provisions  of  subsection  (a)  of 
the  amendment,  when  net  administrative 
budget  expenditures  exceed  $100  billion,  the 
sections  of  the  Internal  Revenue  Code  which 
are  amended  by  the  bill  to  provide  rate  re¬ 
duction  will  again  apply  as  If  this  bill  had 
not  been  enacted;  that  Is,  as  if  those  sec¬ 
tions  had  not  been  amended.  One  of  the 
rate  sections  amended  by  the  bill  is  section 
11(b)  of  the  Internal  Revenue  Code  which 
contains  the  rate  of  normal  tax  on  corpora¬ 
tions.  Under  the  language  of  that  section  as 
it  now  exists,  the  rate  of  normal  tax  for 
years  beginning  before  July  1,  1964,  is  30 
percent,  and  for  years  beginning  after  June 
30,  1964,  is  25  percent.  This  25-percent  rate 
when  added  to  the  22-percent  rate  of  cor¬ 
porate  surtax  under  existing  law  would  give 
a  combined  corporate  income  tax  rate  of  47 
percent,  or  a  reduction  of  5  percent  from 
the  combined  52-percent  rate  which  has 
been  in  effect  for  many  years  under  yearly 
extensions  by  the  Congress  of  the  30-percent 
normal  tax  rate. 

This  subsection  of  the  amendment  pro¬ 
vides  that,  if  net  administrative  budget  ex¬ 
penditures  exceed  $100  billion  and  the  pro¬ 
visions  of  existing  law  apply  as  if  the  bill 
had  not  been  enacted,  the  rate  of  corporate 
normal  tax  1s  to  be  30  percent,  the  normal 
tax  rate  paid  by  corporations  for  many  years. 
This,  when  combined  with  the  existing  sur¬ 
tax  rate  of  22  percent,  would  continue  in  ef¬ 
fect  the  combined  62-percent  corporate  in¬ 
come  tax  rate. 

EXPLANATION  OF  SUBSECTION  (d)  OF 
AMENDMENT 

Section  21  of  the  Internal  Revenue  Code 
provides,  in  effect,  that  when  income  tax 
rates  change  during  a  particular  taxpayer’s 
taxable  year,  he  determines  his  income  tax 
liability  for  that  taxable  year  according  to 
the  number  of  days  in  his  taxable  year  during 
which  the  old  rates  were  in  effect  and  the 
number  of  days  during  which  the  new  rates 
are  in  effect.  Thus,  if  tax  rates  are  reduced, 
such  taxpayer  gets  the  benefit  of  the  rate  re¬ 
duction  for  the  portion  of  his  taxable  year 
after  the  tax  rates  change,  and  he  does  not 
have  to  wait  until  his  next  taxable  year 
begins.  Likewise,  if  tax  rates  are  increased, 
such  taxpayer  pays  at  the  increased  tax 
rates  for  the  period  of  his  taxable  year  after 
the  rate  increase. 

This  subsection  of  the  amendment  merely 
provides  that  these  provisions  of  section  21 
of  the  Internal  Revenue  Code  shall  also  apply 
to  the  changes  in  the  rates  of  tax  which  will 
take  effect  under  the  provisions  of  this 
amendment,  if  net  administrative  budget  ex¬ 
penditures  exceed  $100  billion. 

Mr.  McCT.ET.LAN.  Mr.  President,  I 
yield  the  floor.  I  suppose  the  time  is 
running  and  being  charged  against  the 
other  side. 

Mr.  LAUSCHE.  Mr.  President,  I  in¬ 
tend  to  suggest  the  absence  of  a  quorum. 

Mr.  McCJjELLAN.  The  time  necessary 
for  the  quorum  call  will  come  from  the 
time  of  one  side  or  the  other. 


Mr.  ERVIN.  Perhaps  some  Senator 
will  yield  time  to  me. 

Mr.  MORTON.  The  Senator  from 
Louisiana  [Mr.  Long]  is  supposed  to  be 
in  charge  of  the  time  available  on  the 
opposite  side  of  the  amendment.  How 
much  time  does  the  Senator  desire? 

Mr.  ERVIN.  Not  more  than  15 
minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Louisiana  [Mr.  Long]  has 
50  minutes  remaining. 

Mr.  MORTON.  Mr.  President,  at  the 
risk  of  being  criticized  by  my  beloved 
colleague,  I  yield  to  the  distinguished 
Senator  from  No&h  Carolina  15  minutes. 

Mr.  ERVIN.  Mr.  President,  Federal 
taxes  are  too  high.  They  rob  virtually 
every  American  of  the  economic  right 
to  retain  a  fair  share  of  the  fruits  of  his 
labor  for  himself  and  his  family,  and  in 
that  way,  substantially  impair  the  in¬ 
centive  which  makes  the  free  enterprise 
system  work.  For  this  reason,  I  would 
welcome  an  opportunity  to  vote  for  a 
bill  which  would  reduce  Federal  taxes 
in  a  manner  consistent  with  sound  eco¬ 
nomics  and  good  government. 

The  so-called  tax  reduction  bill,  H.R. 
8363,  undertakes  to  reduce  Federal  taxes. 
Candor  compels  me  to  confess,  however, 
that  this  bill  undertakes  to  reduce  such 
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taxes  in  a  manner  incompatible  with 
sound  economics  and  good  government. 
The  bill  undertakes  to  reduce  taxes  when 
the  Federal  Government  is  operating  in 
the  red,  and  thus  is  repugnant  to  the 
sound  principle  that  government  should 
balance  its  budget  in  a  time  of  compara¬ 
tive  peace  and  prosperity.  The  bill  ig¬ 
nores  the  obvious  truth  that  Federal 
taxes  are  too  high  simply  because  Fed¬ 
eral  expenditures  are  too  high  and  does 
not  limit  in  any  way  the  spiraling  cost  of 
Federal  Government,  which  has  in¬ 
creased  by  $30  billion  since  the  end  of 
the  Korean  conflict.  Incidentally,  the 
major  portion  of  this  increase;  that  is, 
$23  billion  has  been  for  civilian  rather 
than  military  purposes. 

The  Federal  Government  can  justify 
spending  in  excess  of  its  tax  revenues  for 
necessary  purposes  in  times  of  actual  war 
or  severe  economic  depression.  No 
amount  of  economic  or  political  sophist¬ 
ry,  however,  can  erase  the  simple  truth 
that  it  is  folly  for  the  Federal  Govern¬ 
ment  to  do  so  in  times  of  comparative 
peace  and  prosperity. 

The  tragic  truth  is  that  during  26  of 
the  last  32  fiscal  years,  the  expenditures 
of  the  Federal  Government  have  exceed¬ 
ed  its  tax  revenues.  As  a  result,  the  na¬ 
tional  debt  of  the  United  States  has  in¬ 
creased  to  more  than  $300  billion  and 
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now  exceeds  the  combined  national  debts 
of  all  the  other  nations  on  the  earth. 
The  anual  interest  on  this  national  debt 
now  totals  approximately  $11  billion. 

For  these  reasons,  the  financial  house 
of  the  Federal  Government  is  now  in  sad 
disarray.  The  Federal  Government  has 
available  to  it  two — and  only  two — intel¬ 
ligent  ways  in  which  to  set  its  financial 
house  in  order. 

It  should  either  increase  its  taxes  to 
match  its  expenditures  or  reduce  its  ex¬ 
penditures  to  match  its  tax  revenues. 
Unfortunately,  however,  the  Federal 
Government  apparently  lacks  the  forti¬ 
tude  to  do  either  of  these  things.  The 
first  would  be  too  displeasing  to  taxpay¬ 
ers  who  are  already  overburdened,  and 
the  second  would  be  displeasing  to  the 
individuals,  groups,  institutions,  commu¬ 
nities,  and  foreign  nations  who  crave 
Federal  dollars  for  purposes  too  numer¬ 
ous  to  mention. 

Instead  of  attempting  to  sets  its  finan¬ 
cial  house  in  order  in  either  of  the  two 
intelligent  ways  available  to  it,  the  Fed¬ 
eral  Government  seeks  what  it  conceives 
to  be  an  easy  and  painless  way  of  escape 
from  its  financial  dilemma  by  means  of 
the  so-called  tax  reduction  bill,  H.R. 
8363,  which  deepens  its  deficits  and 
heightens  its  debts  in  a  period  of  com¬ 
parative  peace  and  prosperity  when  its 
spiraling  expenditures  already  largely 
exceed  its  tax  revenues  under  existing 
laws. 

When  men  engage  in  folly,  they  always 
lay  the  flattering  unction  to  their  souls 
that  their  folly  will  produce  good. 

To  justify  the  passage  of  the  so-called 
tax  reduction  bill,  those  who  rule  in 
Washington  invoke  the  economic  fallacy 
which  has  brought  the  Federal  Govern¬ 
ment  to  its  present  unhappy  financial 
plight.  They  assert  that  the  Federal 
Government  and  the  people  can  easily 
and  painlessly  spend  their  way  to  pros¬ 
perity  and  increased  revenues  and  bal¬ 
anced  budgets. 

-  If  this  theory  had  any  substance,  the 
Federal  Treasury  would  be  overflowing 
at  this  moment  with  tax  revenues,  for 
those  who  rule  in  Washington  have  fol¬ 
lowed  it  with  constancy  for  a  generation. 

We  are  hearing  once  again — in  in¬ 
creased  tempo — the  siren  song  which  in¬ 
duced  Congress  to  pass  the  tax  reduction 
bill  effective  January  1,  1954.  At  that 
time,  Congress  was  assured  by  those  who 
assert  the  Foderal  Government  and  the 
people  can  spend  their  way  to  prosperity 
and  increased  revenues  and  balanced 
budgets,  that  the  tax  cut  of  January  1, 
1954,  would  stimulate  the  economy  to 
such  an  extent  that  lower  tax  rates  would 
produce  increased  Federal  tax  revenues 
and  enable  the  Federal  Government  to 
balance  its  budget.  Unfortunately,  how¬ 


ever,  those  who  made  these  rosy  predic¬ 
tions  at  that  time  are  now  numbered 
among  the  false  prophets.  This  is  true 
because  the  deficits  incurred  since  the 
passage  of  that*  tax  reduction  bill  and 
those  prophesied  by  the  Treasury  for  this 
fiscal  year  and  next  will  total  $46.4 
billion. 

The  so-called  tax  reduction  bill  calls  to 
mind  an  ancient  story  concerning  a  pro¬ 
posal  allegedly  made  in  the  British  Par¬ 
liament  a  generation  or  more  ago  that 
an  immense  amount  of  bonds  should  be 
issued  for  immediate  expenditure  and 
that  payments  upon  the  principal  of  such 
bonds  should  not  commence  for  50  years. 

One  member  of  Parliament  arose  and 
opposed  the  proposal  on  the  ground  that 
it  was  not  fair  to  posterity.  The  author 
of  the  proposal  then  arose  and  replied: 

Posterity  has  never  done  anything  for  me 
and  I  don’t  propose  to  do  anything  for  pos¬ 
terity.  Furthermore,  posterity  can’t  vote  in 
the  next  election. 

For  the  reasons  I  have  given,  I  cannot 
reconcile  the  so-called  tax  reduction  bill 
with  sound  economics  and  good  govern¬ 
ment.  Moreover,  I  do  not  believe  that 
the  bill  is  fair  to  posterity  because  it  in¬ 
dicates  that  those  who  rule  in  Washing¬ 
ton  have  no  present  intention  to  make 
any  reasonable  effort  at  any  time  within 
the  foreseeable  future  to  reduce  our 
enormous  national  debt. 

These  things  being  true,  I  cannot  vote 
for  the  so-called  tax  reduction  bill,  not¬ 
withstanding  my  conviction  that  Federal 
taxes  are  too  high  and  ought  to  be  re¬ 
duced  in  a  proper  manner. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  ERVIN.  I  am  glad  to  yield. 

Mr.  LAUSCHE.  I  do  not  quite  under¬ 
stand  what  application  the  failure  of 
posterity  to  vote  in  1964  has  to  the  meas¬ 
ure  before  us. 

Mr.  ERVIN.  All  I  can  say  is  that  the 
most  tragic  discovery  ever  made  by  poli¬ 
ticians  was  that  unborn  generations 
could  not  vote;  that  made  the  politicians 
willing  to  spend  the  money  of  future  gen¬ 
erations,  because  they  could  do  so  with 
impunity,  knowing  that  future  genera¬ 
tions  cannot  vote  at  the  next  election. 

Mr.  LAUSCHE.  Does  the  Senator  feel 
that  perhaps  the  political  election  of  1964 
has  some  influence  upon  what  is  being 
done  on  this  bill? 

Mr.  ERVIN.  I  believe  this  bill  in¬ 
dicates  an  unwillingness  on  the  part  of 
those  who  rule  in  Washington  to  levy 
sufficient  taxes  to  meet  expenditures  for 
fear  they  might  offend  taxpayers,  and 
an  unwillingness  on  their  part  to  reduce 
Government  expenditures  to  the  amount 
of  tax  revenues  for  fear  they  might 
offend  individuals,  institutions,  certain 
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groups,  and  foreign  countries  which 
crave  tax  dollars  from  the  U.S.  Treasury 
for  purposes  too  numerous  to  enumerate 
at  this  time. 

Mr.  LAUSCHE.  The  argument  has 
been  made  that  if  we  spend  more  than 
we  tax,  that  is  evil;  but  if  we  tax  less  than 
we  spend,  that  is  a  virtue.  I  would  like 
to  have  the  Senator  from  North  Caro¬ 
lina  comment  on  that. 

Mr.  ERVIN.  I  do  not  accept  that  as 
a  correct  theory,  but  I  would  have  to 
admit  that  it  is  the  economic  theory  that 
has  been  followed  at  the  Washington 
level  for  a  number  of  years. 

Mr.  MUNDT.  Mr.  President,  will  the 
Senator  yield  to  me? 

Mr.  McCLELLAN.  Let  us  see  if  the  . 
other  side  wants  to  use  any  time. 

Mr.  MUNDT.  I  am  on  the  side  of  the 
Senator  from  Arkansas. 

Mr.  SMATHERS.  We  are  going  to 
speak  on  this  side,  but  we  do  not  want  to 
yield  time  to  those  against  us. 

Mr.  McCULLOCH.  I  suggest  that 
someone  on  his  side  speak  for  a  few 
minutes. 

Mr.  SMATHERS.  I  am  willing  to  yield 
back  the  remainder  of  my  time. 

Mr.  McCLELLAN.  Let  us  hear  from 
the  Senator’s  side  for  2  or  3  minutes. 

Mr.  President,  I  yield  2  minutes  to  the 
Senator  from  South  Dakota  [Mr. 
Mundt]  .  . 

Mr.  MUNDT.  Mr.  President,  will  the 
Senator  from  Delaware  [Mr.  Williams] 
yield  me  1  minute  from  the  time  on  the 
bin?  . 

Mr.  WILLIAMS  of  Delaware.  I  yield 
1  minute  to  the  Senator  from  Arkansas. 

Mr.  MUNDT.  That  gives  me  3  min¬ 
utes. 

Mr.  McCLELLAN.  Two  minutes. 

Mr.  MUNDT.  Two  from  the  Senator 
from  Arkansas  and  one  from  this  side. 

Mr.  McCLELLAN.  Did  the  Senator 
receive  1  minute  from  that  side? 

Mr.  MUNDT.  Yes. 

Mr.  McCLELLAN.  Two  and  one  make 
three. 

Mr.  MUNDT.  That  is  the  soundest 
economic  observation  we  have  had  so  far 
during  the  tax  debate. 

Mr.  President,  it  seems  to  me  that  the 
opponents  of  the  McClellan  amendment 
must  either  have  no  argument  to  make 
against  it  or  that  they  are  reluctant  to 
expose  those  arguments  to  the  logic  of 
the  Senate  and  to  the  cross-examination 
of  debate. 

I  am  going  to  support  the  McClellan 
amendment  as  one  who,  while  he  has  not 
had  much  to  say  during  this  debate,  has 
listened  to  or  read  virtually  all  of  the 
debate,  and  has  finally  persuaded  him¬ 
self  to  vote  for  the  tax  cut  whether  the 
McClellan  amendment  prevails  or  not. 
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I  do  so,  however,  with  grave  doubt  and 
considerable  skepticism  about  the  valid¬ 
ity  of  the  new,  sophisticated  argument 
about  Federal  financing  which  holds  it 
wise  and  prudent  to  cut  taxes  and  in¬ 
crease  expenditures  at  the  same  time.  I 
think  the  Senator  from  Arkansas  [Mr. 
McClellan]  renders  a  distinct  contribu¬ 
tion  by  providing  a  prudent  safeguard 
whereby  we  can  give  this  new,  sophisti¬ 
cated  concept  of  Federal  financing  a 
chance  for  a  year  to  demonstrate  itself. 
If  it  demonstrates  itself  with  anywhere 
near  the  degree  of  success  that  its  op¬ 
timistic  advocates  assume  it  will,  there 
is  nothing  to  fear  from  the  McClellan 
amendment,  because  it  will  never  become 
operative.  It  becomes  operative  only  if 
the  predictions  as  they  are  presented  to 
us  by  the  advocates  of  tax  reduction  do 
not  prove  to  be  true.  Those  ardent  ad¬ 
vocates  of  this  new  and  novel  concept — 
budget  balancing  by  cutting  taxes  and 
expanding  expenditures — should  support 
the  McClellan  amendment  if  they  have 
confidence  in  their  own  arguments. 

In  addition,  I  support  the  McClellan 
amendment  because  it  employs  a  tried 
and  tested  economic  concept  which  is 
utilized,  for  example,  by  General  Motors 
in  the  escalator  clauses  of  their  wage 
contracts;  which  tends  to  utilize  the 
scientific  concept  of  an  index  number 
which  relates  expenditures  to  taxes.  I 
think  there  should  be  such  a  concept  in 
this  area  of  Federal  fiscal  policy.  The 
amendment  gives  an  index  number  of 
$100  billion,  in  order  to  preserve  some 
semblance  of  economic  precaution. 

I  can  see  how  the  adoption  of  the 
McClellan  amendment  could  change  the 
whole  climate  of  public  thinking  in 
America,  so  that  instead  of  Members  of 
the  House  and  of  the  Senate  being  be¬ 
sieged  to  spend  money  for  certain  proj¬ 
ects  in  this  or  that  community,  or  on 
this  or  that  new  welfare  state  proposal, 
generally  across  the  land  a  sentiment 
for  economy  would  evolve  and  cause 
every  taxpayer — and  every  individual  is 
a  taxpayer — to  continue  to  not  want  to 
do  away  with  the  advantage  of  reduced 
taxes.  Every  taxpayer  would  then  be 
reluctant  to  advocate  expenditures  to 
pierce  the  sonic  barrier  which  would  de¬ 
stroy  the  benefits  that  the  individual 
householder  got  from  the  tax  cut.  He 
would  hesitate  long  before  advocating 
expenditures  which  would  automatically 
and  directly  increase  his  own  personal 
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time  of  the  Senater  has  expired. 

Mr.  MUNDT.  May  I  have  one -half 
of  a  minute? 
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Mr.  WILLIAMS  of  Delaware.  I  yield 
one -half  of  a  minute  to  the  Senator 
from  South  Dakota. 

Mr.  MUNDT.  I  urge  my  colleagues 
who  have  been  talking  about  economy 
and  the  necessity  of  budget  balancing 
to  vote  for  the  McClellan  amendment, 
which  puts  an  emphasis  of  economy  in 
the  tax  cut. 

Mr.  McCLELLAN.  Mr.  President,  I 
yield  2  minutes  to  the  Senator  from 
Iowa  [Mr.  Miller]  . 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Delaware  [Mr.  Williams] 
yield  me  1  minute? 

Mr.  WILLIAMS* of  Delaware.  I  yield 
1  minute  to  the  Senator  from  Iowa. 

Mr.  MILLER.  Mr.  President,  I  com¬ 
mend  the  Senator  from  Arkansas  and 
the  Senator  from  Ohio  for  offering  the 
amendment.  I  hope  it  will  be  adopted; 
and  I  hope  a  majority  of  Senators  will 
adhere  to  the  economic  philosophy 
which  it  represents. 

The  economic  philosophy  which  this 
amendment  represents  is  that  we  cannot 
preserve  the  purchasing  power  of  the 
people’s  hard  earned  money  and  continue 
to  incur  multibillion-dollar  deficits. 

Of  course,  the  mere  fact  that  there  is 
a  deficit  in  the  Federal  Treasury  does 
not  necesarily  mean  that  there  is  going 
to  be  inflation.  There  are  many  factors 
to  be  taken  into  account.  But  the  fact 
remains  that  during  the  past  3  years  of 
the  present  administration,  for  every  $1 
billion  that  we  have  gone  deeper  into 
debt,  there  has  been  $1  billion  worth  of 
inflation.  The  record  shows  that  during 
the  past  2%  years  of  this  administration, 
while  we  were  going  $18  billion  deeper 
into  debt,  there  was  $19  billion  worth  of 
inflation.  That  is  roughly  the  equivalent 
of  $7  billion  of  inflation  a  year. 

I  do  not  care  what  some  so-called 
economists  or  columnists  have  to  say 
about  the  wholesale  price  index  being 
stable.  Most  of  the  American  people  buy 
retail.  That  is  what  counts.  The  retail 
price  index  has  been  going  steadily  up¬ 
ward.  That  means  that  the  purchasing 
price  of  the  dollar  has  been  going  steadily 
downward.  The  purchasing  price  of  the 
dollar  is  down  to  45.9  cents,  as  compared 
with  1939,  when  the  dollar  had  100  cents 
worth  of  purchasing  power. 

There  is  only  way  to  stop  that  trend, 
and  that  is  to  come  somewhere  near  a 
reasonably  balanced  budget.  A  $5  or  $6 
billion  deficit  budget  will  continue  to 
produce  inflation. 

The  tragedy  is  that  under  the  tax  cut 
bill  the  majority  of  the  people  who  will 
benefit  are  not  those  who  need  the  bene¬ 
fit,  and  who  would  be  hurt  by  inflation. 
But  the  millions  of  people  in  the  so- 


called  poverty  sector  who  do  not  have 
enough  income  to  pay  an  income  tax  are 
the  ones  who  will  get  no  benefit  under 
the  bill,  but  they  will  be  stuck  with  in¬ 
flation. 

Therefore,  I  hope  that  the  amendment 
offered  by  the  Senator  from  Arkansas 
[Mr.  McClellan]  and  the  Senator  from 
Ohio  [Mr.  Lausche]  will  be  agreed  to, 
because  it  represents  sound  economic 
principles. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  an  excerpt  from  an  article  en¬ 
titled  “An  Avalanche  of  Figures,”  written 
by  the  distinguished  columnist  David 
Lawrence,  and  published  in  the  Wash¬ 
ington  Evening  Star  for  January  22  may 
be  printed  in  the  Record. 

There  being  no  objection,  the  excerpt 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

An  Avalanche  op  Figures:  Statistics  With 

the  Budget  Are  Called  Incomplete  and 

Meaningless 

(By  David  Lawrence) 

For  the  last  3"  days,  the  American  people, 
and  particularly  the  news  correspondents  in 
Washington,  have  been  deluged  with  an 
avalanche  of  figures.  This  has  been  de¬ 
signed  to  prove  that  the  United  States  from 
1961  to  1963  has  gone  through  a  period  of 
unexampled  prosperity  and  that  even  better 
times  are  ahead  for  1964.  But  the  figures 
given  are  not  complete  and  in  many  respects 
are  meaningless,  if  not  misleading. 

Thus,  the  gross  national  product — the 
phrase  supposed  to  describe  the  output  of 
the  whole  economic  system — is  given  in  the 
President’s  Economic  Report  as  reaching  $623 
billion  in  the  year  1964.  This  is  $259.9  bil¬ 
lion  above  what  it  was  in  1954,  Just  a  decade 
earlier. 

But  more  than  40  percent  of  this  rise  is 
due  to  higher  prices.  If  compared  with  the 
prices  of  goods  and  services  in  1954  and  the 
value  of  the  dollar  at  that  time,  the  gross 
national  product  this  year  would  not  be 
$623  billion.  It  would  be  $517.4  billion, 
which  is  $154.3  billion  above  what  it  was 
10  years  ago. 

The  President  also  points  to  corporate 
profits  as  having  made  a  44-percent  rise  in 
the  last  3  years.  This,  however,  is  from  a 
low  point  in  1961  and  is  not  based  on  any 
annual  figures.  He  says  that  a  further  rise 
will  come  with  the  tax  cut.  But  a  study 
of  the  fine  print  in  the  same  volume  of 
statistics  handed  to  the  press  this  week  dis¬ 
closes  that  corporate  profits  are  projected 
at  4.9  percent  of  the  gross  national  prod¬ 
uct  for  1964.  This  is  less  than  what  it  has 
been  in  11  of  the  17  years  since  World  War 
II.  Corporate  profits  went  up  as  high  as 
8  percent  in  those  years.  They  were  6.2 
percent  in  the  1949  recession  year  and  stood 
at  4.6  percent  in  the  economic  setback  of 
1954,  which  is  as  high  as  they  were  in  1963 
after  2  full  years  of  expansion. 

The  sad  truth  is  that  corporate  profits  as 
a  total  figure  are  meaningless.  The  entire 
private  enterprise  system,  even  by  the  Presi¬ 
dent’s  figures,  will  retain  in  1964  only  $30.5 
billion  after  taxes.  Profit  margins  are  rarely 
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examined  In  Government  reports,  and  the 
fact  remains  that  the  narrowness  of  many  of 
these  margins  prevents  the  investment  of 
capital  and  discourages  the  expansion  proj¬ 
ects  through  which  Jobs  can  be  created  for 
the  people  who  need  them. 

Much  of  the  difficulty  in  creating  Jobs  is 
due  to  psychological  barriers.  There  can,  for 
example,  be  little  confidence  in  the  economic 
future  as  long  as  the  dollar  itself  is  unsound. 
Budgets  have  remained  unbalanced  almost 
continuously  for  many  years  now,  and  the 
cost  of  living  has  risen  as  the  purchasing 
power  of  the  dollar  has  gone  down. 

The  assertion  is  made  by  the  President 
that  a  tax  cut  now  is  necessary  to  stimulate 
the  economy.  But  the  economic  report  in 
some  sections  gives  the  impression  that  the 
economy  is  really  riding  high  and  doesn’t 
need  a  tax  cut  as  a  stimulus.  These  view¬ 
points  are  contradictory. 

Mr.  LAUSCHE.  Mr.  President - 

The  PRESIDING  OFFICER  (Mr.  Mc¬ 
Intyre  in  the  chair) .  Who  yields  time? 

Mr.  WILLIAMS  of  Delaware.  I  yield 
5  minutes  on  the  bill  to  the  Senator  from 
Ohio. 

The  PRESIDING  OFFICER.  The 
Senator  from  Ohio  is  recognized  for  5 
minutes. 

Mr.  LAUSCHE.  In  determining  what 
the  ultimate  action  on  the  bill  should  be, 
I  believe  it  is  necessary  to  take  a  look  at 
historic  experience  to  find  out  what  the 
impact  was  of  past  tax  cuts. 

Secretary  Dillon  testified  before  the 
Finance  Committee  that  as  far  as  he 
knew,  the  theory  that  although  we  are 
in  an  annual  operating  deficit,  by  in¬ 
creasing  the  deficits  we  will  improve  the 
economic  position  of  the  country  is  a  new 
theory  which  has  never  before  been 
practiced  in  the  history  of  our  country. 

Looking  back  into  the  past,  I  invite 
the  special  attention  of  the  Senate  to  4 
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years  in  our  history,  the  years  1926, 1929, 
1948,  and  1954.  In  those  years,  sub¬ 
stantial  tax  cuts  were  given. 

If  we  look  into  the  years  that  followed 
those  tax  cuts  we  will  be  able  to  learn 
whether  it  always  follows  that  tax  cuts 
produce  economic  growth. 

In  the  year  1926,  a  major  tax  cut  for 
individuals  was  given,  blit  instead  of  a 
growth  in  the  economy  resulting,  there 
developed  a  minor  recession.  I  point  out 
what  happened  in  1926  to  show  what  the 
situation  was  during  that  year.  We  had 
enjoyed  6  years  of  surpluses.  The  Gov¬ 
ernment  decided  that  with  annual  sur¬ 
pluses  it  could  make  a  tax  cut,  so  in  1926, 
with  a  surplus  of  $865  million,  it  in¬ 
troduced  the  tax  cut.  The  next  year  the 
Government  produced  a  surplus  of  $1,155 
million.  The  following  year  the  surplus 
fell  to  $939  million,  and  in  1929  it  fell 
to  $734  million.  In  1930  it  fell  to  $730 
million. 


Except  for  the  first  year  after  1926,  the 
gross  national  product  fell  in  each  suc¬ 
ceeding  year. 

There  was  another  tax  cut  given,  and 
that  was  in  December  of  1929.  This  was 
the  second  major  relief  tax  cut  given 
to  individuals.  The  result  was  that  there 
was  a  depression  which  ripened  into  the 
great  depression  of  1929  to  1933.  Begin¬ 
ning  In  1920  and  on  through  to  1931, 
there  were  10  years  of  surpluses. 

The  PRESIDING  OFFICER.  The 

time  of  the  Senator  from  Ohio  has  ex¬ 
pired. 

Mr.  LAUSCHE.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  proceed 
for  5  additional  minutes. 

Mr.  SMATHERS.  Mr.  President,  I 

yield  5  minutes  to  the  Senator  from 
Ohio,  to  be  charged  to  the  time  on  the 
bill. 

The  PRESIDING  OFFICER.  The 

Senator  from  Ohio  is  recognized  for  5 

additional  minutes. 

Mr.  LAUSCHE.  I  thank  the  Senator 
from  Florida. 

Tax  cuts  were  made  in  1931.  The  de¬ 
pression  which  shook  the  Nation  had 
arrived.  So  there  were  two  situations, 
the  year  of  the  1926  tax  cut  and  the  year 
of  the  1931  tax  cut.  The  tax  cut  of  1931, 
instead  of  producing  prosperity  resulted 
in  the  great  depression  of  1931. 

I  now  come  to  the  year  1948,  when 
sizable  tax  relief  to  individuals  was  given 
in  a  tax  cut,  and  a  moderate  recession 
began  in  December  of  1948.  In  1948 
there  was  a  surplus  of  $8,419  million.  A 
tax  cut  was  given,  but  the  next  year  there 
was  a  deficit. 

I  therefore  state  that  it  does  not  fol¬ 
low  that  tax  cuts  produce  growth  in  the 
gross  national  product. 

I  come  now  to  the  fourth  year,  August 
1354,  in  the  Eisenhower  administration, 
when  a  $7,700  million  tax  cut  was  given 
to  the  people.  What  was  the  result? 
In  1954,  when  the  tax  cut  was  given, 
there  was  a  deficit  of  $3,117  million.  The 
next  year,  during  the  year  the  tax  cut 
went  into  effect,  the  deficit  rose  to 
$4,180  million. 

In  1956,  there  was  an  improvement  in 
the  economy.  In  1957  there  was  a  slide. 
In  1958,  4  years  after  the  tax  cut,  there 
occurred  the  beginning  of  the  great  $12 
billion  deficit  of  1959. 

We  are  asked  to  pass  this  tax  cut  bill 
under  the  promise  that  there  will  be  cuts 
in  spending.  Cuts  in  spending  are  now 
contemplated.  My  fear  is  that  when  the 
tax  cut  bill  is  passed,  all  thoughts  of 
reducing  spending  will  come  to  an  end, 
and  we  shall  resume  the  same  type  of 
operations  in  the  future  that  we  have 
had  in  the  past. 
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The  amendment  of  the  Senator  from 
Arkansas  contemplates  applying  pres¬ 
sure  so  that  the  spending  program  will 
not  be  reinstituted  to  the  point  where 
our  spending  of  the  administrative 
budget  will  exceed  $100  billion. 

To  that  judgment  I  subscribe.  I  will 
support  the  amendment. 

Mr.  McCLELLAN.  Mr.  President,  may 
I  inquire  how  much  time  is  left  on  this 
side? 

The  PRESIDING  OFFICER.  The 
Senator  from  Arkansas  has  3  minutes 
remaining. 

Mr.  McCLELLAN.  I  will  wait  to  see 
if  other  Senators  wish  to  speak. 

Mr.  SMATHERS.  Mr.  President,  I 
yield  to  the  majority  leader  such  time 
as  he  may  desire. 

The  PRESIDING  OFFICER.  The 
Senator  from  Montana  [Mr.  Mansfield] 
is  recognized. 

Mr.  MANSFIELD.  Mr.  President,  I 
believe  I  can  say  what  needs  to  be  said 
in  about  5  minutes. 

I  point  out  that  the  McClellan  amend¬ 
ment  would  provide  that  if  in  any  future 
fiscal  administrative  budget  expendi¬ 
tures  exceed  $100  billion,  on  January  1 
of  the  following  calendar  year  tax  rates 
would  revert,  let  us  say,  to  the  levels  of 
the  year  before — in  this  instance,  the 
1963  levels. 

The  purpose  of  the  tax  cut  is  to  gen¬ 
erate  more  money  in  the  economy,  for 
the  purpose  of  modernizing  and  rehabil-^ 
itating  plants,  for  the  purpose  of  pro¬ 
viding  employment,  and  for  the  purpose 
of  preventing  what  has  been  an  un¬ 
doubted  pattern  since  the  end  of  the 
Second  World  War;  namely,  a  recession 
at  the  end  of  every  44  months.  The 
graphs  will  bear  out  that  statement. 

The  Senator  from  Arkansas  said  earlier 
that  during  the  past  11  years  Congress 
had  reduced  the  budget  requests  of  the 
President  by  $32  billion.  That  is  a  cor¬ 
rect  statement. 

I  point  out  that  last  year’s  session  of 
Congress  reduced  the  budget  request  of 
the  President  by  $6.3  billion. 

Under  the  pending  amendment  we 
would  pass  the  buck  to  the  President,  and 
create  a  situation  which  is  the  responsi¬ 
bility  of  Members  of  Congress  to  deal 
with. 

Everyone  knows  that  in  recent  years 
expenditures  have  been  rising  rapidly. 

In  the  face  of  widespread  expecta¬ 
tions  of  further  increases  of  up  to  $101 
or  $102  billion  for  1965,  President  John¬ 
son  cut  his  proposed  expenditures  for 
that  year  below  the  level  of  the  current 
year,  namely,  from  $98.4  to  $97.9  billion. 

I  recall  the  smile  of  pleasure  which 
this  news  brought  to  the  chairman  of 
the  Finance  Committee  when  it  was  an¬ 


nounced  to  him  personally,  I  believe,  by 
the  President. 

President  Johnson’s  budget  was  only 
the  second  budget  In  9  years  to  propose 
such  a  reduction  below  the  previous  year. 
His  budget  also  calls  for  a  substantial 
reduction  in  total  civilian  employment  in 
the  executive  branch,  the  first  budget  to 
do  this  since  1956. 

Again  I  refer  to  the  distinguished 
chairman  of  the  Finance  Committee, 
who  has  reported  that  in  the  intervening 
period  there  has  been  a  consistent  rise  in 
civilian  employment  in  the  executive 
branch.  Here  we  have  a  trend  in  re¬ 
verse.  The  present  budget  cuts  the  esti¬ 
mated  deficit  in  half  and  carries  us 
toward  the  achievement  of  a  balanced 
budget. 

The  President  has  shown  his  com¬ 
plete  good  faith  in  his  determination  to 
hold  expenditures  at  an  absolute  mini¬ 
mum. 

Let  us  not  pass  judgment  on  all  of 
President  Johnson’s  future  requests  be¬ 
fore  he  makes  them.  If  we  adopt  the 
pending  amendment,  that  is  what  we 
shall  be  doing. 

As  set  forth  in  the  Budget  and  Ac¬ 
counting  Act  of  1921,  the  President  is 
charged  with  recommending  the  Fed¬ 
eral  budget,  and  it  is  up  to  Congress  to 
pass  judgment  on  such  recommenda¬ 
tions  when  they  are  made. 

In  the  face  of  the  President’s  fine  rec¬ 
ord  on  expenditures,  let  us  not  assume 
that  he  is  going  to  run  expenditures  over 
$100  billion.  If  he  makes  such  a  pro¬ 
posal  in  any  budget  he  submits  in  the 
future,  that  will  be  the  time  to  pass  judg¬ 
ment  on  it. 

In  short,  let  us  give  the  President  an 
opportunity  to  make  his  record  on  ex¬ 
penditures.  He  has  proved  his  determi¬ 
nation  to  keep  down  the  spending  level. 
Let  us  encourage  him  to  do  so.  Let  us 
help  him  by  carrying  on  the  policies  and 
procedures  which  have  marked  Congress 
for  more  than  a  decade  in  every  year. 
Congress,  under  both  Republican  and 
Democratic  control,  has  reduced  expen¬ 
ditures  below  those  requested  by  the 
President  himself.  I  think  we  ought  to 
keep  that  fact  in  mind. 

I  point  out  also  that  if  we  should  adopt 
an  amendment  of  this  kind  we  would 
create  a  feeling  and  spirit  of  uncertainty 
in  the  business  community.  That  would 
mean  that  there  would  be  not  as  much 
business  spending  as  there  should  be. 
It  would  mean  that  our  economic  equir 
librium  would  be  shattered  to  some  ex¬ 
tent.  It  would  mean  that  fears  would 
rise.  Many  times  recessions  have  been 
based  on  fear  rather  than  on  fact.  We 
ought  to  give  our  support  to  the  Presi¬ 
dent  and  encourage  him  in  the  proce¬ 
dures  he  has  laid  out.  Let  us  assume  our 
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own  responsibility.  Let  us  give  business 
an  opportunity  to  achieve  something  in 
the  way  of  stability,  and  not  adopt  an 
amendment  of  this  kind,  which  would 
apply  not  only  to  business,  but  also  to 
income  tax  reductions  which  are  planned 
in  the  bill. 

In  response  to  the  distinguished  Sena¬ 
tor  from  Ohio  [Mr.  Lausche],  let  me 
point  out  that  on  the  basis  of  deficit 
spending  Austria  has  been  able  to  in¬ 
crease  greatly  its  gross  national  product. 

•  It  is  a  living  example  of  what  can  be  done 
under  the  proposal  now  before  the 
Senate. 

[P.  2270] 

It  is  my  further  understanding,  based 
on  talks  with  members  of  the  executive 
branch,  including  two  Presidents,  that 
if  the  proposed  income  tax  cut  goes  into 
effect  it  will  generate  something  on  the 
order  of  $40  billion,  to  be  used  for  plant 
modernization,  plant  rehabilitation,  and 
more  jobs. 

Whereas  the  gross  national  product  is 
$600  billion,  it  is  anticipated  that  under 
this  proposal,  if  it  is  passed  as  is,  it  might 
well  rise  to  $640  billion. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  LAUSCHE.  I  made  a  thorough 
study  of  the  Austrian  situation.  An  ex¬ 
amination  of  the  statistics  shows  that 
its  practices  have  led  to  a  state  of  in¬ 
flation.  However,  over  and  above  that, 
Austria  collects  70  percent  of  its  revenues 
through  excises  and  sales  taxes,  and  30 
percent  through  income  and  duties  on 
imports.  Austria’s  fiscal  structure  is  not 
at  all  comparable  to  ours,  and  cannot  be 
used  as  a  basis  for  demonstrating  that 
the  tax  cut  will  produce  the  economy 
that  it  is  argued  it  will. 

Mr.  MANSFIELD.  The  facts  prove 
that  as  a  result  of  tax  cuts  inaugurated 
by  the  Republic  of  Austria,  its  gross  na¬ 
tional  product  has  increased,  and  the  re¬ 
sult  has  been  increased  prosperity. 

Mr.  W.  P.  Gullander,  president  of  the 
National  Association  of  Manufacturers, 
has  said  that  if  unemployment  contin¬ 
ued  to  increase — the  figure  now  stands 
at  5.6 — in  1970  the  unemployment  figure 
in  this  country  would  be  12.7  percent. 

Therefore,  we  must  do  something,  in 
looking  forward  to  the  future,  to  give 
the  youngsters  coming  out  of  schools  an 
opportunity,  and  to  give  the  people  who 
are  displaced  by  machines  an  opportu¬ 
nity  in  another  field. 

In  the  opinion  of  many  who  know  far 
more  about  the  subject  than  I  do — and 
there  is  much  about  it  that  I  do  not 
know — we  should  pass  a  tax  reduction 
bill  of  this  kind,  because  it  would  benefit 


both  corporations  and  individuals,  and 
thereby  give  a  lift  to  the  economy  and 
prevent  the  recessions  which  have 
marked  the  economy  of  this  country 
since  the  end  of  World  War  n  every  44 
'  months. 

Mr.  COTTON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  COTTON.  I  congratulate  the 
Senator.  I  shall  vote  for  the  tax  cut. 
However,  I  find  myself  confused  by  the 
distinguished  majority  leader’s  remarks. 
I  have  before  me  an  article  published  in 
the  Chicago  Tribune  of  February  4,  in 
which  the  distinguished  assistant  ma¬ 
jority  leader,  the  Senator  from  Minne¬ 
sota  [Mr.  Humphrey]  is  quoted.  The 
article  states: 

Senator  Hubert  Humphrey,  Democrat,  of 
Minnesota,  predicted  here  last  night  that  a 
congressional  bill  proposing  a  out  In  taxes 
will  intensify  unemployment  and  act  as  a 
“powerful  stimulus  to  automation.” 

The  Senator  told  1,000  dentists  attending 
the  first  general  session  of  the  90th  mid¬ 
winter  meeting  of  the  Chicago  Dental  Society 
that  the  bill  would  release  an  additional  $300 
billion  each  year  for  capital  Investments. 


MORE  JOIN  LABOR  FORCE 

He  said  a  million  more  teenagers  will  join 
America’s  labor  force  this  year  and  an  addi¬ 
tional  1.36  million  teenagers  will  reach  work¬ 
ing  age  In  1966.  He  asserted  that  the  present 
rate  of  17-percent  unemployment  among 
teenagers  will  increase. 

He  said  the  present  rate  of  unemploy¬ 
ment  would  continue,  and  that  the  bill 
would  not  be  the  answer  to  this  problem. 

Mr.  MANSFIELD.  I  remind  my  friend 
from  New  Hampshire  that  it  was  either 
Thoreau  or  Longfellow  who  said  that 
consistency  is  not  always  a  jewel.  Dif¬ 
ferences  of  opinion  exist  on  the  Demo¬ 
cratic  side  as,  I  assume,  they  also  exist 
on  the  Republican  side. 

I  spoke  in  Chicago  on  the  31st  of  last 
month,  and  on  that  occasion  I  addressed 
the  Independent  Grocers  of  Illinois  on 
automation  and  taxes.  What  I  said  in 
effect  was  what  I  have  said  on  the  floor 
this  afternoon.  That  is  my  understand¬ 
ing  of  the  tax  bill  and  what  it  will  do. 
But  I  honor  the  honesty  and  integrity 
of  the  distinguished  Senator  from  Min¬ 
nesota.  He  may  have  been  speaking 
from  a  different  set  of  figures. 

Mr.  COTTON.  Mr.  President,  will  the 
Senator  further  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  COTTON.  I  support  the  bill.  I 
hope  It  will  do  what  its  supporters  claim 
It  will  do.  But  I  have  discovered,  after 
17  years  In  Congress,  that  about  the  only 
way  left  to  stop  spending,  to  regulate 
spending,  Is  to  shut  off  some  of  the 
revenue. 
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I  merely  brought  to  the  attention  of 
the  distinguished  majority  leader  the  re¬ 
marks  of  the  distinguished  assistant 
majority  leader  to  show  that  all  these 
other  hopes,  while  we  all  join  in  them, 
are  a  little  nebulous. 

Republicans  are  consistent.  We  are 
consistent  in  being  frustrated  and  be¬ 
wildered  at  the  kaleidoscope  of  com¬ 
plicated  and  conflicting  claims  we  see 
before  us. 

I  agree  with  the  majority  leader.  I 
will  vote  with  the  majority  leader.  But 
the  problem  Is  not  plain  black  and  white, 
as  the  Senator  from  Montana  seems  to 
present  it.  It  would  seem  to  me  that  if 
we  could  use  the  emergency,  as  the  Sen¬ 
ator  from  Arkansas  [Mr.  McClellan] 
suggests,  to  put  an  additional  brake  on 
the  march  into  bankruptcy,  of  which  we 
are,  even  today,  aware,  it  would  be  of 
great  advantage. 

I  hope  the  Senator  will  forgive  me;  I 
could  not  resist  stating  what  the  Sena¬ 
tor  from  Minnesota  said. 

Mr.  MANSFIELD.  I  am  delighted  to 
hear  what  the  Senator  has  said.  How¬ 
ever,  he  was  not  listening  closely  to  me, 
because  I  was  not  trying  to  paint  the  pic¬ 
ture  black  or  white.  Some  of  this  prob¬ 
lem  has  been  in  the  gray  regions  for  me, 
too.  I  was  trying  to  explain  what  I 
thought  the  effect  of  the  amendment 
would  be  and  what  the  effect  of  the 
passage  of  the  bill  would  be. 

Mr.  GRUENING.  Mr.  President,  will 
the  Senator  from  Montana  yield? 

Mr.  MANSF  JD.  I  yield. 

Mr.  GRUENING.  I  wish  to  comment 
on  the  alarming  forecast  that  by  1970 
we  may  reach  12  percent  of  unemploy¬ 
ment  in  our  labor  force. 

Although  I  have  listened  carefully  to 
the  debate,  I  find  myself  unable  to  find 
in  the  proposed  legislation  the  panacea 
for  our  economic  ills  that  is  proclaimed 
for  it  by  its  sponsors. 

When  the  late  President  Kennedy  pro¬ 
posed  legislation  for  tax  reduction  2 
years  ago  he  feared  greatly  that  the 
country  would  go  into  a  recession.  But 
conditions  have  changed  since  then. 
Since  that  time  the  Nation’s  economy 
has  improved  so  much  that  it  is  difficult 
now  to  justify  the  proposed  far-reaching 
tax  cut.  The  reasons  that  actuated 
President  Kennedy  no  longer  exist,  or  at 
least  exist  to  a  much  lesser  degree. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Alaska  yield  at  that 
point? 

Mr.  GRUENING.  I  yield. 

Mr.  MANSFIELD.  In  my  opinion,  the 
late  President  was  worried  more  by  the 
outflow  of  gold  than  by  any  other  fac¬ 
tors  during  the  3  years  of  his  Presidency. 
He  looked  upon  a  recession  as  likely  to 


occur  on  the  basis  of  statistical  evidence 
that  one  had  occurred  every  44  months. 
With  the  end  of  the  past  calendar  year, 
I  think  the  35th  month  has  passed.  We 
are  now  in  the  37th  month.  There  is 
still  a  little  while  to  go.  If  the  tax  bill 
is  passed,  it  will  be  possible  to  bridge 
that  gap  and  keep  the  economy  on  an 
even  trend. 

Mr.  GRUENING.  I  am  hopeful  that 
the  dire  economic  forecasts  will  prove 
to  be  not  valid.  I  shall  vote  for  the  bill, 
although  expressing,  as  I  have  at  various 
times  in  the  past  and  shall  express  again, 
grave  doubt  about  its  effectiveness  to 
achieve  the  ends  claimed  for  it  by  its 
proponents. 

I  believe  that  if  we  wish  to  stop  the 
increase  in  unemployment,  it  will  be 
necessary  among  other  things  to  pass 
legislation  such- as  a  revived  accelerated 
public  works  bill,  which  has  proved  its 
value  iika  brief  time,  and  with  a  rela¬ 
tively  small  amount  of  money.  In  addi¬ 
tion  to  the  projects  constructed  or  under 
construction  for  which  $900  million  was 
expended,  we  now  have  $700  million  of 
approved  projects,  which  cannot  be 
started  because  the  original  appropria¬ 
tion  of  $900  million  has  been  exhausted. 

If  I  were  making  policy,  I  would  seek 
express  authorization  of  at  least  $2.5 
billion  for  public  works  to  put  people 
back  to  work.  At  the  same  time  I  would 
propose  a  substantial  appropriation  for 
retraining  those  who,  through  automa¬ 
tion  and  for  other  reasons,  are  thrown 
out  of  work  and  need  to  be  trained  in 
new  skills  for  other  jobs.  That  is  the  way 
to  stop  unemployment. 

Mr.  MANSFIELD.  That  is  one  way. 

Mr.  GRUENING.  I  am  hopeful  that 
the  tax  cut  bill  will  have  the  effect  that 
the  President  and  others  who  support 
it  say  thatf  it  will  have.  I  doubt  very 
much  whether  it  will  have  that  effect  to 
any  substantial  degree. 

Mr.  MANSFIELD.  I  hope  so.  They 
are  more  intelligent  and  know  more 
about  ft  than  I  do.  I  have  to  take  their 

[P.  227/] 

word.  It  seems  to  me  to  be  a  reasonable 
assumption. 

Mr.  GRUENING.  Mr.  President, 
throughout  the  consideration  by  Con¬ 
gress  of  H.R.  8363, 1  have  had  and  have 
expressed  great  doubts  that  the  legisla¬ 
tion  on  which  we  are  about  to  vote  will 
provide  an  effective  remedy  for  the  un¬ 
employment  problems  of  our  economy 
and  even  graver  doubts  about  the  wisdom 
of  enacting  legislation  which  does  noth¬ 
ing  to  correct  serious  inequities  in  exist¬ 
ing  tax  law.  I  feel  that  in  view  of  our 
prospering  economy — at  least  on  the 
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higher  business  levels — this  is  the  wrong 
time  to  reduce  taxes,  and,  further,  I 
believe  strongly  that  it  will  prove  to  be 
an  error  to  pass  a  tax  law  that  concen¬ 
trates  its  benefits  in  the  upper  levels  of 
income  while  doing  nothing  significant 
to  reduce  tax  burdens  of  those  wage 
earners  in  middle  income  levels,  I 
doubt  whether  the  deliberately  sought 
loss  of  $11  billion  in  anual  revenue  and 
the  resulting  increase  in  our  national 
debt  will  result  in  the  benefits  claimed 
for  this  legislation,  and  certainly  not  to 
a  degree  commensurate  with  so  drastic 
a  reduction  in  our  tax  revenue. 

Further,  and  above  all  in  importance, 
I  am  deeply  fearful  the  expected  tax 
cut  of  $11  billion  will  prevent  enactment 
of  badly  needed  legislation  proven  effec¬ 
tive  in  supplying  employment  for  work¬ 
ers  now  unable  to  find  jobs.  I  would 
far  prefer  that  a  portion  of  the  contem¬ 
plated  tax  cut  now  planned  to  be  taken 
from  the  tax  liability  of  corporations 
and  individuals  with  high  incomes  be 
used,  instead,  to  appropriate  an  addi¬ 
tional  $3  billion  for  the  accelerated  pub¬ 
lic  works  program. 

Last  Tuesday,  in  the  discussion  of  his 
amendment  to  increase  personal  tax  ex¬ 
emptions  at  the  expense  of  other  revenue 
decreases,  the  distinguished  senior  Sena¬ 
tor  from  Tennessee  [Mr.  Gore]  ex¬ 
pressed  my  feelings  about  this  bill.  I 
would  like  to  quote  from  his  remarks  and 
again  call  the  attention  of  the  Senate  to 
the  views  of  this  conscientious  member  of 
the  Senate  Finance  Committee  who  has 
also  expressed  his  serious  doubts  about 
the  wisdom  of  the  present  tax  bill.  Sen¬ 
ator  Gore  said : 

I  have  said  earlier  that  I  thought  there 
were  times  when  there  are  economic  condi¬ 
tions  under  which  It  was  Inadvisable  to  have 
a  balanced  budget.  I  am  not  one  of  those 
who  thinks  that  the  sole  and  only  purpose  of 
taxation  Is  to  meet  governmental  expendi¬ 
tures.  '  I  believe  a  fiscal  policy  can  be  used, 
and  should  be  used,  for  the  Implementation 
of  economic  and  social  policies.  When  we  are 
experiencing  recessionary  conditions,  one  of 
our  most  effective  weapons  Is  fiscal  policy. 
If  It  Is  desired  to  describe  It  by  an  ugly  word, 
call  it  deficit  financing;  call  It  spending. 

But  I  do  not  think  we  are  now  In  the  kind 
of  circumstances  when  a  general,  massive 
deficit  financing  program  is  Justified.  There 
are  problems  in  our  society,  such  as  struc¬ 
tural  unemployment,  which  need  specific 
treatment.  There  is  the  problem  of  voca¬ 
tional  training  of  teenagers  who  are  coming 
into  the  labor  market  without  skills.  But 
the  bill  does  not  provide  for  them.  This  is 
scattergun  treatment,  and  such  treatment  Is 
not  called  for. 

The  bill  is  tailored  for  economic  recession¬ 
ary  conditions  which  do  not  prevail.  The 
rationale  on  which  the  hill  was  based  has 
vanished  Into  thin  air.  That  is  why  I  say 


that  even  though  my  amendment  were 
adopted,  I  would  not  then  vote  for  passage 
of  the  bill,  a  bill  which  would  make  such  a 
gigantic  reduction  in  governmental  revenue 
at  this  time. 

Suppose,  as  a  result  of  the  hoped  for  stim¬ 
ulation,  there  were  a  repeat  performance  of 
the  1954-57  period.  Suppose  we  used  this 
great  weapon  of  fiscal  policy,  and  then  find, 
18  months  from  now,  that  consumer  demand 
is  not  sufficient  to  utilize  plant  and  facil¬ 
ities  which  are  already  in  existence,  and 
which  would  be  augmented  by  the  bill. 
What  weapon  would  then  be  used?  Would 
we  cut  taxes  again,  in  order  to  balance  the 
budget  at  some  other  time  in  the  even  more 
indefinite  future? 

I  say  that  this  is  unsound  fiscal  policy. 
A  tax  cut  is  a  powerful  weapon,  but  it  is 
being  used  at  the  wrong  time  and  in  the 
wrong  way. 

Senator  Gore’s  analysis  of  the  present 
law  is  amply  sustained  by  the  views  of 
Mr.  Leon  Keyserling,  who,  on  the  basis 
of  exhaustive  economic  research,  came 
to  a  similar  conclusion  as  to  the  short¬ 
comings  of  the  legislation  we  have  been 
considering.  Mr.  Keyserling,  demon¬ 
strating  his  remarks  before  the  Senate 
Finance  Committee  with  extensive  data, 
explained  his  opposition  to  H.R.  8363  by 
pointing  out: 

Gross  private  domestic  investment  and 
also  investment  in  plant  and  equipment, 
during  the  period  1953-63  as  a  whole,  was 
indeed  deficient,  as  almost  everything  was 
deficient  in  an  economy  expanding  at  little 
better  than  half  the  needed  rate.  But  dur¬ 
ing  each  period  of  economic  upturn  *  *  • 
the  expansion  of  investment  in  the  plant 
and  equipment  which  enlarge  our  produc¬ 
tivity  capabilities  raced  forward  at  a  non- 
sustainable  rate,  very  much  more  rapidly 
than  the  demand  for  ultimate  products  rep¬ 
resented  by  the  combination  of  private  con¬ 
sumer  outlays  and  public  outlays  at  all  levels 
for  goods  and  services.  To  take  the  most 
recent  illustration,  from  the  first  half  of 
1961  to  the  second  half  of  1962,  this  invest¬ 
ment  in  plant  and  equipment  rose  8.5  per¬ 
cent,  while  demand  for  ultimate  products 
rose  only  6«i  percent  •  •  •  by  ample  or 
more  than  ample  after  tax  profits,  savings, 
credit,  and  other  sources  of  funds  for  these 
purposes.  The  sharp  investment  downturns 
which  occurred  periodically,  and  which 
sparked  the  recessionary  movements,  were 
not  occasioned  by  any  shortage  of  such 
funds,  but  were  occasioned  by  the  excess 
plant  capacity  which  had  developed  in  con¬ 
sequence  of  the  inadequate  growth  in  de¬ 
mand  for  ultimate  products. 

This  summary  analysis  of  the  disequilib- 
rlating  factors  during  the  past  decade  and 
even  now  indicate  unanswerably  that  changes 
in  tax  policies  and  in  other  national  eco¬ 
nomic  policies  should  be  directed  toward 
bringing  the  demand  for  ultimate  products 
into  better  line  with  the  growth  in  our  pro¬ 
ductive  capabilities.  *  •  * 

Investment  trends  during  the  past  decade, 
when  compared  with  other  trends,  provide  no 
Justification  for  the  proposition  that  large 
tax  concessions  are  needed  now  for  the  pur- 
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pose  of  stimulating  investment,  especially 
when  the  additional  Federal  deficits  which 
these  concessions  would  entail  could  be  de¬ 
voted  to  far  more  salutory  programs  in  the 
interest  of  the  national  economy. 

Actually,  despite  much  misguided  propa¬ 
ganda  to  the  contrary,  the  increases  in  wage 
and  salary  rates  during  the  morst  recent  years 
have  lagged  very  far  behind  the  increases  in 
productiyity,  and  this  of  course  has  an  im¬ 
portant  bearing  upon  the  proper  distribution 
of  tax  cuts.  Thus  •  *  *  during  the  most 
recent  5-year  period  1957-62,  productivity  per 
employee-hour  in  the  whole  nonfarm  econ¬ 
omy  rose  in  an  average  annual  rate  of  3.1  per¬ 
cent,  while  the  average  annual  increase  in 
wage  and  salary  rates  was  only  2.7  percent. 
And  in  manufacturing  during  this  5-year 
period  •  •  •  the  average  annual  increase 
in  output  per  man-hour  was  3.4  percent.  It 
is  only  very  recently  that  these  alarmingly 
disparate  trends  have  begun  to  receive  the 
notice  they  deserve.  •  *  • 

The  last  thing  in  the  world  that  we  need, 
under  such  circumstances,  are  large  tax  con¬ 
cessions  to  the  investment  process,  on  the 
ground  that  these  are  required  to  speed  up 
productivity  growth,  to  enlarge  our  economic 
growth  rate  at  home,  to  make  us  more  com¬ 
petitive  overseas,  and  to  improve  our  bal- 
ance-of-payments  and  gold  position.  Inso¬ 
far  as  unbalanced  tax  concessions  would  in¬ 
crease  the  disequilibrium  between  productiv¬ 
ity  growth  and  idle  plant  capacity  on  the  one 
hand,  and  inadequate  ultimate  demand  on 
the  other  hand,  such  tax  concessions  would 
be  self-defeating  on  all  scores.  In  the  longer 
run,  they  would  even  repress  the  rate  of  pro¬ 
ductivity  growth  (as  in  recent  years  past) ,  in 
consequence  of  the  inefficiencies  resulting 
from  high  economic  slack. 

Although  I  have  been  greatly  per¬ 
suaded  by  the  views  expressed  by  the 
senior  Senator  from  Tennessee  and  by 
the  cogent  analysis  of  the  economic  im¬ 
pact  of  this  legislation,  as  described  in 
Mr.  Keyserling’s  remarks  quoted  above, 
I  have  come  to  the  reluctant  decision  to 
vote  for  HR.  8363  on  final  passage. 
Having  listened  throughout  the  week  to 
the  able  arguments  of  the  Senator  from 
Louisiana  who  has  been  presenting  a 
lucid  and  helpful  explanation  of  the  po¬ 
sition  of  the  administration  and  its  hope 
for  a  beneficial  effect  on  the  economy,  as 
well  as  those  of  the  senior  Senator  from 
Illinois — one  of  the  Nation’s  outstand¬ 
ing  economists,  I  have  decided  that  it  is 
only  fair  to  give  this  measure  a  chance. 
Again,  I  emphasize  my  plea  that  the  en¬ 
actment  of  this  bill  not  stand  in  the  way 
of  badly  needed  public  works  projects 
which  could  be  paid  for  many  times  over 
with  reductions  in  taxes  to  corporations 
and  individuals  in  the  high  income 
brackets.  Since  it  seems  to  be  the  ma¬ 
jority  opinion  of  the  experts  in  the  field 
of  economics  who  have  been  employed 
by  the  President  and  since  it  is  the 
judgment  of  the  House  of  Representa¬ 
tives  and  the  Senate  Finance  Committee 
that  this  particular  tax  cut  is  needed,  I 


believe  we  should  pass  this  legislation. 
Certainly,  those  who  have  not  served  on 
the  committees  of  Congress  having 
jurisdiction  over  the  bill  are  not  in  as 
strong  a  position  to  urge  its  defeat  as  the 
able  members  of  the  committee  are  to 
advocate  its  passage. 

I  greatly  regret  that  in  the  course  of 
our  debate  on  the  floor  we  have  not  been 
able  to  remove  from  the  bill  the  pro¬ 
visions  that  are  especially  obnoxious.  I 
believe  we  should  have  adopted  the 
amendments  of  the  senior  Senator  from 
Tennessee  [Mr.  Gore]  to  allow  higher 
personal  exemptions.  I  think  this  would 
have  moved  the  legislation  in  the  direc¬ 
tion  of  correcting  the  glaring  inequities 
now  present  in  our  revenue  laws.  Hav¬ 
ing  failed  to  increase  exemptions,  I  be¬ 
lieve  it  was  most  unfortunate  that  the 
amendment  of  the  senior  Senator  from 
Illinois  [Mr.  Douglas]  to  increase  the 
minimum  standard  deduction  was  not 
adopted.  This  amendment  would  also 
have  helped  in  obtaining  a  more  equit¬ 
able  distribution  of  the  tax  burden. 

[P.  2272 ] 

Of  course,  the  most  indefensible  pro¬ 
vision  of  this  legislation,  which,  unfor¬ 
tunately,  remains  as  it  came  to  us  from 
the  House,  is  section  203(e)  which  will 
prohibit  regulatory  agencies  from  allow¬ 
ing  consumers  to  gain  the  benefit  of  re¬ 
ductions  in  costs  accruing  to  purveyors 
of  services  as  a  result  of  the  investment 
credit  provisions  now  in  the  law.  There 
is  no  possible  justification  for  this  pro¬ 
vision.  As  was  thoroughly  discussed  on 
the  floor  last  Wednesday,  section  203(e). 
unjustifiably  restricts  regulatory  agen¬ 
cies  of  the  Government  in  the  exercise  of 
their  responsibilities.  Further,  the  way 
in  which  the  regulatory  agencies  are  re¬ 
stricted  is  unbelievably  damaging  to  the 
people  of  the  United  States,  who  are  de¬ 
pendent  upon  the  services  of  those  who 
provide  telephones,  power  facilities,  and 
commercial  transportation  of  all  kinds 
subject  to  regulation.  Again,  I  deplore 
the  action  of  this  body  in  refusing  to  re¬ 
move  this  iniquitous  provision  from  the 
law. 

The  wartime  excise  taxes  on  furs  and 
on  toilet  preparations,  luggage  and  hand¬ 
bags  should  have  been  repealed.  I  re¬ 
gret  we  were  not  able  to  accomplish  this 
improvement  in  the  law  which  would 
have  been  a  benefit  to  the  rank  and  file 
of  our  citizenry.  These  taxes,  which 
were  imposed  during  a  national  emer¬ 
gency  and  to  conserve  materials  essential 
to  the  war  effort  no  longer  serve  any 
purpose  in  our  tax  system  except  as  an 
added  burden  to  individual  consumers  of 
the  very  necessary  articles  on  which  they 
are  imposed.  Further,  these  taxes  are 
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discriminatory  against  manufacturers  of 
the  products  affected  since  they  are  not 
levied  on  many  similar  items  with  which 
they  are  competitive.  As  far  as  furs  are 
concerned,  this  is  a  depressed  industry  at 
present  and  the  repeal  of  the  excise 
taxes  would  have  been  helpful  to  it. 

I  hope  separate  legislation  will  be 
enacted  soon  to  eliminate  the  excise  taxes 
on  items  which  were  the  subject  of  the 
amendment  rejected  by  a  very  close  vote 
of  this  body  last  Wednesday. 

These  are,  unquestionably,  the  most 
serious  sins  of  commission  of  the  legislai- 
tion  we  are  about  to  enact.  Its  sins  of 
omission  may  be  found  in  virtually  every 
section  of  the  bill.  As  I  stated  on  the 
floor  of  this  body  last  Tuesday,  it  is 
tragic  that  a  wonderful  opportunity  has 
been  lost  to  correct  the  many  deficiencies 
in  the  present  internal  revenue  law  which 
allow  special  and  more  generous  treat¬ 
ment  for  those  in  the  upper  income 
brackets  than  is  available  to  individuals 
who  do  not  make  a  great  deal  of  money. 
The  legislation  remains  riddled  with  mis¬ 
taken  revenue  policies  of  the  past. 

I  hope  another  attempt  will  be  made 
soon  to  enact  legislation  that  will  give 
us  a  truly  fair  tax  law.  Now  that  this 
bill  is  about  to  become  law,  I  would  urge 
the  administration  to  execute  its  provi¬ 
sion,  insofar  as  possible,  to  insure  the 
accomplishment  of  the  promises  that 
have  been  made  for  stimulation  of  the 
economy  with  resulting  economic  benefit 
to  all  of  us. 

Mr.  SMATHERS.  Mr.  President,  how 
much  time  remains  to  either  side? 

The  PRESIDING  OFFICER.  The 
Senator  from  Florida  has  24  minutes 
remaining. 

Mr.  SMATHERS.  The  best  way  for 
me  to  start  my  remarks  is  to  speak  about 
who  favors  the  bill  and  whether  those 
who  favor  it  have  had  experience  in  the 
economic  field,  or  have  not.  The  ma¬ 
jority  leader,  very  modestly,  said  that 
there  is  much  in  this  field  that  he  does 
not  know.  I  must  make  the  same  con¬ 
fession.  Perhaps  many  other  Senators 
also  would  have  to  make  that  confession. 
My  experience  in  business  has  been 
rather  limited.  I  wish  it  had  been  great¬ 
er.  But,  as  I  understand,  those  who  are 
for  the  bill  are  the  finest  group  of  econo¬ 
mists  that  can  be  assembled  in  the  United 
States.  Four  hundred  of  them  got  to¬ 
gether  and  said  that  if  we  were  to  elimi¬ 
nate  chronic  deficits  that  have  occurred 
in  24  out  of  the  past  30  years,  If  we  are 
to  break  out  of  the  pattern  of  spending 
more  than  we  take  in,  it  is  necessary  to 
do  something  to  enable  free  enterprise  to 
operate  with  fewer  restrictions.  They 
did  not  take  the  position  that  has  been 
advocated  by  the  able  Senator  from  Alas¬ 


ka  [Mr.  Gruening],  that  what  1s  needed 
is  more  public  works.  They  said  that 
what  should  be  done  was  to  leave  a  dol¬ 
lar  in  the  pocket  of  the  actual  consumer. 
They  said  we  should  leave  more  dollars 
in  the  corporate  treasury  and  let  private 
enterprise  spend  them.  It  was  their  con¬ 
clusion — and  they  have  had  a  lifetime  of 
study  in  this  field — that  if  those  dollars 
were  left  in  the  corporate  treasuries,  the 
multiplier  effect  would  be  30  times  great¬ 
er  than  if  the  Government  spent  the 
money. 

So  I  say  to  the  Senator  from  Ohio  [Mr. 
Lausche]  and  the  Senator  from  Arkansas 
[Mr.  McClellan]  that  we  have  placed 
reliance  on  the  free  enterprise  system  to 
try  to  do  the  job  of  overcoming  economic 
deficits. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  from  Florida  yield? 

Mr.  SMATHERS.  I  yield  to  the  Sena¬ 
tor  from  Vermont. 

Mr.  AIKEN.  Is  it  not  true  that  of  the 
400  persons  who  promoted  the  tax  bill, 
397  represent  corporations  that  made 
unprecedented  profits  last  year? 

Mr.  SMATHERS.  That  is  not  true. 
Those  400  economists  came  from  univer¬ 
sities  over  the  Nation.  Customarily,  they 
are  not  the  most  conservative  group  in 
the  world.  So  the  Senator  from  Vermont 
is  not  correct  as  to  that. 

Mr.  AIKEN.  Was  not  the  group 
headed  by  Henry  Ford  n? 

Mr.  SMATHERS.  That  was  a  group 
of  2,500  businessmen.  They  have  had 
some  business  experience,  certainly  more 
than  I  have  had,  and  possibly  as  much 
as  the  Senator  from  Vermont  has  had, 
and  possibly  as  much  as  some  other 
Senators  have  had. 

But  the  group  of  economists  said  that 
the  only  way  in  which  we  can  break  out 
of  the  pattern  of  deficits  is  to  pass  a  tax 
reduction  bill  and  make  it  possible  for 
corporations  to  spend  some  of  their 
money,  rather  than  to  have  the  Govern¬ 
ment  take  most  of  It,  thereby  enabling 
the  corporations  to  modernize  their  plant 
and  equipment,  so  that  they  can  compete 
with  one  another,  provide  more  jobs, 
buy  additional  equipment,  and  thus  im¬ 
prove  the  economy.  They  are  some  of 
the  people  who  favor  the  passage  of  the 
bill. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  should  like  to  con¬ 
tinue  for  a  moment. 

Mr.  LAUSCHE.  Will  the  Senator  yield 
for  half  a  minute? 

Mr.  SMATHERS.  Very  well;  I  yield. 

Mr.  LAUSCHE.  What  agency  was  it 
that  met  under  the  circumstances?  I 
have  the  fiscal  and  monetary  policy  an¬ 
nounced  by  the  President’s  Advisory 
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Committee  on  Labor-Management  Poli¬ 
cy.  Is  that  the  one  to  which  the  Senator 
refers? 

Mr.  S MATHERS.  I  do  not  know  about 
that.  I  said  there  were  2,500  business¬ 
men,  most  of  them  of  the  other  political 
persuasion  from  that  to  which  the  Sen¬ 
ator  from  Ohio  and  I  adhere.  Yet  all 
of  them  said  they  believed  the  passage  of 
a  tax  bill  was  the  way  to  accomplish  an 
improvement  in  the  economy.  So  we 
have  reason  to  believe  that  competent, 
experienced  people  in  this  field  have 
made  a  worthwhile  recommendation. 
Certainly  the  way  in  which  the  Govern¬ 
ment  had  proceeded  was  not  the  way  to 
move,  because  even  during  the  Repub¬ 
lican  administration  there  were  only  2 
years  of  balanced  budgets  out  of  8,  and 
there  have  been  none  thus  far  in  this 
administration. 

Mr.  LAUSCHE.  Will  the  Senator  an¬ 
swer  my  four  illustrations  showing  that 
the  program  does  not  work? 

Mr.  SMATHERS.  I  will  come  to  the 
Senator’s  point.  The  Senator  has  had 
his  time  to  speak;  let  me  have  mine. 

Mr.  LAUSCHE.  Very  well. 

Mr.  SMATHERS.  I  have  the  deepest 
affection  and  respect  for  the  Senator 
from  Arkansas  [Mr.  McClellan],  but 
what  we  would  be  doing  by  adopting  the 
Senator’s  amendment  would  be  to  pass 
the  buck.  Who  actually  makes  an  ap¬ 
propriation?  Congress.  Who  levies 
taxes,  under  the  Constitution?  Con¬ 
gress.  If  we  passed  the  Senator’s 
amendment,  we  would  give  to  the  ex¬ 
ecutive  branch,  by  an  order,  authority 
to  decide  whether  to  spend  a  little  more 
money  or  not.  We  would  be  abdicating 
our  own  responsibility. 

The  Legislative  Reorganization  Act  of 
1946  authorizes  Congress  to  establish  its 
own  legislative  Joint  Committee  on  the 
Budget  to  determine  these  questions. 

In  1947  and  1948,  I  believe,  Congress 
tried  it;  but  Congress  found  that  it  was 
so  wrong  on  the  estimates  for  January 
and  the  latter  part  of  the  year  tpat  Con¬ 
gress  gave  it  up. 

So  we  have  the  authority  the  Senator 
is  talking  about;  we  have  it  under  the 
Legislative  Reorganization  Act,  and  we 
can  use  it  if  we  wish.  But  I  do  not 
think  we  act  in  a  very  brave  or  respon¬ 
sible  way  if  we  decide  to  turn  over  this 
responsibility  to  the  President  and  let 
him  make  the  decision,  and  thereby  give 
him  authority  to  levy  taxes  and  to  pass 
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on  tax  cuts,  when  that  should  be  our 
concern. 

Mr.  McCLELLAN.  Mr.  Presidents 


will  the  Senator  from  Florida  yield?  I 
ask  him  to  yield,  because  I  do  not  think 
he  wishes  to  make  a  misstatement. 

Mr.  SMATHERS.  Certainly  I  do  not 
wish  to  do  so. 

Mr.  McCLELLAN.  X  point  out  that  we 
are  not  turning  it  over  to  the  President. 
We  still  have  that  responsibility,  but 
we  are  inviting  him  to  act. 

Mr.  SMATHERS.  But  if  we  decided  to 
let  the  budget  expenditures  in  any  fiscal 
year  exceed  $100  billion,  suddenly  the 
President  might  have  to  raise  the  tax 
rates,  whereas,  under  the  Constitution, 
Congress  is  supposed  to  act  in  that  field. 
It  is  one  of  the  obligations  and  responsi¬ 
bilities  of  Congress  to  act  in  the  field  of 
taxation.  So  in  that  case  Congress 
would  really  have  abdicated  part  of  its 
responsibility. 

I  should  like  to  emphasize  the  point 
the  majority  leader  made.  How  in 
heaven’s  name  could  businessmen,  if 
they  were  required  to  operate  under  this 
system,  determine  what  their  future 
next  year,  would  be,  if  the  budget  should 
happen  to  exceed  $100  billion?  In  that 
case,  instead  of  having  the  benefit  of 
the  tax  cuts  that  the  Senate  is  about  to 
vote  for,  the  businessmen  would  not  have 
the  benefit  of  the  tax  cuts.  How  can 
businessmen  make  plans  to  expand  their 
plants,  on  the  basis  of  a  tax  reduction — 
for  example,  to  open  a  new  plant  in 
Oklahoma  or  in  Arkansas,  or  in  Vir¬ 
ginia — on  the  basis  of  a  tax  reduction 
which  may  never  be  made? 

So  they  would  live  under  a  cloud  of 
uncertainty,  in  connection  with  any 
activities  in  which  they  might  wish  to 
engage.  They  would  live  with  a  Damo- 
clean  sword  hanging  over  their  heads  all 
the  time. 

_  Furthermore,  consider  the  situation  of 
private  individuals,  some  of  whom  might 
be  planning  to  take  trips  to  Europe — and 
we  hope  they  do — or  to  Florida — and  let 
us  hope  even  more  enthusiastically  that 
they  do  that  [Laughter] — or  to  make 
repairs  on  their  homes.  What  would  be 
their  situation  if  the  country  got  into 
a  recession  or  if  it  were  found  to  be 
necessary  to  increase  defense  expendi¬ 
tures,  with  the  result  that  the  budget 
might  then  exceed  $100  billion.  In 
that  event,  there  would  be  no  tax  cuts. 

If  it  is  desired  to  create  uncertainty 
in  the  private  community,  let  the  Senate 
adopt  an  amendment  such  as  this  one. 
In  that  event,  no  one  will  know  what 
will  happen — no  one  except  the  man  in 
the  White  House,  who  is  the  victim  of 
circumstances  and  has  to  meet  them 
when  they  arise. 

So  I  think  it  would  be  a  great  mistake 
for  the  Senate  to  adopt  this  amendment. 
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Suppose  we  encountered  a  depression. 
As  the  majority  leader  has  pointed  out, 
periodically  since  World  War  II,  every  40 
months — so  he  said,  although  I  thought 
it  was  36  months — there  has  been  a 
depression  of  some  kind. 

The  able  Senator  from  Alaska,  the 
able  Senator  from  Tennessee,  the  able 
Senator  from  Illinois,  and  other  Senators 
discussed  the  situation  which  might  ex¬ 
ist  under  such  circumstances,  and  men¬ 
tioned  the  steps  which  might  then  be 
taken.  The  Senator  from  Tennessee 
pointed  out  that  in  such  circumstances 
the  Government  would  take  steps  to  in¬ 
crease  employment  and  increase  eco¬ 
nomic  activities,  by  means  of  road  con¬ 
struction  programs,  bridge  construction 
programs,  and  'so  forth.  A  moment  ago 
the  Senator  from  Alaska  referred  to  such 
activities. 

At  present,  we  are  living  on  borrowed 
money  and  borrowed  time. 

The  reason  there  is  no  recession  at  the 
present  time  is  that  both  individuals  and 
corporations  expect  to  receive  the  bene¬ 
fit  of  the  proposed  tax  cuts,  with  the 
result  that  $9,300  million  will  go  into  the 
pockets  of  individual  taxpayers.  But  if 
we  encountered  a  recession,  what  would 
we  do?  The  only  thing  to  do  would  be 
to  commence  a  program  of  increased 
Federal  expenditures.  Then  what  would 
happen?  When  the  Government  bor¬ 
rows  more  money  and  puts  it  into  road 
programs,  retraining  programs,  WPA 
programs,- and  similar  programs,  what 
happens?  As  the  government  borrows 
the  money  and  puts  it  into  programs  of 
that  kind,  on  the  one  hand,  taxes  rise,  on 
the  other  hand,  and  the  result  is  to  pull 
out  of  the  economy  $9,300  million.  What 
would  happen?  There  would  be  no  way 
by  which  the  executive  branch  of  the 
Government  or  the  Congress  could  do 
the  necessary  things  in  order  to  meet  a 
recession,  if  we  got  into  one. 

Furthermore,  as  I  have  said,  in  addi¬ 
tion,  the  amendment  of  the  able  and  dis¬ 
tinguished  Senator  from  Arkansas  is  to¬ 
tally  unrealistic,  in  view  of  the  fact  that 
it  sets  the  figure  of  $100  billion  as  the 
limit  above  which  the  administrative 
budget  could  not  go. 

All  of  us  would  like  to  keep  the  budget 
down;  there  is  no  question  that  we  need 
to  eliminate  every  bit  of  waste,  duplica¬ 
tion,  and  fat  that  exists  in  the  budget. 
And  we  are  trying  to  do  so.  As  the  ma¬ 
jority  leader  has  pointed  out,  the  Presi¬ 
dent  has  made  a  magnificent  effort  to¬ 
ward  eliminating  waste  and  duplication. 
I  am  afraid  that  in  some  areas  he  has 
even  cut  into  a  little  muscle.  I  hope 
that  has  not  happened  in  the  national 
security  field ;  and  I  do  not  believe  it  has. 
But  he  may  have  done  so  in  other  areas. 


At  any  rate,  today  the  administrative 
budget  is  about  50  percent  less  than  it 
was.  So  we  have  seen  cost  analysis  re¬ 
sult  in  a  great  measure,  actually,  from 
anticipation  of  the  tax  cut,  I  believe. 

At  any  rate,  let  us  remember  that 
at  present  our  country  has  a  population 
of  191  million,  and  that  the  population 
grows  at  the  rate  of  approximately  3 
million  each  year.  There  is  no  way  to 
stop  that,  even  if  we  wanted  to,  or  to 
make  the  Nation  smaller,  or  to  lessen  the 
Nation’s  commitments  or  contract  them. 
The  Nation  will  continue  to  grow. 

What  will  happen?  It  is  obvious  that 
as  the  Nation  grows,  even  though  we 
practice  the  greatest  frugality  and  ef¬ 
ficiency  in  connection  with  the  opera¬ 
tions  of  the  Government,  we  already  have 
programs  which  will  require  that  addi¬ 
tional  funds  be  spent.  I  am  sure  the  Sen¬ 
ator  from  Arkansas  would  not  want  to 
have  the  Government  renege  in  any  fash¬ 
ion  on  the  Veterans’  Administration  pro¬ 
gram.  Certain  hospital  construction 
commitments  have  been  made  under  the 
Hill-Burton  Act;  and  in  areas  in  which 
the  population  increases,  with  the  result 
that  more  hospitals  are  needed,  the  Gov¬ 
ernment  will  have  to  spend  its  share  of 
the  money  required  to  build  the  hospi¬ 
tals.  As  the  Nation  grows,  those  needs 
will  become  greater;  and  as  the  popula¬ 
tion  grows,  it  will  be  necessary  to  con¬ 
struct  more  highways.  They  will  be  con¬ 
structed,  and  the  Federal  Government 
will  provide  its  part  of  the  cost.  As  the 
Nation  grows,  it  will  be  necessary  to  con¬ 
struct  more  airports— for  example,  in 
South  Dakota,  in  Honolulu,  in  Kentucky, 
and  in  Kansas ;  and  the  Federal  Govern¬ 
ment  will  have  to  help  pay  for  the  cost, 
of  constructing  them.  Our  Nation  will 
not  become  smaller;  it  will  continue  to 
grow,  and  become  larger  and  larger. 

It  seems  to  me  that  it  would  be  to¬ 
tally  unrealistic  to  limit  the  administra¬ 
tive  budget  in  any  fiscal  year  to  $100  bil¬ 
lion,  and  thus  to  say,  “The  budget  will 
never  be  allowed  to  exceed  that  amount ; 
but  if  it  does,  suddenly,  instead  of  a  tax 
reduction,  taxes  will  increase.” 

Mr.  President,  how  much  time  remains 
available  to  me? 

The  PRESIDING  OFFICER.  Eleven 
minutes. 

Mr.  SMATHERS.  Mr.  President,  in 
support  of  the  last  statement  I  made,  I 
wish  to  read  from  a  statement  by  Presi¬ 
dent  Eisenhower.  This  may  be  of  some 
interest  even  to  Members  on  our  side 
of  the  aisle,  and  I  am  sure  it  will  be  of 
great  interest  to  Members  on  the  other 
side  of  the  aisle.  President  Eisenhower 
said; 

A  growing  nation  requires  a  growing 
budget. 


3476 


President  Eisenhower  recognized  the 
inevitability  of  a  growing  budget  with  a 
growing  nation.  In  his  budget  message 
for  the  fiscal  year  1960  he  said : 

Inescapable  demands  resulting  from  new 
technology  and  the  growth  of  our  Nation 
and  new  requirements  resulting  from  the 
changing  nature  of  our  society  will  generate 
Federal  expenditures  in  future  years.  We 
must  not  forget  that  a  rapidly  growing  popu¬ 
lation  creates  virtually  automatic  increases 
in  many  new  Federal  responsibilities. 

I  hope  that  the  amendment  will  be 
resisted  in  view  of  the  points  that  I  have 
made.  I  believe  it  would  be  restrictive. 
In  many  respects  it  might  even  be  un¬ 
constitutional.  I  believe  it  is  violative 
of  the  1946  Reorganization  Act.  It  does 
not  recognize  the  growing  population. 

Moreover;  I  believe  it  would  cause  the 
Congress  of  the  United  States  to  abdi¬ 
cate  its  own  responsibility.  Members 
of  the  Appropriations  Committee  are 
sitting  in  the  Senate  Chamber.  I  see 
four  of  them.  They  have  under  their 
control  appropriations.  They  will  not 
permit  money  to  be  spent  that  Congress 
does  not  appropriate.  No  money  will  be, 
spent  that  members  of  the  committee  do 
not  approve  for  appropriation  and  that 
the  Senate  does  not  finally  approve.  Un¬ 
der  the  Constitution  of  the  United  States 
it  cannot  be  done — and  we  still  live  un¬ 
der  the  Constitution.  I  do  not  wish  to 
see  a  situation  arise  in  which  the  chair¬ 
man  of  the  distinguished  Finance  Com¬ 
mittee  would  lose  his  power  and  the 
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committee  itself  would  lose  its  power  to 
determine  what  the  tax  rate  for  indi¬ 
viduals  and  the  corporations  of  our  Na¬ 
tion  should  be.  If  we  adopt  the  amend¬ 
ment,  that  is  what  would  happen.  He 
will  have  lost  his  authority  and  we  will 
have  lost  our  authority.  We  would  leave 
it  to  the  executive  branch  of  the  Gov¬ 
ernment  to  make  the  determination  as 
to  when  the  proposed  $11.6  billion  tax 
reduction  would  go  into  effect  and  when 
it  would  not. 

So  I  plead  with  Senators.  While  the 
amendment  is  directed  toward  economy, 
I  suggest  that  we  are  all  for  economy. 
While  it  is  said  that  we  can  have  a  tax 
cut  on  the  one  hand  but  we  can  have 
economy  on  the  other,  it  will  not  work 
that  way.  It  would  be  a  terrible  restric¬ 
tion  not  only  on  the  Congress  and  on 
our  authority  but  on  the  President  of  the 
United  States.  It  would  tie  our  hands 
in  the  event  of  a  recession.  It  would  tie 
our  hands  in  the  event  that  some  kind 
of  foreign  situation  would  arise  as  a  re¬ 
sult  of  which  the  administration  would 
come  to  Congress  and  ask  for  additional 
money. 

I  yield  the  floor. 


Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  whole  problem  raised  by  the 
amendment  of  the  Senator  from  Arkan¬ 
sas  would  not  be  a  problem  if  Senators 
who  are  members  of  the  Appropriations 
Committee  would  quit  voting  so  much 
money  for  appropriations.  We  members 
of  the  Finance  Committee  have  no  con¬ 
trol  over  that. 

I  talked  to  my  senior  colleague,  who 
I  believe  will  vote  against  the  bill.  If  he 
votes  against  it,  he  will  be  expressing  his 
honest  conviction  on  the  matter.  He 
feels  that  the  Government  needs  the  rev¬ 
enue.  I  said  to  him: 

After  all,  there  would  be  no  problem  about 
a  tax  cut  if  the  Appropriations  Committee 
would  not  spend  so  much  money. 

But  I  cannot  control  that  committee’s 
actions.  I  am  on  the  Finance  Commit¬ 
tee.  It  is  all  I  can  do  to  discharge  my 
responsibility  on  that  committee. 

The  amendment  would  undertake  to 
require  me,  as  a  member  of  the  Finance 
Committee,  to  show  members  of  the  Ap¬ 
propriations  Committee  how  to  run  their 
business.  I  do  not  feel  very  well  qual¬ 
ified  to  do  so. 

I  ask  Senators  to  observe  who  the 
members  of  that  committee  are. 

The  chairman  of  the  committee  is 
Senator  Carl  Hayden.  The  Senator 
from  Arizona  has  been  in  the  Senate  for 
many  years.  He  was  a  Member  of  the 
Congress  before  I  was  born.  Am  I  sup¬ 
posed  to  tell  him  how  to  conduct  his 
business,  as  I  would  be  required  to  do 
under  the  amendment?  [Laughter.] 

The  next  member  of  the  committee  is 
Senator  Richard  Russell,  a  man  whom 
I  supported  for  President  of  the  United 
States,  a  man  who  came  to  Congress  the 
same  year  that  my  father  did.  Am  I 
supposed  to  tell  him  how  to  conduct  his 
business?  I  go  to  him  for  advice  rather 
than  he  coming  to  me.  [Laughter.] 

The  next  member  of  the  committee  is 
Senator  Allen  J.  Ellender,  who  I 
thought  should  have  been  Governor  of 
Louisiana  at  a  time  when  I  was  a  mere 
boy.  He  is  one  of  the  most  competent 
men  I  have  ever  known.  Am  I  supposed 
to  tell  him  how  to  perform  his  function? 
With  the  possible  exception  of  Repre¬ 
sentative  Otto  Passman,  also  of  my  State, 
Senator  Ellender  has  been  the  greatest 
economizer  in  the  foreign  aid  program 
we  could  possibly  have.  Am  I  supposed 
to  tell  him  how  to  economize  and  to  save 
money?  [Laughter], 

Those  men  are  experts  in  their  field. 

Should  I  tell  Senator  Lister  Hill  how 
to  run  his  business?  Senator  Hill  is 
well  qualified  to  run  his  business.  I  re¬ 
call  the  day  that,  as  a  small  boy,  I  lis¬ 
tened  over  the  radio  to  Senator  Hill. 
He  nominated  Franklin  D.  Roosevelt  for 
President  of  the  United  States.  I  can 
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recall  those  events.  Those  men  do  not 
come  to  me  for  advice  as  to  what  they 
ought  to  do. 

Read  down  the  list.  Whose  name  ap¬ 
pears  next?  Next  we  have  the  distin¬ 
guished  Senator  from  Arkansas  [Mr. 
McClellan].  [Laughter.]  At  times  I 
have  thought  he  was  well  qualified  to 
be  President.  He  is  urging  me  to  tell  him 
how  to  discharge  his  responsibility.  I 
have  no  doubt  that,  if  I  am  required  to 
do  so,  I  would  have  to  say,  “Let  your  con¬ 
science  be  your  guide.”  [Laughter.] 

So  we  go  down  the  list  of  the  men  who 
are  experts  in  this  field.  They  have 
made  the  appropriations  and  studied  the 
budget.  I  have  not  studied  the  budget 
as  they  have.  I  have  been  working  on 
the  tax  bill  for  2  years.  I  have  reached 
the  point  where  I  cannot  sleep  at  night. 
I  lie  awake  at  night  and  mumble  big 
numbers.  [Laughter.] 

After  all  that  time  of  intensive  work  on 
this  bill,  trying  to  understand  all  of  its 
complications,  I  am  now  asked  to  tell 
the  Appropriations  Committee  how  to 
handle  a  $100  billion  appropriation  bill. 
I  have  not  had  an  opportunity  to  study 
the  budget.  I  have  been  so  busy  on  the 
question  of  taxes  that  J  do  not  even  know 
what  is  in  the  budget  for  flood  control 
in  Louisiana. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  PASTORE.  Why  has  the  Senator 
from  Louisiana  stopped  where  he  did? 
Why  does  he  not  continue  to  read  the 
names  of  some  of  the  Senators  who  will 
vote  for  the  bill,  such  as  the  Senator 
from  Rhode  Island? 

Mr.  SMATHERS.  There  is  a  time 
limitation. 

Mr.  LONG  of  Louisiana.  The  com¬ 
mittee  is  a  large  committee,  with  many 
able  Senators  on  it. 

Mr.  PASTORE.  I  should  like  to  hear 
a  little  tribute  to  myself. 

Mr.  LONG  of  Louisiana.  The  distin¬ 
guished  Senator  from  Rhode  Island,  a 
former  distinguished  Governor  of  Rhode 
Island,  author  of  many  important  bills 
that  have  been  passed  in  this  body,  and 
one  of  the  greatest  statesmen  of  our 
time,  has  been  a  student  of  this  subject. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LONG  of  Louisiana.  I~ yield. 

Mr.  PASTORE.  The  Senator  from 
Rhode  Island  wishes  to  say,  “I  love  you, 
too.” 

Mr.  LONG  of  Louisiana.  I  thank  the 
distinguished  Senator. 

Mr.  President,  if  the  amendment  is 
adopted,  it  may  well  be  that  next  year 
we  shall  have,  not  a  tax  cut  bill,  but  a 
tax  increase  bill.  The  amendment 


would  seek  to  restore  all  the  rates  that 
presently  exist  and,  in  addition,  would 
leave  in  effect  those  things  in  the  law 
to  which  the  committee  bill  has  proposed 
structural  changes.  In  other  words  we 
could  get  perhaps  a  $500  million  increase 
in  taxes.  How  do  Senators  like  that  as 
a  disappointment?  The  taxpayer  would 
be  holding  his  sack  out,  waiting  for  a  tax 
cut.  What  do  Senators  think  he  would 
get?  A  tax  increase.  [Laughter.] 

Unless  we  are  to  give  the  American 
people  the  supreme  disappointment  of 
the  century,  we  ought  to  vote  the  tax  cut 
we  have  been  talking  about  for  2  years 
instead  of  offering  one  with  an  amend¬ 
ment  which  would  provide  a  “quickie” 
tax  cut  and  a  long  increase,  starting  the 
first  of  next  year. 

Mr.  McCLELLAN.  Mr.  President, 
how  much  time  have  I  remaining? 

The  PRESIDING  OFFICER.  Three 
minutes. 

Mr.  McCLELLAN.  Mr.  President,  I 
have  been  saddened  just  a  little,  in  spite 
of  the  humor,  of  my  friends,  which  I 
have  enjoyed.  This  afternoon  we  have 
seen  a  demonstration  in  which  some  of 
the  supporters  of  this  bill  have  broad¬ 
cast  to  this  Nation  and  to  the  people  of 
this  country  that  we  are  not  serious 
about  expenditures.  They  choose  to 
ridicule  anyone  who  tries  to  reduce  ex¬ 
penditures. 

As  the  distinguished  majority  leader 
has  said,  we  are  today  telling  the  coun¬ 
try  that  we  will  continue  the  old  order 
of  business.  We  will  continue  to  spend 
and  spend  and  go  into  debt.  The  old 
order  is  all  we  are  promised. 

The  Senator  talks  about  passing  the 
buck  to  the  President;  and  telling  me 
what  to  do.  The  Senator  stands  on  this 
floor  and  votes.  The  junior  Senator 
from  Louisiana  said  a  moment  ago  that 
he  votes  without  knowing  what  he  is 
doing,  if  we  are  to  interpret  his  language 
correctly.  The  Senate  and  the  House  of 
Representatives  make  the  appropri¬ 
ations;  it  is  the  duty  of  the  President  to 
request  what  he  needs.  It  is  our  duty  to 
weigh  the  request.  The  Senator  from 
Louisiana  [Mr.  Long]  talks  about  pass¬ 
ing  the  buck.  When  the  President  sends 
that  budget  down  here,  and  then  some 
of  his  aids  get  on  the  telephone  and  get 
his  people  from  the  Budget  Bureau  on 
the  telephone  telling  us  they  must  have 
this  money,  where  is  the  buck  passed  to?* 
Right  back  to  us. 

Let  us  work  together  cooperatively.  I 
feel  a  concern  about  what  we  are  doing 
here  today  to  our  country.  It  is  not 
laughable  to  me.  I  feel  that  we  are  mak¬ 
ing  a  mistake  in  driving  this  country  into 
debt.  The  Senator  maintains  that  we 
will  stimulate  the  economy.  The  Sena¬ 
tor  has  cited  the  experience  of  some 
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foreign  country.  I  suggest  that  he  cite 
our  past  experience  here  in  the  United 
States. 

Tax  reductions  in  the  past  have  not 
greatly  stimulated  the  economy.  The 
Senator  has  said  that  we  have  some  good 
economists  now  who  know  how  to  stim¬ 
ulate  the  economy.  Who  are  they? 

[P.  2275] 

Every  one  of  those  economists  believe 
in  deficit  spending  as  a  way  of  life.  None 
of  them  are  looking  toward  balancing 
the  budget.  No  one  cares  today.  We  are 
invited  to  spend  and  spend. 

I  am  asking  only  that  a  limit  be  set. 
Why?  The  Senator  has  said  that  we  are 
restricting  with  this  amendment.  Of 
course  we  are;  that  is  the  purpose  of  it. 
It  is  charged  we  are  passing  the  buck  to 
the  President.  That  is  not  correct.  The 
President  informs  us  that  the  money  is 
spent;  then  we  have  to  raise  the  debt 
limit.  Here,  with  respect  to  this  amend¬ 
ment  the  Congress  would  have  to  raise 
the  $100  billion  limit-  if  an  emergency 
arose  or  a  real  need  developed  and  a 
proper  case  should  be  made  to  do  so. 

Of  course,  we  would  raise  it,  if  we 
should.  But  it  comes  back  to  Congress 
for  examination,  decision,  and  action. 
It  is  said  that  this  will  be  done  in  the 
Appropriation  Committees.  The  Appro¬ 
priation  Committees  work  hard  and  long. 
They  work  against  the  pressures  some¬ 
times  of  the  President  and  the  adminis¬ 
tration  forces.  I  say  to  the  Senate  and 
to  the  country  today  that  we  need  the  co¬ 
operation  and  the  dynamic  leadership  of 
the  President  of  the  United  States  and 
the  Congress  working  together.  Con¬ 
gress  can  hardly  do  it  without  that 
leadership.  Both  Congress  and  the 
President  should  work  together  to  do  it. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  MUNDT.  Mr.  President,  I  yield  3 
minutes  to  the  Senator  from  Arkansas. 

Mr.  McCLELLAN.  I  was  interested  in 
what  the  distinguished  Senator  from 
New  Hampshire  said  when  he  stated  he 
was  going  to  vote  for  a  measure  to  try  to 
hold  back  the  money  so  it  cannot  be 
spent.  That  will  not  be  easy.  They  do 
not  necessarily  need  the  money  in  order 
to  spend.  We  can  continue  to  go  into 
debt  by  operating  on  a  credit  as  we  have 
been  doing.  Someday  the  strain  on  our 
credit  will  cause  it  to  break.  There  is  a 
limit.  We  are  marching  toward  that 
limit  today. 

Mr.  President,  we  are  not  conducting 
this  Government  with  fiscal  responsi¬ 
bility.  I  plead  that  we,  here  and  now, 
make  a  start  toward  economy,  make  at 
least  a  strong  gesture  that  may  have  some 
meaning.  My  amendment  will  have  a 
meaning  if  we  adopt  it. 


Senators  are  not  turning  me  down  on 
this  issue.  There  is  nothing  personal  in¬ 
volved  here.  If  we  vote  for  continued 
spending,  if  we  vote  for  the  old  order 
that  has  brought  us  to  where  we  are  to¬ 
day,  if  we  perpetuate  that  old  order, 
there  will  certainly  be  a  day  of  reckon¬ 
ing.  That  day  is  coming  sooner  than  we 
think. 

If  we  are  not  willing  to  start  holding 
the  spending  line,  now,  in  a  period  of  the 
highest  prosperity  we  have  ever  had, 
with  the  highest  national  income  in  our 
history,  if  we  are  not  ready  to  hold  the 
line  when  making  a  big  tax  reduction, 
then  we  are  surely  plunging  headlong 
toward  insolvency  and  inflationary 
chaos.  Is  the  Senate  willing  to  make 
one  gesture — just  one — openly,  publicly, 
and  as  an  indication  of  congressional 
policy,  toward  reducing  expenditures? 
If  the  Senators  are  not  willing  to  do 
that,  then,  of  course,  vote  against  the 
amendment.  And  by  so  doing,  let  the 
country  know  we  are  going  to  continue 
going  into  debt;  that  deficit  spending — 
increased  deficit  spending  is  the  na¬ 
tional — the  senatorial  policy.  In  my 
judgment  we  are  going  into  debt  too 
deeply  and  too  fast. 

Someday  we  will  be  called  to  an 
accounting  for  this  folly. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  when  the  Senator  who  is  now 
speaking  went  to  war  for  his  country  in 
1942,  this  country  was  about  $50  billion 
in  debt.  When  I  returned  from  the  war, 
I  came  back  to  a  country  that  was  $258 
billion  in  debt — an  increase  of  $200  bil¬ 
lion.  That  was  an  enormous  increase. 
This  Nation  apparently  had  its  choice 
at  the  time  of  war.  It  could  have  levied 
heavier  taxes.  It  could  have  gone  deeper 
into  debt.  It  had  a  third  choice — which 
happened  to  the  Confederacy.  It  could 
have  stayed  out  of  debt,  but  it  would 
have  been  under  an  army  of  occupation. 
So  the  country  thought  that  the  best 
alternative  was  to  go  into  debt.  Today 
we  have  a  debt  of  about  $300  billion. 
Our  gross  national  product  has  increased 
from  $266  billion  to  $493  billion,  almost 
double  what  it  was  at  that  time. 

It  is  true  that,  under  both  Republican 
and  Democratic  administrations,  we  are 
somewhat  deeper  in  debt;  but  the  Sena¬ 
tor  from  Louisiana  still  thinks  this  is 
the  greatest  Nation  on  the  face  of  the 
earth,  with  some  of  the  finest  people  that 
the  good  Lord  has  put  on  this  planet. 
The  Senator  from  Louisiana  feels  that 
our  children  are  at  least  as  good  as  or 
better  than  he  was  at  a  similar  age,  that 
we  are  growing  stronger,  and  that  this 
country  will  be  equal  to  the  risks  that 
face  us.  We  must  take  risks,  in  every¬ 
thing  we  do  in  life.  There  is  a  risk  in 
cutting  taxes,  but,  in  my  opinion,  there 
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is  a  greater  risk  in  not  cutting  taxes. 
There  will  not  be  a  balanced  budget  un¬ 
til  there  is  full  employment.  * 

For  those  reasons,  I  shall  vote  for  the 
bill  without  the  McClellan  amendment, 
which  says  we  cannot  do  that  which  I 
think  is  necessary  to  do  for  the  progress 
of  the  country. 

Mr.  SMATHERS.  Mr.  President,  I 
yield  niyself  a  minute  and  a  half,  and 
then  I  shall  yield  to  the  able  majority 
leader. 

Mr.  President,  the  question  is  asked, 
Are  we  serious  about  economy?  In  all 
fairness;  I  think  we  have  been. 

The  Senator  from  Arkansas  knows 
that  the  President  of  the  United  States 
has  recommended  a  budget  which  pro¬ 
vides  for  a  deficit  50  percent  below  what 
it  was  last  year; 

I  think  the  Senator  from  Arkansas  will 
agree  that  in  every  department  of  Gov¬ 
ernment  there  has  been  a  request  for 
reductions  in  personnel.  I  think  the 
Senator  has  seen  30  bases  closed.  I 
think  he  is  going  to  see  30  more  bases 
closed. 

Throughout  the  Government  we  are 
seeing  practiced  an  economy  that  is  as 
stringent  and  hardheaded  as  any  we 
have  seen.  So  we  have  seen  economy. 

The  Senator  asks  why  Senators  will 
vote  for  it.  The  Senator  from  Louisiana 
has  referred  to  the  fact  that,  because  of 
the  technicalities  involved  in  the  De¬ 
fense  appropriations — and  this  is  true  of 
other  bills — we  must  rely,  on  the  Ap¬ 
propriations  Committee.  In  the  final 
analysis,  it  is  the  agency  which  makes 
recommendations. 

The  Senator  has  said  that  the  econ¬ 
omists  say  those  who  believe  in  deficit 
spending  are  for  the  bill.  I  do  not  think 
so.  The  chamber  of  commerce  is  for 
this  bill;  and  I  challenge  anyone  to  show 
us  that  it  believes  in  deficit  spending. 
But  it  is  for  the  bill.  Henry  Ford  is 
for  the  bill;  and  he  certainly  is  not  in 
favor  of  deficit  spending.  The  president 
of  the  Pennsylvania  Railroad  is  for  the 
bill;  and  he  is  not  in  favor  of  deficit 
spending.  So  I  say,  in  all  candor  and 
honesty,  that  we  who  are  in  favor  of  the 
bill  without  the  restrictive  amendment  of 
the  Senator  from  Arkansas  believe  in  the 
free  enterprise  economy  and  believe  that 
the  only  solution  for  unemployment  and 
for  the  future  economy  is  to  provide  a 
tax  cut. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  PASTORE.  The  Record  should 
show  that  last  year  Congress  cut  the 
budget  estimates  by  $6,300  million. 

Mr.  SMATHERS.  I  should  like  to  re¬ 
spond  to  that  observation  with  the  state¬ 
ment  that  perhaps  some  President  has 


called  Members  of  Congress  and  has  said 
we  must  do  certain  things;  but  I  do  not 
believe  any  Senator  would  say  that  there 
is  any  President  who  can  -‘twist  his 
arm”  and  make  him  vote  against  his 
conscience.  He  certainly  is  not  able  to 
do  it  with  the  Senator  from  Arkansas, 
or  with  any  other  Senator.  It  is  up  to 
Congress  to  decide.  It  is  Congress  that 
levies  taxes  and  spends  the  taxpayers’ 
money.  When  Congress  wants  economy, 
it  can  get  it. 

I  now  yield  to  the  Senator  from  Mon¬ 
tana. 

Mr.  MANSFIELD.  Mr.  President,  I 
have  listened  with  great  interest  to  most 
of  the  debate  this  afternoon,  and  I  wish 
to  commend  the  distinguished  Senator 
from  Arkansas  [Mr.  McClellan]  for 
making  an  attempt  in  the  right  direc¬ 
tion;  but  I  also  wish  to  reiterate  that  so 
far  as  the  Senate  is  concerned  there  is 
a  line  between  the  legislative  branch  and 
the  executive  branch,  and  that  line 
should  be  observed.  The  President  has 
his  responsibilities,  and  he  has  carried 
them  out  admirably.  We  have  our  re¬ 
sponsibilities,  and  I  believe  we  have  done 
a  respectable  job. 

The  Senator  from  Rhode  Island  has 
stated  a  fact,  that  in  the  1st  session  of 
the  88th  Congress  we  cut  expenditures 
below  the  President’s  budget  request  by 
$6.3  billion.  The  Senator  from  Arkan¬ 
sas  stated  at  the  beginning  of  his  speech 
that  over  the  past  11  years  the  Con¬ 
gresses  which  were  in  operation  during 
that  period  reduced  the  budget  request 
of  the  President  by  $32  billion. 

So  we  have  done  our  share,  and  a 
little  more.  The  President  is  doing 
his  share.  We  should  recognize  that  if 
we  place  a  limitation  of  this  kind  upon 
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the  President,  it  will  tie  and  bind  his 
hands. 

What  will  the  President  do  if  a  reces¬ 
sion  comes  along  and  he  is  forced  to  raise 
the  ceiling  above  $100  billion?  What 
will  happen  to  the  tax  cut?  We  give  and 
we  take  away. 

There  is  nothing  more  that  I  can  add 
to  what  the  distinguished  Senator  in 
charge  of  the  bill,  the  Senator  from 
Louisiana  [Mr.  Long]  has  said,  and  also 
his  ‘‘first  lieutenant”  the  distinguished 
Senator  from  Florida  [Mr.  Smathers]  ; 
but  I  believe,  if  we  are  to  put  a  tax  cut 
into  effect  that  the  way  to  do  it  is  to 
stick  to  the  bill  as  closely  as  possible, 
and  give  to  both  corporations  and  indi¬ 
viduals  the  $11.7  billion  cut  envisaged  in 
the  bill,  because  it  will  help  business, 
stimulate  employment,  and  increase  the 
gross  national  product. 

Mr.  McCLELLAN.  I  yield  1  minute  to 
the  Senator  from  South  Carolina. 
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Mr.  THURMOND.  Mr.  President,  the 
pending  amendment,  which  would  make 
the  reduction  in  income  tax  rates  em¬ 
bodied  in  H.R.  8363  contingent  on  keep¬ 
ing  the  spending  of  the  National  Govern¬ 
ment  below  the  level  of  $100  billion  per 
year,  is  an  absolute  prerequisite  to  a 
sound  fiscal  policy  for  our  Nation. 

It  is  not  enough  to  talk  in  terms  of 
slowing  the  pace  of  mushrooming  na¬ 
tional  expenditures.  It  is  time  to  estab¬ 
lish,  by  practical  and  effective  means, 
an  absolute  limit  beyond  which  we  will 
not  go.  This  amendment  would  par¬ 
tially  provide  such  a  limit,  although 
it  would  not  insure  the  elimination  of 
continual  deficit  spending. 

Only  six  times  in  the  past, 34  years  has 
the  budget  of  the  National  Government 
been  balanced.  This  is  nothing  less  than 
pure  fiscal  folly.  Not  only  does  such 
fiscal  irresponsibility  jeopardize  the  eco¬ 
nomic  stability  of  our  Nation,  but  it 
also  constitutes  an  immoral  deprivation 
of  future  generations  of  Americans  of 
their  right  to  decide  how  their  own  earn¬ 
ings  will  be  spent.  We  are  literally  mort¬ 
gaging  the  future  of  babes  unborn,  and 
if  we  continue  at  the  rate  we  are  going, 
we  will  completely  dispose  of  their  birth¬ 
right. 

This  amendment  will  not,  of  course, 
prevent  another  deficit.  It  will,  how¬ 
ever,  make  the  reduction  in  taxes,  and, 
in  my  opinion,  the  reduction  in  receipts 
of  the  National  Government  enacted  by 
this  bill,  contingent  on  expenditures 
being  held  to  a  reasonable  level. 

The  level  of  expenditures  set  by  the 
amendment  does  not  even  set  the  cut¬ 
off  at  the  current  or  projected  level  of 
expenditures.  It  leaves  room  for  an  in¬ 
crease  over  current  or  projected  level  of 
expenses  of  more  than  $2  billion. 

The  bill  which  the  Senate  is  now  con¬ 
sidering  will  reduce  revenues,  and 
thereby,  it  will  inevitably  contribute  to 
the  existing  gap  between  receipts  and 
expenditures.  -  It  is  predicted  by  some, 
of  course,  that  the  revenues  released 
into  the  economy  by  the  tax  reduction 
will  go  through  multiplier  and  acceler¬ 
ator  processes,  and  result  in  net  increases 
in  revenues  even  at  the  lower  rates. 
This  may  be;  but  in  the  event  this 
strange  phenomenon  fails  to  occur  as 
predicted,  this  amendment  would  pro¬ 
vide  a  very  essential  ceiling  on  expendi¬ 
tures  above  which  the  lower  tax  rates, 
and  a  larger  margin  of  deficit,  would 
not  be  effective. 

This  amendment  is  designed  to  effec¬ 
tuate  in  law  the  assurances  that  expendi¬ 
tures  will  be  held  within  some  range  of 
reason.  Its  adoption  would  establish 
the  intention  of  Congress  to  exercise  a 
new  and  long  overdue  practice  of  fiscal 
responsibility.  Its  adoption  would  act 


as  a  welcome  breath  of  fresh  air  and 
a  basis  of  renewed  confidence  in  the 
financial  future  of  the  United  States. 

Mr.  McCLELLAN.  Mr.  President,  I 
ask  for  the  yeas  and  nays  on  my  amend¬ 
ment. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Arkansas  [Mr. 
McClellan].  The  yeas  have  been  or¬ 
dered;  and  the  clerk  will  call  the  roll. 

The  legislative  clerk  called  the.  roll. 

Mr.  MANSFIELD  (after  having  voted 
in  the  negative) .  Mr.  President,  on  this 
vote  I  have  a  pair  with  the  distinguished 
minority  leader,  the  Senator  from  Illi¬ 
nois  [Mr.  Dirksen].  If  he  were  present 
and  voting,  he  would  vote  “yea”;  if  I 
were  at  liberty  to  vote,  I  would  vote 
“nay.”  Therefore,  I  withdraw  my  vote. 

Mr.  SALTONSTALL  (after  having 
voted  in  the  negative) .  Mr.  President, 
on  this  vote  I  have  a  pair  with  the  Sen¬ 
ator  from  Arizona  [Mr.  Goldwater ] .  If 
he  were  present  and  voting,  he  would 
vote  “yea”;  if  I  were  at  liberty  to  vote, 
I  would  vote  “nay.”  Therefore,  I  with¬ 
draw  my  vote. 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis] 
and  the  Senator  from  Illinois  [Mr.  Dirk¬ 
sen]  are  necessarily  absent. 

The  Senator  from  Arizona  [Mr.  Gold- 
water]  is  detained  on  official  business. 

If  present  and  voting,  the  Senator 
from  Nebraska  [Mr.  Curtis]  would  vote 
“yea.” 

The  respective  pairs  of  the  Senator 
from  Illinois  [Mr.  Dirksen]  and  that  of 
the  Senator  from  Arizona  [Mr.  Gold- 
water]  have  been  previously  announced. 

The  result  was  announced — yeas  34, 
nays  61,  as  follows; 

[No.  38  Leg.] 

YEAS— 34 


Aiken 

Hlckenlooper 

Proxmire 

AUott 

Hruska 

Robertson 

Beall 

Jackson 

Russell 

Bennett 

Jordan,  N.C. 

Simpson 

Boggs 

Jordan,  Idaho 

Smith 

Byrd,  Va. 

Lausche 

Stennls 

Carlson 

McClellan 

Thurmond 

Cotton 

Mechem 

Tower 

Dominick 

Miller 

Williams,  Del. 

Eastland 

Mundt 

Young,  N.  Dak. 

Ervin 

Pearson 

Gore 

Prouty 

NAYS— 61 

Anderson 

Ellender 

Kennedy 

Bartlett 

Engle 

Kuchel 

Bayh 

Fong 

Long,  Mo. 

Bible 

Fulbright 

Long,  La. 

Brewster 

Gruening 

Magnuson 

Burdick 

Hart 

McCarthy 

Byrd,  W.  Va. 

Hartke 

McGee 

Cannon 

Hayden 

McGovern 

Case 

Hill 

McIntyre 

Church 

Holland 

McNamara 

Clark 

Humphrey 

Metcalf 

Cooper 

Inouye 

Monroney 

Dodd 

Javlts 

Morse 

Douglas 

Johnston 

Morton 

Edmondson 

Keating 

Moss 
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NAYS—  Continued. 


Muskie 
Nelson 
Neuberger 
Pas  tore 
Pell 

Randolph 


Curtis 

Dlrksen 


Ribicoff 

Scott 

Smathers 

Sparkman 

Symington 

Talmadge 

NOT  VOTING 

Goldwater 

Mansfield 


Walters 
Williams,  N.J. 
Yarborough 
Young,  Ohio 


5 

Saltonstall 


So  Mr.  McClellan’s  amendment  was 
rejected. 


The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 

Mr.  SPARKMAN.  Mr.  President,  I 
have  three  amendments,  all  relating  to 
matters  in  which  the  Small  Business 
Committee  has  been  interested.  I  send 
them  to  the  desk,  and  ask  that  their 
reading  be  dispensed  with,  but  that  they 
may  be  printed  in  the  Record.  I  shall 
make  a  very  brief  explanation  of  them. 

The  PRESIDING  OFFICER.  Without 
objection,  the  amendments  will  be 
printed  in  the  Record  at  this  point. 

The  amendments,  ordered  to  be  printed 
in  the  Record,  are  as  follows: 

On  page  14,  line  7,  strike  out  “$25,000”  and 
insert  “$50,000”. 

Qn  page  27,  strike  out  lines  8  through  23 
and  ipsert  the  following: 

“(2) 'Corporations. — In  applying  subsec¬ 
tion  (a)  to  a  taxable  year  of  a  corporation 
beginning  in  1963  and  ending  in  1964 — 

“(A)  the  change  in  the  surtax  exemption 
of  such  corporation  (including  a  change  by 
reason  of  the  application  of  section  1561,  re¬ 
lating  to  surtax  exemptions  in  case  of  cer¬ 
tain  controlled  corporations),  and 

“(B)  the  additional  tax  (if  any)  imposed 
on  the  taxable  income  of  such  corporation  for 
such  taxable  year  by  section  1562(b)  (relat¬ 
ing  to  additional  tax  in  case  of  component 
member  of  controlled  groups  which  elect 
multiple  surtax  exemptions) , 

shall  each  be  treated  as  a  change  in  a  rate  of 
tax  taking  effect  on  January  1,  1964.” 

On  page  247,  lines  9,  15,  and  19,  strike 
out  “$25,000”  and  insert  “$50,000”. 

On  page  248,  line  7,  strike  out  “$25,000” 
and  insert  "$50,000”. 

On  page  250,  line  4,  strike  out  "$25,000” 
and  insert  “$50,000”. 


At  the  end  of  the  bill  insert  the  following: 

“TITLE  IV — MISCELLANEOUS  PROVISIONS 

“Sec.  401.  Extension  of  Time  for  Payment 
of  Estate  Tax  Based  on  Undue 
Hardship. 

“(a)  Certain  Circumstances  Which 
Would  Require  Sale  of  Closely  Held  Busi¬ 
ness  Considered  To  Constitute  Undue 
Hardship. — Section  6161  (relating  to  exten¬ 
sion  of  time  for  paying  tax)  is  amended  by 
redesignating  subsection  (d)  as  (e),  and  by 
inserting  after  subsection  (c)  the  following 
new  subsection: 

“  ‘(d)  Forced  Sales  of  Interests  in 
Closely  Held  Businesses. — 

“‘(1)  In  General. — In  applying  subsec¬ 
tions  (a)  (2)  and  (b)  to  any  case  in  which  an 
extension  of  time  for  payment  of  the  tax  im¬ 
posed  by  chapter  11  has  been  elected,  or  could 


have  been  elected,  under  section  6166,  if  the 
executor  establishes  to  the  satisfaction  of 
the  Secretary  or  his  delegate  that  the  pay¬ 
ment  of  an  amount  described  in  subsection 
(a)  (2)  or  (b)  on  the  prescribed  date  can  be 
made  only  if  there  is  a  forced  sale  (within 
the  meaning  of  paragraph  (2) )  of  property 
constituting  all  or  part  of  an  interest  in  a 
closely  held  business  (as  defined  in  section 
6166(c)),  it  shall  be  considered  that  such 
payment  would  result  in  undue  hardship  to 
the  estate. 

“  ‘(2)  Forced  sale. — For  purposes  of  para¬ 
graph  (1),  the  term  “forced  sale  of  property 
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constituting  all  or  part  of  an  interest  in  a 
closely  held  business”  means — 

“‘(A)  a  sale  to  one  or  more  individuals 
who  are  not  members  of  the  family  of  the 
decedent  (within  the  meaning  of  section 
267(c)(4)),  or 

“‘(B)  a  sale  at  a  time  when  the  market 
for  such  property  is  depressed. 

Such  term  does  not  include  any  sale  which 
is  required  by  law  or  is  required  under  the 
terms  of  the  will  of  the  decedent  or  of  an 
agreement  entered  into  by  the  decedent.’ 

“(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  with  re¬ 
spect  to  amounts  of  tax  imposed  by  chapter 
11  of  the  Internal  Revenue  Code  of  1954 
(including  installments  thereof)  the  date 
for  payment  of  which  (including  extensions 
thereof)  is  on  or  after  the  date  of  the  enact¬ 
ment  of  this  Act.” 


On  page  14,  lines  8  and  9,  strike  out  “or 
the  amount  determined  under  section  1561 
(relating  to  surtax  exemptions  in  case  of 
certain  controlled  corporations)”. 

On  page  14,  line  20,  strike  out  the  closing 
quotation  marks,  and  after  line  20  insert 
the  following: 

“(f)  Cross  Reference. — 

“For  limitation  on  surtax  exemptions  of 
certain  controlled  groups  of  corporations, 
see  section  1561.” 

On  page  27,  line  10,  beginning  with  "if” 
strike  out  all  through  “tax,”  in  line  22,  and 
Insert  the  following:  "if  a  surtax  exemption 
is  not  allowed  to  such  corporation  for  such 
taxable  year  by  reason  of  the  application  of 
section  1561  (relating  to  limitation  on  sur¬ 
tax  exemptions  of  controlled  group  of  cor¬ 
porations)  ,  such  disallowance”. 

On  page  246,  line  20,  strike  out  “reduction 
of  surtax  exemption”  and  insert  “limitation 

ON  SURTAX  EXEMPTIONS.” 

On  page  247,  beginning  with  line  1,  strike 
out  all  through  line  19  on  page  256,  and  in 
lieu  thereof  Insert  the  following: 

“PART  H - CERTAIN  CONTROLLED  CORPORATIONS 

“Sec.  1661.  Limitation  on  surtax  exemptions 
of  controlled  group  of  corpora¬ 
tions. 

“Sec.  1562.  Definitions  and  special  rules. 
“Sec.  1561,  Limitation  on  Surtax  Exemp¬ 
tions  of  Controlled  Group  of 
CORPORATIONS. 

“(a)  General  Rule. — If  a  controlled  group 
of  corporations  on  a  December  31  consists 
of  six  or  more  component  members,  only 
five  of  such  component  members  shall  be  al¬ 
lowed  a  surtax  exemption  for  the  taxable 
year  which  includes  such  December  31.  The 
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component  members  which  shall  be  allowed 
a  surtax  exemption  for  such  taxable  year 
shall — 

“(1)  be  designated,  in  such  manner  and 
within  such  time  as  the  Secretary  or  his 
delegate  shall  prescribe  by  regulation?,  by 
all  corporations  which  are  component  mem¬ 
bers  of  such  group  on  such  December  31,  or 
•  “(2)  in  the  absence  of  a  designation  under 
paragraph  ( 1 ) ,  be  determined  in  accordance 
with  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate. 

"(b)  Certain  Short  Taxable  Years. — If 
a  corporation — 

"(1)  has  a  short  taxable  year  which  does 
not  include  a  December  31,  and 

“(2)  is  a  component  member  of  a  con¬ 
trolled  group  of  corporations  with  respect 
to  such  taxable  year, 

subsection  (a)  and  section  1662(b)  shall  be 
applied,  with  respect  to  such  corporation, 
by  substituting  the  last  day  of  such  taxable 
year  for  December  31.” 

On  page  256,  line  20,  strike  odt  "1663”  and 
insert  "1662”. 

On  page  275,  line  1,  strike  out  "1563(e)” 
and  insert  "1662(e)”.' 

On  page  275,  strike  out  lines  3  through  7, 
and  insert  the  following: 

"(c)  Component  Members  op  Controlled 
Group  of  Corporations, — If  the  surtax  ex¬ 
emption  is  disallowed  to  a  transferee  cor¬ 
poration  for  any  taxable  year  for  which  it 
is  a  component  member  of  a  controlled  group 
of  corporations  (within  the  meaning  of  sec¬ 
tion  1562),  such  corporation  shall  not  be 
taken  into  account  in  applying  section  1561 
(relating  to  limitation  on  surtax  exemp¬ 
tions)  to  the  other  component  members  of 
such  controlled  group.” 

On  page  276,  strike  out  lines  12  through 
16,  and  insert  the  following: 

"(d)  Component  Members  op  Controlled 
Group  op  Corporations. — If  the  surtax  ex¬ 
emption  is  disallowed  to  an  acquired  cor¬ 
poration  under  subsection  (a)  for  any  tax¬ 
able  year  for  which  it  is  a  component  mem¬ 
ber  of  a  controlled  group  of  corporations 
(within  the  meaning  of  section  1562),  such 
corporation  shall  not  be  taken  into  account 
in  applying  section  1561  (relating  to  limita¬ 
tion  on  surtax  exemptions)  to  the  other 
component  members  of  such  controlled 
group.” 

The  PRESIDING  (OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ments  en  bloc. 

Mr.  SPARKMAN.  Mr.  President, 
about  11  years  ago  the  Small  Business 
Committee  made  several  recommenda¬ 
tions  relating  to  tax  reform  for  the  bene¬ 
fit  of  small  business.  Little  by  little  over 
the  years  those  suggestions  have  been 
written  into  law.  When  the  pending  bill 
was  under  consideration  in  committee 
four  of  the  measures  still  had  not  been 
enacted  into  law. 

The  Senator  from  Nevada  [Mr.  Bible], 
the  Senator  from  Massachusetts  [Mr. 
Saltonstall],  and  the  Senator  from 
Kentucky  [Mr.  Cooper]  are  cosponsors 
with  me  of  these  amendments. 


The  first  measure  that  we  had  rec¬ 
ommended,  which  had  not  been  passed 
at  that  time  was  with  respect  to  revers¬ 
ing  the  surtax.  Thank  goodness,  the 
bill  carries  that  in  it.  The  second  one 
related  to  increasing  the  exemptions 
from  the  surtax  from  $25,000  to  $50,000. 

I  presented  before  the  Finance  Commit¬ 
tee  arguments  in  favor  of  increasing  the 
surtax.  It  was  not  done.  I  understand^ 
why  it  was  not  done.  It  was  because  it 
would  take  considerable  revenue  from  the 
Government. 

However,  there  is  real  merit  to  the  pro¬ 
posal.  I  invite  the  attention  of  the  Sen¬ 
ator  from  Louisiana  [Mr.  Long],  and 
the  chairman  of  the  committee,  the  Sen¬ 
ator  from  Virginia  [Mr.  Byrd]  to  the 
fact  that  there  is  real  merit  in  the  pro¬ 
posal  to  increase  the  surtax  exemption. 
Of  course,  it  would  apply  to  all  busi¬ 
nesses,  regardless  of  size,  but  it  would 
be  particularly  beneficial  to  small  busi¬ 
nesses,  which  have  a  hard  time  building 
up  a  sufficient  base  on  which  to  operate. 

Testimony  was  given  on  this  subject 
before  the  Finance  Committee.  I  shall 
not  recite  it,  but  I  wish  to  read  some 
tables  which  I  believe  are  rather  signi¬ 
ficant. 

In  1960  the  reports  show — excluding 
1120S  returns — the  number  of  businesses 
earning  under  $25,000  were  544,364,  or 
82.7  percent.  Between  $25,000  and  $50,- 
000 — this  is  the  group  that  is  really 
caught  in  the  pinch — there  were  58,722, 
or  8.7  percent.  Between  $50,000  and 
$100,000,  there  were  26,464,  or  3.9  per¬ 
cent.  Over  $100,000,  there  were  31,689, 
or  4.6  percent. 

Mr.  President,  this  matter  deserves  the 
most  careful  study  and  consideration  by 
the  tax -writing  committees  of  Congress. 

I  shall  not  insist  upon  a  vote  Qn  the 
amendments.  Small  business  has  done 
very  well  in  the  bill. 

First,  the  bill  provides  a  deduction  in 
the  corporate  tax.  Second,  it  provides 
for  a  reversal  of  the  surtax.  The  bill 
contains  other  items  that  are  quite 
helpful.  I  know  many  of  the  practicali¬ 
ties  of  legislation,  particularly  the  prob¬ 
lem  of  writing  a  tax  bill  on  the  floor  of 
the  Senate.  But  I  believe  this  is  a  mat¬ 
ter  that  is  deserving  of  attention. 

I  ask  the  Senator  in  charge  of  the  bill, 
the  Senator  of  Louisiana  [Mr.  Long]  and 
the  chairman  of  the  committee,  the  Sen¬ 
ator  from  Virginia  [Mr.  Byrd],  for  their 
most  careful  and  sympathetic  considera¬ 
tion  of  this  proposal  at  the  earliest  op¬ 
portunity. 

Mr.  SALTONSTALL.  Mr.  President, 
will  the  Senator  from  Alabama  yield? 

Mr.  SPARKMAN.  I  yield. 

Mr.  SALTONSTALL.  As  a  member  of 
the  Small  Business  Committee,  I  join  in 
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the  statement  of  the  Senator  from  Ala¬ 
bama.  It  is  my  understanding  that  the 
committee  considered  one  amendment  to 
increase  the  surtax,  but  voted  it  down 
for  other  reasons. 

As  to  the  second  amendment,  regard¬ 
ing  the  estate  tax,  we  know  that  the  es¬ 
tate  tax  provisions  were  not  considered 
at  all,  so  our  amendment  did  not  come  up 
for  consideration. 

Mr.  SPARKMAN.  I  shall  say  a  word 
about  that  amendment  later.  That  has 
been  taken  care  of  administratively. 

Mr.  SALTONSTALL.  There  was  a 
third  amendment. 

Mr.  SPARKMAN.  It  had  to  do  with 
multiple-corporate  exemptions. 

Mr.  SALTONSTALL.  That  is  correct. 
If  and  when — and  we  hope  it  will  be 
soon,  although  it  does  not  seem  likely  to 
occur  soon — the  cold  war  ends  and  the 
need  for  procurement  of  material  eases, 
we  shall  want  to  stimulate  small  busi¬ 
ness  rather  than  to  have  it  go  out  of 
existence.  If  business  decreases,  we 
would  not  want  only  the  big  corporations 
to  be  able  to  carry  on.  One  of  the  pur¬ 
poses  of  the  third  amendment  was  to 
make  it  possible  to  create  and  maintain 
small  business  if  there  should  be  an  over¬ 
all  decrease  in  the  Government  under¬ 
takings  program. 

So  I  hope,  while  the  Senator  from  Ala¬ 
bama  will  not  press  his  amendment  at 
thep  resent  time,  that  the  Senator  from 
Louisiana  [Mr.  Long]  will  give  thought¬ 
ful  consideration  to  it  in  the  coming 
year. 

Mr.  SPARKMAN.  And  sympathetic 
consideration,  as  well. 

Mr.  LONG  of  Louisiana.  It  is  a  great 
honor  to  serve  on  the  Small  Business 
Committee  under  its  chairman,  the  dis¬ 
tinguished  Senator  from  Alabama  [Mr. 
Sparkman],  and  the  distinguished  Sen¬ 
ator  from  Massachusetts  [Mr.  Salton- 
stall],  the  ranking  Republican  member 
of  the  committee. 

Many  times  I  have  noticed  that  pro¬ 
posals  have  come  not  only  to  the  Com¬ 
mittee  on  Finance,  but  also  to  other 
committees — proposals  which  originated 
in  recommendations  of  the  Small  Busi- 

[P.  2278] 

ness  Committee.  As  the  Senator  from 
Alabama  knows,  I  am  the  ranking  mem¬ 
ber  of  his  committee,  under  his  able 
guidance.  Sometimes  I  have  dragged 
my  feet  somewhat  on  recommendations 
made  by  the  Committee  on  Finance,  on 
the  theory  that  as  a  member  of  the  Small 
Business  Committee  I  would  want  to 
reserve  judgment  until  that  committee 
made  its  own  recommendations. 

The  bill  contains  one  of  the  three  im¬ 
portant,  forward-looking  recommenda¬ 
tions  that  have  been  advocated  for  many 


years  by  the  Small  Business  Committee; 
that  is,  a  reduction  from  30  to  22  per¬ 
cent  in  the  tax  rate  for  small  business. 

The  amendments  the  Senator  from 
Alabama  has  in  mind  relate  to  matters 
which  I  am  certain  the  Committee  on 
Finance  will  consider  in  the  days  ahead 
on  appropriate  occasions.  However,  we 
do  not  feel  that  they  should  be  a  part 
of  the  tax  bill. 

I  deeply  appreciate  the  fact  that  the 
Senator  from  Alabama  is  not  insisting 
upon  a  vote  on  his  amendments  at  this 
time.  I  assure  him  that  at  an  appro¬ 
priate  time  I  shall  use  my  best  efforts 
to  see  that  they  are  favorably  considered 
by  the  Committee  on  Finance. 

Mr.  SALTONSTALL.  Mr.  President 
may  we  who  are  members  of  the  Small 
Business  Committee  consider  that  we 
have  a  very  good  friend  of  small  busi¬ 
ness  as  a  member  of  the  Committee  on 
Finance? 

Mr.  SPARKMAN.  I  should  think  so. 
I  thank  the  able  Senator  from  Louisiana. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  from  Alabama  yield? 

Mr.  SPARKMAN.  I  yield. 

Mr.  RANDOLPH.  It  is  my  privilege 
to  serve  as  a  member  of  the  Select  Com¬ 
mittee  on  Small  Business  under  the 
capable  leadership  of  the  Senator  from 
Alabama  [Mr.  Sparkman].  There  is  a 
feeling  among  small  businessmen  of 
West  Virginia  that  the  passage  of  the 
tax  bill  will  help  small  business. 
Whether  this  will  prove  to  be  right  or 
wrong - 

Mr.  SPARKMAN.  I  am  sure  it  is 
right - 

Mr.  RANDOLPH.  We  need  to  give 
further  assurance  to  the  small  business 
people  of  a  State  like  West  Virginia  that 
the  Administration  and  the  Congress  are 
at  work  to  stimulate  this  vital  segment 
of  our  economy. 

Mr.  SPARKMAN.  That  is  correct. 

Mr.  RANDOLPH.  I  now  read  portions 
of  a  letter  received  from  a  West  Vir¬ 
ginia  citizen.  The  communication  comes 
from  M.  P.  Michael,  the  owner-manager 
of  Hotel  Washington,  Berkeley  Springs, 
W.  Va.  He  wrote : 

As  I  am  a  small  businessman  in  West 
Virginia,  I  am  asking  you  all  as  one  of  the 
small  businessmen  in  our  State  to  support 
and  fight  in  the  Senate  and  House  for  the 
tax  cut  the  President  has  recommended . 

I  only  employ  seven  people  in  my  business, 
but  on  the  weekends  of  August  17  and 
August  24  (no  holiday  weekends)  I  was  filled 
to  capacity  and  had  to  turn  people  away. 
Therefore,  I  got  curious  and  asked  some  of 
my  guests  why  there  were  so  many  people 
traveling  on  these  two  weekends.  Their 
reply  was  that  the  President  is  going  to  get 
a  tax  cut  and  therefore  we  can  afford  to 
spend  this  money  we  will*  save  on  taxes  to 
see  some  parte  of  this  beautiful  United 
States. 
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I  sincerely  hope  the  House  and  Senate  can 
see  this  tax  bill  the  way  I  do  and  the  rest 
of  us  small  businessmen  do. 

This  attitude,  one  of  hope,  indicates 
that  the  small  businessman  is  intensely 
interested  in  the  principle  and  purpose 
of  a  tax  cut  as  a  stimulation  for  busi¬ 
ness. 

I  congratulate  the  chairman  of  the 
Committee  on  Small  Business  for  his 
continued  effort  to  help  small  business. 

Mr.  SPARKMAN.  I  thank  the  Sen¬ 
ator  from  West  Virginia. 

I  shall  now  move  on  to  the  second 
amendment  which  I  have  sent  to  the 
desk.  It  relates  to  multiple  exemptions 
for  corporations.  Under  present  law, 
and  I  believe  under  the  bill  as  it  will 
pass,  there  is  no  limit  on  the  number 
of  exemptions  that  may  be  given  to  cor¬ 
porations.  I  believe  the  Treasury  De¬ 
partment  recommended  that  there  be 
only  one.  The  Committee  on  Small 
Business  felt  that  only  one  would  not  be 
harsh,  but  at  the  same  time  felt  that 
there  ought  to  be  some  limitation.  We 
recommended  that  there  be  five  exemp¬ 
tions,  no  more.  I  shall  not  press  the 
amendment  at  this  time.  The  commit¬ 
tee  considered  it  but  did  not  see  fit  to 
recommend  it.  I  hope  that  during  the 
next  year  we  may  watch  the  operation 
of  this  provision  with  reference  to  multi¬ 
ple  tax  exemptions  for  corporations. 

I  believe  we  have  made  a  wise  recom¬ 
mendation.  I  hope  it  will  be  followed, 
and  that  at  some  time  in  the  future  the 
proposal  will  be  studied  again. 

I  have  introduced  a  third  amendment. 
I  call  the  attention  of  the  Senator  from 
Massachusetts  [Mr.  SaltonstallJ  to  it. 
It  relates  to  the  estate  tax  that  might 
come  due  as  a  result  of  forced  sales. 
A  closely  held  small  business  of  any 
kind  would  be  the  type  of  business  that 
would  really  be  affected  in  case  of  the 
sudden  death  of  the  operator,  owner,  or 
manager  of  the  business.  We  have  pro¬ 
posed  that  such  a  case  should  be  con¬ 
sidered  as  a  hardship  case. 

We  were  able  to  secure  a  provision 
that  in  hardship  cases  the  heirs  might 
have  as  much  as  10  years  in  which  to  pay 
the  estate  taxes.  What  we  tried  to  do 
was  to  have  such  cases  included  as  hard¬ 
ship  cases. 

I  am  pleased  to  say  that  the  Treasury 
Department  wrote  me  a  letter  only  a  few 
days  ago'  after  I  had  discussed  the  situa¬ 
tion  carefully  with  them.  I  told  them 
I  thought  they  could  take  care  of  the 
situation  administratively,  and  I  have 
now  been  assured  that  it  will  be  taken 
care  of  administratively.  I  shall  read 
the  last  paragraph: 

The  Treasury  has  already  directed  the 
Commissioner  of  Internal  Revenue  to  pre¬ 


pare  an  appropriate  amendment  to  the  regu¬ 
lations  to  solve  this  problem.  The  amend¬ 
ment  to  the  regulations  should  be  ready  for 
publication  in  the  near  future.  I  assure 
you  that  the  Treasury  will  take  the  neces¬ 
sary  steps  administratively  to  solve  this 
problem. 

Mr.  President,  I  ask  unahimous  con¬ 
sent  that  the  entire  letter  be  printed  at 
this  point  in  the  Record. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Under  Secretary  of  thk  Treasury, 

Washington,  D.C. 

Hon.  John  J.  Sparkman, 

V.S.  Senate, 

Washington,  D.C. 

Dear  Senator:  As  I  promised  during  our 
conversation  of  today,  I  have  checked  fur¬ 
ther  with  regard  to  our  position  on  your 
amendment  to  H.R.  8363  which  would  allow 
a  district  director  to  postpone  payment  of 
estate  taxes  in  any  case  where  payment  of 
the  tax  would  require  a  sale  of  a  family 
business. 

As  you  know,  we  are  in  complete  agreement 
with  the  substance  of  your  proposal.  We 
first  raised  it  before  the  Ways  and-  Means 
Committee  in  connection  with  our  proposal 
to  tax  capital  gains  at  death.  Section  6161 
presently  allows  payment  of  the  estate  tax 
in  installments  in  any  case  where  immediate 
payment  of  the  tax  would  result  in  undue 
hardship  to  the  estate.  The  problem  arises 
because  the  definition  of  "undue  hardship” 
in  the  regulations  under  section  6161  is 
unduly  narrow.  We  are  convinced  that  the 
problem  can  best  be  solved  by  an  amend¬ 
ment  to  the  regulations.  An  amendment  to 
tjie  statute  is  neither  needed  nor  advisable. 
A  precise  statement  in  the  statute  of  the 
cases  to  be  covered  will  inevitably  result 
in  the  exclusion  of  certain  borderline  cases 
which  might  well  merit  similar  treatment. 

Amendment  No.  366  is  itself  somewhat 
more  restrictive  than  we  would  consider 
appropriate.  It  would  apply  only  “to  any 
case  in  which  an  extension  of  time  for  pay¬ 
ment  of  the  tax  imposed  by  chapter  11  has 
been  elected,  or  could  have  been  elected, 
under  section  6166.”  Section  6166  gives  tax¬ 
payers  an  absolute  right  to  installment  pay¬ 
ments  of  estate  tax  if  a  closely  held  business 
constitutes  more  than  35  percent  of  the 
gross  estate  or  50  percent  of  the  taxable 
estate.  Presumably,  any  estate  eligible  for 
this  treatment  will  take  advantage  of  that 
section  and  does  not  need  further  relief. 
It  is  precisely  the  estates  which  cannot  meet 
the  requirements  of  section  6166  which  may 
need  relief  under  section  6161. 

The  Treasury  Department  has  already 
directed  the  Commissioner  of  Internal  Rev¬ 
enue  to  prepare  an  appropriate  amendment 
to  the  regulations  to  solve  this  problem. 
The  amendment  to  the  regulations  should 
be  ready  for  publication  in  the  near  future. 
I  assure  you  that  Treasury  will  take  the  nec¬ 
essary  steps  administratively  to  solve  this 
problem. 

Sincerely  yours, 

Joe. 

Henry  H.  Fowler. 
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Mr.  SALTONSTALL.  Mr.  President, 

I  commend  the  Senator  from  Alabama 
for  having  worked  to  secure  this  admin¬ 
istrative  change.  It  is  one  of  the  most 
fundamental  needs,  from  the  point  of 
view  of  small  business.  If  the  Senator 
from  Alabama,  the  Senator  from  New 
Mexico  [Mr.  Anderson],  or  I  owned  a 
small  business,  and  suddenly  we  were  no 
longer  on  this  earth,  it  might  become 
quite  essential  to  provide  time  for  our 
heirs  to  straighten  out  their  affairs  be¬ 
fore  they  had  to  sell  everything  to  pay 
the  estate  taxes. 

Mr.  SPARKMAN.  The  Senator  is 
correct. 

Mr.  SALTONSTALL.  The  Senator 
has  stated  that  the  problem  will  be 
solved  administratively.  How  many 
years  is  allowed  now? 

Mr.  SPARKMAN.  We  succeeded  in 
having  it  included  among  hardship  cases. 
These  amendments  bring  this  category 
definitely  under  hardship  cases.  It 
should  have  been  there  all  along;  and 
these  amendments  put  it  there. 

[P.  2279] 

The  PRESIDING  OFFICER.  The  time 
of  the  Senator  from  Alabama  has  ex¬ 
pired. 

Mr.  SPARKMAN.  Mr.  President,  I 
withdraw  the  amendments.  _ 

The  PRESIDING  OFFICER.  The 
amendments  of  the  Senator  from  Ala¬ 
bama  are  withdrawn. 

AMENDMENT  NO.  390 

Mr.  SPARKMAN.  Mr.  President,  I 
seek  further  recognition,  for  I  have  an¬ 
other  amendment,  which  I  can  explain 
briefly.  The  Sehator  from  South  Caro¬ 
lina  [Mr.  Johnston]  and  the  Senator 
from  New  York  [Mr.  Keating]  are  co¬ 
sponsors  of  this  amendment,  which  I 
Offer  and  send  to  the  desk;  and  I  ask 
that  it  be  read. 

The  amendment  proposed  by  Mr. 
Sparkman,  for  himself,  Mr.  Keating,  and 
Mr.  Johnston,  was  read,  as  follows: 

At  the  end  of  title  n  of  the  bill,  add  the 
following  new  sections: 

“Sec.  — .  Transportation  or  Disabled  In¬ 
dividual  to  and  Prom  Work. 

“(a)  Deduction  Allowed  for  Expenses  or 
Transportation  of  Disabled  Individuals  to 
and  Prom  Work. — Part  VII  of  subchapter  B 
of  chapter  1  (relating  to  additional  itemized 
deductions  for  individuals) ,  as  amended  by 
sections  203(a)  and  212  of  this  Act,  is  fur¬ 
ther  amended  by  redesignating  section  219 
as  section  220  and  by  inserting  after  section 
218  the  following  new  section: 

"  ‘Sec.  219.  Transportation  or  Disabled  In¬ 
dividual  to  and  From  Work. 

“  '(a)  General  Rule. — In  the  case  of  a 
disabled  individual,  there  shall  be  allowed  as 
a  deduction  expenses  paid  during  the  taxable 


year  fbr  transportation  to  and  from  work  to 
the  extent  that  such  expenses  do  not  exceed 
$600. 

‘“(b)  Disabled  Indivtoual  Defined. — For 
purposes  of  subsection  (a),  the  term  dis¬ 
abled  individual’  means  an  individual  who 
is  blind  (as  defined  in  section  151(d)  (3) )  or 
who  has  lost  the  use  of  a  leg,  “both  legs,” 
both  arms,  or  is  otherwise  disabled,  to  such 
an  extent  that  he  is  unable  during  the  entire 
taxable  year  to  use,  without  undue  hardship 
or  danger,  a  streetcar,  bus,  subway,  train, 
or  similar  form  of  public  transportation,  as 
a  means  of  traveling  to  and  from  work.  A 
taxpayer  claiming  a  deduction  under  this 
section  shall  submit  such  proof  that  he  is  a 
disabled  individual  as  the  Secretary  of  the 
Treasury  or  his  delegate  may  by  regulations 
prescribe.  The  regulations  so  prescribed 
shall  include  the  following  provisions: 

“  '  ( 1 )  Proof  of  disability  shall  be  certified 
by  a  physician  authorized  to  do  so  by  any 
county  (or  equivalent)  medical  society. 

‘“(2)  The  certifying  physician  shall  specify 
the  nature,  cause,  and  physically  limiting 
effects  of  the  disability.’ 

“(b)  Technical  Amendment. — The  table 
of  sections  for  part  VII  of  subchapter  B  of 
chapter  1  (as  amended  by  section  212(a)  (2) 
of  this  Act)  is  further  amended  by  striking 
out — 

“  ‘Sec.  219.  Cross  references.’ 
and  inserting  in  lieu  thereof  the  following: 
“  ‘Sec.  219.  Transportation  of  disabled  in¬ 
dividual  to  and  from  work. 

“  ‘Sec.  220.  Cross  references.’ 

“(c)  Effective  Date. — The  amendment 
made  by  this  section  shall  apply  only  with 
respect  to  taxable  years  ending  after  the  date 
of  the  enactment  of  this  Act. 

“Sec. — .  Additional  Personal  Exemptions 
for  Disability. 

“(a)  In  General.— rSection  151  of  the  In¬ 
ternal  Revenue  Code  of  1954  (relating  to 
allowance  of  deductions  for  personal  exemp¬ 
tions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

“  ‘(f)  Additional  Exemptions  fob  Dis¬ 
ability.— 

“  *(  1)  For  taxpayer. — An  additional  exemp¬ 
tion  of  $600  for  the  taxpayer  if  he  is  a  dis¬ 
abled  individual. 

“‘(2)  For  spouse. — An  additional  exemp¬ 
tion  of  $600  for  the  spouse  of  the  taxpayer 
if  the  spouse  is  a  disabled  individual  and 
if  the  taxpayer  is  entitled  to  an  exemption 
under  subsection  (b)  for  such  spouse. 

“‘(3)  Disabled  individual  defined. — The 
term  ‘disabled  individual’  means  an  individ¬ 
ual  who,  during  the  entire  taxable  year  of  the 
taxpayer,  has  a  permanent  loss  or  permanent 
loss  of  use  of  one  or  more  of  the  extremities 
or  is  otherwise  under  a  physical  or  mental 
disability  which  can  be  expected  to  result 
in  death  or  to  be  of  long -continued  and 
indefinite  duration  and  which  renders  him 
unable  to  engage  in  any  substantial  gainful 
activity.  A  taxpayer  claiming  a  deduction 
under  this  subsection  shall  submit  such 
proof  that  he  (or  his  spouse)  is  a  disabled 
individual  as  the  Secretary  of  the  Treasury 
or  his  delegate  may  by  regulations  prescribe. 
The  regulations  so  prescribed  shall  include 
the  following  provisions : 
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“  ‘(A)  Proof  of  disability  shall  be  certified 
by  a  physician  authorized  to  do  so  by  any 
county  (or  equivalent)  medical  society. 

“‘(B)  The  certifying  physician  shall 
specifiy  the  nature,  cause,  and  physically 
limiting  effects  of  the  disability.’ 

“(b)  Conforming  Amendment. — Section 
213(c)  of  the  Internal  Revenue  Code  of 
1954  (relating  to  medical,  dental,  etc.,  ex¬ 
penses)  is  amended — 

"(1)  by  striking  out  '(c)  or  (d)’  and  in¬ 
serting  in  lieu  thereof  ‘(c),  (d),  or  (f)’,  and 

“(2)  by  striking  out  (‘age  or  blindness’  and 
inserting  in  lieu  thereof  ‘age,  blindness,  or 
disability’. 

“(c)  Withholding. — 

“(1)  Paragraph  (1)  of  section  3492(f)  of 
the  Internal  Revenue  Code  of  1954  (relating 
to  withholding  exemptions)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
subparagraph : 

“‘(F)  one  additional  exemption  for  him¬ 
self  if,  on  the  basis  of  facts  existing  at  the 
beginning  of  such  day,  there  may  reason¬ 
ably  be  expected  to  be  allowable  an  exemp¬ 
tion  under  section  151(f)(1)  (relating  to 
the  disabled)  for  the  taxable  year  under 
subtitle  A  in  respect  of  which  amounts  de¬ 
ducted  and  withheld  under  this  chapter  in 
the  calendar  year  in  which  such  day  falls 
are  allowed  as  a  credit.’ 

“(2)  Subparagraph  (D)  of  such  paragraph 
(1)  is  amended  (A)  by  striking  out  '(B),  or 
(C),’  and  inserting  in  lieu  thereof  ‘(B),  (C), 
or  (F),’,  and  (B)  by  striking  out  ‘and’  at 
the  end  thereof. 

“(3)  Subparagraph  (E)  of  such  paragraph 
(1)  is  amended  by  striking  out  the  period 
at  the  end  and  inserting  in  lieu  thereof  ‘; 
and’. 

“(d)  Effective  Date. — The  amendments 
made  by  subsections  (a)  and  (b)  shall  apply 
only  with  respect  to  taxable  years  ending 
after  the  date  of  enactment  of  this  Act  and 
the  amendments  made  by  subsection  (c) 
shall  apply  only  with  respect  to  payment  of 
wages  made  after  such  date. 

Mr.  ANDERSON.  Mr.  President,  will 
the  Senator  from  Alabama  explain  the 
amendment? 

Mr.  SPARKMAN.  I  shall  do  so  briefly. 

This  provision  would  allow  a  deduction 
for  the  expenses  of  disabled  persons  for 
their  transportation,  when  they  are  not 
able  to  transport  themselves  to  and  from 
work,  and  must  hire  transportation — in 
other  words,  a  deduction  of  the  actual 
expenses,  but  not  to  exceed  $600  a  year. 

I  have  not  yet  been  able  to  obtain  the 
figures  for  the  cost  of  the  amendment. 

Mr.  SMATHERS.  Mr.  President,  we 
shall  take  the  amendment  to  conference. 

Mr.  SPARKMAN.  And  in  the  mean¬ 
time  I  Shall  try  to  get  the  cost  figures 
and  give  them  to  the  conferees. 

The  PRESIDING  OFFICER  (Mr. 
Walters  in  the  chair.)  The  question  is 
on  agreeing  to  the  amendment  of  the 
Senator  from  Alabama. 

The  amendment  was  agreed  to. 


Mr.  JOHNSTON.  Mr.  President,  this 
is  a  very  important  amendment;  and  it 
is  very  fair  and  equitable,  because  a  per¬ 
son  who  is  totally  disabled  should  receive 
this  assistance. 

Mr.  KEATING.  Mr.  President,  as  a 
cosponsor  of  this  amendment,  I  associate 
myself  fully  with  the  remarks  just  made 
by  the  Senator  from  South  Carolina  [Mr. 
Johnston!  . 

I  have  heard  this  bill  described  many 
times  during  this  debate  as  containing 
“something  for  everybody.”  Only  time 
will  reveal  whether  this  is  true.  But  un¬ 
til  the  amendment  offered  by  the  Sena¬ 
tor  from  Alabama,  the  Senator  from 
South  Carolina  [Mr.  Johnston],  and  my¬ 
self  finds  its  way  finally  into  the  Internal 
Revenue  Code,  that  august  body  of  law 
will  certainly  fall  short  of  meting  out 
justice  and  equity  to  those  of  our  citi¬ 
zenry  who  suffer  from  physical  disability 
or  handicap. 

Mr.  President,  this  amendment  is  a 
tax  break  not  for  the  taxpayers  who 
would  be  in  a  position  to  take  advantage 
of  it  in  their  tax  returns,  but  a  tax 
break  for  all  the  American  people.  Ex¬ 
isting  law,  in  discriminatory  fashion, 
makes  it  exceedingly  difficult  for  many 
among  the  handicapped  and  disabled  to 
contribute  their  combined  talents  and 
skills  to  the  well-being  of  all.  Every  one 
of  us  suffers  when  otherwise  fully  capa¬ 
ble  and  competent  citizens  are  deprived 
through  the  tax  laws  of  that  margin  of 
finances  that  can  spell  the  difference  be¬ 
tween  enforced  idleness  and  the  ability 
to  pursue  gainful  employment  opportu¬ 
nities.  Mr.  President,  I  hope  this  amend¬ 
ment  will  be  agreed  to  in  conference  and 
ultimately  enacted  to  break  the  back  of 
the  existing  inequity  of  the  code.  , 

AMENDMENT  NO.  404 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  on  behalf  of  the  Senator  from 
North  Dakota  [Mr.  Young],  who  is  un¬ 
able  to  be  present  at  this  time,  I  submit 
amendment  No.  404.  _ 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  proper 
place  in  the  bill  it  is  proposed  to  add  the 
following  new  section: 

Sec.  — .  Time  fob  Filing  Claim  for  Refund 
of  Taxes  Paid  for  Gasoline  Used 
on  Farms. 

Section  6420(b)  (relating  to  time  for  filing 
claim  for  refund  on  taxes  paid  for  gasoline 
used  on  farms)  is  amended  by  inserting  im¬ 
mediately  before  the  period  in  the  second 
sentence  thereof  the  following:  except  that 
the  Secretary  or  his  delegate  may  allow  a 
claim  filed  after  such  date  if  the  claimant 
had  good  cause  for  failing  to  file  on  or  be¬ 
fore  such  date”. 

Mr.  SMATHERS.  Mr.  President,  the 
Senator  from  North  Dakota  and  the 
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[P.  2280] 

Senator  from  Delaware  have  talked  with 
me  and  with  other  members  of  the  com¬ 
mittee  about  this  amendment.  We  think 
it  is  meritorious;  and  we  shall  be  glad  to 
take  it  to  conference. 

Mr.  WILLIAMS  of  Delaware.  I  thank 
the  Senator  from  Florida. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  the 
Record  a  brief  statement  prepared  by  the 
Senator  from  North  Dakota  [Mr. 
Young]. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Young  of 
North  Dakota 

This  is  an  amendment  authorizing  the 
Secretary  of  the  Treasury  or  the  Commis¬ 
sioner  of  Internal  Revenue  to  allow  claims 
filed  late  for  a  Federal  gas  tax  refund  to 
farmers. 

Under  the  present  law  these  claims  must 
be  postmarked  by  midnight  on  September  30 
each  year.  Any  application  filed  later  is 
automatically  disallowed  even  though  it  was 
filed  late  through  no  fault  of  the  farmer. 
This  amendment  would  give  the  Secretary  in 
t.vdg  instance  the  same  authority  as  he  has 
for  permitting  the  filing  of  late  income  tax 
returns. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Del¬ 
aware,  on  behalf  of  the  Senator  from 
North  Dakota  [Mr.  Young]  . 

The  amendment  was  agreed  to. 

Mr.  SMATHERS.  Mr.  President,  on 
behalf  of  the  staff,  I  submit  a  technical 
amendment.  _ 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  On  page  11, 
in  line  19,  it  is  proposed  to  strike  out 
“equal  to  15  percent”  and  insert  “equal 
to  17  percent,  in  the  case  of  a  taxable 
year  beginning  in  1964,  or  15  percent,  in 
the  case  of  a  taxable  year  beginning 
after  December  31,  1964,”. 

Mr.  SMATHERS.  Mr.  President,  I 
understand  from  the  staff  that  this  is 
strictly  a  technical  amendment,  and  that 
It  does  not  involve  any  money. 

I  ask  that  an  explanation  of  the 
amendment  be  printed  in  the  Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

The  tax  rate  applicable  to  the  retirement 
Income  credit  under  present  law  Is  20  per¬ 
cent,  or  the  bottom  individual  income  tax 
rate. 

Under  the  bill  this  rate  is  reduced  to  15 
percent  to  correspond  with  the  reduction  of 
the  rate  on  individuals  to  14,  15,  16,  and  17 
percent  for  1965  and  subsequent  years. 

However,  the  rates  for  1964  are  16,  16.5, 
17.5,  and  18.  This  amendment  provides 


therefore  a  17-percent  rate  for  the  retire¬ 
ment  Income  credit  for  1964  (Instead  of  15 
percent)  to  correspond  with  individual  rates 
for  that  year. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Florida. 

The  amendment  was  agreed  to. 

Mr.  JAVITS.  Mr.  President,  on  page 
195,  in  line  21,  and  on  page  198,  in  fine 
2,  a  change  was  voted  by  the  Senate 
committee  in  the  portion  of  the  House 
version  which  relates  to  the  opportunity 
for  companies  in  the  personal  holding 
company  category  to  liquidate.  The 
House  version  used  the  words  “the  date 
of  the  enactment  of  this  subsection.” 
The  Senate  committee  version  uses  the 
date  “December  31,  1963.”  The  Senate 
committee  version  would  thus  exclude 
the  calendar  year  1963,  which  many 
companies  use  as  the  basis  for  paying 
their  taxes. 

In  short,  the  argument  is  that  they 
will  be  discriminated  against  in  this  way, 
because  a  company  which  uses  as  its  tax 
year  a  fiscal  year  ending  in  October  or 
November  would  thus  have  an  ad¬ 
vantage. 

Is  it  understood  that  this  question 
should  be  considered  in  conference,  be¬ 
cause  under  the  House  version  the  ef¬ 
fective  date  will  be  calendar  year  1964, 
which  thereby  will  exclude  calendar  year 
1963;  and  is  it  understood  that  the  con¬ 
ferees  will  give  consideration  to  the 
equity  of  this  situation? 

Mr.  SMATHERS.  I  have  talked  with 
the  staff  about  this  matter  and  wdth  the 
others  who  are  familiar  with  it,  and  they 
say  this  matter  will  be  in  conference  and 
will  be  given  earnest  consideration. 

Mr.  JAVITS.  I  thank  the  Senator 
from  Florida. 

AMENDMENT  NO.  416 

Mr.  SALTONSTALL.  Mr.  President,  I 
offer  an  amendment  on  behalf  of  my¬ 
self,  Senators  Dodd,  Ribicoff,  Pastore, 
Pell,  Keating,  and  Javits. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  end  of 
the  bill,  it  is  proposed  to  add  the  follow¬ 
ing  new  section: 

Sec.  — .  Excise  Tax  on  Qertain  Silver-Plated 
Hollowware 

(a)  Section  4001  is  amended  by  striking 
out  “silver-plated  hollowware’'  and  Inserting 
“silver-plated  hollowware  not  sold  for  use 
In  the  trade  or  business  of  the  purchaser”. 

(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  with 
respect  to  sales  occurring  more  than  10  days 
after  the  date  of  the  enactment  of  this 
section. 

Mr.  SALTONSTALL.  Mr.  President,  I 
shall  not  press  for  adoption  of  the 
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amendment.  The  ranking  member  of 
the  Finance  Committee  in  charge  of  the 
bill  has  stated  to  me  that  he  will  give 
consideration  to  the  amendment  at  a 
future  time. 

The  amendment  has  to  do  with  repeal 
of  the  10-percent  Federal  excise  tax  on 
silver-plated  hollowware  when  It  Is  used 
by  a  purchaser  in  his  commercial  busi¬ 
ness. 

The  present  law  works  a  hardship  on 
the  domestic  silver-plated  hollowware 
industry  and  places  it  at  a  serious  and 
unfair  disadvantage  with  respect  both  to 
foreign  competition  and  to  competitive 
products  made  in  this  country  of  stain¬ 
less  steel,  bimetals,  china,  and  glass,  none 
of  which  is  subject  to  the  10-percent 
excise  tax. 

I  ask  unanimous  consent  to  have  a 
statement  on  this  matter  printed  in  the 
Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows : 

Statement  by  Senator  Saltonstall 

I  am  glad  to  Join  the  senior  Senator  from 
Connecticut  and  other  Senators  in  sponsor¬ 
ing  this  amendment  which  would  repeal  the 
10-percent  Federal  excise  tax  on  silver-plated 
hollowware  when  it  is  to  be  used  by  the  pur¬ 
chaser  in  his  commercial  business. 

The  amount  of  revenue  involved  is  only 
approximately  $200,000  annually,  based  on 
estimated  yearly  sales  of  $2  million  of  silver- 
plated  hollowware  to  institutional  users.  Yet 
this  is  an  unfair  and  discriminatory  tax 
which  places  the  domestic  silver-plated  hol¬ 
lowware  industry  at  a  serious  disadvantage 
with  respect  to  its  foreign  competition  and  to 
competitive  products  made  in  this  country. 
It  does  not  seem  fair  to  levy  a  luxury  tax  on 
items  purchased  for  commercial  use  or  to 
discriminate  against  only  one  of  a  number  of 
similar  products  which  have  the  same  pur¬ 
pose.  I  emphasize  that  this  amendment 
would  not  grant  hollowware  any  advantage 
with  respect  to  competitive  products  of  stain¬ 
less  steel,  bimetals,  china,  and -glass,  none 
of  which  are  subject  to  the  10-percent  excise 
tax.  It  merely  would  provide  equal  treat¬ 
ment. 

When  wartime  excise  taxes  were  levied  on 
many  goods,  the  entire  silver  hollowware  field 
was  covered.  As  a  result,  although  plated 
flatware  used  by  hotels  and  restaurants  is 
not  taxed,  the  hollowware  is.  Thus  institu¬ 
tions  find  themselves  forced  to  use  stain¬ 
less  steel,  china,  or  glassware  rather  than 
silverplated  ware  which  they  feel  is  superior 
in  many  respects. 

Another  important  point  to  consider  in 
relation  to  the  10-percent  tax  on  silver-plated 
hollowware  is  the  fact  that  the  manner  in 
which  it  is  collected  makes  it  difficult  for 
domestic  producers  to  compete  with  foreign 
producers.  The  tax  is  collected  by  U.S. 
manufacturers  and  Jobbers  as  they  sell  the 
products.  When  hotels,  restaurants,  schools 
and  hospitals  buy  from  foreign  manufac¬ 
turers,  they  are  billed  directly  and  the  excise 
tax  is  not  collected.  Thus,  not  only  do  for¬ 
eign  firms  have  the  advantage  of  lower  wage 


costs,  they  avoid  the  burdens  of  the  10-per¬ 
cent  excise  tax. 

Most  U.S.  hotels  would  prefer  to  buy  silver¬ 
ware  from  the  domestic  industry  since  service 
and  replacements  are  more  easily  available 
from  the  domestic  manufacturer.  Under¬ 
standably,  however,  they  have  turned  abroad 
for  these  products  to  avoid  the  tax.  This 
is  particularly  true  of  some  of  the  larger 
hotel  chains  which  operate  internationally. 
In  a  new  hotel  such  as  the  Washington  Hil¬ 
ton  this  can  amount  to  a  purchase  of  several 
hundred  thousand  dollars  which  means 
orders  leaving  the  country,  dollars  leaving 
the  country,  and  Jobs  for  foreign  industries 
rather  than  our  own.  The  smaller  restau¬ 
rants  and  institutions  may  lack  the  facilities 
and  organization  to  take  advantage  of  this 
situation  and  thus  may  be  placed  at  a  dis¬ 
advantage  as  compared  to  their  larger  com¬ 
petitors.  Therefore,  another  defect  of  this 
tax  is  readily  apparent.  Small  business  is 
handicapped  unfairly.  For  all  of  these 
reasons,  the  amendment  before  us  is  Just 
and  necessary.  I  hope  very  much  that  it  will 
prevail. 

Mr.  SALTONSTALL.  Mr.  President. 
I  withdraw  the  amendment  at  this  time, 
because  members  of  the  Finance  Com¬ 
mittee  have  assured  me  that  they  will 
consider  it  carefully  at  a  later  date.  I 
hope  that  it  will  be  adopted  at  a  future 
time  as  it  would  remove  a  basic  inequity 
which  is  harmful  to  industry  in  Massa¬ 
chusetts  and  New  England. 

The  PRESIDING  OFFICER.  The 
amendment  is  withdrawn. 

Mr.  LAUSCHE.  .  Mr.  President,  I  ask 
unanimous  consent  to  have  printed  in 
the  Record  a  statement  of  my  reasons 
for  opposing  the  pending  bill. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

IP.  2281 ] 

Statement  by  Senator  Lausche 

In  statements  previously  made  on  the 
pending  tax  bill,  I  said  that  while  I  favored 
relief  from  oppressive  and  burdensome  Fed¬ 
eral  taxes,  I  could  not  conscientiously  vote 
for  this  bill  because  of  a  multitude  of  cur¬ 
rent  economic  factors,  which,  in  my  opin¬ 
ion,  make  a  tax  reduction  at  this  time 
unsound  and  seriously  threatening  to  our 
future  fiscal  stability. 

I  pointed  out  that: 

1.  A  tax  reduction  should  not  be  made 
without  substantial  reductions  in  Federal 
spending  now  and  in  the  future.  This  has 
not  been  accomplished. 

2.  Past  tax  cuts,  contrary  to  modern  econ¬ 
omists’  theories,  have  not  boosted  our  econ¬ 
omy. 

3.  A  tax  cut  under  existing  circumstances 
might  breed  serious  inflation;  weaken  our 
dollar  and  affect  our  gold  reserves  and  bal¬ 
ance  of  payments,  both  of  which  are  in  dire 
circumstances  now. 

4.  A  reversal  of  our  mounting  deficit  will 
not  occur  to  the  degree  claimed  by  propo¬ 
nents  of  the  bill,  and,  as  a  result,  our  na¬ 
tional  debt  will  grow  to  figures  that  could 
prove  disastrous. 
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5.  Proponents  of  the  tax  cut  base  their 
conclusions  on  “ifs,”  contingencies,  assump¬ 
tions,  and  expectations  which  may  never  be 
realized. 

I  now  wish  to  enumerate  additional  rea¬ 
sons  why  I  believe  that  a  tax  reduction  now 
is  not  in  the  best  interests  of  our  country 
and  citizenry. 

The  pending  bill  containing  provisions  for 
a  reduction  of  the  tax  rates  against  income 
both  personal  and  corporate  and  otherwise 
liberalizing  the  income  tax  structure,  in  my 
judgment,  should  not  be  adopted. 

The  opinion  urging  its  approval  is  rooted 
completely  is  expectations  and  contingencies 
which  may  never  happen  and  in  a  new  and 
untried  economic  philosophy  completely 
contrary  to  past  practices. 

It  appears  that  a  group  of  modern  econ¬ 
omists  have  come  up  with  the  idea  that 
the  cure  for  unemployment,  under  utiliza¬ 
tion  of  industrial  capacity,  and  for  annual 
operating  deficits,  and  for  the  frightening 
drain  made  upon  our  gold  reserves  by  for¬ 
eign  short-term  creditors,  is  to  reduce  in¬ 
come  taxes. 

The  Honorable  Douglas  Dillon,  Secretary 
of  the  Treasury,  takes  the  position  that  the 
need  for  a  major  program  of  tax  reduction 
and  revision  is  pressing;  that  any  delay  in  its 
passage  would  incur  serious  economic  risks. 
When  the  recommendation  was  originally 
made,  it  was  contemplated  to  tax  less  in  the 
income  field  and  to  spend  more  on  the  Fed¬ 
eral  governmental  level — all  of  which  would 
contribute  to  the  economic  growth  of  the 
country.  Arguments  have  been  and  are  be¬ 
ing  made  that  in  the  face  of  a  $315  billion 
debt,  the  precarious  position  of  our  gold  re¬ 
serves,  the  cheapened  purchasing  power  of 
the  dollar — which  has  fallen  from  a  pur¬ 
chasing  value  of  100  cents  in  1941  to  about 
44  cents  in  1964 — the  way  to  save  the  econ¬ 
omy  of  the  country  is  to  spend  more  and  tax 
less. 

On  the  item  of  spending  more  President 
Johnson  has  changed  the  approach  to  that 
subject  by  submitting  a  budget  of  $97.9  bil¬ 
lion  for  fiscal  year  1965  compared  to  $98.4 
billion  budget  of  President  Kennedy  for  fiscal 
year  1964.  Though  President  Johnson’s 
budget  is  $500  million  less  than  President 
Kennedy’s  for  the  preceding  year,  the  fact  re¬ 
mains  that  the  present  budget  is  $4.7  billion 
in  excess  of  the  moneys  which  the  Congress 
appropriated  for  the  operation  of  the  Fed¬ 
eral  Government  in  fiscal  year  1964. 

In  the  event  the  Congress  acts  in  accord¬ 
ance  with  the  President’s  budgetary  recom¬ 
mendation,  spending  instead  of  being  cut 
will  be  increased  by  $5  billion.  Not  one  of 
the  appropriation  bills  for  fiscal  year  1965 
has  been  adopted;  what  the  Congress  will  do 
with  respect  to  those  bills  is  uncertain. 

The  possibility  exists  that  after  the  tax 
cut  is  approved,  all  objectives  of  reducing 
spending  may  be  abandoned;  if  they  are  not 
abandoned  for  the  fiscal  year  of  1965,  what, 
if  any,  assurance  is  there  that  they  will  be 
kept  for  the  fiscal  year  of  1966. 

In  each  of  the  7  years  that  I  have  been 
in  the  Senate,  old  subsidies  have  been  in¬ 
creased,  new  ones  established;  functions,  tra¬ 
ditionally  and  historically  performed  by  lo¬ 
cal  and  State  governments  have  been  as¬ 
sumed  by  the  Federal  Government;  and 


functions  never  performed  by  Government 
but  always  by  private  enterprise  have  like¬ 
wise  been  taken  on  by  the  Government  in 
Washington.  Money  spending  for  projects 
which  are  desirable  but  not  essential  in  the 
period  of  fiscal  stringency  confronting  the 
Federal  Government  has  been  fantastically 
advocated  and  adopted. 

If  the  novel  idea  of  these  mid-20th  cen¬ 
tury  economic  advisers  proves  to  be  false, 
how  calamitous  to  the  people  and  to  the 
country  will  the  consequences  of  mistake  be? 

Let  us  not  forget  that  the  deficits  for 
the  fiscal  years  of  1961,  1962,  and  1963  ag¬ 
gregated  approximately  $17  billion;  and  that 
the  deficit  for  fiscal  year  1964  which  will  end 
on  June  30  will  add  another  $10  billion  pro¬ 
vided  the  pending  revenue  bill  reducing 
taxes  will  be  enacted  early  this  year.  When 
Secretary  Dillon  testified  before  the  Financfe 
Committee  of  the  Senate  on  October  15,  he 
estimated  the  deficit  for  fiscal  year  1965  at 
$9  y2  billion.  According  to  .Secretary  Dillon, 
the  deficit  operations  for  the  fiscal  years  of 
1961  to  1965  inclusive  will  aggregate  about 
$34 V,  billion. 

With  regard  to  the  time  when  the  balanced, 
budget  will  arrive,  Secretary  Dillon  testified: 

“We  have  said  that,  with  strirgent  ex¬ 
penditure  control  and  allowing  for  the 
growth  in  the  economy,  the  earliest  possible 
date  we  foresaw  for  a  balanced  budget  from 
this  tax  bill  was  1967,  and  that  it  might  be 
1968.  It  is  either  1967  or  1968.  We  are  in 
that  area.  As  you  recognize,  it  is  hard 
enough  to  estimate  18  months  ahead.” 

We  are  now  in  the  uncertainty  and  the 
guesswork  which  underlies  these  recom¬ 
mendations.  It  is  thoroughly  apparent  when 
one  recognizes  that  the  principal  proponent 
of  this  measure  takes  the  position  that  it 
will  not  be  until  1968 — that  is,  5  years  from 
the  time  he  testified — that  the  true  fruition 
of  his  prediction  will  be  realized. 

Dr.  Arthur  Burns,  an  outstanding  econo¬ 
mist,  did  take  the  position  that  a  balanced 
budget  would  not  be  achievable  until  1972. 
Secretary  Dillon  in  his  testimony  went  on 
to  explain  that  Dr.  Arthur  Burns  assumed 
that  spending  would  continue  in  the  future 
as  it  has  in  the  past  and  that  on  that  basis 
he  concluded  that  it  would  not  be  until 
1972  that  the  budget  would  be  balanced.  In 
my  judgment,  Dr.  Arthur  Burns  in  his  as¬ 
sumption  about  the  spending  program  was 
rhrht,  and  that  Secretary  Dillon  is  wrong. 

We  will  probably  have  less  spending  in 
fiscal  year  1965  but  once  the  tax  bill  is 
passed,  the  spending  train  will  be  on  the 
greased  tracks  and  off  we  will  go  full-speed 
ahead  without  any  realistic  regard  of  the 
moneys  available  to  finance  the  spending 
program. 

The  tax  burden  imposed  upon  the  citizens 
is  related  directly  to  the  spending  program. 
The  more  you  spend,  the  more  you  have  to 
tax.  To  reduce  taxes  you  have  to  reduce 
spending.  To  argue  that  the  budget  will  be 
balanced  if  we  tax  less  in  the  income  field, 
runs  contrary  to  every  practice  followed  by 
our  preceding  Secretaries  of  the  Treasury  and 
Executives  of  the  Nation. 

If  the  pains  and  dangers  of  constant  op¬ 
erating  deficits  were  curable  in  the  present 
manner  suggested  by  the  proponents  of  the 
pending  bill,  it  would  certainly  be  fair  to 
assume  that  this  nostrum  now  discovered  by 
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Dr.  Walter  W.  Heller  would  have  been  re¬ 
vealed  to  governments  struggling  with  fiscal 
matters  by  some  oiie  of  the  many  economists 
of  the  past. 

If  this  recommended  tax  cut  Is  the  pan¬ 
acea  for  fiscal  ailments  confronting  govern¬ 
ment,  why  shouldn’t  we  then  make  the  cut 
even  greater  than  has  been  proposed. 

The  President  in  his  budget  message  of 
1962  predicted  a  $500  million  surplus.  In 
the  message,  he  said: 

“It  is  my  current  intention  to  advocate  a 
program  of  expenditures  which,  including 
revenues  from  a  stimulation  of  the  economy, 
will  not  of  and  by  themselves  unbalance  the 
budget.” 

The  same  fiscal  advisers  surrounded  the 
President  in  1962,  when  in  his  message  it 
was  said  that  for  the  fiscal  year  of  1963  a 
surplus  of  $500  million  would  be  the  result, 
who  are  now  advising  that  an  immediate  in¬ 
come  tax  cut  is  necessary  to  remedy  the  un¬ 
employment  problem,  stop  the  outflow  of 
gold,  activate  unused  production  facilities, 
and  through  the  consequent  increase  in  rev¬ 
enues  to  balance  the  budget. 

The  cold  facts  show  that  in  fiscal  1963, 
instead  of  ending  the  year^rtth  a  surplus  of 
$500  million,  the  Government  ended  it  with 
a  deficit  of  $6.2  billion. 

It  is  my  belief  that  a  great  majority  of  the 
citizenry  of  our  country  would  rather  forgo 
a  tax  reduction  at  this  time  rather  than 
to  risk  the  possible  consequences  of  perpetual 
deficits,  a  national  debt  that  will  plague  fu¬ 
ture  generations,  and  inflation  that  could 
wipe  out  many  times  the  dollar  value  of  the 
reduction. 

AMENDMENT  NO.  422 

Mr.  MILLER.  Mr.  President,  on  be¬ 
half  .  of  myself  and  the  Senator  from 
from  Iowa  [Mr.  Hickenlooper],  I  offer 
an  amendment  which  I  send  to  the  desk. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  proper 
place  in  the  bill,  it  is  proposed  to  add 
the  following  new  section: 

Sec.  .  Corporations  Improperly  Accttmtt- 
lating  Surplus 

Section  533  of  the  Internal  Revenue  Code 
of  1954,  as  amended  (relating  to  evidence  of 
purpose  to  avoid  income  tax)  is  amended 
by  adding  the  following  subsection: 

“(b)  If,  during  the  taxable  year  on  or 
before  the  15th  day  of  the  third  month  fol¬ 
lowing  the  close  of  the  taxable  year,  a 
corporation-'- 

“(1)  distributes  60  percent  or  more  of  its 
taxable  income,  adjusted  in  the  manner  pro¬ 
vided  in  subsection  535(b),  or 

“(2)  invest  60  percent  or  more  of  its  tax¬ 
able  income,  adjusted  in  the  manner  pro¬ 
vided  in  subsection  535(b),  in  land  or  prop¬ 
erty  subject  to  the  allowance  for  depreciation 
for  use  in  the  trade  or  business  of  such 
corporation,  or 

“(3)  distributes  or  invests,  in  the  manner 
provided  in  subsections  (1)  and  (2),  60  per¬ 
cent  or  more  of  its  taxable  income,  adjusted 
in  the  manner  provided  in  subsection  535(b) , 

the  same  shall  be  presumptive  evidence  that 
any  accumulation  was  not  for  the  purpose 


of  avoiding  income  tax.  The  fact  that  a 
corporation  has  not  distributed  or  invested 
60  percent  or  more  of  its  taxable  income, 
adjusted  in  the  manner  provided  in  sub¬ 
section  535(b)*  as  above  provided  shall  not 
be  regarded  as  presumptive  evidence  that 
any  accumulation  was  for  the  purpose  of 
avoiding  income  tax.” 

Mr.  MILLER.  Mr.  President,  this 
amendment  is  for  the  purpose  of  setting 
forth  guidelines  for  corporations  in  con¬ 
nection  with  what  is  known  as  the  pen¬ 
alty  tax  for  unreasonable  accumulation 
of  surplus. 

[P.  2282 ] 

The  Senator  from  Louisiana  will  re¬ 
call  that  a  few  years  ago  the  Treasury 
established  a  policy  that  if  there  were 
a  distribution  of  dkmings  and  profits  of 
70  percent,  this  penalty  surtax  would 
not  be  imposed  and  there  would  not  be 
an  audit  with  the  idea  of  imposing  the 
penalty. 

Unfortunately,  this  policy  was  inter¬ 
preted  by  some  people  to  mean  that  if 
70  percent  was  not  declared  out,  auto¬ 
matically  the  corporation  would  be  in 
danger  of  a  penalty  surtax.  Such  was 
not  the  intention  of  the  Treasury,  but 
unfortunately  it  received  that  interpre¬ 
tation. 

Down  through  the  years  there  have 
been  numerous  cases  involving  this  prob¬ 
lem.  There  are  many  court  decisions  on 
the  point.  Unfortunately,  most  of  them 
are  ad  hoc;  they  are  all  on  the  facts  of 
a  particular  case.  As  a  result,  it  is  pretty 
difficult  for  boards  of  directors  to  deter¬ 
mine  whether  they  are  in  danger  or  not 
In  danger  of  a  revenue  agent  suggesting 
the  imposition  of  this  penalty  surtax. 

Much  has  been  said  in  the  Senate  dur¬ 
ing  the  debate  on  this  bill  about  uncer¬ 
tainty  in  business.  Without  fixed  guide¬ 
lines,  there  is  an  element  of  uncertainty 
which  is  not  healthy.  We  do  not  want 
to  see  penalty  surtaxes  imposed  on  cor¬ 
porations  which  are  genuinely  retaining 
surplus  for  future  investments  in  their 
business.  On  the  other  hand,  we  do  not 
’want  to  see  a  penalty  surtax  avoided  by 
an  unreasonable  guideline. 

My  amendment  would  provide  that  if 
60  percent  of  the  corporation’s  taxable 
Income,  with  certain  adjustments,  is  de¬ 
clared  out  as  dividends,  or  is  invested  in 
land  or  property,  subject  to  depreciation, 
for  use  in  the  trade  or  business,  or  both, 
a  presumption  will  arise  that  any  ac¬ 
cumulation  has  not  been  for  the  pur¬ 
pose  of  avoiding  tax.  This  would  be  a 
rebuttable  presumption.  The  Internal 
Revenue  Service  could  go  forward  and 
offer  evidence  which  could  still  result  in 
the  imposition  of  the  penalty  surtax. 

I  believe  that  this  approach,  providing 
some  kind  of  guideline  with  a  rebuttable 
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presumption,  would  not  work  a  hardship 
on  the  Internal  Revenue  Service;  nor 
should  it  work  hardship  on  the  taxpayer 
who  does  not  see  fit  to  declare  out  60 
percent.  Therefore,  my  amendment 
provides  further  that  the  mere  fact  that 
the  corporation  has  not  distributed  60 
percent  of  its  taxable  income,  with  cer¬ 
tain  adjustments,  shall  not  be  presumed 
to  be  evidence  of  intent  to  accumulate 
profits  for  the  purpose  of  avoiding  tax. 

I  do  think  that  fixed  guidelines  are  long 
overdue  to  take  the  uncertainty  out  of 
these  cases. 

Mr.  LONG  of  Louisiana.  The  amend¬ 
ment  did  not  reach  the  committee  in 
time  to  be  considered  in  connection  with 
the  tax  bill.  The  amendment  would  take 
us  into  a  very  difficult  and  intricate  field 
which  would  require  more  study.  The 
Treasury  Department  is  opposed  to  the 
amendment  as  it  is  presently  drafted. 
They  feel  that  while  the  amendment 
seems  to  meet  certain  problems,  it  raises 
additional  questions,  for  which  reason 
the  Treasury  cannot  support  the  amend¬ 
ment  and  must  oppose  it. 

The  Senator  from  Louisiana  would  be 
willing  to  see  that  the  question  is  con¬ 
sidered  when  the  committee  can  get 
around  to  it  later.  He  discussed  it  with 
the  chairman  of  the  committee.  The 
chairman  concurs  in  that  view.  At  an 
appropriate  time  we  shall  consider  the 
amendment  which  the  Senator  has  in 
mind.  At  the  present  time  we  could  not 
agree  to  it,  as  the  Senator  realizes. 

Mr.  MILLER.  I  realize  the  fact  that 
the  amendment  was  offered  at  a  late 
hour.  I  recognize  that  the  floor  of  the 
Senate  is  not  a  desirable  place  to  hold  a 
hearing  on  a  subject  of  relatively  far- 
reaching  import.  With  that  assurance  I 
shall  offer  an  appropriate  amendment 
to  another  bill  at  a  later  time. 

Accordingly,  I  withdraw  the  amend¬ 
ment. 

The  PRESIDING  OFFICER.  The 
amendment  is  withdrawn. 

AMENDMENT  NO.  410 

Mr.  YARBOROUGH.  Mr.  President, 
I  call  up  my  amendment  No.  410. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Texas 
will  be  stated. 

The  Legislative  Clerk.  At  the  proper 
place  it  is  proposed  to  insert  the  follow¬ 
ing  new  section: 

Sec.  — .  Estate  and  Gift  Tax  Treatment  of 
Employees'  Stjrivors  Annuities 
Under  State  and  Local  Retire¬ 
ment  Systems. 

(a)  Exemption  From  Estate  Tax. — Sec¬ 
tion  2039  (c)  (relating  to  annuities)  is 
amended — 

(1)  by  striking  out  “or”  at  the  end  of 
paragraph  (2); 

(2)  by  striking  out  the  period  at  the  end 


of  paragraph  (3)  and  inserting  in  lieu  there¬ 
of  or”; 

(3)  by  inserting  after  paragraph  (3)  the 
following  new  paragraphs: 

“(4)  a  pension,  annuity,  retirement,  or 
similar  plan  established  for  its  employees  by 
a  State,  a  political  subdivision  of  a  State,  the 
District  of  Columbia,  or  an  agency  or  instru¬ 
mentality  of  any  one  or  more  of  the  fore¬ 
going;  or 

"(5)  a  retirement  annuity  contract  pur¬ 
chased  for  an  employee  by  an  employer 
which  is  a  State,  a  political  subdivision  of  a 
State,  the  District  of  Columbia,  or  an 
agency  or  instrumentality  of  any  one  or  more 
of  the  foregoing.”; 

(4)  by  striking  out  "paragraph  (1)  or  (2) 
or  under  a  contract  described  in  paragraph 
(3)”  in  the  second  sentence  and  inserting  in 
lieu  thereof  “paragraph  (1),  (2),  or  (4)  or 
under  a  contract  described  in  paragraph  (3) 
or  (5)”;  and 

(5)  by  striking  out  "paragraph  (1)  or  (2)  ” 
in  the  third  sentence  and  inserting  in  lieu 
thereof  “paragraph  (1),  (2),  or  (4),  or  to¬ 
ward  the  purchase  of  an  annuity  contract 
described  in  paragraph  (5),”. 

(b)  Exemption  From  Gift  Tax. — Section 
2517(a)  (relating  to  certain  annuities  under 
qualified  plans)  is  amended — 

(1)  by  striking  out  “or”  at  the  end  of 
paragraph  (2); 

(2)  by  striking  out  the  period  at  the  end 
of  paragraph  (3)  and  inserting  in  lieu 
thereof  or”;  and 

(3)  by  inserting  after  paragraph  (3)  the 
following  new  paragraphs: 

“(4)  a  pension,  annuity,  retirement,  or 
similar  plan  established  for  its  employees  by 
a  State,  a  political  subdivision  of  a  State,  the 
District  of  Columbia,  or  an  agency  or  instru¬ 
mentality  of  any  one  or  more  of  the  fore¬ 
going;  or 

"(5)  a  retirement  annuity  contract  pur¬ 
chased  for  an  employee  by  an  employer 
which  is  a  State,  a  political  subdivision  of  a 
State,  the  District  of  Columbia,  or  an  agency 
or  instrumentality  of  any  one  or  more  of  the 
foregoing.” 

(c)  Effective  Dates. — The  amendments 
made  by  subsection  (a)  shall  apply  with  re¬ 
spect  to  estates  of  decedents  dying  after 
December  31,  1963.  The  amendments  made 
by  subsection  (b)  shall  apply  with  respect 
to  calendar  years  after  1963. 

Mr.  YARBOROUGH.  Mr.  President, 
the  amendment  is  designed  to  eliminate 
a  discrimination  against  State  school 
teachers  in  State  school  systems  and 
their  retirement  systems.  Most  State 
employees  under  State  retirement  sys¬ 
tems  receive  benefits  paid  by  public  em¬ 
ployee  benefit  plans.  It  appears  that 
under  certain  rulings  in  some  districts  in 
this  country,  at  least,  annuities  received 
by  public  school  teachers  may  not  be 
excluded  from  the  gross  estate  of  a  de¬ 
ceased  teacher.  They  do  not  qualify 
from  exemption  from  the  gift  tax  in  the 
same  manner  as  annuities  purchased  by 
private  schools  for  their  employees.  The 
same  statement  would  apply  to  other 
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State  employees  under  State  retirement 
systems.  Federal  employees  receive  the 
beneficial  treatment. 

Under  section  (c)  (1)  and  (2)  of  sec¬ 
tion  2039  there  is  excluded  from  the  gross 
estate  annuities  or  payments  to  a  bene¬ 
ficiary  under  an  approved  corporate  pen¬ 
sion  plan,  and  section  (c)  (3)  excludes 
annuity  contracts  purchased  for  an  em¬ 
ployee  by  a  tax  exempt  religious  or  char¬ 
itable  organization. 

The  revenue  rulings  of  the  Internal 
Revenue  Service  extend  the  same  treat¬ 
ment  to  beneficiaries  under  the  U.S.  Civil 
Service  Retirement  System.  Section 
2517  has  the  same  general  effect  on  gift 
taxes. 

This  is  not  merely  some  recently 
offered  amendment.  On  January  25, 
1963,  the  distinguished  Senator  from 
Alaska  [Mr.  Bartlett]  and  I  introduced 
the  biU  (S.  531). 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  bill  may  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  bill  (S. 
531)  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

S.  531 

A  bill  to  amend  the  Internal  Revenue  Code 
of  1954  with  respect  to  the  estate  and  gift 
tax  treatment  of  employees’  survivors  an¬ 
nuities  under  State  and  local  retirement 
systems 

Be  it  enacted  by  the  Senate  and  House  of 
Representatives  of  the  United  States  of 
America  in  Congress  assembled ,  That  (a) 
section  2039(c)  of  the  Internal  Revenue  Code 
of  1954  (relating  to  annuities)  is  amended — 

(1 )  by  striking  out  "or”  at  the  end  of  para¬ 
graph  (2); 

(2)  by  striking  out  the  period  at  the  end 
of  paragraph  (3)  and  inserting  in  lieu  there¬ 
of  or”;  and 

(3)  by  inserting  after  paragraph  (3)  the 
following  new  paragraphs: 

"(4)  a  pension,  annuity,  retirement,  or 
similar  plan  established  for  its  employees  by 
a  State,  a  political  subdivision  of  a  State,  the 
District  of  Columbia,  or  an  agency  or  instru¬ 
mentality  of  any  one  or  more  of  the  fore¬ 
going;  or 

"(5)  a  retirement  annuity  contract  pur¬ 
chased  for  an  employee  by  an  employer 
which  is  a  State,  a  political  subdivision  of  a 
State,  the  District  of  Columbia,  or  an  agency 
or  instrumentality  of  any  one  or  more  of  the 
foregoing.” 

[  P .  2283 ] 

(b)  The  second  sentence  of  such  section 
2039(c)  is  amended  by  striking  out  "para¬ 
graph  (1)  or  (2)  or  under  a  contract  de¬ 
scribed  in  paragraph  (3)”  and  inserting  in 
lieu  thereof  “paragraph  (1),  (2),  or  (4)  or 
under  a  contract  described  in  paragraph  (3) 
or  (5)”. 

(c)  The  third  sentence  of  such  section 
2039(c)  is  amended  by  striking  out  "para¬ 
graph  (1)  or  (2)  ”  and  inserting  in  lieu  there¬ 


of  "paragraph  (1),  (2),  or  (4),  or  toward  the 
purchase  of  an  annuity  contract  described  in 
paragraph  (5),”. 

(d)  The  amendments  made  by  this  section 
shall  apply  with  respect  to  estates  of  de¬ 
cedents  after  December  31,  1962. 

Sec.  ,2.  Section  2517(a)  of  the  Internal 
Revenue  Code  of  1954  (relating  to  certain 
annuities  under  qualified  plans) 
amended — 

(1)  by  striking  out  “or”  at  the  end  of  para¬ 
graph  (2); 

(2)  by  striking  out  the  period  at  the  end 
of  paragraph  (3)  and  inserting  in  lieu  there¬ 
of  “;  or”;  and 

(3)  by  inserting  after  paragraph  (3)  the 
following  new  paragraphs: 

“(4)  a  pension,  annuity,  retirement,  or 
similar  plan  established  for  its  employees  by 
a  State,  a  political  subdivision  of  a  State, 
the  District  of  Columbia,  or  an  agency  or 
instrumentality  of  any  one  or  more  of  the 
foregoing;  or 

"(5)  a  retirement  annuity  contract  pur¬ 
chased  for  an  employee  by  an  employer  which 
is  a  State,  a  political  subdivision  of  a  State, 
the  District  of  Columbia,  or  an  agency  or 
instrumentality  of  any  one  or  more  of  the 
foregoing.” 

(b)  The  amendments  made  by  subsection 
(a)  shall  apply  with  respect  to  calendar  years 
after  1962. 

Mr.  YARBOROUGH.  The  identical 
subject  was  brought  up  under  our 
Amendment  No.  410,  which  includes  the 
Identical  language  contained  in  the  bill 
(S.  531).  Since  the  amendment  was  of¬ 
fered,  we  have  been  in  conference  with 
the  Treasury  Department.  The  officials 
of  the  Treasury  Department  have  stated 
to  us  that  they  believe  that  the  problem 
can  be  handled  administratively  under 
existing  administrations,  although  the 
collector  of  internal  revenue  in  my  own 
district  states  that  the  law  requires  that 
the  State  employee  retirement  systems 
and  the  State  teachers  should  not  receive 
the  same  beneficial  treatment  received 
by  Federal  employees,  employees  of  pri¬ 
vate  schools,  employees  of  private  cor¬ 
porations,  and  employees  of  charitable 
and  religious  organizations.  Everyone 
receives  the  beneficial  treatment  except 
the  retirees  under  State  and  State 
schoolteacher  systems. 

From  what  we  learn  from  the  NEA 
and  from  a  telegram  which  I  have  re¬ 
ceived  today  from  Mr.  Sturgeon  of  the 
Texas  State  Teachers  Association,  in 
about  48  States  of  the  Union  the  bene¬ 
ficial  treatment  has  not  been  Attended 
by  regulation.  But  on  the  assurance  of 
the  Treasury  Department  that  it  is  be¬ 
lieved  the  problem  can  be  handled  with¬ 
out  legislation,  I  direct  the  following 
question  to  the  distinguished  Senator 
from  Louisiana: 

If  the  amendment  is  offered  and  then 
withdrawn  at  this  time,  and  if  the  ques¬ 
tion  is  not  administratively  worked  out 
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by  the  Treasury  Department,  as  they 
think  may  be  possible,  will  it  not  be  pos¬ 
sible  to  bring  it  up  and  offer  it  as  an 
amendment  to  some  subsequent  revenue 
measure  at  the  present  session?  I  under¬ 
stand  that  there  are  about  30  more  reve¬ 
nue  measures  expected  from  the  House. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  our  investigation  of  the/  problem, 
since  the  Senator  raised  the  question, 
indicates  that  there  is  a  distinct  possi¬ 
bility  that  the  view  at  the  national  office, 
as  contrasted  with  the  view  at  the  re¬ 
gional  office,  may  be  that  which  the  Sen¬ 
ator  advocates.  In  other  words,  the  na¬ 
tional  office  view  may  be  that  the 
plans  of  which  the  Senator  speaks  are 
qualified.  We  will  ask  them  to  study  the 
matter.  In  the  event  the  Senator  does 
not  receive  a  satisfactory  answer  from 
the  national  office,  we  shall  endeavor  to 
look  into  the  question  for  him  and  see  if 
legislation  is  necessary.  We  will  under¬ 
take  to  consider  it  at  that  time., 

Mr.  YARBOROUGH.  The  crux  of  the 
question  is  that  the  regional  Internal 
Revenue  Office  has  ruled  that  State  plans 
should  not  receive  the  beneficial  treat¬ 
ment  because  they  are  not  irrevocable. 
State  legislatures  have  reserved  the  right 
to  amend  their  pension  plans.  Many 
plans  are  not  irrevocable.  The  Federal 
retirement  system  is  not  irrevocable.  We 
amend  it  from  session  to  session. 

Mr.  LONG  of  Louisiana.  We  are  not 
sure  that  because  these  plans  are  not 
irrevocable  the  teachers  may  be  disquali¬ 
fied.  In  other  words,  they  may  be  quali¬ 
fied  anyway.  If  that  is  the  case,  the  pro¬ 
posal  of  the  Senator  would  jnot  be  neces¬ 
sary.  If  the  proposal  of" the  Senator 
should  prove  to  be  necessary,  then  would 
be  the  appropriate  time  for  the  commit¬ 
tee  to  consider  it.  If  that  be  the  case,  the 
Senator  from  Louisiana  will  move  the 
proposed  legislation  as  an  amendment  to 
some  bill,  if  necessary. 

Mr.  YARBOROUGH.  Later  in  this 
session. 

Mr.  LONG  of  Louisiana.  Yes. 

Mr.  YARBOROUGH.  The  Treasury 
officials  have  assured  us  that  they  believe 
the  problem  can  be  reached  administra¬ 
tively. 

Mr.  LONG  of  Louisiana.  Yes. 

Mr.  YARBOROUGH.  I  ask  unani¬ 
mous  consent  that  there  be  printed  at 
this  point  in  the  Record  amendment  No. 
401 ;  a  letter  from  Frank  M.  Jackson,  the 
executive  secretary  of  the  Teacher  Re¬ 
tirement  System  of  Texas,  dated  Decem¬ 
ber  29,  1962;  and  a  telegram  dated  Feb¬ 
ruary  7,  1964,  from  L.  P.  Sturgeon  of  the 
Texas  _  State  Teachers  Association, 
Austin,  Tex. 

There  being  no  objection,  the  amend¬ 
ment,  letter,  and  telegram  were  ordered 
to  be  printed  in  the  Record,  as  follows: 


AMENDMENT  410, 

“Sec.  — .  Estate  and  Gift  Tax  Treatment 
Employees'  Survivors  Annui¬ 
ties  Under  State  and  Local 
Retirement  Systems. 

(a)  Exemption  Prom  Estate  Tax. — Section 
2039(c)  (relating  to  annuities)  is  amended — 

(1)  by  striking  out  “or”  at  the  end  of 

paragraph  (2);  / 

(2)  by  striking  out  the  period  at  the  end 
of  paragraph  (3)  and  inserting  in  lieu  there¬ 
of  or”; 

(3)  by  inserting  after  paragraph  (3)  the 
following  new  paragraphs: 

“(4)  a  pension,  annuity,  retirement,  of 
similar  plan  established  for  its  employees  by 
a  State,  a  political  subdivision  of  a  State, 
the  District  of  Columbia,  or  an  agency  or  in¬ 
strumentality  of  any  one  or  more  of  the 
foregoing;  or 

“(5)  a  retirement  annuity  contract  pur¬ 
chased  for  an  employee  by  an  employer 
which  is  a  State,  a  political  subdivision  of  a 
State,  the  District  of  Columbia,  or  an  agency 
or  instrumentality  of  any  one  or  more  of 
the  foregoing.”; 

(4)  by  striking  out  “paragraph  (1)  or  (2) 
or  under  a  contract  described  in  paragraph 
(3)”  in  the  second  sentence  and  inserting 
in  lieu  thereof  “paragraph  (1),  (2),  or  (4) 
or  under  a  contract  described  in  paragraph 
(3)  or  (5)”;  and 

(5)  by  striking  out  “paragraph  (1)  or 
(2)”  in  the  third  sentence  and  inserting  in 
lieu  thereof  “paragraph  (1),  (2),  or  (4),  or 
toward  the  purchase  of  an  annuity  contract 
described  in  paragraph  (5),”; 

(b)  Exemption  From  Gut  Tax. — Section 
2517(a)  (relating  to  certain  annuities  under 
qualified  plans)  is  amended — 

(1)  by  striking  out  “or”  at  the  end  of 
paragraph  (2); 

(2)  by  striking  out  the  period  at  the  end 
of  paragraph  (3)  and  inserting  in  lieu  there¬ 
of  “;  or”;  and 

(3)  by  inserting  after  paragraph  (3)  the 
following  new  paragraphs: 

“(4)  a  pension,  annuity,  retirement,  or 
similar  plan  established  for  its  employees  by 
a  State,  a  political  subdivision  of  a  State, 
the  District  of  Columbia,  or  an  agency  or 
instrumentality  of  any  one  or  more  of  the 
foregoing;  or 

"(5)  a  retirement  annuity  contract  pur¬ 
chased  for  an  employee  by  an  employer 
which  is  a  State,  a  political  subdivision  of  a 
State,  the  District  of  Columbia,  or  an  agency 
or  instrumentality  of  any  one  or  more  of  the 
foregoing.” 

(c)  Effective  Dates. — The  amendments 
made  by  subsection  (a)  shall  apply  with  re¬ 
spect  to  estates  of  decedents  dying  after 
December  31,  1963.  The  amendments  made 
by  subsection  (b)  shall  apply  with  respect  to 
calendar  years  after  1963. 

~  Teacher  Retirement 

System  of  Texas, 
Austin,  Tex.,  December  29, 1962. 
Hon.  Ralph  W.  Yarborough, 

U.S.  Senate, 

U.S.  Courthouse 
Austin,  Tex. 

Dear  Senator  Yarborough:  Yesterday 
afternoon  you  discussed  the  Federal  estate 
tax  on  benefits  paid  by  public  employee  ben¬ 
efit  plans  with  Mr.  Marlin  Bownds,  our  comp¬ 
troller.  This  letter  is  written  to  follow  your 
suggestions  to  him. 
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Subsections  (c)(1)  and  (2)  of  section  2039 
exclude  from  the  gross  estate  annuities  or 
other  payments  to  a  beneficiary  under  an 
approved  corporate  pension  plan.  Subsec¬ 
tion  (c)(3)  excludes  annuity  contracts  pm- 
chased  for  an  employee  by  a  tax  exempt  re¬ 
ligious  or  charitable  organization.  Revenue 
Ruling  5-1,  I.R.B.  1956-1,6  extends  the  same 
treatment  to  beneficiaries  under  the  U.S. 
civil  service  retirement  system.  Section 
2517  has  the  same  general  effect  for  the  gift 
tax. 

The  beneficiaries  of  public  employees  un¬ 
der  employee  pension  plans  of  the  several 
States  and  their  political  ,  subdivisions  are 
generally  denied  this  treatment.  Texas  has 
250,000  public  employees  covered  by  pension 
plans.  Their  beneficiaries  receive  less  favor¬ 
able  treatment  for  gift  and  estate  taxes  than 
employees  of  corporations  or  employees  of 
the  Federal  Government.  In  my  opinion 
sections  2039  and  2517  should  be  amended 
to  extend  to  beneficiaries  under  public  em¬ 
ployee  pension  plans  the  same  treatment 

{P.  2284 ] 

which  is  accorded  to  beneficiaries  under 
qualified  corporate  pension  plans. 

Sincerely, 

Frank  M.  Jackson. 


Austin,  Tex., 
February  7,  1964. 
Senator  Ralph  Yarborough, 

Senate  Chamber,  • 

Washington,  D.C.: 

Texas  teacher  retirement  system  which  in¬ 
cludes  180,000  persons  and  the  Texas  State 
employees  system  which  includes  an  addi¬ 
tional  60,000  individuals  do  not  qualify  under 
section  403B  Internal  Revenue  Code  and  are 
discriminated  against  under  present  Federal 
estate  tax  regulations.  This  same  situation 
exists  in  all  other  States  with  possibly  one 
or  two  exceptions.  Adoption  of  amendment 
410  to  H.R.  8363  would  do  no  more  than  give 
equal  treatment  to  the  teacher  and  State 
employees  included  in  such  retirement  pro¬ 
gram.  Additional  information  follows  from 
officials  of  the  teacher  retirement  system. 

L.  P.  Sturgeon. 

Mr.  BARTLETT.  Mr.  President,  will 
the  Senator  yield? 

Mr.  YARBOROUGH.  I  yield. 

Mr.  BARTLETT.  I  am  heartened  by 
what' the  Senator  from  Louisiana,  the 
Senator  in  charge  of  the  bill,  has  had 
to  say  on  the  subject.  I  trust  it  can  be 
handled  administratively.  If  it  cannot 
be,-  the  Senator  from  Texas  and  I  will 
surely  be  calling  upon  our  colleagues, 
seeking  legislative  action. 

I  joined  the  distinguished  Senator 
from  Texas  as  a  cosponsor  of  the  bill 
back  in  January  a  year  ago,  because  I 
thought  the  State  employees  were  being 
discriminated  against.  That  discrimi¬ 
nation  continues,  and  the  time  has  come, 
in  my  judgment,  for  remedial  action, 
whether  it  comes  through  legislation  or 
through  administrative  action. 

I  should  say  that  Hon.  William  A. 
Egan,  Governor  of  Alaska,  has  heartily 
endorsed  the  proposal. 


I  desire,  in  concluding,  to  commend 
the  distinguished  Senator  from  Texas  for 
calling  this  matter,  then  and  now,  to  the 
attention  of  the  Senate. 

Mr.  YARBOROUGH.  Mr.  President, 
I  thank  the  distinguished  Senator  from 
Alaska.  He  has  been  very  diligent  in 
discussing  this  matter  with  me  since  the 
proposal  was  introduced  under  S.  531 
last  year.  I,  too,  am  heartened  by  the 
statement  of  the  Senator  from  Louisiana, 
the  floor  manager  of  the  bill. 

Mr.  LONG  of  Louisiana.  As  the  Sen¬ 
ator  knows,  there  are  some  problems  in 
this  field. 

Mr.  YARBOROUGH.  Mr.  President,  I 
ask  unanimous  consent  to  withdraw  my 
amendment,  but  we  plan  to  reoffer  the 
measure  later  to  some  other  bill,  if  it 
has  not  been  worked  out. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Texas  is  withdrawn. 

Mr.  WILLIAMS  of  New  Jersey.  Mr. 
President,  I  have  an  amendment  at  the 
desk,  which  I  offer  and  ask  unanimous 
consent  to  have  printed  in  the  Record 
at  this  point,  instead  of  being  read. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  amendment  offered  by  Mr.  Wil¬ 
liams  of  New  Jersey  is  as  follows: 

At  the.  proper  place  In  the  bill  add  the 
following  new  section: 

“Sec.  — .  Amortization  of  Housing  Facil¬ 
ities  fob  Agricultural  Workers. 

“(a)  7n  General. — Part  VI  of  subchapter 
B  of  chapter  1  of  the  Internal  Revenue  Code 
of  1954  (relating  to  Itemized  deductions  for 
Individuals  and  corporations)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
section : 

“Sec.  183.  Amortization  of  Housing  Facili¬ 
ties  for  Agricultural  Workers. 

“  ‘(a)  Allowance  of  Deduction. 

"‘(1)  Original  owner. — Any  person  who 
constructs  a  certified  housing  facility  for 
agricultural  workers  shall,  at  his  election,  be 
entitled  to  a  deduction  with  respect  to  the 
amortization  of  the  adjusted  basis  (deter¬ 
mined  under  subsection  (f)  (1) )  of  such  fa¬ 
cility  based  on  a  period  of  60  months.  The 
60-month  period  shall  begin  as  to  any  such 
facility,  at  the  election  of  the  taxpayer,  with 
the  month  following  the  month  in  which  the 
facility  was  completed,  or  with  the  succeed¬ 
ing  taxable  year. 

“‘(2)  Subsequent  owners. — Any  person 
who  acquires  a  housing  facility  for  agricul¬ 
tural  workers — 

“‘(A)  with  respect  to  which  a  certificate 
has  been  issued  by  the  Secretary  of  Agricul¬ 
ture  under  subsection  (e)  (whether  such 
certificate  is  issued  before  or  after  the  date 
such  person  acquires  such  facility),  and 

“  ‘(B)  with  respect  to  which  an  amortiza¬ 
tion  deduction  under  this  section  has  been 
allowed  for  less  than  a  60-month  period, 

shall,  at  his  election,  be  entitled  to  a  deduc¬ 
tion  with  respect  to  the  adjusted  basis  (de- 
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termined  under  subsection  (f)  (2)  of  such 
facility  based  on  a  60-month  period  reduced 
by  the  number  of  months  with  respect  to 
which  an  amortization  deduction  under  this 
section  has  been  allowed  to  any  taxpayer 
prior  to  the  acquisition  of  such  facility  by 
such  person. 

“‘(3)  Amount  of  deduction. — The  amor¬ 
tization  deduction  provided  in  paragraphs 
(1)  and  (2)  shall  be  an  amount,  with  respect 
to  each  month  of  the  amortization  period 
within  the  taxable  year,  equal  to  the  ad¬ 
justed  basis  of  the  facility  at  the  end  of  such 
month,  divided  by  the  number  of  months 
(including  the  fnonth  for  which  the  deduc¬ 
tion  is  computed)  remaining  in  the  period. 
Such  adjusted  basis  at  the  end  of  the  month 
shall  be  computed  without  regard  to  the 
amortization  deduction  for  such  month.  The 
amortization  deduction  above  provided  with 
respect  to  any  month  shall  be  in  lieu  of  the 
depreciation  deduction  with  respect  to  such 
facility  for  such  month  provided  by  section 
167. 

‘‘‘(b)  Election  of  Amortization. — The 
election  of  the  taxpayer  under  subsection 

(a) (1)  to  take  the  amortization  deduction 
and  to  begin  the  60-month  period  with  the 
month  following  the  month  in  which  the 
facility  was  completed  shall  be  made  only 
by  a  statement  to  that  effect  in  the  return 
for  the  taxable  year  in  which  the  facility 
was  completed.  The  election  of  the  tax¬ 
payer  under  subsection  (a)(1)  to  take  the 
amortization  deduction  and  to  begin  such 
period  with  the  taxable  year  succeeding  such 
year  shall  be  made  only  by  a  statement  to 
that  effect  in  the  return  for  such  succeeding 
taxable  year.  The  election  of  the  taxpayer 
under  subsection  (a)(2)  to  take  the  amor¬ 
tization  deduction  shall  be  made  only  by  a 
statement  to  that  effect  in  the  return  for 
the  taxable  year  in  which  the  facility  was 
acquired.  Notwithstanding  the  preceding 
three  sentences,  the  election  of  the  taxpayer 
under  subsection  (a)  (1)  or  (2)  may  be 
made,  under  such  regulations  as  the  Secre¬ 
tary  or  his  delegate  may  prescribe,  before  the 
time  prescribed  in  the  applicable  sentence. 

“‘(c)  Discontinuance  of  Amortization 
Deduction. — 

“‘(1)  Discontinuance  by  taxpayer. — A 
taxpayer  who  has  elected  under  subsection 

(b)  to  take  the  amortization  deduction  pro¬ 
vided  in  subsection  (a)  may,  at  any  time 
after  mak  ng  such  election,  discontinue  the 
amortization  deduction  with  respect  to  the 
remainder  of  the  amortization  period.  Such 
discontinuance  shall  begin,  and  may  be  ter¬ 
minated,  as  of  the  beginning  of  any  month 
specified  by  the  taxpayer  in  a  notice  in  writ¬ 
ing  filed  with  the  Secretary  or  his  delegate 
before  the  beginning  of  such  month. 

“‘(2)  Discontinuance  by  secretary  of 
agriculture.— The  amortization  deduction 
provided  in  subsection  (a)  shall  be  discon¬ 
tinued  if  the  Secretary  of  Agriculture  finds 
and  certifies,  after  notice  to  the  taxpayer 
and  opportunity  for  hearings,  to  the  Secre¬ 
tary  or  his  delegate  that  the  requirements 
of  subsection  (e)(2)  have  not  been  complied 
with.  Such  discontinuance  shall  begin  as  of 
the  beginning  of  the  taxable  year  in  which 
such  finding  is  made  and  certified  and  shall 
continue  until  the  month  following  the 
month  in  which  the  Secretary  of  Agriculture 


certifies  to  the  Secretary  that  the  Secretary 
of  Agriculture  is  satisfied  that  there  is  no 
longer  any  failure  to  satisfy  such  require¬ 
ments. 

‘‘‘(3)  Where  a  discontinuance  of  such  an 
amortization  deduction  shall  have  been 
terminated,  as  provided  in  paragraphs  (1) 
or  (2) ,  the  period  with  respect  to  which  sxich 
deduction  may  subsequently  be  allowed  shall 
be  equal  to  60  months  minus  the  number  of 
months  with  respect  to  which  such  dedxic- 
tion  shall  have  previously  been  allowed. 

“‘(4)  Depreciation  deduction. — The  de¬ 
preciation  deduction  provided  under  section 
167  shall  be  allowed  with  respect  to  any  hous¬ 
ing  facility  for  agricultural  workers  begin¬ 
ning  with  the  first  month  as  to  which  the 
amortization  deduction  does  not  apply,  and 
the  taxpayer  shall  not  be  entitled  to  any 
further  amortization  deduction  with  respect 
to  such  facility. 

“‘(d)  Definitions. — For  purposes  of  this 
section — 

“‘(1)  Agricultural  worker. — The  term 
"agricultural  worker”  means  an  individual 
(other  than  the  taxpayer,  his  spouse  and 
dependents,  and  members  of  his  household) 
who  is  a  citizen  or  permanent  resident  of  the 
United  States  and  whose  primary  employ¬ 
ment  is  in  agriculture,  as  defined  in  section 
3(f)  of  the  Fair  Labor  Standards  Act  of  1938, 
or  performing  agricultural  labor,  as  defined 
in  section  3121(g) . 

“  ‘(2)  Certified  housing  facility  for  agri¬ 
cultural  workers. — The  term  "certified 
housing  facility  for  agricultural  workers” 
means  any  dwelling  or  dwelling  unit  for  the 
housing  of  agricultural  workers — 

"‘(A)  the  construction  of  which  is  com¬ 
pleted  after  December  31,  1963;  and 

“‘(B)  with  respect  to  which  a  certificate 
has  been  issued  by  the  Secretary  of  Agricul¬ 
ture  under  subsection  (e). 

If  any  facility  is  converted,  through  altera¬ 
tion  or  remodeling,  into  a  housing  facility 
for  agricultural  workers,  or  if  a  housing  fa¬ 
cility  for  agricultural  workers  is  altered  or 
remodeled  so  as  to  increase  the  number  of 
dwelling  units  in  such  facility,  or  to  improve 
any  of  the  dwelling  units  in  such  facility, 
such  alteration  or  ^modeling  shall  be  treated 
as  the  construction  of  a  housing  facility  for 
agricultural  workers. 

“‘(e)  Certifications  by  Secretary  of 
Agriculture. — 

“  ‘  ( 1 )  Applications. — Any  person  who 
after  December  31,  1963,  completes  the  con¬ 
struction  of  a  housing  facility  for  agricul¬ 
tural  workers  may  apply  to  the  Secretary  of 
Agriculture  for  a  certificate  under  this  sub¬ 
section,  or,  if  the  person  who  completes  such 
construction  has  not  obtained  such  a  cer- 

[ P .  2255] 

tifleate,  then  his  successor  in  interest  may 
apply  to  the  Secretary  of  Agriculture  for  a 
certificate  under  this  subsection.  Such  ap¬ 
plication  shall  be  filed  at  such  time,  shall 
be  in  such  form,  and  shall  contain  such  in¬ 
formation  as  the  Secretary  of  Agriculture 
may  prescribe  by  regulations. 

"‘(2)  Requirements  for  certified  hous¬ 
ing  FACILITY  FOR  AGRICULTURAL  WORKERS. - 

The  Secretary  of  Agriculture  shall  issue  a 
certificate  with  respect  to  a  housing  facility 
for  agricultural  workers  if  he  is  satisfied 
that — 
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“  ‘(A)  8uch  housing  facility  has  been  con¬ 
structed  to  provide  decent,  safe,  and  sanitary 
housing  lor  agricultural  workers; 

“  ‘(B)  any  rentals  charged  an  agricultural 
worker  for  the  occupancy  of  any  dwelling 
unit  in  such  facility  will  not  exceed  rates 
within  the  means  of  the  probable  occupants 
of  such  unit,  due  consideration  being  given 
to  the  Income  and  earning  capacity  of  agri¬ 
cultural  workers  in  the  area;  and 

“‘(C)  for  a  period  of  5  years  (commenc¬ 
ing  with  the  date  of  application  for  such 
certificate) ,  the  dwelling  units  In  such  hous¬ 
ing  facility  (1)  will  be  made  available 
primarily  for  occupancy  by  agricultural 
workers,  (11)  will,  when  rented,  be  rented  at 
rates  consistent  with  the  provisions  of  sub- 
paragraph  (B),  and  (ill)  will  be  maintained 
In  accordance  with  such  safety  and  sanita¬ 
tion  standards  as  may  be  prescribed  by 
State  or  local  law,  or,  In  the  absence  of  such 
standards,  In  accordance  with  such  mini¬ 
mum  requirements  as  the  Secretary  of  Agri¬ 
culture  shall  prescribe. 

The  Secretary  shall  not  refuse  to  Issue  a 
certificate  with  respect  to  a  housing  facility 
for  agricultural  workers  to  any  person  solely 
by  reason  of  the  fact  that  such  person 
Intends  to  sell  such  facility  to  an  agricul¬ 
tural  worker  within  the  5 -year  period 
referred  to  In  subparagraph  (C). 

“‘(3)  Preliminary  certification. — An  ap¬ 
plication  under  paragraph  (1)  may  be  filed 
with  respect  to  any  housing  facility  for 
agricultural  workers  prior  to  the  completion 
of  the  construction  of  such  housing  facility. 
The  Secretary  of  Agriculture  may,  by  regula¬ 
tions,  provide  for  the  issuance  of  a  condi¬ 
tional  certificate  to  any  such  applicant  if  it 
appears  from  the  information  contained  In 
his  application  that  upon  completion  such 
housing  facility  will  fulfill  the  requirements 
for  a  certificate  prescribed  In  paragraph  (2). 

“‘(4)  Regulations. — The  Secretary  of 
Agriculture  shall  prescribe  such  regulations 
as  he  deems  necessary  to  carry  out  the  provi¬ 
sions  of  this  subsection. 

“  '(f )  Determination  of  Adjusted  Basis. — 
"‘(1)  Original  owners. — For  purposes  of 
subsection  (a)(1),  in  determining  the  ad¬ 
justed  basis  of  any  certified  housing  facility 
for  agricultural  workers — 

“‘(A)  there  shall  be  included  only  so 
much  of  the  amount  of  the  adjusted  basis 
(for  determining  gain),  computed  without 
regard  to  this  subsection,  as  is  properly  at¬ 
tributable  to  construction  after  December  31, 
1963,  which  the  Secretary  of  Agriculture 
certifies  is  attributable  to  the  provision  of 
housing  for  agricultural  workers;  and 

“  ‘(B)  if  the  facility  is  a  certified  housing 
facility  for  agricultural  workers  within  the 
meaning  of  the  second  sentence1  of  subsec¬ 
tion  (d)  (2),  there  shall  be  included  only  so 
much  of  the  amount  otherwise  included  In 
such  adjusted  basis  as  is  properly  attributa¬ 
ble  to  the  alteration  or  remodeling. 

“‘(2)  Subsequent  owners. — For  purposes 
of  subsection  (a)(2),  the  adjusted  basis  of 
any  certified  housing  facility  for  agricultural 
workers  shall  be  whichever  of  the  following 
amounts  is  the  smaller : 

“  ‘(A)  the  basis  (unadjusted)  of  such  facil¬ 
ity  for  purposes  of  this  section  in  the  hands 
of  the  person  who  constructed  such  facility, 
adjusted  as  if  such  facility  in  the  hands  of 


the  taxpayer  had  a  substituted  basis  within 
the  meaning  of  section  1018(b);  or 

“‘(B)  so  much  of  the  adjusted  basis  (for 
determining  gain)  of  the  facility  in  the 
hands  of  the  taxpayer  (computed  without 
regard  to  this  subsection)  as  is  properly  at¬ 
tributable  to  construction  after  December 
31,  1963,  which  the  Secretary  of  Agriculture 
has  certified  is  attributable  to  the  provision 
of  housing  for  agricultural  workers. 

“‘(3)  Separate  facilities;  special  rule. — 
If  any  existing  certified  housing  facility  for 
agricultural  workers  (as  defined  in  the  first 
sentence  of  subsection  (d)(2)  is  altered  or 
remodeled  as  provided  in  the  second  sen¬ 
tence  of  subsection  (d)(2),  the  expenditures 
for  such  alteration  or  remodeling  shall  not 
be  applied  in  adjustment  of  the  basis  of 
such  existing  facility  but  a  separate  basis 
shall  be  computed  as  if  the  part  altered  or 
remodeled  were  a  new  and  separate  housing 
facility  for  agricultural  workers. 

“  ‘(g)  Depreciation  Deduction. — If  the  ad¬ 
justed  basis  of  a  certified  housing  facility  for 
agricultural  workers  (computed  without  re¬ 
gard  to  subsection  (f) )  exceeds  the  adjusted 
basis  computed  under  subsection  (f),  the 
depreciation  deduction  provided  by  section 
167  shall,  despite  the  provisions  of  subsec¬ 
tion  (a)  (3)  of  this  section,  be  allowed  with 
respect  to  such  facility  as  if  the  adjusted 
basis  for  the  purpose  of  such  deduction  were 
an  amount  equal  to  the  amount  of  such  ex¬ 
cess. 

“‘(h)  Life  Tenant  and  Remainderman. — 
In  the  case  of  property  held  by  one  person 
for  life  with  remainder  to  another  person, 
the  amortization  deduction  provided  in  sub¬ 
section  (a)  shall  be  computed  as  if  the  life 
tenant  were  the  absolute  owner  of  the  prop¬ 
erty  and  shall  be  allowed  to  the  life  tenant. 

“‘(i)  Limitation. — No  deduction  shall  be 
allowed  under  subsection  (a)  with  respect 
to  a  certified  housing  facility  for  agricultural 
workers  for  any  month  during  any  part  of 
which — 

“'(1)  if  the  taxpayer  is  an  individual 
(other  than  an  estate  or  trust) ,  such  facility 
is  occupied  by  the  taxpayer  or  by  the  spouse, 
any  dependent,  or  any  member  of  the  house¬ 
hold  of  the  taxpayer, 

“  ‘(2)  If  the  taxpayer  is  an  estate  or  trust, 
such  facility  is  occupied  by  a  beneficiary  of 
the  estate  or  trust,  or 

“  ‘(3)  if  the  taxpayer  is  a  corporation,  such 
facility  is  occupied  by  any  stockholder  or 
officer  of  the  corporation  or  by  any  employee 
of  the  corporation  who  is  not  an  agricultural 
worker. 

“‘(j)  Cross  Reference. — 

“  ‘For  special  rule  with  respect  to  gain  de¬ 
rived  from  the  sale  or  exchange  of  property 
the  adjusted  basis  of  which  is  determined 
with  regard  to  this  section,  see  section  1238.’ 

“(b)  Clerical  Amendment. — The  table  of 
sections  for  such  part  VI  is  amended  by  add¬ 
ing  at  the  end  thereof 

“  ‘Sec.  183.  Amortization  of  housing  facil¬ 
ities  for  agricultural  workers.’ 

“(c)  Conforming  Amendment. — Section 
1238  of  the  Internal  Revenue  Code  of 
1954  (relating  to  amortization  in  excess  of 
depreciation)  is  amended  by  inserting  after 
‘section  168  (relating  to  amortization  deduc¬ 
tion  of  emergency  facilities)’  the  following: 
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‘or  section  183  (relating  to  amortization  de¬ 
duction  of  housing  facilities  for  agricultural 
workers) 

“(d)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1963.” 

Mr.  WILLIAMS  of  New  Jersey.  Mr. 
President,  the  purpose  of  my  amendment 
is  to  encourage  the  construction  of  hous¬ 
ing  facilities  for  farmworkers  which  in 
many  parts  of  the  country  today  are  in 
a  deplorable,  inadequate  condition  for 
human  habitation.  Since  there  is  an 
important  public  interest  in  correcting 
conditions  detrimental  to  the  health  and 
welfare  of  farmworkers  and  their  fam¬ 
ilies,  it  is  appropriate  that  such  con¬ 
struction  be  encouraged  by  a  tax  incen¬ 
tive  similar  to  those  used  in  other  areas 
where  an  important  public  interest  is 
served  by  private  construction  or  invest¬ 
ment.  My  amendment  accomplishes  this 
objective  by  permitting  a  farmowner  to 
amortize  over  a  5-year  period  the  cost 
of  newly  constructed  farm  labor  hous¬ 
ing  which  under  present  law  is  depre¬ 
ciated  over  the  useful  life  of  the  prop¬ 
erty,  which  may  be  as  long  as  40  years. 

The  reduction  in  revenue  resulting 
from  approval  of  this  amendment  will 
amount  to  no  more  than  $2.5  million  in 
any  year.  It  is  pertinent  to  note  that 
this  reduction — a  maximum  of  $2.5  mil¬ 
lion — is  most  modest,  indeed,  when  com¬ 
pared  to  other  revenue-reducing  provi¬ 
sions,  which  the  committee  has 
recommended  for  encouragement  of 
other  types  of  business  investment.  I 
refer  to  two  of  the  committee’s  recom¬ 
mended  revisions  of  the  investment  tax 
credit. 

First.  The  provision  repealing  the  re- 
duction-of-basis  requirement  will  cause 
an  annual  revenue  loss  of  $195  million. 

Second.  The  provision  allowing  invest¬ 
ment  credit  for  elevators  and  escalators 
will  result  in  a  further  $10  million  an¬ 
nual  revenue  loss. 

It  is  highly  significant  to  note  that 
these  provisions,'  giving  additional  tax 
relief  as  an  incentive  to  business  invest¬ 
ment,  apply  to  types  of  investment  which 
already  receive  valuable  economic  bene¬ 
fits  under  the  special  tax  relief  measure 
enacted  in  1962. 

In  addition  to  new  construction,  the 
5-year  amortization  would  be  available 
respecting  the  costs  of  alteration  or  re¬ 
modeling  to  improve  existing  farm  labor 
housing. 

The  special  deduction,  in  lieu  of  de¬ 
preciation,  could  be  taken  by  a  farmer 
or  other  owner  with  respect  to  housing 
completed  after  December  31,  1963,  or 
by  the  purchaser  of  such  housing.  To 
qualify,  the  owner  would  obtain  a  cer¬ 
tificate  from  the  Secretary  of  Agriculture 


covering  these  three  points: 

First.  That  the  housing  facility  has 
been  constructed  to  provide  decent,  safe, 
and  sanitary  housing  for  agricultural 
workers. 

Second.  If  the  housing  is  to  be  rented, 
rather  than  being  furnished  to  farm¬ 
workers  rent-free,  that  the  rentals,  will 
be  reasonable  in  view  of  the  occupants’ 
probable  incomes  and  earning  capacities. 

Third.  That  during  the  5-year  amor¬ 
tization  period,  the  housing  will  be  made 
available  primarily  for  occupancy  by 
domestic  agricultural  workers  and  will 
be  maintained  in  accordance  with  ap¬ 
plicable  minimum  standards  on  safety 
and  sanitation. 

JUSTIFICATION 

The  farmer  who  employs  hired  labor, 
and  especially  migratory  labor,  has  a 
unique  labor  problem,  in  that  he  gen¬ 
erally  has  to  provide  housing  for  his 
employees.  This  housing  is,  in  effect, 
an  extra  item  of  labor  cost;  it  has  no 
economic  value  to  the  farmer  beyond 
enabling  him  to  attract  the  workers  he 
needs.  Further,  the  adequacy  of  the 
housing  provided,  the  questions  whether 

it  is  sanitary  and  safe  for  occupancy; 

* 
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have  come  under  increasingly  close  scru¬ 
tiny  as  more  and  more  States  and  local 
governments  have  established  housing 
codes  and  stepped  up  their  enforcement 
in  rural  areas. 

The  farmer’s  costs  are  especially  bur¬ 
densome  respecting  migrant  housing, 
because  migratory  workers  are  needed  in 
large  numbers,  but  for  short  periods; 
and  the  housing  provided  for  them  is 
likely  to  stand  vacant  for  large  portions 
of  the  year.  Current  developments  in 
mechanization  further  increase  the 
burden  of  providing  good  housing,  for 
in  numerous  crops  and  areas  the  need 
for  the  migrant’s  labor  may  be  elimi¬ 
nated  entirely  within  a  few  years. 

Despite  the  fact  that  many  farm  em¬ 
ployers  have  performed  exemplarily  in 
providing  good  housing  for  their  work¬ 
ers,  there  is  still  a  great  deal  of  housing 
for  migrants  that  can  fairly  be  described 
as  deplorably  wretched  and  totally  in¬ 
adequate  for  human  habitation.  Fur¬ 
thermore,  the  fact  that  the  migratory 
worker  may,  at  some  future  time,  be¬ 
come  obsolete  is  no  answer  to  his  need 
for  decent  housing  now. 

The  need  for  better  farmworker  hous¬ 
ing  was  stressed — not  for  the  first  time — 
at  a  recent  hearing  before  the  Housing 
Subcommittee  of  the  Committee  on 
Banking  and  Currency.  In  testimony  for 
the  Department  of  Labor,  Under  Secre¬ 
tary  John  F.  Henning  gave  a  vivid  de- 
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scription  of  the  living  conditions  of  many 
migrant  farmworkers  in  this  country.  I 
quote  from  Secretary  Henning’s  testi¬ 
mony: 

A  field  report  by  the  State  Services  Division 
of  the  Bureau  of  Labor  Standards  on  the 
living  conditions  of  approximately  235  mi¬ 
grants  in  two  camps  in  a  Midwestern  State 
Is  shocking.  The  first  camp  visited  consisted 
of  a  group  of  six  city  buses  and  a  trailer  lo¬ 
cated  in  the  middle  of  a  field  in  the  hot  sun 
with  no  shade.  According  to  the  report,  no 
water  of  any  kind  was  available  in  the  camp 
itself.  Water  was  hauled  in  a  large  garbage- 
type  can  from  a  long  distance:  garbage  and 
waste  were  collected  in  uncovered  cans  within 
15  feet  of  the  bus,  which  had  no  screens  of 
any  kind. 

The  second  camp  Included  50  old  buses 
parked  in  a  grove  of  trees,  where  there  were 
at  least  five  pumps  for  water  and  a  pit  on 
the  edge  of  the  camp  for  disposing  of  refuse. 
Some  of  the  buses  had  screens;  more  of  them 
had  burlap  sacks  on  the  outside  of  the  win¬ 
dows.  However,  the  three  open  doorways  in 
each  bus  were  not  protected  by  screens  of 
any  kind  and  the  windows  for  ventilation  in 
the  outside  toilet  were  also  unscreened. 

A  recent  report  from  a  regional  consultant 
to  the  Bureau  of  Labor  Standards  on  labor 
camps  in  a  western  State  describes  sanitary 
conditions  in  a  particular  camp  as  atrocious, 
with  no  bathing  facilities  in  the  camp  and 
no  running  water  in  the  cabins.  Wood  stoves 
were  used  for  cooking  purposes,  making  the 
cabins  extremely  hot  in  the  summer. 

Typical  of  a  widespread  problem  are  con¬ 
ditions  disclosed  in  an  investigation  con¬ 
ducted  by  the  Bureau  of  Employment  Secu¬ 
rity  in  a  southwestern  State  where  the  camp 
was  found  to  have  no  hot  water  for  bathing, 
Improper  drainage,  and  fire  hazards.  In  other 
camps  the  investigator  found  stagnant  water 
around  outside  water  spigots,  bath  water 
seeping  into  a  nearby  well,  screens  in  need  of 
repair,  and  doors,  floors,  and  seats  from  out¬ 
side  toilets  missing. 

Since  this  particular  investigation yras  con¬ 
ducted  under  an  international  agreement 
imposing  conditions  on  the  vise  of  foreign 
farmworkers,  the  workers  could  be  removed 
from  these  unsanitary  surroundings.  The 
Federal  Government  can  offer  no  such  pro¬ 
tections  to  domestic  farmworkers. 

We  have  long  been  cognizant  of  the 
housing  needs  of  the  farmer  himself. 
We  have  only  recently,  however,  begun 
to  move  on  the  housing  needs  of  the 
farmer’s  employees.  The  President’s 
housing  message  of  this  year  addresses 
itself  directly  and  constructively  to  the 
worker’s  housing  problem,  by  proposing 
loan-grant  aids  for  individual  worker 
housing  and  low  rent  projects  for  work¬ 
ers  who  rent.  These  housing  aids  will 
be  most  valuable  indeed  in  dealing  with 
this  acute  part  of  the  Nation’s  low  in¬ 
come  family  housing  problem.  The 
gravity  of  this  problem  is  so  serious, 
nonetheless,  that  the  Congress  should 
seek  every  possible  means  for  quick,  re¬ 
medial  action. 

The  tax  incentive  which  I  have  pro¬ 
posed  to  encourage  construction  of  farm 


labor  housing  will  work  in  logical  har¬ 
mony  with  our  direct  housing  aids,  to 
remove  this  blight  from  the  American 
scene  and  to  bring  about  improvements 
of  which  our  Nation  can  be  proud. 

I  may  say  to  the  distinguished  Sen¬ 
ator  from  Louisiana  [Mr.  Long],  that  I 
have  discussed  this  matter  with  the  dis¬ 
tinguished  chairman  of  the  Finance 
Committee,  the  Senator  from  Virginia 
[Mr.  Byrd].  It  could  not  be  considered 
during  the  hearings,  but  it  is  worthy  of 
committee  study.  It  is  my  understanding 
from  the  chairman  of  the  committee 
that  the  measure  will  be  considered. 

Mr.  BYRD  of  Virginia.  Mr.  Presi¬ 
dent,  as  chairman  of  the  committee,  I  as¬ 
sure  the  Senator  that,  at  the  appro¬ 
priate  opportunity  this  measure  will  be 
given  consideration. 

Mr.  WILLIAMS  of  New  Jersey.  I 
am  deeply  grateful.  If  the  proposal  is 
adopted,  it  will  make  a  significant  con¬ 
tribution  to  farmers  and  those  who  are 
housed  on  their  land. 

Mr.  President,  I  withdraw  my  amend¬ 
ment. 

The  PRESIDING  OFFICER.  The 
amendment  is  withdrawn. 

Mr.  DODD.  Mr.  President,  with  the 
indulgence  of  my  colleagues,  I  should 
like  to  ask  the  Senator  from  Louisiana 
a  question  or  two  about  an  amendment 
which  I  have  at  the  desk.  I  refer  to 
my  amendment  No.  416. 

Six  of  my  colleagues,  Senators  Ribi- 
coff,  Saltonstall,  Pastore,  Pell,  Javits, 
and  Keating,  have  joined  with  me  in 
proposing  this  amendment  to  the  tax 
bill  to  repeal  the  10 -percent  Federal  ex¬ 
cise  tax  on  silver-plated  hollow  ware 
when  it  is  to  be  used  by  the  purchaser 
in  his  business. 

It  is  intended  to  correct  an  inequity 
which  has  been  a  part  of  our  tax  laws 
for  over  20  years. 

The  exemption  would  place  silver- 
plated  hollowware  on  the  same  footing 
as  its  competitive  products  made  of 
stainless  steel,  bimetals,  china,  and  glass, 
none  of  which  are  subject  to  this  10- 
percent  excise  tax. 

Certainly,  no  item  which  is  essential 
to  the  proper  serving  of  food  in  hotels, 
hospitals,  restaurants,  and  schools 
should  be  taxed  as  a  luxury  item.  And 
it  is  especially  unfair  to  tax  only  one 
of  a  number  of  products  that  have  iden¬ 
tical  end  uses,  as  is  the  case  with  silver- 
plated  hollowware. 

Actually,  silver-plated  hollowware 
which  in  effect  is  used  for  commercial 
purposes,  as  in  a  hospital  or  a  restau¬ 
rant,  should  not  be  taxed  as  a  retail  sale 
in  the  first  place. 

But  due  to  an  oversight  when  these 
excise  taxes  were  put  into  effect  during 
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the  early  part  of  World  War  II,  this 
particular  category  of  sales  was  not 
exempted. 

I  am  sure  it  was  not  intended,  because 
silver-plated  flatware,  for  example,  has 
not  been  subject  to  any  excise  tax 
whether  sold  for  institutional  use  or  di¬ 
rectly  to  consumers. 

Because  of  this  provision  in  our  tax 
laws,  both  domestic  and  foreign  manu¬ 
facturers  of  stainless  steel,  bimetal,  china 
and  glass  serving  items  enjoy  a  com¬ 
petitive  advantage  due  to  the  extra  tax 
that  must  be  paid  on  silver-plated  hollow 
ware. 

In  addition,  foreign  producers  of  silver- 
plated  hollow  ware  frequently  do  not 
have  to  pay  the  excise  tax,  because  the 
purchasers  in  the  United  States  can  be 
billed  directly  from  the  foreign  country. 
The  collection  of  the  10 -percent  excise 
tax  is  avoided  this  way,  whereas  domes¬ 
tic  manufacturers  and  jobbers  are  re¬ 
quired  to  collect  the  tax  on  their  sales. 

This  is  a  distinctly  unfair  situation, 
and  one  that  has  existed  for  far  too  long. 
For  a  very  modest  revenue  loss,  estimated 
to  be  about  $200,000  a  year,  the  Senate 
could  correct  this  inequity. 

I  regret  my  amendment  will  not  be 
adopted,  not  only  because  the  loss  of 
income  to  the  Treasury  would  be  small 
but  because  this  particular  tax  should 
never  have  been  put  into  effect  in  the 
first  place. 

Earlier  this  week,  in  a  very  close  vote, 
we  lost  in  our  effort  to  repeal  retail  ex¬ 
cise  taxes.  Most  of  the  items  subject 
to  this  tax  are  not  luxury  items  at  all, 
and  the  burden  of  paying  them  falls  dis¬ 
proportionately  on  the  lower  and  middle 
income  families. 

These  taxes  are  used  now  strictly  as  a 
source  of  revenue.  Admittedly,  they  are 
a  good  one,  bringing  into  the  Treasury 
approximately  $450  million  a  year,  and 
I  can  well  understand  the  reluctance  of 
the  Treasury  Department  to  lose  such  a 
large  and  steady  income. 

However,  I  believe  this  is  the  most 
just  excise  tax  amendment  that  has  been 
offered  to  the  bill.  I  say  that  with  due 
consideration,  because  I  feel  the  legisla¬ 
tive  history  demonstrates  it  was  an  ac¬ 
cident  that  this  item  was  included  dur¬ 
ing  World  War  II.  I  will  put  it  another 
way — it  was  an  accident  that  this  par¬ 
ticular  category  of  sales  was  not  ex¬ 
empted. 

It  involves  only  about  $200,000  a  year 
in  Federal  tax  revenue.  All  of  its  com¬ 
petitors,  such  as  stainless  steel  and  china 
hollowware,  were  exempted.  By  acci¬ 
dent,  silver-plated  hollowware  was 
included. 

I  have  talked  with  the  distinguished 
Senator  from  Louisiana,  the  Senator  in 


charge  of  the  bill.  I  want  to  be  sure 
that  at  the  appropriate  time,  and  before 
too  long,  he  will  give  this  matter  his 
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earnest  consideration.  It  is  a  matter  of 
simple  justice  that  this  mistake  be  cor¬ 
rected,  and  I  hope  the  Senator  will  agree. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  junior  Senator  from  Louisiana 
has  discussed  this  matter  at  considerable 
length,  during  the  past  2  days,  on  an  in¬ 
formal  basis,  with  the  Senator  from 
Connecticut,  as  well  as  the  Senator  from 
Massachusetts,  who  previously  men¬ 
tioned  this  question,  and  the  Senators 
from  Rhode  Island  and  New  York. 

The  Senator  from  Louisiana  has  been 
persuaded  that  there  is  much  equity  in 
favor  of  what  they  would  like  to  do. 
He  has  pleaded  with  them  not  to  offer 
the  amendment  on  the  floor  because  of 
the  long  legislative  history  made  during 
the  last  10  days  to  the  effect  that  we 
must  insist  on  keeping  amendments  on 
the  excise  tax  out  of  the  bill,  because  we 
have  not  had  an  opportunity  to  study 
that  field,  and  we  do  not  know  where  we 
would  go  if  we  got  into  it. 

This  is  one  of  the  proposals  that  might 
be  considered  in  the  event  separate  leg¬ 
islation  were  recommended  at  the  time 
we  moved  into  the  excise  tax  field.  Per¬ 
haps  this  would  be  a  meritorious  measure 
to  be  considered  in  connection  with  an¬ 
other  bill. 

I  say  to  the  Senator  that  at  no  later 
than  the  time  when  the  committee 
reaches  the  consideration  of  excise  taxes, 
will  it  consider  the  matter. 

I  appreciate  the  great  interest  that  the 
Senators  from  Connecticut,  Massachu¬ 
setts,  Rhode  Island,  and  New  York  have 
in  this  matter.  We  shall  seek  to  give 
every  consideration  to  this  amendment 
when  we  are  in  a  position  to  get  around 
to  this  question,  either  separately  or  in 
connection  with  excise  taxes  in  general. 

Mr.  DODD.  That  is  characteristic  of 
the  Senator  from  Louisiana,  and  I  am 
grateful  to  him.  I  feel  this  is  an  equi¬ 
table  matter.  I  am  glad  to  leave  it  in 
his  good  hands. 

Mr.  RIBICOFF.  Will  the  Senator 
yield? 

Mr.  DODD.  I  am  pleased  to  yield  to 
my  colleague  from  Connecticut. 

Mr.  RIBICOFF.  I  am  a  cosponsor  of 
this  amendment  and  I  support  the  argu¬ 
ment  that  my  senior  colleague  has  made. 
Imposition  of  this  tax  on  silver-plated 
hollowware  is  a  serious  inequity.  The 
tax  certainly  should  be  removed.  The 
senior  Senator  from  Connecticut  has  ably 
presented  the  case  on  behalf  of  this 
amendment  and  I  join  with  him  in  urg¬ 
ing  its  approval. 
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Mr.  PELL.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DODD.  I  yield. 

Mr.  PELL.  Mr.  President,  I  compli¬ 
ment  the  Senator  from  Louisiana  for 
his  interest  and  his  good  offices  in  this 
measure,  and  to  associate  myself  with 
the  remarks  made  by  the  Senator  from 
Connecticut. 

Mr.  KEATING.  If  the  Senator  will 
yield  further,  I  join  in  applauding  the 
Senator  from  Louisiana  for  his  assur¬ 
ances,  as  well  as  in  the  observations  of 
the  Senator  from  Connecticut  on  the 
pressing  need  for  abolition  of  the  tax  on 
silver-plated  hollowware. 

Mr.  SALTONSTALL.  Mr.  President, 
will  the  Senator  yield? 

Mr.  DODD.  I  yield. 

Mr.  SALTONSTALL.  I  wish  to  add 
my  commendation  to  the  Senator  from 
“Connecticut,  who  introduced  this 
measure. 

Mr.  DODD.  I  am  grateful  to  my  very 
able  colleague.  This  means  much  to  us 
in  New  England. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  not  only  today,  but  in  the  past 
3  or  4  days,  the  Senators  from  the 
States  I  have  mentioned  have  made  me 
aware  of  how  important  this  matter  is 
to  the  economy  of  their  States. 

Mr.  MILLER.  Mr.  President,  I  call  up 
my  amendment  No.  421. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Iowa  will  be  stated. 

The  Legislative  Clerk.  On  page  344, 
line  8,  it  is  proposed  to  change  “more 
than”  to  “at  least”,  and  on  line  10  strike 
the  semicolon  and  insert  the  following: 
“computed  without  regard  to  operating 
losses  since  such  ownership  was  acquired. 

Mr.  MILLER.  Mr.  President,  in  the 
bill  there  is  a  provision  imposing  an  extra 
6-percent  tax  on  members  of  a  controlled 
group  of  corporations.  An  exception 
exists  in  tl\e  case  of  so-called  franchised 
corporations,  and  it  is  provided  that 
where  more  than  20  percent  of  the  stock 
is  owned  by  the  stockholders  of  an  in¬ 
dividual  corporation,  and  79  percent  or 
less  of  the  stock  is  owned  by  the  parent 
corporation,  then  the  6-percent  extra 
tax  will  not  apply.  Unfortunately,  the 
line  was  drawn  at  “more  than  20  per¬ 
cent”  being  owned  by  the  stockholders 
of  an  individual  corporation. 

One  of  the  major  corporations  has  a 
franchise  arrangement  with  many  of  its 
dealers  throughout  the  country  under 
which  they  own  exactly  20  percent. 
They  do  not  own  “more  than”  20  per¬ 
cent,  they  own  just  20  percent.  Some  of 
these  franchised  dealers  are  in  my  State 
of  Iowa  and  I  am  sure  they  are  also  in 
the  States  of  many  Senators  present. 


My  amendment  would  provide  that  if 
they  own  “at  least”  20  percent,  then  the 
individual  corporation  will  escape  this 
extra  6-percent  tax;  in  other  words,  by 
changing  the  words  “more  than  20  per¬ 
cent,”  to  “at  least  20  percent,”  this  in¬ 
equity  will  be  removed. 

There  is  another  point  and  that  is  that 
after  some  of  these  dealers  acquired  20 
percent  of  the  value  of  the  stock  in  their 
corporations,  in  good  faith,  they  suf¬ 
fered  operating  losses.  As  a  result,  they 
do  not  own  20  percent  of  the  value  of 
the  stock  today. 

My  amendment  would  provide  that  the 
20  percent  of  the  value  of  the  stock 
shall  be  computed  without  taking  into 
account  operating  losses  since  the  own¬ 
ership  was  acquired. 

I  recognize  the  difficulty  of  drawing 
the  line  in  the  bill,  but  I  suggest  that 
consideration  should  be  given  to  whether 
the  company  might  be  able  to  work  out, 
within  the  framework  of  the  bill,  the 
stockownership  needed  to  meet  require¬ 
ments  of  the  bill;  and  if  it  cannot  do  so, 
I  should  like  to  suggest  that  the  Finance 
Committee  consider  an  amendment  later 
on  to  take  care  of  this,  inequity,  because 
it  will  cause  a  difference  in  treatment 
between  the  franchised  dealers  of  various 
competing  corporations. 

Mr.  LONG  of  Louisiana.  The  making 
of  tax  laws  and  modifications  to  improve 
tax  laws  is  the  constant  task  of  Con¬ 
gress,  as  Senators  who  have  worked  on 
the  tax  bill  well  know. 

The  amendments  of  the  Senator  from 
Iowa  which  he  has  already  offered  on  the 
floor  of  the  Senate  today  are  one  more 
indication  of  that  fact. 

This  is  a  subject  which  must  neces¬ 
sarily  be  studied.  There  are  a  number 
of  problems  in  this  field,  and  I  should 
like  to  ask  unanimous  consent  to  have 
printed  in  the  Record  a  memorandum 
pointing  out  the  sort  of  problems  that 
exist  in  connection  with  the  amendment 
of  the  Senator  from  Iowa. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Multiple  Corporations — Proposed  Amend¬ 
ments  by  Ford  to  Franchised  Corporation 

Rules 

The  Ford  Motor  Co.  has  proposed  two 
amendments,  viz: 

1.  On  page  344,  line  8,  the  phrase  “more 
than  20  percent”  would  be  changed  to  read 
“20  percent  or  more”,  and 

2.  On  page  344,  line  10,  in  determining 
the  value  of  the  stock  it  is  proposed  to  dis¬ 
regard  the  effect  "operations”  might  have. 

It  is  argued  that  the  first  amendment  is 
merely  “technical.”  This  is  not  true,  for  a 
principle  is  involved.  Under  the  basic  rules 
of  the  multiple-corporation  legislation,  if  a 
corporation  owns  80  percent  or  more  of  the 
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stock  of  another  corporation,  such  subsidiary 
is  considered  to  be  part  of  a  controlled  group. 
On  the  other  hand,  if  the  corporation  only 
owns  79  percent  of  the  stock,  such  corpora¬ 
tion  would  be  treated  as  separated  and  dis¬ 
tinct  corporation.  Certain  “shrinkage” 
rules  were  developed  to  prevent  abuses  where¬ 
by  corporations  would  give,  for  example,  21 
percent  of  the  stock  to  an  employee  in  a 
transitory  arrangement,  thus  breaking  the 
affiliation.  However,  an  exception  to  the 
“shrinkage”  rules  was  made  to  take  care  of 
the  “franchised”  corporation  where  it  ap¬ 
peared  that  the  ownership  of  the  employee 
was  not  transitory  but  was  pursuant  to  a 
bona  fide  plan  to  have  such  employee 
eventually  own  the  entire  stock  interest  in 
the  corporation. 

The  franchised  corporation  rule  is,  there¬ 
fore,  merely  an  attempt  to  disregard  what 
was  an  inappropriate  tax  avoidance  rule.  On 
the  other  hand,  the  proposal  goes  one  step 
further  and  attempts  to  change  the  funda¬ 
mental  line  that  has  been  drawn  to  differen¬ 
tiate  controlled  and  noncontrolled  corpora¬ 
tions.  In  effect,  the  line  is  changed  from  80- 
percent  ownership  to  81 -percent  ownership. 

The  argument  made  by  Ford  is  that  they 
are  going  to  be  discriminated  against  because 
the  other  dealerships  involved  (Chrysler  and 
GM  will  not  be  treated  as  members  of  a 
controlled  group.  This  is  because  their 
dealerships  start  at  a  25-percent  ownership 
level.  The  answer  to  this,  of  course,  is  that 
anyone  owning  80  percent  of  a  subsidiary  in¬ 
stead  of  79  percent  is  being  discriminated 
against.  This  unfortunately  is  the  natural 
consequence  of  line  drawing,  and  the  obvi¬ 
ous  answer  is  that  Ford  ought  to  sell  an  ad¬ 
ditional  1  percent  to  its  dealers. 

The  second  proposal  is  still  more  trouble¬ 
some.  It  is  not  clear  what  it  really  means. 
The  problem  is,  how  else  does  one  compute 
the  value  of  stock  other  than  looking  at  the 
prior  earnings  history?  It  might  be  hoped 
that  the  Service  could  avoid  market  value  de¬ 
terminations  by  looking  at  par  or  stated 
values  or  some  other  objective  standard  ex¬ 
cept  in  unusual  cases.  This  amendment 
would  seem  to  indicate  that  Congress, did  not 
intend  us  to  do  that,  but  wanted  to  measure 
the  fair  market  value  of  the  stock  except  in 
this  one  instance  the  maket  value  was  to  be 
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determined  without  regard  to  the  income 
record  of  the  corporation. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  in  due  course,  when  we  have  occa¬ 
sion  to  get  back  into  the  question  of  mul¬ 
tiple  corporations,  we  will  take  a  look  at 
the  amendment  and  see  if  we  cannot  ac¬ 
cord  some  relief. 

Mr.  MILLER.  As  I  understand  the 
memorandum  to  which  the  Senator 
from  Louisiana  has  just  referred,  and 
which  he  has  placed  in  the  Record,  the 
position  of  the  Treasury  is  that  the  par¬ 
ent  corporation  can  work  the  problem  out 
with  its  dealers.  Maybe  it  can  and  maybe 
it  cannot;  only  time  will  tell.  If  it  can¬ 
not  be  done  in  the  near  future,  I  would 
expect  to  offer  an  amendment  to  another 
bill  which  would  cure  the  inequity. 


Mr.  LONG  of  Louisiana.  The  Senator 
from  Iowa  knows  that  the  legislative 
branch  is  the  final  authority  on  the  law; 
and  we  do  not  always  have  to  agree  with 
the  executive  branch. 

Mr.  MILLER.  I  thank  the  Senator 
from  Louisiana. 

Mr.  President,  I  withdraw  my  amend¬ 
ment. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Iowa 
[Mr.  Miller]  is  withdrawn. 

Mr.  RIBICOFF.  Mr.  President,  I  call 
up  my  amendment  No.  413  and  ask  that 
it  be  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  for  the  in¬ 
formation  of  the  Senate. 

Mr.  RIBICOFF.  Mr.  President,  I  ask 
unanimous  consent  that  the  reading  of 
the  amendment  _be  dispensed  with. 

Sec.  .  Facilities  To  Control  Water  or  An* 
Pollution. 

(a)  In  General. — Section  46(c)  (relating 
to  definition  of  qualified  investment  for  pur¬ 
poses  of  investment  credit  in  certain  depreci¬ 
able  property)  is  amended  by  adding  after 
paragraph.  (4)  thereof  the.  following  new 
paragraph : 

“(5)  Facilities  to  control  water  and  air 
pollution. — 

“(A)  In  the  case  of  section  38  property 
which  consists  of  facilities  or  equipment  to 
control  water  or  air  pollution,  the  amount 
of  the  qualified  investment  shall  be  twice 
the  amount  determined  under  paragraph  (1) . 

“(B)  For  purposes  of  subparagraph  (A), 
the  term  ‘facilities  or  equipment  to  control 
water  pollution’  means  a  facility  or  equip¬ 
ment  used  to  control  water  pollution  by  re¬ 
moving,  altering,  or  disposing  of  wastes  from 
any  type  of  manufacturing  or  mining  proc¬ 
ess,  including  the  necessary  intercepting 
sewers,  outfall  sewers,  pumping  power,  and 
other  equipment,  and  their  appurtenances. 

“(C)  For  purposes  of  subparagraph  (A), 
the  term  ‘facilities  or  equipment  to  control 
air  pollution’  means  a  facility  or  equipment 
used  to  control  atmospheric  pollution  or 
contamination  by  removing,  altering,  or  dis¬ 
posing  of  atmospheric  pollutants  and  con¬ 
taminants  from  any  type  of  manufacturing 
or  mining  process.” 

(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  to  tax¬ 
able  years  beginning  after  December  31, 
1963. 

Mr.  RIBICOFF.  Mr.  President,  I  ask 
unanimous  consent  that  the  Senator 
from  Maine  [Mr.  Muskie],  the  Senator 
from  New  Hampshire  [Mr.  McIntyre], 
the  Senator  from  California  [Mr.  Engle] 
be  included  as  cosponsors  of  this  amend¬ 
ment. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  RIBICOFF.  Mr.  President,  this 
amendment  is  designed  to  provide  an  in¬ 
centive  for  industry  to  purchase  and  in¬ 
stall  the  equipment  needed  to  combat 
air  and  water  pollution.  The  amend- 
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ment  doubles  the  investment  credit  with 
respect  to  the  costs  of  such  equipment. 
Under  existing  law,  most  companies  pur¬ 
chasing  pollution  control  equipment 
would  be  entitled  to  an  investment  credit 
of  7  percent.  This  amendment  would 
provide  a  credit  for  such  purchases  of 
14  percent.  The  amendment  accom¬ 
plishes  this  result  by  doubling  the  base 
on  which  the  credit  is  computed. 

On  the  basis  of  Treasury  estimates  of 
expenditures  for  pollution  control  equip¬ 
ment,  the  revenue  loss  of  the  amendment 
in  the  first  full  year  would  be  $28  million. 

We  will  never  have  a  successful  attack 
on  air  and  water  pollution  until  we  rec¬ 
ognize  the  vital  role  that  industry  must 
play  in  solving  this  problem.  We  can¬ 
not  simply  point  a  finger  at  industry  and 
say  ‘‘You  must  do  something  to  end 
pollution.”  We  have  to  recognize  real¬ 
istically  that  the  money  industry  spends 
for  this  equipment  produces  no  profit. 
These  expenditures  are  made  in  the  pub¬ 
lic  interest,  and  there  is  some  public 
responsibility  to  provide  an  incentive  to 
purchase  this  needed  equipment. 

Congress  has  recognized  the  serious¬ 
ness  of  the  problems  of  air  and  water 
pollution  by  appropriating  millions  of 
dollars  for  Federal  assistance  in  this 
area.  Under  the  very  able  leadership  of 
the  distinguished  Senator  from  Maine 
[Mr.  Muskie],  the  attack  on  air 
and  water  pollution  has  been  accel¬ 
erated  and  is  now  moving  ahead.  We 
are  now  spending  $130  million  a  yeai 
to  end  water  pollution,  and  just  last 
year  we  authorized  $95  million  for  the 
next  3  years  to  speed  the  fight  against 
air  pollution.  How  shortsighted  it 
would  be  for  Congress  to  provide  these 
hundreds  of  millions  of  dollars  and  not 
at  the  same  time  give  some  incentive  to 
industry  to  spend  the  vast  sums  needed 
to  purchase  and  install  the  necessary  in¬ 
dustrial  antipollution  equipment. 

I  know  from  my  experience  as  Gover¬ 
nor  that  we  can  design  all  the  Federal 
and  State  programs  we  wish,  but  unless 
we  have  the  active  cooperation  of  the 
industries  in  each  community  that  are 
doing  the  polluting,  we  are  not  going  to 
have  complete  success. 

This  is  not  the  type  of  amendment  that 
seeks  to  help  some  industry  or  some  com¬ 
panies  increase  the  profits  they  are  al¬ 
ready  making  by  creating  some  new  loop¬ 
hole.  This  amendment  is  aimed  at  a 
serious  public  health  and  resource  prob¬ 
lem  which  must  be  solved  in  part  by  the 
expenditures  of  large  sums  of  money  on 
which  no  profit  is  made. 

The  Treasury  Department  has  in  the 
past  opposed  this  type  of  amendment. 
Yet  I  must  point  out  that  the  Treasury 


last  year  recommended  to  Congress  that 
this  tax  bill  include  a  provision  to  allow 
industry  to  deduct  in  the  year  of  pur¬ 
chase  all  the  costs  of  equipment  for  re¬ 
search  and  development.  That  amend¬ 
ment  would  have  cost  $50  million,  twice 
as  much  as  this  one,  and  the  tax  break 
would  have  been  given  on  profitmaking 
expenditures.  I  fail  to  see  any  logic 
whatsoever  in  the  Treasury’s  support  of 
that  provision  and  its  opposition  to  an 
amendment  of  this  type.  Furthermore, 
as  I  have  said  before,  Congress  has  its 
own  responsibilities  to  decide  what  pro¬ 
visions  it  wishes  to  support.  We  need 
not  accept  as  binding  the  Treasury’s  dis¬ 
approval  in  every  instance.  This  is  a 
needed  amendment.  It  is  far  more  meri¬ 
torious  than  some  urged  upon  us  by  the 
Treasury.  It  is  far  more  meritorius  than 
many  provisions  now  in  the  bill. 

This  type  of  amendment  has  been  be¬ 
fore  Congress  since  1947.  The  need  for 
the  amendment  has  increased  each  year. 
Increasing  even  faster  has  been  the  pol¬ 
lution  of  our  water  and  our  air.  Now  is 
the  time  to  combine  the  public  attack 
we  have  successfully  launched  with  the 
vast  private  effort  that  must  be  made. 

_  Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  this  matter  was  discussed  on  a  dif¬ 
ferent  basis  in  the  committee.  At  that 
time  the  proposal  would  have  had  a  much 
greater  revenue  impact.  The  commit¬ 
tee  could  not  agree  to  it.  We  have  had 
an  opportunity  to  examine  the  amend¬ 
ment  of  the  Senator  from  Connecticut,  as 
modified,  with  a  much  lower  revenue 
estimate  involved,  and  we  will  be  glad  to 
take  it  to  conference  and  see  what  the 
House  thinks  about  the  amendment. 
Perhaps  the  House  might  not  be  willing 
to  agree  to  it.  The  Senator  from  Con¬ 
necticut  knows  that  thisJs  a  new  ap¬ 
proach  to  the  problem,  and  we  are  in  no 
position  to  guarantee  what  the  attitude 
of  the  House  will  be. 

Mr.  RIBICOFF.  I  appreciate  the 
courtesy  of  the  Senator  in  charge  of  the 
bill,  the  Senator  from  Louisiana  [Mr. 
Long]. 

Mr.  HART.  Mr.  President,  as  the 
original  sponsor  of  the  proposal  I  wish 
to  thank  the  Senator  from  Louisiana  for 
accepting  the  amendment. 

Mr.  RANDOLPH.  Mr.  President,  the 
1st  session  of  the  88th  Congress  was 
highly  productive  in  the  fields  of  air  and 
water  pollution  control  and  the  conserva¬ 
tion  of  these  vital  resources. 

The  Congress  enacted  the  Clean  Air- 
Act,  of  which  the  capable  junior  Senator 
from  Connecticut  [Mr.  Ribicoff]  was 
the  primary  sponsor,  and  the  Senate, 
under  the  vigorous  leadership  of  the  jun¬ 
ior  Senator  from  Maine  [Mr.  Muskie], 
passed  S.  649,  the  Federal  Water  Pollu- 
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tion  Control  Amendments  of  1963,  which 
are  now  pending  in  the  other  body. 

It  was  my  privilege  to  be  a  cosponsor 
of  both  of  these  important  measures,  and 
as  ranking  member  of  the  Special  Sub¬ 
committee  on  Air  and  Water  Pollution  of 
the  Senate  Public  Works  Committee,  I 
was  actively  involved  in  the  hearings,  the 
executive  sessions,  and  the  drafting  of 
air  and  water  pollution  control  legisla¬ 
tion  during  the  last  session.  Also,  as  a 
Senator  from  a  State  which  has  a  con¬ 
centration  of  industry  in  certain  areas 
with  unique  topographic  characteristics, 
I  am  acutely  aware  of  the  need  for  con¬ 
tinued  efforts  in  the  abatement  of  air 
and  water  pollution. 

However,  I  am  also  aware  of  the  large 
capital  investments  being  made  by  the 
industries  in  West  Virginia,  and  in  other 
IP.  2289 ] 

States,  in  the  voluntary  effort  to  control 
waste  effluents  and  air  pollutants.  It 
is  for  this  reason  that  I  associated  myself 
with  the  junior  Senator  from  Connecti¬ 
cut  [Mr.  Ribicoff]  in  the  cosponsorship 
of  S.  736,  and  I  commend  him  for  his 
leadership  in  this  attempt  to  grant  cor¬ 
porate  income  tax  deductions  for  expen¬ 
ditures  for  treatment  facilities  to  control 
water  and  air  pollution. 

The  pending  amendment  is  consistent 
with  the  intent  of  the  authors  of  the  first 
Federal  Water  Pollution  Control  Act,  the 
late  Senators  Alben  Barkley  and  Robert 
Taft.  It  is  consistent  with  the  policy 
recommendations  of  the  National  Con¬ 
ference  on  Water  Pollution  held  in  1960, 
and  it  would  implement  suggestions  re¬ 
ceived  by  the  Special  Subcommittee  on 
Air  and  Water  Pollution  during  our  hear¬ 
ings.  Mr.  President,  it  is  not  unlikely 
that  the  adoption  of  the  pending  amend¬ 
ment  will  accelerate  the  national  pro¬ 
gram  for  air  and  water  pollution  control 
and  will  in  many  instances  forestall  the 
need  for  Federal  abatement  proceedings. 

In  view  of  the  tremendous  social  and 
economic  costs  of  air  and  water  pollu¬ 
tion,  which  responsible  estimates  place 
at  $10  billion  annually  for  air  pollution 
alone,  the  pending  amendment  would 
appear  to  offer  a  financially  prudent  ap¬ 
proach.  Certainly,  it  is  as  justified  as 
the  granting  of  tax  concessions  for  plant 
modernization  or  for  research  and  de¬ 
velopment  expenditures. 

In  October  of  last  year,  Mr.  President, 
I  toured  the  Kanawha  Valley  in  the  area 
near  Charleston,  W.  Va.,  where  the  great 
concentration  of  chemical  industries  is 
located.  This  region,  comprising  a 
stretch  of  about  20  miles  of  the  Kanawha 
River  is  often  referred  to  as  the  “Little 
Ruhr”  of  America.  I  was  greatly  im¬ 
pressed  by  the  active  program  of  the 


chemical  companies  in  that  area  in  their 
construction  of  water  pollution  control 
facilities,  with  investments  in  excess  of 
$20  million  in  recent  years  and  operat¬ 
ing  costs  of  approximately  $2  million  a 
year.  Since  it  is  directly  relevant  to  the 
pending  amendment,  I  ask  unanimous 
consent  that  an  article  in  the  Charles¬ 
ton  Gazette  setting  forth  the  findings  of 
this  tour  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Significant  Progress  on  Kanawha:  Ran¬ 
dolph  Hails  River  Cleanup 
(By  Thomas  F.  Stafford) 

U.S.  Senator  Jennings  Randolph  said 
Thursday  after  examining  pollution  abate¬ 
ment  facilities  costing  an  estimated  $36  mil¬ 
lion  that  “significant  progress”  has  been 
made  in  the  effort  to  clean  up  Kanawha 
River. 

Randolph  visited  water  treatment  plants 
at  several  locations  in  the  valley  and  after¬ 
ward  said: 

“We  cannot  conclude  that  what’s  been 
done  is  enough  or  what’s  under  construction 
is  adequate.  But  I’m  encouraged  by  the 
attitude  and  assurance  of  groups  in  the  valley 
to  clean  up  the  Kanawha  River.” 

Randolph  is  ranking  member  of  a  special 
Senate  subcommittee  that  has  been  studying 
air  and  water  pollution  problems  nationwide 
for  several  months. 

On  Wednesday  the  Senate  passed  a  bill  de¬ 
signed  to  give  new  impetus  to  the  campaign 
to  rid  the  rivers  and  lakes  of  America  of 
pollution.  The  legislation  grew  out  of  hear¬ 
ings  by  the  special  subcommittee. 

After  his  tour  of  the  Kanawha  Valley  Ran¬ 
dolph  observed  that  the  public  isn’t  aware 
of  the  tremendous  pollution  abatement  ef¬ 
fort  that  has  been  carried  out  during  the 
past  10  years. 

"After  what  I  have  seen  today,”  he  con¬ 
tinued,  “I  have  no  hesitancy  in  saying  that 
West  Virginia  should  be  proud  of  what  has 
been  accomplished  in  water  pollution  abate¬ 
ment  here  in  the  Kanawha  Valley  by  the 
cooperative  effort  of  the  State  governmental 
authorities  and  the  principal  chemical  plants 
of  the  area.” 

He  said  he  wanted  nobody  to  try  to  tell 
him  “nothing  has  been  done,  or  is  being 
done,  about  this  problem.” 

The  chemical  companies  have  recognized 
the  problem,  have  faced  up  to  it  and  are 
achieving  their  goals,  he  said,  adding: 

“Today,  I  have  seen  upward  of  $20  million 
in  chemical  plant  installations  for  water 
pollution  abatement  requiring  approximate¬ 
ly  $2  million  in  annual  operating  costs.  This 
is  not  all.  There  are  plans  for  expanding  the 
present  effort.” 

Add  to  this,  the  Senator  went  on,  the 
“tremendous  effort”  by  municipal  govern¬ 
ments  and  it  is  evident  that  substantial 
progress  has  been  made. 

Here  are  the  plans  and  municipalities  that 
have  been  active  in  the  field  (with  value  of 
the  facilities  added)  he  said: 

Union  Carbide,  $6.5  million;  Goodrich- 
Gulf,  $1.5  million;  Monsanto,  $1.5  million; 
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FMC  Corp.,  >1.5  million;  Du  Pont,  $6  million; 
American  Viscose,  $600,000;  South  Charles¬ 
ton,  $2  million;  Charleston,  $12  million;  and 
others,  $4  million. 

“The  public  is  not  aware,”  Randolph  said, 
“of  the  investment  and  the  concern  of  in¬ 
dustry,  coupled  with  the  responsible  atti¬ 
tude  in  Government,  which  has  brought 
all  of  this  into  being.” 

In  an  interview  after  he  completed  his 
tour,  he  said: 

“People  are  inclined  very  often  to  make 
generalized  charges  that  efforts  to  reduce 
water  pollution  and  waste  abatement  have 
been  neglected.  In  fact,  certain  persons  I 
will  not  identify  in  this  statement  have  said 
in  essence.  ‘Nothing  is  being  done.  Nothing 
has  been  done.  The  Kanawha  River  is  a 
dirty  stream.’  This  is  untrue.” 

Progress  has  been  made  and  more  is  com¬ 
ing,  he  went  on.  But  among  the  problems 
still  remaining  are  those  connected  increas¬ 
ingly  with  the  aspect  of  air  pollution. 

With  the  legislation  passed  Wednesday,  he 
said,  the  dominance  of  the  Federal  Govern¬ 
ment  in  pollution  abatement  has  been 
lessened. 

At  present  the  Federal  Government  can 
move  into  an  area  after  a  conference  with 
local  groups  and  start  enforcement  proceed¬ 
ings  without  regard  for  the  contributions  of 
fact,  interest  and  expenditures  being  made 
by  industry  and  local  governing  bodies. 

The  new  legislation,  he  said,  is  more  con¬ 
sistent  with  the  total  needs  of  the  Nation 
and  the  communities  in  the  pollution  abate¬ 
ment  field. 

In  a  the  face  of  a  national  population  of 
322  million  by  the  year  2000,  Randolph 
said,  the  water  pollution  control  problem 
cannot  be  solved  within  the  framework  of 
present  laws. 

Mr.  RANDOLPH.  Equally  strenuous 
efforts,  Mr.  President,  are  being  made  by 
responsible  industries  in  the  abatement 
of  air  pollution  in  West  Virginia.  In  a 
recent  issue  of  the  Charleston  Gazette,  it 
is  reported  that  the  Weirton  Steel  Co.,  a 
subsidiary  of  the  National  Steel  Corp., 
in  Weirton,  W.  Va.,  has  embarked  on  a 
multimillion-dollar  program  of  air  pol¬ 
lution  control.  The  total  cost  of  the  pro¬ 
gram  has  not  been  released,  but  it  is  esti¬ 
mated  that  it  will  exceed  $1  million  per 
furnace.  I  ask  unanimous  consent  to 
have  this  article  from  the  Charleston 
Gazette  printed  in  the  Record  at  this 
point. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Pollution  Plan  Pushed  in  Weirton 

Weirton. — A  multimillion-dollar  program 
of  air  pollution  control  by  Weirton  Steel  Co. 
•is  proceeding  here  with  the  cooperation  of 
the  West  Virginia  Air  Pollution  Control  Com¬ 
mission. 

Progress  of  the  program  was  viewed  last 
week  by  Executive  Director  Carl  G.  Beard 
of  the  air  pollution  control  commission  and 
one  of  the  commission  members,  Weirton 
businessman  Sam  Kusic. 

After  the  inspection  trip,  Beard  said  the 
steel  company  “is  setting  an  example  for 


ail  industry  in  the  State  by  tackling  its  air 
pollution  problem  head  on  and  sparing  no 
expense  to  push  it  to  completion.” 

The  program  is  scheduled  to  be  completed 
by  1966.  “The  target  dates  as  outlined  to 
me  are  satisfactory,”  Beard  commented. 

In  the  company’s  open  hearth  department 
work  is  underway  to  install  electrostatic  pre¬ 
cipitators  designed  to  remove  dust  effluents 
from  air  discharged  from  the  steelmaking 
furnaces. 

Fred  E.  Tucker,  coordinator  of  industrial 
health  engineering  for  National  Steel  Corp 
has  been  conferring  with  the  State  commis¬ 
sion  since  inception  of  the  present  program 
at  Weirton  Steel  in  1962. 

Beard  reviewed  final  engineering  drawings 
and  specifications  of  the  control  system  dur¬ 
ing  his  visit  last  week. 

Construction  of  a  new  stack  also  is  under¬ 
way  at  furnace  No.  13  in  the  open  hearth 
department.  This  project  includes  installa¬ 
tion  of  new  waste  heat  boilers  and  electro¬ 
static  collectors. 


Due  to  the  complexity  and  cost  of  Weir- 
tpn’s  steelmaking  air  control  efforts,  a  step- 
by-step  program  of  construction  was  de¬ 
veloped  with  approval  of  the  air  pollution 
control  commission. 

Weirton  didn’t  release  a  total  cost  esti¬ 
mate,*  but  said  last  year  that  it  was  expected 
to  come  to  more  than  $1  million  per  fur¬ 
nace. 


Mr.  RANDOLPH.  Mr.  President,  all 
the  expenditures  referred  to  in  these 
articles  are  nonproductive  in.  the  eco¬ 
nomic  sense  of  the  term.  The  companies 
involved  receive  no  return  on  such  capi¬ 
tal  investments  in  the  public  interest. 
These  must  be  considered,  in  a  sense, 
part  of  the  social  cost  of  production. 
But  it  is  a  cost  created  in  part  by  the 
nature  of  our  modem  urban  and  highly 
technological  civilization  which  is  placing 
ever  heavier  demands  on  the  limited  re¬ 
sources  of  air  and  water.  Thus,  it  seems 
entirely  equitable  that  the  industries 
affected  by  our  Federal  air  and  water 
pollution  control  programs  should  not 
bear  the  full  burden  of  pollution  abate¬ 
ment.  Our  society  as  a  whole  benefits 
from  these  programs.  To  that  extent, 
therefore,  the  pending  amendment  is  a 
fair  and  just  one  in  that  it  would  place 
a  portion  of  the  burden  on  our  entire 
society  for  industrial  air  and  water  pol¬ 
lution  control. 

Mr.  President,  in  final  reference  to 
the  progress  that  is  being  made!  in  the 
control  of  air  and  water  pollution  in  the 
United  States,  I  ask  unanimous  consent 
to  have  printed  in  the  Record  a  com¬ 
prehensive  but  concise  article  written  by 
the  junior  Senator  from  Connecticut 
[Mr.  Ribicoff]  which  was  published  in 
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the  New  York  Herald  Tribune  on  Febru¬ 
ary  2,  1964. 

There  being  no  objection,  the  article 
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was  ordered  to  be  printed  in  the  Record, 
as' follows: 

Ribicoff  Hails  Progress  to  a  Cleaner 
United  States 

(By  Senator  Abraham  Ribicoff) 

Critics  of  Congress,  busy  bemoaning  delays 
on  headline-making  bills,  have  failed  to  no¬ 
tice  that  the  1963  session  of  the  88th  Con¬ 
gress  was  the  most  successful  in  history  in 
taking  action  to  clean  up  our  environment. 

We  acted  to  clean  up  the  air  you  breathe — 
the  water  you  drink  and  use — the  food  you 
eat.  This  is  good  news  for  you  and  your 
health.  Here’s  the  record: 

Air:  Congress  passed  the  most  compre¬ 
hensive  air  pollution  control  law  in  our  his¬ 
tory — the  Roberts-Ribicoff  Clean  Air  Act — 
providing  $95  million  for  the  next  3  years  to 
set  up  a  national  program  combating  dirty 
air. 

Water:  The  Senate  passed  a  major  water 
pollution  control  bill  introduced  by  Senator 
Ed  Muskie,  Democrat,  of  Maine,  to  speed  the 
attack  on  dirty  water. 

Pesticides:  A  Government  Operations  Sub¬ 
committee  I  am  privileged  to  head  began  a 
year-long  review  of  the  entire  field  of  pesti¬ 
cides — their  use  and  their  effects,  beneficial 
and  harmful.  The  Senate  passed  my  bill  to 
bar  the  sale  of  unsafe  pesticides.  Labeling 
of  pesticides  has  been  improved  by  Govern¬ 
ment  order  for  greater  consumer  protection. 
We  now  have  money  to  check  the  safety  of 
mass  spray  programs  and  see  which  pro¬ 
grams  are  worth  continuing. 

Measures  like  these — and  those  that  will 
follow  this  year — are  designed  to  deal  with  a 
great  growing  national  problem. 

Over  the  past  decades,  we  have,  strangely 
enough,  become  the  victims  of  our  own  pros¬ 
perity  and  growth.  As  factories  have  multi¬ 
plied,  as  industrial  plants  have  studded  the 
land,  as  technology  has  perfected  ways  of 
protecting  us  from  pests,  the  environment  in 
which  we  live  has  become  polluted. 

Into  our  rivers,  lakes,  and  harbors,  into 
our  swimming  and  even  drinking  waters, 
spew  the  wastes  of  modem  Industry  and 
modem  living.  Into  the  air  belches  smoke 
laden  with  poisonous  chemicals  stunting  or 
destroying  crops,  costing  us  billions  of  dollars 
a  year  and  endangering  our  health  and  even 
lives.  And  manmade  lethal  poisons,  sprayed 
Indiscriminately  from  cans  or  planes,  give  us 
bug -free  homes  and  more  abundant  food 
crops,  but  may  be  doing  real  harm  to  our 
bodies  and  to  many  of  nature’s  processes. 

Pollution.  The  word  has  become  a  hall¬ 
mark  of  our  age.  Sometimes  sewer-filled 
streams  or  rivers  clogged  with  industrial 
wastes  are  simply  disgusting  sights.  But 
they  can  also  hold  serious  danger. 

Last  October,  the  New  Hampshire  Fish  and 
Game  Department’s  weekly  newsletter  said 
six  people  had  come  down  with  dysentery 
from  eating  raw  oysters  collected  from  the 
polluted  waters  of  Great  Bay,  in  the  south¬ 
eastern/corner  of  the  State  next  to  Maine. 
Farther  south,  each  drop  of  water  crossing 
the  Massachusetts-Connecticut  State  line 
has  a  bacteria  count  of  26 — 315  times  over 
accepted  water  sport  safety  standards. 

Still  farther  south,  sewers  converging  be¬ 
neath  the  surface  spill  out  50  million  gallons 
ef  industrial  and  human  wastes  each  day 


into  a  30-square  mile  body  of  water  called 
Raritan  Bay.  The  people  of  New  York  and 
New  Jersey  use  Raritan  Bay  for  bathing, 
boating,  and  fishing  and  other  recreational 
purposes  as  well  as  for  the  maintenance  of  a 
shellfish  industry.  In  all,  the  sewage  from  ' 
1.2  million  people  is  pumped  into  this  bay 
every  24  hours,  along  with  large  amounts  of 
Inorganic  industrial  wastes.  A  few  years 
ago,  an  outbreak  of  infectious  hepatitis  was 
traced  to  clams  taken  from  the  bay.  Bac¬ 
teria  standards  had  been  set  by  the  States 
around  the  bay — but  they  had  not  been  en¬ 
forced,  and  the  Federal  Government  moved 
in  under  the  Water  Pollution  Act  of  1956. 

Most  water  pollution  problems  across  the 
country  are  the  result  of  too  little  atten¬ 
tion  in  the  past.  The  States,  by  and  large, 
lag  behind  in  enforcing  the  clean  water 
powers  they  already  have.  Cities  and  indus¬ 
tries  have  resisted  constructing  needed 
waste-treatment  works.  They  see  such  con¬ 
struction  as  good  only  for  the  other  fellow, 
downstream — as  needless  or  unbearable 
financial  burden  for  themselves. 

The  public  has  an  illusion:  “Water  purifies 
itself  every  7  miles.”  It  has  been  oversold 
on  the  cheapness  and  plentifulness  of  water 
and  undersold  on  the  value  and  necessity 
for  pollution  control. 

So  polluted  waters  often  pose  a  threat  to 
our  health — to  recreation  and  outdoor  ac¬ 
tivities — and  a  deterrent  to  economic  growth. 
Our  efforts  to  clean  up  our  water  supplies 
will  have  a  new  lease  on  life  under  the 
new  water  pollution  control  act.  This  act : 

Establishes  standards  of  water  quality  for 
interstate  waters: 

Authorizes  additional  aid  to  comunities 
for  the  construction  of  adequate  sewerage 
and  treatment  facilities; 

Takes  a  long-overdue  first  step  toward  an¬ 
swering  a  worrisome  question:  What  to  do 
about  the  used  detergents  now  bobbing  up 
in  our  waters? 

Air  pollution  is  a  newer  concern,  more  re¬ 
cently  called  to  public  attention.  But  it  is 
no  less,  and  possibly  more,  damaging  to  hu¬ 
man  life  and  property. 

In  5  days  of  dense,  choking  smog,  during 
October  1948,  43  percent  of  the  people  of  the 
heavily  industrialized  community  of  Donora, 
Pa.,  were  made  ill  by  the  smoke  and  poison¬ 
ous  gases  that  streamed  from  factory  smoke¬ 
stacks.  The  town’s  death  toll:  20. 

In  November  1953,  New  York  City  suffered 
a  similar  “temperature  inversion”' — a  lid  of 
warm  air  overlaid  cooler,  heavier  air  at 
ground  level.  For  10  days,  the  stagnant  mass 
trapped  the  metropolitan  area’s  pollutants, 
and  smog  hung  over  the  city.  By  the  time 
it  blew  out  to  sea,  more  than  240  people  were 
dead. 

The  full  cost  of  the  New  York  disaster  was 
not  realized  until  years  later,  when  death 
records  for  the  period  were  compared  with 
those  of  years  before  and  after  the  10-day 
smog.  The  only  factor  to  which  the  investi¬ 
gators  could  attribute  the  increased  mortal¬ 
ity  rate  was  air  pollution. 

It  was  London,  December  1962.  A  killer 
smog  enveloped  the  city,  taking  more  than 
300  lives.  At  almost  exactly  the  same  time, 
a  stagnant  air  mass  over  the  northeastern 
United  States  caused  a  steady,  alarming  in¬ 
crease  in  pollution  levels  from  Richmond  to 
Boston.  Sulfur  dioxide  levels  in  Phlladel- 
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phia  and  New  York  averaged  3  l/2  times 
normal,  and  were,  for  several  days,  over  five 
times  normal.  / 

During  this  same  period,  levels  of  solid 
matter  in  the  air  rose  correspondingly.  In 
Connecticut,  the  5 -day  average  in  Hartford 
and  Middletown  was  over  three  times  nor¬ 
mal,  with  individual  days  of  from  four  to  five 
times  normal.  If  we  hadn’t  been  lucky — if 
this  mass  of  contaminated  air  hadn’t  been 
blown  out  over  the  ocean  in  time — the  United 
States  might  have  suffered  the  worst  air- 
pollution  calamity  in  history. 

Scientific  studies  show  we  can’t  always  be 
this  lucky.  They  point  to  air  pollution  as 
the  culprit  to  an  increasing  array  of  health 
hazards.  They  show  that  death  rates  for 
cardiorespiratory  diseases  of  the  heart  and 
lungs  are  greater  in  our  cities — where  air 
pollution  is  greater — than  in  rural  parts  of 
the  United  States.  In  general,  these  death 
rates  increase  with  city  size.  Within  the  last 
few  years,  this  urban-rural  difference  has  also 
shown  up  In  the  death  of  infants  less  than 
1  year  of  age. 

A  recent  study  in  a  southern  city  shows 
that  acute  asthmatic  attacks  among  suscep¬ 
tible  patients  were  directly  correlated  with 
variations  in  total  sulfate  air  pollution  from 
time  to  time.  And,  according  to  the  Public 
Health  Service,  3-4-benzpyrene,  a  potent 
cancer-causing  substance,  is  present  in  the 
air  breathed  by  the  inhabitants  of  100  cities. 
The  concentrations  approximate  or  exceed 
the  dosage  people  get  from  cigarette  smok¬ 
ing. 

This  same  dirty — “polluted’* — air  makes 
our  livestock  ill  and  so  reduces  meat  and 
milk  production,  stunts  and  sometimes  de¬ 
stroys  our  crops.  It  corrodes  buildings, 
bridges,  monuments,  and  structures  of  all 
kinds.  By  reducing  visibility,  it  creates 
traffic  hazards  and  poses  a  threat  to  air 
navigation. 

Expert  estimates  of  the  high  price  we  are 
paying  for  filth  in  the  air  today  run  into 
billions  of  dollars  a  year.  Some  of  our 
metropolitan  centers  suffer  damages  of 
up  to  $100  million  a  year.  The  dally  average 
of  airborne  pollutants  in  one  of  our  largest 
cities  is  25,000  tons.  The  cost  to  every  man, 
woman,  and  child  in  this  Nation  is  about 
$65  a  year— and  going  up.  The  most  impor¬ 
tant  cost,  of  course,  is  to  our  health. 

That  is  why  the  new  Clean  Air  Act  is  of 
such  great  importance.  Under  it,  cities  and 
States  will  get  financial  help  €2T  establish 
their  own  clean  air  programs.  Federal  en¬ 
forcement  measures  against  Interstate  pollu¬ 
ters  are  authorized  for  the  first  time.  Ex¬ 
panded  research  programs  on  the  nature, 
causes,  effects,  and  control  of  air  pollution 
will  be  started.  They  will  seek  especially  to 
develop  practical  low  cost  ways  of  control¬ 
ling  air  pollution — ways,  for  example,  of 
removing  sulphur  from  fuels  or  controlling 
automotive  exhausts. 

The  use  of  chemicals  in  agriculture,  the 
home,  and  Industry  poses  the  most  recent  and 
potentially  most  hazardous  threat  to  our 
environment. 

Pesticides  have  been  of  great  value  to  man. 
They  have  increased  food  and  fiber  produc¬ 
tion.  And  they  have  helped  control  diseases 
carried  by  Insects  and  other  pests.  But 
pesticide  residues  are  now  found  in  the 


bodies  of  people  and  animals  and  in  the 
environment.  They  are  in  our  water,  in 
fish  fax  out  at  sea,  and  in  wildlife. 

As  the  President’s  Science  Advisory  Com¬ 
mittee  put  it:  “Precisely  because  pesticide 
chemicals  are  designed  to  kill  or  metaboli- 
oally  upset  some  living  target  organism,  they 
are  potentially  dangerous  to  other  living  or¬ 
ganisms.’’  This  was  true  both  in  California 
and  the  State  of  Washington  last  summer. 
“Twenty- four  Modesto  Peach  Pickers  Ill  of 
Pesticide  Poisoning”  read  the  Son  Francisco 
headline.  But  the  orchard  where  the  victims 
worked  had  been  cleared  as  safe  for  picking. 
In  the  State  of  Washington,  a  dust  cloud 
traveling  downward  to  Toppenish  carried  the 
pesticides  used  in  crop  dusting.  There  people 
and  cattle  fell  ill. 

We  know  that  people  who  have  eaten  or 
drunk  or  even  touched  large  doses  of  pes¬ 
ticides — either  normally  at  work  or  in  acci¬ 
dents — become  ill  and  sometimes  dies.  What 
we  do  not  know  is  what  total  effect  small 
quantities  of  pesticides  have  on  our  health 
as  they  build  up  in  our  bodies  and  environ¬ 
ment  over  many  years.  We  know  very  little 
about  these  long-range  effects;  we  are  not 
sure  of  the  balance  between  the  good  these 
products  have  brought  and  the  harm  they 
may  cause. 

In  1963,  we  began  the  long  search  for  the 
answers  to  these  questions.  First,  the  Pres¬ 
ident’s  Science  Advisory  Committee  issued 
its  report  on  "Use  of  Pesticides,”  recom¬ 
mending  increased  research  in  the  field,  more 
public  education  to  avoid  haphazard  use  of 
pesticides,  and  a  general  statement  of  the 
benefit  that  we  have  gained  from  pesticides 
and  the  broad  problems  that  now  face  us. 

[P.  2291 ] 

Next  a  Senate  subcommittee  I  head  began 
a  thorough  discussion  of  the  problem  of  pes¬ 
ticides  and  the  whole  problem  of  health 
effects  of  our  environment. 

For  many  weeks  the  subcommittee  con¬ 
ducted  public  hearings,  listening  to  dozens 
of  expert  witnesses  on  all  aspects  of  the 
problem.  The  facts  are  not  all  in  and  hear¬ 
ings  will  continue  this  year.  But  we  did 
pinpoint  some  of  the  needs,  and  we  generated 
a  great  deal  of  new  activity. 

Summing  up:  this  was  the  year  we  finally 
began  cleaning  up  our  country.  The  Job  is 
formidable — th^  permissive  years  have  taken 
.their  pollution  toll.  But  an  aroused  citi¬ 
zenry  and  Congress  are  taking  action  that 
will  make  our  earth  a  healthier  place  for 
all  of  us. 

Mr.  RANDOLPH.  Mr.  President,  it  is 
my  conviction  that  the  pending  amend¬ 
ment  will  accelerate  our  efforts  to  control 
air  and  water  pollution  in  the  United 
States.  For  this  reason,  I  hope  the  Sen¬ 
ate  will  accept  the  amendment,  and  that 
the  House  of  Representatives  will  concur 
in  conference. 

Mr.  RIBICOFF.  I  thank  the  able  Sen¬ 
ator  from  West  Virginia  for  his  coop¬ 
eration  and  support  on  this  amendment. 
The  Senator  is  one  of  the  Nation’s  lead¬ 
ers  in  the  fight  against  water  pollution 
and  air  pollution. 


3507 


Mr.  MUSKIE.  Mr.  President,  I  rise  in 
support  of  the  amendment  proposed  by 
the  junior  Senator  from  Connecticut 
and  I  compliment  him  for  his  leadership 
in  this  matter. 

During  the  course  of  hearings  held  by 
the  Special  Senate  Subcommittee  on  Air 
and  Water  Pollution,  I  have  been  im¬ 
pressed  with  the  need  for  legislation  to 
encourage  industries  to  attack  their  pol¬ 
lution  control  problems.  The  reluctance 
of  companies  to  invest  in  non-income- 
producing  equipment  is  understandable. 
However,  the  threat  that  air  and  water 
pollution  presents  to  the  health  and 
safety  of  every  American  is  most  serious 
and  requires  immediate  attention. 

I  believe  that  the  modest  revenue  loss 
contemplated  by  this  amendment  will 
pay  dividends  many  times  over.  Unless 
industry  is  encouraged  to  make  a  sub¬ 
stantial  investment  in  pollution  control 
equipment,  we  will  never  be  successful 
in  meeting  this  problem. 

I  have  seen  the  ravages  of  pollution 
throughout  the  country.  I  have  also 
seen  what  research  specialists  have  de¬ 
veloped  and  are  in  the  process  of  devel¬ 
oping  to  meet  this  threat.  If  we  are  to 
meet  the  total  national  need  in  this  area, 
we  must  have  the  full  cooperation  of  our 
Nation’s  industries.  I  am  convinced  that 
this  bill  would  provide  the  incentive 
needed  to  encourage  them  to  mount  a 
concerted  attack  on  this  problem. 

Passage  of  this  amendment  will  con¬ 
tribute  to  the  health  and  safety  of  every 
American,  help  to  preserve  our  Nation’s 
natural  beauty,  and  eliminate  property 
losses  of  thousands  of  dollars  annually. 

Mr.  SMATHERS.  Mr.  President,  I  ask 
unanimous  consent  that  Senators  who 
have  some  comments  to  make  on  the 
Ribicoff  amendment  may  be  permitted 
to  insert  their  remarks  at  this  point  in 
the  Record. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  JAVTTS.  Mr.  President,  reserv¬ 
ing  the  right  to  object,  I  should  like  to 
join  as  a  cosponsor  of  the  amendment 
because  it  is  important  to  New  York. 

Mr.  KEATING.  Mr.  President,  I  too 
wish  to  be  a  cosponsor  of  the  Ribicoff 
amendment.  It  is  important  to  the  en¬ 
tire  Nation  as  a  device  to  contribute 
greatly  to  public  health  and  safety. 

Mr.  PASTORE.  Mr.  President,  re¬ 
serving  the  right  to  object,  I  feel  the 
same  way.  I  should  like  to  be  a  cospon¬ 
sor  of  the  Ribicoff  amendment. 

Mr.  BARTLETT.  Mr.  President,  re¬ 
serving  the  right  to  object,  I  am  glad 
I  am  a  cosponsor  of  the  Ribicoff  amend¬ 
ment. 

Mr.  SALTONSTALL.  Mr.  President, 
reserving  the  right  to  object,  this  means 
much  to  us  in  New  England.  I  am  glad 
to  be  a  cosponsor. 


Mr.  PELL.  Mr.  President,  reserving 
the  right  to  object,  I  should  like  to  be 
added  as  a  cosponsor  to  the  Ribicoff 
amendment. 

Mr.  KEATING.  Are  we  all  on  now, 
Mr.  President? 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  of  the  Senator 
from  Florida?  The  Chair  hears  none, 
and  it  is  so  ordered. 

The  question  is  on  agreeing  to  the 
amendment  offered  by  the  Senator  from 
Connecticut  and  other  Senators. 

The  amendment  was  agreed  to. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment.  If  there 
be  no  further  amendment  to  be  proposed, 
the  question  is  on  the  engrossment  of  the 
amendments  and'  third  reading  of  the 
bill. 

The  amendments  were  ordered  to  be 
engrossed  and  the  bill  to  be  read  a  third 
time. 

The  bill  was  read  the  third  time. 

Mr.  PASTORE.  Mr.  President,  I  wish 
to  have  printed  in  the  Record  a  letter 
which  I  received  that  is  relevant  to  the 
amendment  that  was  discussed  by  the 
Senator  from  Connecticut  [Mr.  Dodd], 
and  I  ask  unanimous  consent  to  have  it 
printed  in  the  Record. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Gorham  Corp., 

Providence,  R.I.,  October  23,  1963. 
Hon.  John  O  ."Pastore, 

U.S.  Senate, 

Washington,  D.C. 

My  Dear  Senator  Pastore:  As  you  know, 
the  excise  tax  of  10  percent  on  sales  at  re¬ 
tail  of  sterling  silver  wares  and  silverplated 
hollo  ware  works  a  great  hardship  on  us  be¬ 
cause  of  the  competition  of  other  products  to 
which  it  does  not  apply.  However,  this  ap¬ 
peal  to  you  has  no  bearing  on  this  tax  as  it 
applies  to  the  goods  purchased  by  the  retail 
consumer.  . 

Under  section  4001  of  the  Internal  Revenue 
Code,  hotels,  hospitals,  schools,  restaurants, 
etc.,  are  required  to  pay  the  excise  tax  of  10 
percent  on  the  purchase  price  of  food-serv¬ 
ing  Items,  If  such  items  are  silverplated,  even 
though  they  are  essential  to  the  adequate, 
proper,  and  sanitary  serving  of  food  and  are 
not  for  resale.  Since  the  tax  is  not  applicable 
to  the  same  Items  made  of  stainless  steel, 
bimetals,  china,  glass,  etc.,  it  gives  the 
manufacturers  of  these  other  wares  a  sub¬ 
stantial  competitive  advantage.  This  advan¬ 
tage  has  been,  and  is  being,  aggressively  ex¬ 
ploited  to  the  serious  detriment  of  manu¬ 
facturers  of  silverplated  institutional  ware. 

As  the  tax  now  functions,  the  large  hotel 
chains  operating  internationally  can  easily 
avoid  the  tax,  whereas  it  is  difficult  for 
smaller  operations  to  do  so.  The  silverware 
for  certain  large  hotels  now  building  in  the 
United  States  has  been  purchased  abroad. 
Because  this  merchandise  will  be  billed  from 
a  foreign  country,  the  tax  does  not  apply. 
This  results  in  domestic  manufacturers  los¬ 
ing  substantial  volume  and  a  further  in¬ 
crease  in  the  U.S.  balance  of  payments. 
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We  know  most  U.S.  hotels  and  institu¬ 
tions  would  prefer  to  buy  silverware  from 
domestic  industry.  There  are  many  ad¬ 
vantages,  but  it  is  most  unjust  to  require 
them  to  pay  a  10-percent  premium  for  the 
privilege  of  supporting  domestic  industry. 

It  is  our  understanding  that  Senator  Dodd 
is  prepared  to  enter  an  amendment  to  sec¬ 
tion  4001  which  would  grant  relief  to  do¬ 
mestic  industry  and  correct  an  obvious  in¬ 
equity.  We  at  Gorham  would  appreciate  it 
if  you  would  cosponsor  this  amendment. 

Mr.  Milton  Warnstrom,  legislative  aid  to 
Senator  Dodd,  is  spearheading  this  matter  for 
him  and  he  has  full  and  complete  details 
on  this  subject,  in  case  my  brief  explanation 
is  not  sufficient. 

Thank  you  in  advance  for  any  assistance 
you  are  able  to  give. 

Sincerely  yours, 

Btjrrill  M.  Getman. 

The  PRESIDING  OFFICER.  The 
question  is,  Shall  the  bill  pass? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  how  much  time  remains  on  the 
bill? 

Tfte  PRESIDING  OFFICER.  The 
proponents  have  14  minutes  and  the  op¬ 
ponents  have  13  minutes. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  an  addi¬ 
tional  hour  be  allowed  for  debate  on  the 
bill  with  the  time  to  be  equally  divided, 
30  minutes,  to  each  side,  to  be  controlled 
by  the  Senator  from  Kentucky  [Mr. 
Morton],  and  by  the  Senator  from 
Louisiana  [Mr.  Long]. 

.The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  ELLENDER.  Mr.  President,  at  a 
time  when  the  American  people  have 
more  money  to  spend  than  ever  before, 
at  a  time  when  we  are  riding  one  of  the 
highest  waves  of  prosperity  we  have  ever 
known,  and  at  a  time  when  every  sound 
economic  theory  dictates  that  we  should 
be  balancing  the  budget  and  reducing 
our  obligations,  instead  of  drifting  deeper 
into  debt,  I  can  see  no  justification  for 
reducing  taxes. 

The  President’s  own  statements,  in  his 
economic  report  transmitted  to  Congress 
in  January  of  this  year,  attest  to  the 
vigor  of  our  economy.  On  page  4  of 
that  report,  in  a  discussion  of  our  cur¬ 
rent  business  expansion  as  it  compares 
with  earlier  upswings  in  the  economy, 
the  President  points  out  the  following 
gains: 

The  $100  billion  rise  in  output  in  2%  years 
knows  no  parallel  in  our  peacetime'  economic 
annals. 

The  advance  of  $51  billion  in  labor  income 
is  also  unparalleled.  The  average  real  in¬ 
come  of  nonfarm  workers  has  risen  by  $345 
a  year,  again  not  exceeded  in  any  previous 
comparable  period. 
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This  is  real  money  in  the  hands  of 
our  citizens,  and  means  that  their  pock¬ 
ets  are  now  better  lined  than  at  any 
previous  time. 

The  report  goes  on  to  show  that  “cor¬ 
porate  profits  have  climbed  to  an  un¬ 
precedented  height,  from  a  rate  of  $38.5 
billion  early  in  1961  to  about  $55  billion 
by  the  end  of  last  year.”  So  corporate 
pockets  are  also  better  lined  than  ever 
before,  and  the  silver  lining  is  being 
passed  on  and  enjoyed  by  millions  of  our 
citizens  who  own  shares  in  American 
business. 

The  President  also  notes  that  “Ameri¬ 
can  exports  are  in  a  better  and  stronger 
competitive  position  than  in  any  period 
since  the  war,  and  our  export  position 
is  better  than  that  of  any  major  indus¬ 
trial  country.” 

I  might  say  here,  parenthetically,  that 
should  the  tax  cut  prove  inflationary,  as 
I  am  convinced  it  will,  irrevocable  harm 
will  be  done  to  our  balance-of -payments 
position,  because  inflation  would  inevi¬ 
tably  worsen  our  competitive  position  in 
world  markets. 

Now,  I  ask:  Does  the  economy  I  have 
been  describing,  using  the  President’s 
own  appraisal,  represent  an  economy 
which  is  lagging  behind  the  times— an 
economy  which  needs  to  be  “hopped  up” 
by  the  injection  of  a  multimillion-dollar 
tax  cut?  I  may  be  in  error,  but  to  me, 
it  does  not. 

Let  us  now  turn  from  the  President’s 
own  Economic  Report  to  an  evaluation 
compiled  by  the  U.S.  Department  of 
Commerce.  In  the  January  edition  of 
the  Department’s  “Survey  of  Current 
Business  Statistics,”  we  read  these 
words: 

By  most  measures  the  performance  of  the 
American  economy  in  1963  was  outstanding. 
Production  and  sales  rose  by  sizable  amounts 
to  new  records.  The  output  increase  was 
accomplished  with  comparatively  little  rise 
in  the  price  level  and  led  to  new  peaks  in 
employment  and  a  record  flow  of  income — 
both  wages  and  profit. 

In  other  words,  the  American  public 
has  more  money  to  spend,  and  is  spend¬ 
ing  it.  The  Commerce  Department  re¬ 
port  continues  with  this  observation: 

All  major  markets  shared  in  last  year’s 
output  advance.  No  single  element  of  de¬ 
mand  was  dominant,  although  durable 
goods,  notably  automobiles,  and  construc¬ 
tion,  especially  residential  building,  were 
particularly  strong.  The  course  of  activity 
was  upward  throughout  the  year,  in  spite  of 
the  dampening  effects  of  a  sharp  reduction 
in  steel  production  that  followed  the  Spring 
wage  settlement  and  lasted  almost  two  quar¬ 
ters. 

In  other  words,  more  people  are  buy¬ 
ing  new  cars,  more  people  are  buying  and 
moving  into  new  homes  than  during  any 
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comparable  time  in  our  history.  Wages 
are  higher,  and  the  economy  is  so  strong 
that  even  a  weakening  of  so  important 
an  industry  as  steel  production  could 
not  seriously  affect  the  upswing. 

The  Commerce  Department  also  pro¬ 
vides  some  comparative  statistics  be¬ 
tween  1962  and  1963,  which  give  a  very 
clear  picture  of  how  the  financial  con¬ 
dition  of  our  people  has  changed  for  the 
better  over  the  past  2  years. 

The  national  income  is  up  from  $454 
to  $478  billion,  an  increase  of  5.4  per¬ 
cent.  Personal  income  is  up  from  $442 
to  $463  billion,  an  increase  of  4.7  percent. 
Corporate  profits  before  taxes  are  up  10.5 
percent.  Retail  store  sales  are  up  almost 
5  percent,  and  steel  production  has  in¬ 
creased  11.2  percent.  In  the  light  of 
such  a  glowing  report,  I  again  ask,  Is  a 
cut  in  our  tax  revenues  warranted?  I 
do  not  believe  we  should  borrow  more 
money  in  order  to  give  tax  relief. 

Earlier,  I  referred  to  the  fact  that  it 
is  long  past  time  for  us  to  start  balancing 
the  budget  and  reducing  the  national 
debt.  We  have  all  heard  lately  that 
President  Johnson  has  made  6uch  a  be¬ 
ginning.  I  believe  he  is  making  a  valiant 
effort  in  that  direction,  and  I  commend 
him  for  it.  But  in  considemg  the  state¬ 
ments  and  claims  that  have  recently  been 
made  concerning  the  budget  and  its  bal¬ 
ance,  we  should  not  forget  past  experi¬ 
ence,  and  we  must  not  overlook  these 
salient  facts:  When  the  President  refers 
to  a  reduction  in  expenditures  in  the  cur¬ 
rent  budget,  he  is  referring  to  the  ad¬ 
ministrative  budget,  and  not  to  overall 
Federal  spending.  .  ? 

Tho  President  pointed  out  that  expen¬ 
ditures  for  fiscal  year  1965  were  esti¬ 
mated  to  be  reduced  by  $500  million  from 
the  amount  estimated  for  fiscal  year 
1964.  To  get  the  full  picture  of  the  Fed-, 
eral  spending,  it  is  necessary  for  us  to 
look  at  the  spending  contained  in  all  of 
the  national  income  accounts. 

In  the  President’s  1965  budget,  the  to¬ 
tal  expenditures  in  the  national  income 
accounts  will  amount  to  $121.5  billion. 
For  1964,  it  is  estimated  that  these  ex¬ 
penditures  will  be  $119.1  billion.  For 
those  who  may  be  interested  in  finding 
out  how  the  $121.5  billion  will  be  spent 
in  1965,  and  how  $119.1  billion  will  be 
spent  in  1964.  I  direct  them  to  special 
analysis  A  of  the  President’s  budget,  par¬ 
ticularly  page  329  thereof.  In  this  con¬ 
nection,  I  would  like  to  insert  into  the 
Record  at  this  point,  table  A-l,  entitled 
“Relation  of  Federal  Receipts  and  Ex¬ 
penditures  in  the  Administrative  Budget, 
Consolidated  Cash  Statement,  and  Na¬ 
tional  Income  Accounts,  1963-65.” 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 


Table  A-l. — Relation  of  Federal  receipts  and 
expenditures  in  the  administrative  budget, 
consolidated  cash  statement,  and  national 
income  accounts,  1963-65 


[In  billions  of  dollars] 


-- 

1963 

actual 

1964 

esti¬ 

mate 

1965 

esti¬ 

mate 

RECEIPTS 

Administrative  budget  receipts . 

86.4 

88.4 

93.0 

Plus  trust  fund  receipts. . . 

27.7 

30.2 

30.9 

Less: 

Intragovemmental  transactions. 

4.3 

4.1 

4.1 

Receipts  from  exercise  of  mone¬ 
tary  authority . 

(■) 

.1 

.1 

Equals  Federal  receipts 
from  the  public . 

109.7 

114.4 

119.7 

Adjustments  for  agency  coverage: 
Less  District  of  Columbia  reve¬ 
nues _ 

.  3 

.4 

.4 

Adjustments  for  netting  and  con¬ 
solidation: 

Plus  contributions  to  Federal 
employees’  retirement  funds, 

1.9 

1.9 

1.9 

Less  interest,  dividends,  and 

other  earnings. . 

Adjustments  for  timing:  Plus  ex¬ 
cess  of  corporate  tax  accruals  over 
collections,  personal  taxes,  social 
insurance  contributions,  etc. . 

.6 

-.1 

_  2 

Adjustments  for  capital  transac¬ 
tions:  Less  realization  upon  loans 
and  investments,  sale  of  Govern¬ 
ment  property,  etc . 

1.5 

1.1 

1.0 

Equals  receipts — national-in¬ 
come  accounts.. . . 

109.3 

113.6 

118.  8 

EXPENDITURES 

Administrative  budget  expendi¬ 
tures . . . . 

92.6 

98.4 

97.9 

Plus  trust  fund  expenditures  (in¬ 
cluding  Government-sponsored 
enterprise  expenditures,  net).. 

26.5 

29.3 

29.4 

Less: 

Intragovemmental  transac¬ 
tions . . . . . 

4,3 

4.1 

4.  1 

Debt  issuance  in  lieu  of  checks  < 
and  other  adjustments . . 

1.1 

.9 

.5 

Equals  Federal  payments  to 
the  public . . 

113.8 

122.7 

122.7 

Adjustments  for  agency  coverage: 
Less  District  of  Columbia  expen¬ 
ditures - - - 

.3 

.4 

.  4 

Adjustments  for  netting  and  consol¬ 
idation: 

Plus  contributions  to  Federal  em¬ 
ployees’  retirement  funds,  etc... 

1.9 

1.9 

1.9 

Less  interest  received  and  pro¬ 
ceeds  of  Government  sales - 

.6 

.6 

.9 

Adjustments  for  timing: 

Plus: 

Excess  of  interest  accruals  over 

interest  payments . . 

Excess  of  deliveries  over  expen¬ 
ditures  and  other  itmes _ 

.9 

.8 

.6 

(») 

-.4 

.6 

Less  Commodity  Credit  Corpora¬ 
tion  foreign  currency  exchanges. 

.3 

.3 

.1 

Adjustments  for  capital  transac¬ 
tions: 

Less: 

Loans — Federal  National 

Mortgage  Association  secon¬ 
dary  market  mortgage  pur¬ 
chases.  redemption  of  Inter¬ 
national  Monetary  Fund 
notes,  etc - - - - 

.7 

1.1 

.2 

Trust  funds  (including  Govern¬ 
ment-sponsored  enterprise  ex¬ 
penditures,  net)  and  deposit 
fund  items . . . 

1.9 

3.4 

2.6 

Purchase  of  land  and  existing 
assets  and  other  items . . 

.1 

.1 

.1 

Equals:  Expenditures— na¬ 
tional-income  accounts... 

112.6 

119.1 

121.5 

1  Less  than  $50,000,000. 
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Mr.  ELLENDER.  Mr.  President,  in 
point  of  fact,  therefore,  instead  of  a 
reduction  of  $500  million  in  Federal 
spending  in  fiscal  year  1965,  overall  Fed¬ 
eral  spending  will  actually  increase  bv 
$2.4  billion.  *;  t.  / 

Consequently,  Mr.  President,  if  Con¬ 
gress  approves  this  tax  reduction  at  this 
time,  we  will  be  reducing  estimated  rev¬ 
enues  over  the  next  2  years  by  an  amount 
in  excess  of  $11  billion,  and  at  the  same 
time,  we  will  be  pumping  into  our  econ¬ 
omy  through  increased  Federal  spend¬ 
ing  $2.4  billion  more  than  was  expended 
last  year.  I  submit,  Mr.  President,  that 
Congress  is  being  sold  a  bill  of  goods, 
as  usually  happens  e*ch  year,  when  the 
President  submits  his  budget. 

Even  if  we  were  U>  look  at  the  ad¬ 
ministrative  budget  only,  which,  as  I 
just  pointed  out,  merely  gives  a  segment 
of  the  total  Federal  receipts  and  ex¬ 
penditures,  the  Confess  will  find  that 

[P.  2293] 

in  this  relatively  simple  category  the 
estimates  are  often  unreliable.  Over 
the  past  17  years,  there  have  been  con¬ 
siderable  differences  in  the  original  budg¬ 
et  estimates  and  the  actual  amounts  of 
receipts  and  expenditures. 

During  the  period  covered  by  fiscal 
years  1946-62  the  differences  in  receipts, 
both  plus  and  minus,  totaled  $87.1  bil¬ 
lion,  while  the  differences  in  budget  ex¬ 
penditures  during  tins  same  period  to¬ 
taled  $84.2  billion.  .These  differences  by 
fiscal  year  are  as  follows: 


[  r  billions] 


Fiscal  yeer 

Receipts 

Expend¬ 

itures 

1946.... . . 

-$1.4 

+$19.  7 
-5.1 

1947.... . . . . . 

-10.2 

1948. . . . 

-6.5 

+1.7 

1949 . . . 

-f-4.2 

+3.8 

-10.9 

-2.4 

1950 . . . 

+1.6 

-2.2 

1951 . . 

1952 . . 

-6.9 

+5.1 

+10.5 

+10.1 

+1.0 

1953 . 

+5.4 
+3.4 
+2.2 
-8. 1 

1954 . . 

1955 . . 

1956 . . 

-4. 1 

1957 . 

-5.6 

-4.4 

1958 . . . 

+4.5 

-.2 

1959 . . . . 

+6.1 

-6.7 

1960 . . 

1961. . . 

-1.4 

+5.6 

-.2 

-2.4 

1962 . .  . . 

+.9 

-6.8 

Total . 

87.1 

84.2 

Will  the  $97.9  billion  estimated  ex¬ 
penditures  in  the  administrative  budget 
for  1965  be  as  accui  ate  as  estimates  made 
in  the  budgets  of  lie  last  two  decades? 

Mr.  President,  I  .vlieve  it  will  be  just 
about  as  accurate,  md  the  chances  are 
that  the  expenses  pr  vented  in  the  1965 
administrative  budget  ^ill  be  understated 
between  $3  and  $4  billVn.  It  just  does 


not  make  sense  to  reduce  revenues.  In¬ 
crease  expenditures,  and  increase  our 
deficit  at  the  same  time.  This  would  be 
bad  enough  during  a  depression  period, 
but  during  a  period  of  prosperity,  it 
should  never  happen. 

As  Senator  Byrd  of  Virginia  stated  re¬ 
cently  on  the  floor  of  the  Senate,  the  Sec¬ 
retary  of  the  Treasury  has  admitted  that 
he  does  not  expect  the  budget  to  be  bal¬ 
anced  before  fiscal  year  1967,  and  in  that 
event,  as  my  distinguished  colleague 
pointed  out,  the  National  Government 
will  have  accumulated  six  consecutive 
peacetime  deficits  for  a  total  amount  in 
new  debt  of  $35  billion.  Our  budget  will 
not  have  been  balanced  since  1960,  and 
I  personally  do  not  consider  that  a  real 
or  a  true  balance. 

As  I  have  shown  here  today,  we  are  in 
a  period  of  great  prosperity.  The  only 
other  time  when  the  Nation  has  indulged 
in  deficit  spending  for  as  many  as  6  con¬ 
secutive  years  was  in  the  depths  of  the 
1930  decade  of  the  depression.  Mr. 
President,  I  believe  every  Senator  should 
understand  that  this  tax  cut  will  not 
eliminate  deficits  for  future  years,  no 
matter  what  its  proponents  claim. 

This  tax  cut,  because  it  is  coupled  with 
an  increase  in  expenditure,  is  highly  in¬ 
flationary.  If  granted  at  this  time,  we 
can  Test  assured  that  the  purchasing 
power  of  our  dollars,  already  down  to 
45  cents,  expressed  in  terms  of  1939  dol¬ 
lars,  will  go  further  down.  This  tax  cut, 
Mr.  President,  will  diminish  and  deplete 
the  forces  that  are  available  to  fight  pov¬ 
erty  in  this  country,  because  it  is  geared 

to  bring  more  poverty  to  the  pensioners, 
who  are  barely  eking  out  a  living  on  the 
fixed  incomes  they  receive. 

As  a  final  point,  Mr.  President,  I  do  not 
believe  that  we  can  get  the  Nation  out 
of  debt  by  borrowing  more  dollars.  I 
do  not  believe  that  we  can  make  the 
mountainous  national  debt  disappear  by 
cutting  the  ground  out  from  under  it  by 
reducing  the  national  revenue.  In  short, 
I  do  not  believe  that  a  tax  reduction  at 
this  time  will  redound  to  the  Nation’s 
benefit.  I  only  hope  that  it  will  not  re¬ 
dound  to  our  sorrow.  I  shall  vote  against 
the  pending  tax  bill. 

Mr.  MORTON.  'Mr.  President,  I  yield 
myself  5  minutes.  First,  I  ask  unani¬ 
mous  consent  that  a  statement  on  the 
bill  by  the  Senator  from  Maryland  [Mr. 
Beall]  be  printed  in  the  Record  at  this 
point. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Beall 

During  the  consideration  of  H.R.  8363,  I 
have  voted  for  several  amendments  which 
would  have  given  additional  relief  to  the 
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American  taxpayer.  These  have  included 
amendments  to  grant  a  tax  credit  for  col¬ 
lege  costs;  tax  deductions  for  students  work¬ 
ing  their  way  through  college,  reinstate¬ 
ment  of  the  4-percent  dividend  credit,  and 
repeal  of  the  various  excise  taxes.  The 
adoption  of  these  amendments,  in  my  opin¬ 
ion,  would  have  provided  tax  relief  where  it 
is  most  needed  and  most  deserved. 

We  are  now  approaching  final  passage  of 
the  tax  bill.  This  measure  represents  a  re¬ 
duction  in  revenue  to  the  U.S.  Treasury  of 
some  $11  billion.  The  deficit  resulting  from 
this  loss  of  revenue  will  have  to  be  financed 
with  borrowed  money.  This  brings  us  to 
the  basic  question  facing  the  Senate.  Will 
the  tax  bill  stimulate  our  economy  and 
provide  more  jobs,  or  will  it  set  off  an  in¬ 
flationary  spiral,  thus  nullifying  any  possible 
benefits? 

I  have  given  to  this  question  tho  most 
serious  and  deliberate  consideration.  I  be¬ 
lieve  that  this  bill,  if  passed,  can  have  a 
beneficial  effect  upon  our  economy.  But, 
only  if  we  set  our  minds  to  making  signifi¬ 
cant  reductions  in  Federal  spending.  Unless 
our  annual  deficits  are  reduced,  this  tax  bill 
will  do  nothing  more  than  trigger  inflation. 

I  shall  vote  for  H.R.  8363,  believing  that 
the  net  result  will  benefit  the  economy.  In 
doing  so,  however,  I  recognize  that  I  under¬ 
take  an  obligation  to  oppose  all  unneces¬ 
sary  expenditures  which  may  be  requested. 
During  the  current  session  of  Congress,  I 
am  sure  many  proposals  will  be  offered  which 
have  much  merit.  However,  these  proposals 
bust  be  considered  in  the  light  of  fiscal  prior¬ 
ities.  We  cannot  reduce  revenue  on  the  one 
hand  and  continue  to  increase  expenditures 
on  the  other.  In  voting  for  this  bill,  I 
pledge  my  continued  efforts  toward  fiscal 
responsibility  and  reduction  of  Federal  ex¬ 
penditures.  I  shall  cooperate  fully  in  the 
achievement  of  a  balanced  budget. 

Mr.  MORTON.  Mr.  President,  I  shall 
read  a  message  from  our  beloved  minor¬ 
ity  leader,  who  cannot  be  here  today: 

It  has  been  my  misfortune  during  this 
week  of  Senate  consideration  of  the  tax  re¬ 
duction  bill  to  be  confined  to  a  hospital  bed 
because  of  an  indisposition  important 
enough  to  put  me  there  but  not  so  serious 
to  keep  me  there  more  than  another  day  or 
so. 

In  misfortune  there  is  frequently  compen¬ 
sation  and  so  it  has  been  in  my  case.  I  have 
had  time  for  reflection  and  contemplation 
on  the  wonders  of  the  body  politics,  on  the 
contradictions  in  which  it  exists,  and  on  the 
vagaries  of  those  who  inhabit  this  most  frail 
of  human  institutions. 

My  musings  have  impelled  me  to  transmit 
to  paper,  and,  through  our  esteemed  col¬ 
league,  Senator  Morton,  of  Kentucky,  trans¬ 
mit  to  you,  my  fellow  Members  of  the 
Senate,  a  few  thoughts  on  the  inconsisten¬ 
cies  of  the  human  mind  when  the  benefits  of 
a  tax  reduction  are  being  weighed  and  ap¬ 
portioned. 

Last  year,  when  the  late  President  Ken¬ 
nedy  proposed  the  tax  cut,  he  described  it 
as  the  core  of  his  program  to  reduce  unem¬ 
ployment.  Presumably  the  creation  of  Jobs 
through  a  tax  cut  was  to  be  achieved  by  (1) 


freeing  of  money  for  capital  investment,  and 
(2)  increasing  purchasing  power  for  con¬ 
sumers. 

This  year,  President  Johnson  cast  the 
fight  against  unemployment  in  new  terms 
by  declaring  war  on  poverty,  and  only  this 
week  sent  to  Congress  a  lengthy  message  on 
protection  of  consumers. 

We  Republicans  are  very  literal,  and  fre¬ 
quently,  literate  people.  When  we  read  per¬ 
fectly  plain  English  we  are  invariably  led 
into  taking  it  at  face  value.  If  we  read  that 
capital  investment  should  be  encouraged, 
that  consumer  purchasing  power  should  be 
stimulated,  that  consumers  should  be  pro¬ 
tected,  or,  for  example,  that  higher  educa¬ 
tion  should  be  encouraged,  who  can  censure 
us — except  possibly  for  our  innocence — for 
believing  that  any  proposals  we  might  make 
to  hasten  these  ends  would  not  receive  White 
House  approval,  even  active  support? 

So  perhaps  you  can  imagine  my  bedridden 
amazement,  my  pajama-ruffled  consterna¬ 
tion,  yes,  my  pill-laden  astonishment  this 
week,  to  learn  that  three  Republican- 
sponsored  proposals  to  assist  in  achieving 
these  laudable  goals  had  been  defeated  by 
very  narrow  margins,  victims  of  that  new 
White  House  telephonic  half-Nelson  known 
as  the  “Texas  twist.” 

To  those  of  you  on  the  Democratic  side 
of  the  aisle  who  are  still  rubbing  your 
bruised  arms,  I  can  only  extend  my  sym¬ 
pathy  and  hope  that  you  who  must  face 
the  electorate  this  fall  won’t  need  it.  To 
you  on  the  Republican  side  of  the  aisle  I 
happily  extend  my  admiration  and  gratitude 
for  the  unanimous  support  you  gave  each 
of  the  three  proposals.  When  Republicans 
stand  together,  without  a  single  defector, 
on  three  crucial  Senate  votes,  then  the  en¬ 
tire  Nation  must  know  we  were  right. 

These  three  proposals  were  simple.  They 
were  all  designed  to  do  something  for  the 
little  fellow  and  to  limit  severely  any  bene¬ 
fits  which,  by  their  adoption,  might  accrue 
to  those  in  the  higher  income  layers  of  our 
economy. 

First,  there  was  the  amendment  spon¬ 
sored  by  Senator  Prouty,  of  Vermont,  as 
amended  by  Senator  Javits,  of  New  York, 
to  provide  that  students  working  their  way 
through  college  could  deduct  the  cost  of 
their  tuition,  books,  and  fees  from  the  tax 
on  their  earned  income.  This  sizable  benefit 
for  those  young  people,  coming  from  families 
of  extremely  limited  means,  but  still  de¬ 
termined  to  obtain  a  college  education,  was 
defeated  by  a  47  to  47  tie  vote  despite  the 
unanimous  Republican  vote  for  it.  I  am 
told  that  even  the  boys  who  run  elevators 
in  the  Capitol,  so  they  may  go  to  college  in 
Washington  in  their  off-hours,  were  rooting 
for  its  adoption.  But  the  White  House  said 
“no.” 

Second,  there  was  the  Dirksen-Morton 
amendment  to  retain  the  present  4-percent 
dividend  credit,  but  to  put  a  ceiling  of  $300 
on  the  credit  so  that  its  benefits  would  go 
mainly  to  persons  having  a  dividend  income 
of  only  $3,000  to  $7,500  a  year.  This  amend¬ 
ment  provided  two  needed  aspects  to  the 
tax  reduction  bill.  It  would  have  continued 
the  alleviation  for  those  of  modest  income 
from  double  taxation  on  dividends  as 
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adopted  by  the  Congress  in  1954,  thus  en¬ 
couraging  the  small  purchasers  to  buy  Job- 
creating  capital  investments,  while,  at  the 
same  time,  protecting  those  elderly  retired 
persons  who  live  on  dividends  coming  from 
the  savings  of  their  years  of  work.  What 
could  possibly  be  wrong  with  those  objec¬ 
tives?  But  the  amendment  was  defeated 
by  the  narrow  margin  of  47  to  44,  despite 
unanimous  Republican  support.  The  White 
House  had  said  “no.” 

Third,  there  was  another  Dirksen-Morton 
amendment  to  remove  retail  excise  taxes  on 
luggage,  Jewelry,  furs,  and  cosmetics  and 
toilet  preparations.  These  retail  taxes  were 
enacted  in  the  war  year  1941  to  discourage 
consumer  purchases  of  these  commodities, 
and  to  impede  their  manufacture  so  that 
materials  which  go  into  many  of  the  prod¬ 
ucts  could  be  diverted  to  the  war  effort. 
Congress  gave  its  pledge  to  terminate  these 
taxes  at  the  end  of  hostilities.  World  War  II 
ended  19  years  ago.  The  Korean  War  ended 
10  years  ago.  But  these  taxes  are  still  on 
the  books — still  discouraging  consumer  pur¬ 
chases,  particularly  among  low-income 
groups,  still  impeding  manufacture,  thus 
increasing  unemployment.  These  retail 
taxes  have  been  a  tremendous  burden  to 
tens  of  thousands  of  small  retailers  and  to 
millions  of  consumers,  so  why  not  get  rid 
of  them? 

We  all  know  that  on  January  23,  1964, 
the  Senate  Finance  Committee  by  separate 
votes  ranging  from  13  to  2  to  10  to  5  adopted, 
during  a  forenoon  session,  provisions  re¬ 
pealing  these  burdensome  taxes.  We  all 
know  that  action  was  reversed  by  a  9  to  8 
vote  in  an  afternoon  session  the  same  day, 
thanks  to  that  telephonic  half-Nelson  now 
discreetly  referred  to  as  the  “Texas  twist.” 

My  poor  bruised  Democratic  friends:  You 
gave  your  all  on  the  afternoon  of  Janu¬ 
ary  23;  you  gave  your  all  again  on  Feb¬ 
ruary  5  when,  despite  a  unanimous  Repub¬ 
lican  vote,  the  repeal  of  these  regressive 
retail  excise  taxes  was  rejected  48  to  45. 
Again  the  White  House  had  said  “no.” 

Now  I  hope  I  can  be  pardoned  if,  from 
my  temporary  bed  in  a  Washington  hos¬ 
pital,  I  see  a  small  cloud  on  the  horizon,  a 
cloud  that  doesn’t  quite  shut  out  the  sun¬ 
shine  or  promise  much  rain — yet.  But  it  is 
getting  bigger. 

Perhaps  it  could  be  a  cloud  that  has  never 
been  very  productive — the  “both  ways” 
cloud.  You  have  bigger  and  better  pro¬ 
grams,  but  they  cost  less.  You  cut  taxes, 
but  Federal  revenues  go  up.  You  stimu¬ 
late  Job -producing  investment  with  one 
hand,  but  discourage  it  with  the  other. 
You  reduce  deficits  1  week,  but  send  the  na¬ 
tional  debt  up  the  next.  You  stop  pounding 
your  thumb  with  a  hammer  so  hard;  you 
Just  increase  the  blows  on  the  index  finger. 

So  much  for  metaphor.  It  proves  noth¬ 
ing.  But  it  is  handy.  And  from  here  it  is 
the  only  defense  against  the  “Texas  twist” 
and  the  “both  ways”  cloud. 

If  there  is  food  for  thought  here,  fine. 
All  I  can  say  is  this:  If  a  “both  ways”  sun 
shines  on  me  I  shall  rejoin  you  in  a  week 
or  so.  If  a  "both  ways”  sun  shines  on  my 
Republican  colleagues  who  face  reelection 
this  year,  they  will  return  with  others  who 


will  increase  our  ranks.  Pending  this  day 
of  voter  Judgment,  my  fondest  regards  to 
all  of  you.  [Applause.] 

Mr.  President,  I  yield  1  minute  to 
the  Senator  from  Kansas. 

Mr.  CARLSON.  Mr.  President,  I  shall 
vote  for  the  pending  tax  bill  because  I 
believe  taxes,  both  personal  and  corpo¬ 
rate,  are  too  high. 

I  question  very  seriously  whether  the 
bill  as  it  now  stands  will  make  a  lasting 
and  strong  impact  on  unemployment.  To 
cut  taxes  at  a  time  of  heavy  budgetary 
deficits  and  an  increasing  rate  of  spend¬ 
ing  may  temporarily  produce  favorable 
results  in  the  economy,  but  it  seems  to 
me  in  the  long  run  it  will  prove  self- 
defeating. 

I  fully  realize  there  is  a  difference 
of  opinion  as  to  whether  an  effective  tax 
reduction  should  aim  to  strengthen  con¬ 
sumer  purchasing  power  or  whether  our 
tax  laws  should  be  so  written  as  to  pro¬ 
vide  additional  incentive  for  investment 
in  industrial  plant  expansion. 

When  we  look  at  what  has  happened 
since  1956 — when  the  rise  in  unemploy¬ 
ment  started  and  which  is  still  plaguing 
us — we  find  that  the  lag  was  not  in  per¬ 
sonal  consumption — it  was  not  in  per¬ 
sonal  income  and  it  was  not  in  labor 
income,  which  has  continued  to  increase. 
During  that  period  corporate  profits  ac¬ 
tually  declined,  as  did  expenditures  for 
new  plant  and  equipment  if  converted 
into  constant  dollars. 

I  am  fearful  that  the  substantial  tax 
reduction  we  are  giving  consumers — 
which  I  favor — will  not  greatly  expand 
our  industrial  growth. 

The  second  reason  why  I  believe  we 
may  not  receive  beneficial  results  from 
this  tax  reduction  is  the  ever-increasing 
rise  in  the  consumer  price  index.  Last 
year  the  consumer  price  index  rose  1.7 
percent.  The  increase  was  somewhat 
greater  than  in  1961  and  1962,  though 
about  equal  to  the  advances  registered  in 
the  2  preceding  years. 

Since  1958  wholesale  prices  have  main¬ 
tained  a  level  of  approximately  100,  but 
the  cost  of  living  has  increased  from  100 
to  107V2  percent.  The  cost  of  living  ad¬ 
vanced  to  another  new  high  in  Decem¬ 
ber.  Wholesale  prices  in  industrial  prod¬ 
ucts  during  that  month  slanted  upward 
0.3  percent — the  sharpest  monthly  gain 
since  1959.  Practically  every  consumer 
commodity  sold  on  the  market  today  has 
risen  in  price.  - 

The  National  Association  of  Purchas¬ 
ing  Agents  reports  advances  in  alumi¬ 
num,  lead,  steel  scrap,  tin,  zinc,  fuel  oil, 
multiwall  bags,  corrugated  containers, 
kraft  paper  and  linseed  oil,  coffee,  sugar, 
clothing,  furniture,  farm  machinery,  and 
many  other  consumer  items. 
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Some  economists  have  stated  that  a  2- 
percent  rise  in  price  spread  throughout 
the  economy  would  wipe  out  all  the  in¬ 
creased  demand  that  the  tax  cut  is  de¬ 
signed  to  create.  We  cannot  ignore  the 
threat  of  inflation.  If  inflation  worked 
out  evenly,  there  would  be  a  proportion¬ 
ate  income  tax  and  capital  levy  on  rich 
and  poor  alike.  It  never  works  out  even¬ 
ly,  but  falls  on  those  least  able  to  pro¬ 
tect  themselves. 

I  do  not  want  to  appear  as  a  prophet, 
but  neither  do  I  want  to  vote  for  this 
tax  bill  without  stating  that  in  my  opin¬ 
ion,  it  will  not  greatly  reduce  unemploy¬ 
ment.  It  will  bring  about  increased  costs 
to  the  consumer  and  thereby  greatly  re¬ 
duce  the  benefits  of  the  proposed  cut. 

If  this  tax  cut  fails  to  greatly  reduce 
our  unemployment,  next  year  we  will 
be  confronted  with  demands  for  expend¬ 
itures  of  billions  of  dollars  for  public 
works,  which  will  result  in  further  fiscal 
irresponsibility. 

As  I  stated  in  the  beginning,  I  shall 
vote  for  this  bill  because  I  believe  both 
personal  and  corporate  taxes  are  too 
high,  but  I  have  no  illusions  of  the  prob¬ 
able  affect  on  our  Nation’s  economy. 

Mr.  MORTON.  Mr.  President,  I  yield 
3  minutes  to  the  distinguished  Senator 
from  Wyoming. 

Mr.  SIMPSON.  Mr.  President,  for 
well  over  a  year,  the  American  people 
have  been  told  that  a  tax  cut  should  be 
made  immediately  so  that  our  Nation 
would  not  experience  an  economic  de¬ 
pression.  The  depression  did  not  come, 
but  economic  growth  did.  Then  the 
Democrat  administration  started  telling 
the  Nation  that  we  must  have  an  im¬ 
mediate  cut  in  taxes  if  we  were  to  con¬ 
tinue  our  business  expansion.  The  ob¬ 
jective  never  changed  only  the  reasons 
and  justification  for  the  tax  cut. 

For  many  years,  I  have  advocated  a 
tax  cut  because  Federal  taxes  are  too 
high.  When  taxes  are  excessively  high, 
as  they  are  now,  they  stifle  incentive  and 
discourage  economic  expansion.  In  my 
opinion,  if  we  are  to  meet  the  challenges 
of  unemployment,  deficit  spending,  gold 
outflow,  and  so  forth,  we  must  remove 
the  excessive  governmental  regulations 
and  controls  which  inhibit  the  free  en¬ 
terprise  system. 

However,  overriding  these  considera¬ 
tions  which  encourage  a  tax  cut  is  the 
basic  fact  which  cannot  be  set  aside  or 
ignored — Federal  taxes  are  levied  to  meet 
Federal  expenditures. 

Federal  taxes  are  too  high  because 
Federal  expenditures  are  too  high.  Re¬ 
duction  in  both  is  long  overdue. 

Although  the  temptation  is  great  for 
citizens  to  ask  for  a  tax  cut  without  re¬ 
gard  for  the  need  of  a  commensurate  cut 


in  Federal  spending,  the  people  in  Wyo¬ 
ming  have  consistently  asked  that  I  op¬ 
pose  any  tax  cut  unless  there  is  a 
corresponding  reduction  in  Federal 
spending.  This  I  will  do. 

The  question  then  must  be  asked,  Will 
there  be  a  commensurate  reduction  in 
spending  in  fiscal  year  1965?  The 
answer  is  an  emphatic,  “No.” 

The  President  has  prepared  a  budget 
based  upon  many  contingencies  and  a 
lot  of  happy  thinking.  The  facts  are 
clear.  President  Johnson  is  asking  for 
$97.9  billion  which  is  $5.5  billion  more 
'  than  Congress  appropriated  last  year. 
In  addition,  the  President  has  asked  for 
new  spending  authority  of  $1.2  billion 
more  than  President  Kennedy  had  re¬ 
quested  for  fiscal  year  1964. 

The  President’s  budget  request  which 
is  up  $5.5  billion  from  last  year’s  appro¬ 
priations  is  based  upon  contingencies 
which  include  enactment  of  new  legisla¬ 
tion,  favorable  market  conditions  for  the 
sale  of  Government-held  assets,  the  ef¬ 
fect  of  weather  conditions  on  agricul¬ 
ture,  reduction  in  the  postal  deficit,  and 
so  forth. 

Many  people  blame  war,  the  cold  war, 
and  the  national  defense  for  the  steady 
rise  in  Federal  expenditures.  But  the 
big  increases  in  spending  are  in  the 
domestic-civilian  programs.  These  do¬ 
mestic  programs  are  characterized  by 
their  self-perpetuating  nature.  Once 
they  are  inaugurated,  they  perpetuate 
themselves  into  huge  bureaucracies 
which  become  a  terrible  drag  on  our 
economy. 

[P.  2295 ] 

We  need  a  tax  reduction  but  until 
we  can  curtail  the  excessive  expenditures 
we  cannot  afford  the  luxury  of  a  tax  cut. 

The  argument  is  made  that  a  stimu¬ 
lated  economy  will  make  up  in  total 
revenues  for  the  lower  tax  rate.  This 
is  a  fine  theoretical  argument  which  can 
be  pursued  by  the  boys  in  the  ivory 
towers.  But  when  we  are  dealing  with 
the  future  of  America  we  had  better  be 
more  practical  than  theoretical.  The 
fact  of  the  matter  is  that  the  effect  of 
this  bill  is  to  charge  the  tax  reduction 
to  the  Federal  debt,  which  already  ex¬ 
ceeds  $300  billion.  This  is  fiscal  irre¬ 
sponsibility. 

The  Federal  debt  has  been  increasing 
at  the  rate  of  more  than  $5  billion  a  year 
since  1961,  and  the  new  budget — with 
tax  reduction — calls  'for  another  $5  bil¬ 
lion  increase  in  the  debt  next  year.  It 
cannot  be  said  that  increasing  popula¬ 
tion  compensates  for  the  tremendous 
increase  in  total  debt  over  recent  years. 
Per  capita  debt  has  been  rising  at  about 
$250  a  year.  Per  capita  debt  is  now 
$6,400. 
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The  value  of  the  dollar — on  the  1939 
index — has  dropped  to  45  cents.  It 
dropped  23  cents  during  World  War  II. 
It  has  dropped  nearly  7  cents  since  the 
Korean  war.  It  has  dropped  nearly  2 
cents  since  1960.  It  dropped  more  than 
a  half  a  cent  last  year. 

Continuing  inflation  is  a  reality,  and 
there  is  no  doubt  that  the  danger  of 
spiraling  inflation  lurks  in  debt  and 
deficit  financing  conditions  which  char¬ 
acterize  the  Nation’s  economy  today. 

The  risks  of  massive  debt  and  inflation 
incident  to  this  tax  reduction  bill  are 
inescapable.  I  question  that  its  enact¬ 
ment  at  this  time  would  contribute  to 
sound  and  constructive  progress. 

Mr.  President,  I  would  like  to  be  able 
to  vote  for  this  tax  cut  which  is  long 
overdue,  but  until  the  Federal  Govern¬ 
ment  can  show  itself  to  be  fiscally  re¬ 
sponsible,  I  cannot  vote  for  a  measure 
which  we  cannot  afford  and  which  can 
have  catastrophic  effects  upon  our  be¬ 
loved  country. 

Mr.  MORTON.  Mr.  President,  I  yield 
3  minutes  to  the  distinguished  Senator 
from  New  York. 

Mr.  JAVTTS.  Mr.  President,  I  shall 
support  the  tax  bill  with  no  illusions.  I 
shall  do  so  because  I  think  it  is  im¬ 
portant  as  a  minimum  measure  in  con¬ 
nection  with  what  needs  to  be  done  if 
we  really  want  to  meet  the  challenge  of 
endemic  unemployment  and  poverty. 
The  evidence  shows  that  the  war  on  pov¬ 
erty  will  be  a  pretty  slim  war  if  all  we 
seek  to  base  it  on  is  what  the  President 
has  asked  for  in  his  budget  specifica¬ 
tions.  Far  more  must  be  done  if  we  are 
to  make  headway  on  either  problem. 

One  of  the  most  important  elements 
of  an  effective  progrom  should  be  ac¬ 
celerated  action  in  respect  to  retraining, 
far  beyond  what  has  been  scheduled  for 
fiscal  year  1965.  We  are  retraining  only 
15  percent  of  those  who  need  retraining. 
It  is  essential  that  we  enlist  the  full  re¬ 
sources  of  the  private  enterprise  system 
in  this  program,  because  only  private 
enterprise  can  do  that  job  and  must  be 
brought  into  it. 

Next,  there  must  be  incentives  for 
plant  modernization  and  a  tax  incentive 
for  exports.  We  must  accelerate,  extend, 
and  expand  Federal  assistance  to  voca¬ 
tional  and  technical  education  programs. 

A  commission  on  automation  must  be 
established  to  make  urgent  recommen¬ 
dations  in  this  critical  area  and  to  pro¬ 
vide  for  the  transition  of  workers  and 
business  to  automation. 

Legislation  is  needed  to  modernize  the 
antitrust  laws.  Such  legislation  is  pend¬ 
ing.  U.S.  private  enterprise  must  be 
brought  effectively  into  foreign  aid.  A 
top  committee  to  do  this  is  called  for  by 
the  Foreign  Assistance  Act  of  1963,  but 
has  not  yet  been  named. 


Another  incentive  is  a  fair  employ¬ 
ment  practices  law  to  deal  with  discrimi¬ 
nation  in  employment,  which  is  con¬ 
tained  in  the  civil  rights  bill  that  will 
soon  be  coming  over  from  the  House; 
and  we  must  enact  permanent  Federal 
standards  of  unemployment  compensa¬ 
tion. 

If  we  had  all  these  incentives,  there 
would  be  a  reasonable  chance  to  get  on 
top  of  our  balance-of-payments  and 
other  economic  difficulties,  including 
endemic  unemployment.  If  we  do  not, 
then  it  seems  to  me  the  risk  of  a  tax  cut 
will  not  have  paid  off  adequately. 

Mr.  ALLOTT.  Mr.  President,  from 
the  time  that  a  tax  cut  was  first  pro¬ 
posed  to  Congress  last-  year,  I  have  taken 
the  position  that  while  expenditures  by 
the  Federal  Government  exceeded  in¬ 
come  by  such  a  great  margin,  we  simply  * 
could  not  afford  to  cut  our  revenues  fur¬ 
ther  by  lowering  tax  rates.  I  have  said 
that  I  would  want  to  see  some  proof  of 
the  promises  we  have  heard — promises 
that  if  the  tax  cut  were  adopted  we 
would  not  be  financing  such  a  cut  simply 
by  increasing  the  public  debt. 

Last  month  Congress  received  from 
the  President  assurances  that  expendi¬ 
tures  would  be  held  down,  and  he  trans¬ 
mitted  to  us  a  budget  which — if  we  are 
to  take  it  at  face  value — contemplates 
spending  $500  million  less  in  fiscal  year 
1965  than  we  will  spend  in  fiscal  year 
1964.  He  tells  us,  too,  that  if  the  tax 
cut  is  granted,  our  economy  will  gener¬ 
ate  enough  new  growth  to  make  up  the 
difference  in  tax  loss,  over  the  long  run. 
Hence,  I  intend  to  vote  for  the  bill  now 
pending.  AD  of  us  realize  that  the  high 
rates  at  which  we  are  taxed  have  limited 
growth  potential  of  our  economy.  We — 
all  Americans — have  carried  this  tre¬ 
mendous  tax  load  for  many  years  now. 
Accepting  the  President’s  promise  to 
keep  expenditures  down,  I  feel  the  time 
has  come  to  lighten  that  load.  In  do¬ 
ing  so,  I  am  hopeful  that  the  predictions 
which  we  have  all  read  and  heard  will 
come  true — that  releasing  the  economic 
growth  potential  from  the  drag  of  exor¬ 
bitantly  high  tax  rates  will  in  fact  lead 
to  further  solid  growth  of  our  economy, 
and  eventually  allow  us  to  recoup  the 
losses. 

Perhaps  we  have  seen  some  evidence 
that  Congress,  too,  will  do  its  part  in 
keeping  expenditures  down.  During  the 
long  session  of  last  year  we  made  sub¬ 
stantial  reductions  in  the  President’s 
budget  requests,  and  this,  I  feel,  was  in 
some  part  due  to  an  awareness  that  a 
tax  cut  was  impending.  I  take  this  as 
evidence  that  if  we  seriously  believe  this 
tax  cut  to  be  worthwhile,  we  can  keep  ex¬ 
penditures  down — for  all  of  us  must  real¬ 
ize  that  we  cannot  continue  forever  on 
deficit  spending. 
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And  let  me  serve  notice  here  and  now 
that  I  shall  do  everything  in  my  power 
to  see  to  it  that  those  promises  are  made 
good — that  spending  is  kept  down.  I 
feel  certain  that  there  are  others  in  the 
Chamber  today  who  feel  as  I  do — that  in 
reliance  on  the  President’s  assurances  to 
us,  we  will  give  the  people  the  tax  cut 
that  has  been  requested,  but  that  new 
programs,  especially,  and  new  requests 
for  money,  will  be  carefully  scrutinized. 

I  do  believe  that  there  is  great  growth 
potential  in  our  economy  which  has  been 
stunted  by  the  tremendous  tax  burden 
we  have  been  carrying.  Therefore,  re¬ 
lying  on  the  President’s  assurances  that 
he  will  be  fiscally  responsible  in  the  bud¬ 
gets  which  he  asks  us  to  approve,  I  shall 
cast  my  vote  in  favor  of  the  pending  bill 
based  on  the  statements  of  the  President, 
my  own  determination  to  hold  costs 
down,  and  what  I  feel  will  be  the  deter¬ 
mination  of  Congress  to  do  the  same. 

Mr.  DOMINICK.  Mr.  President,  I 
have  decided  to  vote  in  favor  of  the  tax 
bill  for  two  reasons:  First,  the  present 
tax  rates  are  confiscatory  in  character, 
restrict  risk  capital,  deter  expanding  job 
opportunities  and  there  is  a  real  need  for 
substantial  downward  revision. 

Second,  Congress  has  made  progress  in 
reducing  the  proposed  budget  of  former 
President  Kennedy  and  will  carefully 
scrutinize  the  proposed  1965  budget  of 
President  Johnson.  If  we  can  continue 
to  cut  back  spending,  real  progress  will 
be  made.  I  am,  however,  skeptical  of  this 
administration’s  so-called  economy  pro¬ 
gram  particularly  when  viewed  in  the 
light  of  the  vast  new  Federal  program 
which  the  President  is  demanding.  Even 
a  quick  review  will  show  that  if  these 
programs  are  passed  by  Congress,  the 
inevitable  enormous  deficit  will  sharply 
jeopardize  the  remaining  42  cents  of 
value  in  our  dollar. 

In  my  judgment,  Mr.  President,  four 
serious  mistakes  have  been  made  in  this 
tax  bill.  First  it  gives  very  little  as¬ 
sistance  to  the  middle  income  group, 
earning  from  $4,000  to  $15,000  per  year. 
A  tax  credit  to  assist  these  people  in  pay¬ 
ing  for  the  cost  of  higher  education  was 
urgently  needed  and  the  administra¬ 
tion’s  opposition  which  defeated  the 
proposal  seems  indefensible. 

The  retail  excise  taxes  imposed  as  war- 
tne  emergencies  should  have  been 
ei'\  mated  in  accordance  with  our 
presses.  Failure  to  do  so  is  a  breach 
of  faith  with  the  consumers  who  pay 
them,  ve  retailers  who  collect  them  and 
the  Stai^  which  should  be  able  to  use 
this  revenat  for  local  projects. 

Third,  tht  vx  cuts  should  have  been 
coupled  with  ^striction  on  spending. 
This  would  havt  caused  a  far  greater 


pressure  from  the  people  of  the  country 
to  control  the  spending  level  which  is 
presently  absorbing  so  much  of  their 
earnings. 

[P.  2296 ] 

Finally,  the  withholding  tax  rate  is  in¬ 
sufficient  to  provide  for  the  average  taxes 
to  be  collected  from  the  vast  majority 
of  the  taxpayers.  Most  taxpayers  will 
find  it  difficult  if  not  impossible,  to  pay 
the  additional  taxes  which  will  be  due 
in  April  1965  over  and  beyond  the 
amount  which  will  be  withheld.  We  in 
Colorado  suffered  through  this  once  be¬ 
fore  on  a  State  level.  As  before,  this 
inequity  will  not  show  up  until  after  the 
election  this  fall  in  the  cynical  hope  that 
it  will  then  be  too  late  to  change  the 
election  results. 

I  am  hopeful  that  we  can  continue  to 
pound  these  points  home  to  improve  the 
present  tax  structure  while  cutting 
down  in  Federal  spending  programs. 

Mr.  S TENNIS.  Mr.  President,  every 
Member  of  this  body  would  like  for  every 
taxpayer  to  have  the  benefit  of  a  true  and 
lasting  tax  reduction.  Every  Member 
would  like  to  support  a  bill  for  tax  reduc¬ 
tion. 

The  facts  of  the  case,  however,  do  not 
justify  the  willful  cutting  off  of  funds 
coming  into  the  Treasury  which  are 
necessary  to  pay  the  bills  and  expenses 
of  the  Government  which  are  incurred 
from  month  to  month. 

In  times  anything  like  normal  I  am 
convinced  that  the  only  honest  way  to 
reduce  taxes  is  to  first  reduce  expendi¬ 
tures.  Until  the  reductions  in  expendi¬ 
tures  are  sufficient  to  justify  a  tax  reduc¬ 
tion,  there  should  be  no  tax  reduction. 

Let  us  look  at  the  facts. 

According  to  the  estimates  for  revenue 
for  fiscal  year  1964 — with  the  proposed 
tax  reduction  in  effect — we  are  going  to 
take  in  $93  billion.  During  this  same 
period  we  are  going  to  spend  $97.9  bil¬ 
lion^  This,  of  course,  means  that  we 
must  go  out  and  borrow  $4.9  billion — $4.9 
billion  which  someone  at  some  time  will 
have  to  pay  back,  and  with  interest. 

True,  we  have  planned  some  reduc¬ 
tions  in  expenditures — but  at  present 
estimates,  these  reductions  will  cause  our 
expenses  to  be  only  $500  million  less 
than  for  the  last  fiscal  year.  The  De¬ 
partment  of  Defense,  under  Mr.  McNa¬ 
mara’s  fine  direction,  has  made  some 
appreciable  savings  which  have  already 
been  taken  into  account.  In  view  of  the 
enormous  cost  of  weapons  and  the  grow¬ 
ing  cost  of  each  individual  maintained 
by  the  military  departments,  I  doubt 
there  can  be  any  appreciable  further 
savings  in  the  next  few  years  ahead. 
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BUDGET  DEFICIT  FOR  FISCAL  YEAR  1962, 

$6.4  BILLION 

Mr.  President,  the  expected  deficit  for 
the  current  fiscal  year — 1964 — is  $11 
billion.  For  fiscal  year  1963,  our  deficit 
was  $6.3  billion.  This  means  that  within 
only  2  years  we  have  added  $17.3  billion 
to  our  national  debt.  Further,  this 
means  that  we  have  spent  $17.3  billion 
which  we  did  not  have  and  which  we 
had  to  go  out  in  the  markets  and  borrow. 
For  the  fiscal  year  1962,  our  deficit  was 
$6.4  billion.  For  fiscal  year  1965,  the 
estimated  deficit  is  $4.9  billion.  Wit¬ 
nesses  before  the  committee  estimate 
there  will  be  a  deficit  in  fiscal  year  1966, 
and  also  a  deficit  for  fiscal  year  1967. 
Thus,  the  total  deficit — estimating  fiscal 
year  1966  and  fiscal  year  1967 — for  these 
6  consecutive  years  will  be  more  than 
$35  billion.  During  all  of  these  years 
we  of  course  have  had  the  cold  war. 
But  we  have  not  had  a  shooting  war, 
and  the  gross  national  product  has  been 
progressively  larger  each  year,  and  is 
now  larger  than  at  any  time  in  the  his¬ 
tory  of  our  Nation.  This  means  that 
during  this  entire  period  business  has 
been  relatively  good. 

During  these  6  years,  many  of  us  in 
the  Congress  have  tried  to  do  something 
about  the  ever-increasing  Federal  expen¬ 
ditures.  We  have  tried  to  reduce  appro¬ 
priations.  During  the  last  calendar 
year,  the  Congress  reduced  the  requests 
for  appropriations  and  requests  for  au¬ 
thorizations  by  more  than  $6  billion.  I 
am  glad  to  have  been  a  part  of  this 
effort.  This  is  all  creditable,  but  as  yet 
the  reductions  effected  have  not  been 
sufficient  to  justify  a  tax  reduction. 

The  estimated  income  of  $93  billion  for 
fiscal  year  1965  is  the  highest  in  all  his¬ 
tory.  Still,  we  will  nevertheless  have  a 
planned  deficit  of  more  than  $4.9  billion. 
It  is  said  that  it  is  proper  and  wise  to 
make  the  tax  reduction  and  thereby  in¬ 
crease  the  revenue.  I  seriously  doubt 
that  this  result  can  be  brought  about  at 
all.  Certainly,  it  will  not  be  brought 
about  for  any  length  of  time — and  we 
will  fall  back  into  even  deeper  deficits 
than  heretofore. 

During  all  votes  on  the  amendments, 
I  voted  to  protect  the  Integrity  of  our 
fiscal  affairs.  Some  amendments  had 
merits  that  I  would  have  liked  to  have 
supported  but  being  against  the  bill,  I 
felt  compelled  to  vote  against  the  amend¬ 
ment  which  would  further  increase  the 
deficit. 

What  is  actually  needed  is  some  belt- 
tightening.  This  is  the  very  thing  that 
we  as  a  people  are  not  willing  to  do. 
Furthermore,  I  am  satisfied  that  this 
unending  series  of  deficits  will  neces¬ 
sarily  cause  inflation,  the  injurious  effect 


of  which  will  far  outweigh  any  relatively 
small  savings  in  immediate  reductio  n'  in 
taxes.  In  fact  inflation  and  runs  way 
prices  are  the  grave  and  serious  th.  (at 
of  our  times. 

We  should  be  willing  to  slow  do\u 
some  and  pay  the  price  of  sound  final  z  • 
ing  in  our  national  affairs.  We  mu; 
not  continue  to  pass  on  the  bills  we  a:  t 
making  to  future  generations  to  pay. 
Not  only  is  this  unfair  and  unsound,  bu ; 
as  a  nation  we  are  thus  falling  into  i 
habit  that  will  eventually  destroy  us. 

Our  first  duty  is  to  maintain  sound 
fiscal  affairs.  Upon  this  rest  our  integ¬ 
rity,  our  strength,  and  our  security. 

I  shall  vote  against  this  bill  as  a  part 
of  maintaining  the  integrity  of  fiscal 
affars  and  the  financial  structure  of  our 
public  debt  which  is  already  over  $310 
billion  and  still  rising. 

Mr.  HRUSKA.  Mr.  President,  foi 
about  a  week  we  have  been  laboring  on 
legislation  in  H.R.  8363  ostensibly  de¬ 
signed  to  give  the  American  taxpayer 
some  measure  of  relief  in  the  form  of  a 
tax  cut.  We  have  been  told  by  the  pro¬ 
ponents  of  the  bill  that  this  is  necessary 
to  stimulate  the  Nation’s  economy  and 
to  provide  additional  opportunity  for 
economic  growth.  The  reasons  stated 
have  been  many,  but  I  have  not  been  able 
to  accept  the  reasoning  offered  by  the 
proponents. 

After  thoughtful  consideration  of  the 
problem  under  debate  and  the  action 
taken  by  this  body,  I  can  only  conclude 
that  this  is  unwise  legislation  which  will 
not  achieve  the  objectives  of  providing 
incentive  for  future  investment  by  in¬ 
dividual  taxpayers  and  industry  to  stimu¬ 
late  economic  growth.  Further,  this  bill 
is  Inflationary  and  will  have  an  unde¬ 
sired  effect  on  our  economy.  And  most 
importantly,  it  will  not  solve  nor  appre¬ 
ciably  relieve  the  unemployment  prob¬ 
lem. 

Under  these  circumstances,  I  have  no 
alternative  but  to  vote  against  this  bill. 
It  is  heartening  in  this  regard  to  be  able 
to  report  that  heavy  correspondence  re¬ 
ceived  from  my  constituents  by  vast  ma¬ 
jority  bears  me  out  in  my  decision  to  fol¬ 
low  this  course  of  action. 

WORDS  NOT  DEEDS 

Many  of  us  were  pleased  to  note  the 
President’s  statement  that  substantial 
reduction  of  Government  spending  could 
be  achieved  under  his  administration. 
But  the  words  have  yet  to  be  matched 
with  deeds. 

We  are  being  told,  Mr.  President,  that 
we  must  relearn  our  economic  theories. 
We  are  being  told  that  our  Government 
can  continue  to  spend  more  than  it  re¬ 
ceives.  We  are  being  told  that  taxes  can 
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be  reduced  and  that  through  this  action 
great  benefits  will  accrue  to  our  tax¬ 
payers  and  the  Nation,  that  business  In¬ 
vestment  will  be  stimulated  causing  an 
expansion  In  plant  facilities  and  a  con¬ 
sequent  Increase  In  job  opportunities  and 
of  tax  revenues. 

This  Senator  does  not  care  for  the  dis¬ 
tinction  between  active  and  passive  def¬ 
icits.  Such  a  distinction  does  not  fool 
the  people  because  they  know  that  a  def¬ 
icit  must  be  paid  eventually  and  that,  if 
It  is  not  paid,  our  debt  limit  will  have  to 
be  raised  again.  Also,  as  a  consequence, 
the  Interest  charges  on  the  deficit  will  be 
Increased.  Inflation  will  continue  to 
grow. 

Many  members  of  the  public  and  many 
legislators  believe  that  a  tax  cut  might 
be  appropriate  If  spending  were  cut  back 
or  even  held  down,  but  every  Indication 
today  points  precisely  in  the  other  direc¬ 
tion.  The  simple  fact  Is  that  we  have  not 
earned  a  tax  reduction. 

BILL  LACKS  REFORMS 

The  present  bill  does  not  provide  re¬ 
forms  for  our  tax  structure.  This  body 
at  the  insistence  of  the  administration 
has  defeated  many  incentive  provisions 
sought  by  various  amendments.  Some 
of  these  provisions,  such  as  the  dividend 
credit  and  the  excise  tax  cuts,  would 
have  directly  and  greatly  benefited  the 
consumer  and  the  economy. 

The  present  bill  was  originally  con¬ 
ceived  as  a  measure  which  would  take 
effect  in  three  stages  over  a  period  of 
several  years.  This  was  President  Ken¬ 
nedy’s  plan.  It  has  been  abandoned. 
Now  we  find  that  the  entire  cut  is  to 
take  effect  immediately.  There  are  grave 
and  justifiable  fears  that  we  will  regret 
our  actions  later  on,  for  the  impact  of 
the  bill  will  be  felt  too  soon  and  in  much 
greater  measure  than  was  earlier  antici¬ 
pated.  The  effect  will  be  inflationary, 
bringing  with  it  many  other  serious 
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problems  at  a  very  early  date  after  the 
first  year. 

If  this  bill  is  enacted,  a  large  group  of 
taxpayers  will  be  eliminated  from  any  tax 
whatsoever.  Approximately,  one  and  a 
half  million  taxpayers  will  go  off  the  tax 
roll.  I  believe  that  almost  all  our  citizens 
should  bear  some  tax  responsibility  to 
the  Federal  Government  even  though  it 
is  a  small  amount  of  money. 

Many  have  said  in  the  debate  that  en¬ 
actment  of  this  legislation  would  be  a 
step  forward  in  that  it  would  constitute 
a  simplification  of  the  tax  laws.  I  re¬ 
gret  this  is  not  the  case.  To  anyone  who 
has  studied  the  bill  it  is  clearly  appar¬ 
ent  that  the  legislation  is  extremely  com¬ 
plicated. 


STEALING  FROM  OUR  GRANDCHILDREN 

Many  citizens  of  Nebraska  have  been 
concerned  about  the  size  of  our  Federal 
debt,  now  in  excess  of  $300  billion.  This 
is  a  tremendous  amount  of  money.  Over 
the  years  no  substantial  effort  has  been 
made  to  decrease  this  debt.  Recently, 
Mr.  Maurice  H.  Stans  stated  that: 

The  total  of  all  present  debts,  commit¬ 
ments  and  accrued  liabilities  of  the  Federal 
Government — such  as  would  appear  on  the 
financial  statement  of  a  business — is  now  in 
excess  of  $1  trillion.  This  is  about  $21,000 
for  every  family  of  four  in  the  country.  Is 
it  right  to  add  to  this  each  year  for  the  sake 
of  testing  will-o’-the-wisp  experiments  that 
include  semantic  absurdities  like  calling  a 
present  deficit  a  down  payment  of  future 
surpluses?  Or  is  former  President  Eisen¬ 
hower  right  in  saying  that  “we  are  stealing 
from  our  grandchildren  in  order  to  satisfy 
our  desires  of  today,”  and  that  it  is  “down¬ 
right  robbery  for  my  Government  to  decide 
on  policies  that  are  merely  certain  to  shorten 
progressively  the  monetary  yearstick  so  that 
when  I  received  my  annuity  or  savings  I 
would  get  ‘dollarettes’ — worth  only  half  or  a 
fourth:  as  much  as  today’s  dollars?” 

I  agree  with  Mr.  Stans  and  former 
President  Eisenhower  that  we  are  leav¬ 
ing  a  legacy  of  heavy  indebtedness  to 
our  children  and  grandchildren  which  is 
most  undesirable. 

We  have  continued  throughout  recent 
years  to  pile  up  deficit  after  deficit.  We 
have  actually  planned  these  deficits. 
The  time  to  meet  this  problem  is  now. 
We  must  achieve  some  measure  of  finan¬ 
cial  stability  and  integrity. 

'i’ax  relief  is  something  which  every¬ 
one  hopes  for,  but  taxes  will  remain  high 
until  we  achieve  greater  progress  in 
managing  the  fiscal  affairs  of  our  Gov¬ 
ernment.  We  must  reduce  our  high  ex¬ 
penditures  and  we  must  strive  toward  a 
balanced  budget.  Under  such  conditions 
a  meaningful  tax  cut  could  take  place. 
A  tax  cut  should  be  earned,  but  this  one 
certainly  has  not  been. 

BROKEN  PROMISES  ON  1964  BUDGET 

The  American  public  has  high  on  its 
list  of  requirements  for  our  national 
fiscal  policy  the  principle  that  Govern¬ 
ment  expenditures  be  held  down.  Also 
high  on  the  list  is  the  requirement  that 
a  tax  cut  must  be  earned  by  actually 
practicing  fiscal  responsibility,  not 
merely  by  words. 

The  administration  recognizes  this 
state  of  the  public  mind.  Proof  of  this 
is  found  in  the  late  President  Kennedy’s 
constant  assurance  to  the  public  that  ex¬ 
penditures  in  the  present  fiscal  year,  end¬ 
ing  June  30,  1964,  would  not  exceed  the 
level  of  fiscal  1963  expenditures  except  in 
the  fields  of  defense,  space,  and  interest 
on  the  public  debt.  He  stressed  this 
point  in  his  message  on  the  budget.  He 
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made  repeated  promises  that  it  would  be 
achieved. 

The  Johnson  administration  now 
comes  forward  with  a  spending  budget 
of  $97.9  billion  with  the  claim  that  this 
figure  is  $500  million  lower  than  the 
spending  figure  for  the  current  fiscal 
year.  It  fs  upon  this  fact  that  great 
reliance  is  placed  by  President  Johnson 
in  insisting  that  a  tax  cut  is  is  order. 
In  effect,  he  is  saying,  “We  are  doing  our 
share  by  holding  the  Federal  expendi¬ 
tures  down.  Hence,  we  ask  the  public  to 
accept  our  tax  cut  bill.” 

But  the  plain  fact,  Mr.  President,  is 
that  the  fiscal  1965  budget  is  higher,  not 
lower  than  the  current  year.  It  calls  for 
higher,  not  lower  appropriations  which 
the  budget  calls  “new  obligational  au¬ 
thority.” 

Contrary  to  the  President's  claim  that 
this  1965  budget  is  below  the  magic  mark 
of  $100  billion,  the  plain,  in  inescapable 
fact  is  that  It  is  above  that  figure.  The 
proposed  fiscal  1965  budget  calls  for  more 
expenditures  than  this  fiscal  year,  not 
less. 

These  statements,  Mr.  President,  are 
serious  and  they  are  far  reaching.  They 
are  based  not  only  on  analysis  of  the 
present  budget  document  but  are  sup¬ 
ported  by  the  keen,  perceptive  appraisals 
made  by  several  outstanding  authorities 
including  the  Honorable  Clarence  Can¬ 
non  of  Missouri,  chairman  of  the  House 
Appropriations  Committee,  and  the  con¬ 
clusions  which  Mr.  Cannon  drew  after  he 
had  carefully  studied  the  fiscal  1965 
budget  document. 

Speaking  in  the  House  of  Representa¬ 
tives  on  January  21,  Mr.  Cannon  docu¬ 
mented  his  conclusions  most  thoroughly. 
With  his  experience  of  over  40  years  in 
the  House  and  his  standing  as  perhaps 
the  Congress’  leading  authority  on  ap¬ 
propriations,  we  can  accord  his  words 
complete  faith  and  credit. 

CHAIRMAN  CANNON’S  WARNING 

Mr.  President,  I  recommend  strongly 
to  all  of  my  colleagues  the  careful  read¬ 
ing  of  Mr.  Cannon's  speech  which  ap¬ 
pears,  starting  at  page  681,  in  the  Con¬ 
gressional  Record  for  January  21,  1964. 
Here  are  a  few  excerpts: 

Contrary  to  impressions,  this  budget  (fiscal 
1966)  is  higher,  not  lower,  than  the  current 
year.  It  calls  for  higher,  not  lower  appro¬ 
priations — the  budget  calls  it  “new  obliga¬ 
tional  authority.” 

Contrary  to  impressions,  this  budget  is 
above,  not  below,  the  magic  mark  of  $100  bil¬ 
lion.  This  is  the  third  straight  year  the  ask¬ 
ing  price  in  obligational  authority  in  the 
President’s  budget  crosses  the  $100-billion 
mark. 

This  budget,  while  commendable  in  many 
respects,  does  not  point  to  any  lasting  re¬ 


versal  of  the  upward  trend  of  Federal 
spending. 

This  budget,  if  adopted  as  presented,  sows 
the  seeds  of  increased  spending  in  the  future 
by  asking  for  higher  appropriations. 

It  is  actively  misleading  to  regard  this 
budget  as  being  below  the  $100  billion  mark. 
To  the  contrary,  this  is  the  third  successive 
one  above  that  peacetime  record  amount. 
New  obligating  authority  actually  enacted 
for  fiscal  1963  was  above  that — $102,283  mil¬ 
lion,  according  to  today’s  budget.  The 
President,  in  today’s  recommendations,  pro¬ 
poses  that  we  go  over  that  mark  for  fiscal 
1964— to  $102,554  million.  He  also  proposes, 
as  noted,  that  we  go  on  up  to  $103,789  million 
for  fiscal  1965. 

It  should  be  borne  in  mind,  Mr.  Presi¬ 
dent,  those  words  were  spoken  by  a  man 
now  in  his  85th  year  and  continuously  a 
Member  of  Congress  since  1923,  who  has 
devoted  his  entire  adult  life  to  facts  and 
figures  in  this  Federal  fiscal  and  finan¬ 
cial  field.  No  one  challenges  the  degree 
of  truth  and  factual  knowledge  of  Chair¬ 
man  Cannon.  And  these  conclusions  on 
his  part  certainly  fly  flatly  and  forcefully 
into  the  face  of  the  statement  by  other 
high  governmental  officials  that  the  fiscal 
1965  budget  is  $500  million  lower  than 
the  present  fiscal  year  of  1964.  It  simply 
is  not. 

TAX  CtJT  NOT  JUSTIFIED 

Mr.  President,  the  point  is  not  only 
that  it  is  actively  misleading  to  regard 
this  budget  as  being  below  the  $100  bil¬ 
lion  mark.  The  vital  point  is  that  the 
attempted  justification  for  the  tax  cut — 
namely,  that  spending  is  holding  the  line 
in  the  Federal  1965  budget — is  totally 
lacking  in  truth  and  in  fact.  It  just  does 
not  exist. 

There  can  be  no  question  that  the  1965 
budget  will  meet  the  same  fate  as  the 
1964  budget,  by  a  heavy  overspending 
over  its  estimates. 

Let  us  recall  again  that  the  original 
declaration  and  many  subsequent  prom¬ 
ises  of  the  late  President  Kennedy  were 
that  spending  other  than  defense,  space, 
and  interest  would  be  held  below  fiscal 
1963  levels.  This  was  apparently  true 
for  the  first  5  months  of  fiscal  1964;  from 
July  1  to  December  1.  But  it  is  clear  that 
the  policy  of  holding  below  1963  levels 
no  longer  obtains.  The  present  estimate 
for  spending  in  fiscal  1964  for  all  pur¬ 
poses  other  than  defense,  space,  and  in¬ 
terest  is  more  than  $650  million  higher 
than  fiscal  1963.  Bear  in  mind  in  this 
connection  that  the  total  of  supplemental 
appropriation  bills  on  which  the  Con¬ 
gress  will  be  asked  to  act  for  fiscal  1964 
comes  to  a  little  over  $4.25  billion. 

Bear  in  mind  also  that  the  growth 
potential  for  the  fiscal  1965  budget  is 
even  greater  than  the  present  fiscal  1964 
budget. 
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THIRTEEN  NEW  SPENDING  PROGRAMS 

The  1965  budget  proposes  at  least  13 
new  spending  programs  of  fiscal  signifi¬ 
cance  which  are  identifiable  by  proposed 
new  appropriations  in  the  administrative 
budget,  and  for  which  basic  legislation 
must  be  enacted  if  they  are  to  be  put  into 
operation.  The  total  new  obligational 
authority  commitment  proposed  in  the 
budget  for  these  13  programs  is  over  $3.3 
billion.  Only  about  $450  million  of  this 
vast  sum  is  to  be  assigned  through  sup¬ 
plemental  appropriations  to  fiscal  1964. 
About  $2.9  billion  would  be  assigned  to 
fiscal  1965.  It  is  estimated  that  the  total 
expenditures  for  the  initiation  of  these 
13  programs  for  fiscal  1965  will  come  to 
at  least  $1.6  billion. 

It  is  no  wonder  that  in  his  speech  of 
January  21,  Congressman  Cannon 
stated : 

And  from  a  brief  look  at  the  list  of  new 
propositions  of  legislation  for  new  activities 
in  today’s  budget  (fiscal  1966),  is  there  any 
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doubt  but  that  succeeding  budgets  will  ask 
for  still  higher  amounts? 

New  programs  not  uncommonly  began 
modestly  and  then  invariably  accelerated. 

Mr.  President,  this  administration  is 
committed  to  even  greater  spending  this 
next  fiscal  year  than  ever  before  in  our 
peacetime  history.  That  spending  will 
necessarily  and  inescapably  occur  at  a 
much  higher  level  than  in  last  year’s 
budget  or  the  present  year’s  budget.  At 
the  same  time  it  proposes  to  reduce  the 
taxes  and  the  revenues  of  the  Federal 
Treasury. 

This  is  an  unsound  and  unwise  policy. 
It  will  be  highly  detrimental  to  all  of  the 
191  million  citizens  of  the  Republic. 

This  Senator  is  opposed  to  such  an 
irresponsible  policy  and  unwise  course. 
I  shall  vote  against  the  bill. 

Mr.  BREWSTER.  Mr.  President,  we 
are  now  concluding  a  long  but  fruitful 
debate  on  a  measure  of  great  importance 
to  our  national  economic  growth,  and  to 
each  taxpayer  of  this  great  Nation. 

I  should  like  to  join  with  my  colleagues 
in  a  tribute  to  the  distinguished  floor 
leader  of  this  bill,  the  junior  Senator 
from  Louisiana  [Mr.  Long],  His  skillful 
management  of  the  most  complex  legis¬ 
lative  proposal  to  be  considered  by  this 
Congress  deserves  the  highest  praise. 

Mr.  President,  on  April  23  and  again 
on  June  6,  I  spoke  here  on  the  floor  in 
support  of  the  proposed  program  of  tax 
reduction.  I  am  as  convinced  now  as  I 
was  then  of  the  stimulating  effect  these 
reductions  will  have  on  consumer  de¬ 
mand,  capital  investment,  and  economic 
growth.  This  encouragement  to  expan¬ 


sion  promises  to  be  the  most  effective 
attack  we  could  make  on  the  problem  of 
chronic  unemployment. 

For  the  past  5  years,  between  5  and  7 
percent  of  our  labor  force  has  been  un¬ 
employed,  too  large  a  portion  of  our  ex¬ 
isting  plant  capacity  has  been  idle,  and 
our  Federal  budget  has  been  in  deficit. 

The  cost  of  this  underutilization  of  our 
manpower  and  productive  capacity  is 
staggering.  Our  gross  national  product 
is  $30  billion  below  what  it  could  be. 

At  long  last,  with  the  passage  of  this 
bill,  the  private  sector  of  our  economy 
will  be  freed  of  the  stifling  effects  of  tax 
rates  that  have  consistently  braked  ex¬ 
pansion,  reduced  potential,  handicapped 
enterprise. 

To  catch  up,  we  have  now  committed 
ourselves  to  strengthening  the  private 
sector  of  our  economy.  We  did  not  take 
the  costly  pump-priming  route  by  in¬ 
creasing  Government  expenditures,  arti- 
fically  generating  economic  activity.  In¬ 
stead,  we  reaffirmed  our  faith  in  the 
private  enterprise  system  by  giving  it 
the  opportunity  to  respond  to  our  needs. 

This  tax  program,  as  a  result  of  the 
economic  stimulus  stemming  from  the 
reduction  of  individual  and  corporate 
income  taxes  by  a  net  total  of  $11.6  bil¬ 
lion,  will  raise  the  level  of  our  economic 
activity.  It  will  help  to  provide  more 
jobs,  more  wages  and  salaries,  more  prof¬ 
its  and,  finally,  more  tax  revenues  to 
bring  our  Federal  budget  into  ultimate 
balance. 

In  my  own  State  of  Maryland,  total 
individual  income  is  expected  to  rise  by 
$580  million  in  1964  as  a  result  of  these 
tax  reductions. 

The  reductions  in  individual  rates — 
amounting  to  $9.3  billion — will  immedi¬ 
ately  create  increased  consumer  pur¬ 
chasing  power.  This  increased  purchas¬ 
ing  power  will  trigger  expanded  produc¬ 
tion.  Idle  plants  will  come  back  into 
operation.  Idle  manpower  will  be 
recalled. 

With  the  increased  production  will 
come  increased  profits.  Increased  prof¬ 
its  and  the  lower  tax  rates  on  corpora¬ 
tions  and  unincorporated  business — 
amounting  to  $2.4  billion  annually — will 
provide  additional  funds  and  increased 
incentives  for  expansion  and  moderniza¬ 
tion. 

Modern  equipment  and  techniques  are 
essential  for  a  company,  an  industry,  a 
nation,  if  it  hopes  to  compete  success¬ 
fully  in  domestic  and  world  markets. 
This  tax  bill,  the  investment  credit  pro¬ 
visions  of  the  1962  bill,  and  the  revised 
depreciation  schedules,  will  stimulate 
our  lagging  capital  goods  industry. 

Finally,  higher  employment  rates,  ex¬ 
panded  production,  and  increased  profits 
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resulting  from  tax  reduction  will  gen¬ 
erate  tax  revenues  which  will  make  pos¬ 
sible  an  attack  on  continued  budgetary 
deficits. 

I  am  proud  to  have  given  this  balanced 
tax  program  my  unqualified  support. 
Where  I  have  disagreed  with  the  provi¬ 
sions  of  this  bill  as  reported  by  the  com¬ 
mittee,  I  have  done  so  on  the  basis  of 
firm  conviction  that  the  amendments  in¬ 
troduced  were  meritorious. 

Two  such  amendments  were  those 
designed  to  allow  a  tax  credit  for  ex¬ 
penses  of  higher  education.  In  a  floor 
speech  earlier  this  week,  I  set  forth  in 
detail  my  reasons  for  giving  these  amend¬ 
ments  my  unqualified  support.  I  em¬ 
phasized  my  concern  with  the  failure  of 
this  bill  to  stimulate  investment  in  our 
Nation’s  No.  1  resource,  the  minds  of  our 
young  people. 

I  regret  the  failure  of  these  amend¬ 
ments,  and  hope  that  the  Senate  will  give 
this  proposal  renewed  attention  at  an 
early  date.  It  seems  obvious  to  me  that 
we  must  promote  investment  in  educa¬ 
tion,  for  only  through  education  can  we 
truly  make  progress  in  all  fields  in  the 
years  to  come. 

In  addition,  I  supported  an  amend¬ 
ment  to  assist  manufacturers  in  the  bat¬ 
tle  against  air  and  water  pollution.  The 
principle  of  Federal  assistance  in  the 
control  of  air  and  water  pollution  has 
always  had  my  support.  Foul  air  is  not 
contained  by  city  or  State  boundaries; 
contaminated  water  flows  over  State 
lines  on  its  way  to  the  sea.  Senator 
Ribicoff  proposed  a  means  to  assist 
manufacturers  in  controlling  their  out¬ 
put  of  corrupting  materials  by  allowing 
them  an  extra  7  percent  investment 
credit  for  purchases  of  pollution  control 
equipment.  I  was  pleased  to  support 
this  incentive  to  industry  to  invest  in  the 
air  and  water  pollution  control  facili¬ 
ties  which  are  so  desperately  needed. 
That  this  amendment  was  accepted  by 
the  Committee  and  became  a  part  of  the 
bill  was  a  source  of  satisfaction  to  those 
of  us  who  supported  it. 

Nothing  would  have  pleased  me  more 
than  to  vote  for  every  amendment  which 
would  grant  greater  tax  relief  to  all 
Americans.  I  am  sure  that  all  my  col¬ 
leagues  join  me  in  the  fervent  wish  that 
every  measure  to  further  reduce  the  tax 
burden  on  individuals  and  corporations 
could  have  been  supported  by  each  of  us. 

But  we  are  aware — as  are  most  Amer¬ 
icans — of  the  dreadful  burdens  which 
are  upon  us,  and  which  must  be  sup¬ 
ported  by  our  tax  dollars — the  demands 
of  our  national  defense,  the  necessities 
of  a  strong  economy,  the  ever-present 
danger  of  inflation. 


In  the  broad  area  of  what  might  have 
been — let  me  select  a  few  issues  which 
were  intensely  debated. 

We  might  have  retained  the  4  percent 
dividend  credit  provision  in  our  present 
tax  law.  Instead,  we  voted  its  repeal.  I 
do  not  feel  that  we  have  discriminated 
against  taxpayers  with  dividend  income. 
There  is  no  doubt  that  the  present  4 
percent  dividend  credit  favors  those  in 
the  high-income  brackets.  Repealing  the 
credit  will  mean  an  increase  of  $300  mil¬ 
lion  annually  in  Federal  revenues.  Con¬ 
sidering  the  other  provisions  in  the 
measure  benefiting  shareholders — in¬ 
creasing  the  exclusion  from  $50  to  $100 
and  from  $100  to  $200  for  married 
couples,  the  4-point  corporate  rate  re¬ 
duction,  and  the  lowered  tax  rates  the 
bill  provides — this  legislation  should  not 
mean  a  greater  tax  burden  on  the  in¬ 
vestor. 

We  might  have  repealed  some  $400 
million  in  retail  excise  taxes.  I  opposed 
this  attempt,  even  though  I  have  often 
stated  by  basic  belief  that  wartime  ex¬ 
cise  taxes  are  no  longer  valid  and  should 
be  repealed.  From  the  very  outset,  the 
measure  before  us  has  been  confined  to 
a  revision  and  reduction  in  income  tax 
rates.  At  no  time  have  we  gone  into  the 
separate  matter  of  excise  taxes. 

The  entire  excise  tax  structure  is  a 
complex  one.  Until  such  time  as  both 
Houses  of  the  Congress  have  an  oppor¬ 
tunity  to  review  carefully  the  whole 
structure,  we  should  refrain  from  costly 
piecemeal  adjustments.  This  was  plain¬ 
ly  neither  the  time  nor  the  place  to 
embark  on  a  hastily  considered  revision. 

I  am  pleased  to  note  that  Chairman 
Mills,  of  the  House  Ways  and  Means 
Committee,  has  already  announced  his 
intention  to  hold  public  hearings  on  the 
excise  tax  structure  later  this  year.  I, 
for  one,  welcome  the  hearings  and  the 
analyses  which  will  be  made — and  look 
forward  to  the  time  when  I  can  vote 
“aye”  on  a  repeal  of  these  taxes. 

We  might  also  have  adhered  to  the 
House  bill  in  the  treatment  of  capital 
gains.  Instead,  we  voted  overwhelm¬ 
ingly  to  accept  our  Finance  Committee’s 
version  of  this  portion  of  the  bill — to 
retain  the  present  treatment  of  capital 
gains.  We  recognized  that  the  rate  re¬ 
ductions  which  are  the  backbone  of  this 
bill  will  be  applicable  in  the  case  of  capi¬ 
tal  gains,  and  that  a  substantial  reduc¬ 
tion  in  tax  is  provided  with  respect  to 
these  gains. 

In  one  major  area  the  Senate  and  the 
committee  agreed  on  a  much  needed 
change — in  that  section  of  the  bill  deal¬ 
ing  with  the  taxation  of  sick  pay  benefits. 
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Through  Senator  McCarthy’s  amend¬ 
ment,  a  compromise  between  the  present 
law  and  the  harsh  provisions  of  the  new 
bill  was  reached.  It  is  an  equitable 
solution — and  one  which  had  my  whole¬ 
hearted  support. 

One  of  the  last  amendments  to  be  con¬ 
sidered  was  that  requiring  that  the  entire 
program  of  tax  reduction  for  our  citizens 
be  terminated  if,  in  the  future,  the  Fed¬ 
eral  budget  exceeded  $100  billion. 

The  present  estimated  budget  for  next 
year  is  $97.9  billion.  Unpredictable 
emergencies,  foreign  or  domestic,  could 
lead  to  increases  in  essential  spending, 
particularly  for  defense. 

To  tie  an  entire  program  for  economic 
growth  and  unemployment  reduction  to 
these  unpredictable  exigencies  would 
have  been  a  very  serious  mistake.  We 
would,  in  effect,  place  Khrushchev, 
Castro,  and  Mao  in  control  of  our  do¬ 
mestic  policies.  By  creating  an  emer¬ 
gency  to  which  we  must  respond,  they 
could  torpedo  our  whole  effort  to 
strengthen  our  national  economy. 

This  is  an  initiative  we  must  not  grant 
our  enemies,  no  matter  how  deeply  we 
are  concerned  with  controlling  Govern¬ 
ment  expenditures. 

I  have  continued  to  advocate  reduction 
of  nonessential  Government  spending. 
In  this  important  matter,  I  congratulate 
President  Johnson  on  the  reduced 
budget  he  has  submitted  and  the  efforts 
he  is  continuing  to  make  to  further  re¬ 
duce  the  cost  of  Government. 

We  have  finally  broken  the  logjam  of 
inaction  on  income  taxes,  Mr.  President. 
We  have  written  a  balanced  bill  that  will 
lift  the  repressive  weight  of  income  taxes 
on  our  national  economy.  In  doing  so, 
we  have  made  clear  our  determination 
to  move  our  Nation  forward  to  greater 
economic  strength,  vitality,  growth,  and 
effectiveness.  _ 

Mr.  FONG.  Mr.  President,  I  intend 
to  vote  for  the  pending  tax  reduction 
and  reform  bill  (H.R.  8363) . 

I  have  long  believed  that  Federal  tax 
laws  have  been  an  obstacle  to  greater 
economic  growth  of  our  Nation.  Income 
tax  rates  both  on  individuals  and  busi¬ 
nesses  have  been  too  high  too  long. 
Other  tax  features  have  acted  as  a  drag 
on  economic  expansion  and  job  forma¬ 
tion. 

It  seems  to  me  as  a  general  proposition 
that  we  need  a  two-pronged  approach. 
Income  taxes  on  individuals  should  be 
reduced  so  as  to  stimulate  consumer  buy¬ 
ing. 

At  the  same  time,  taxes  on  business 
should  be  lowered  so  that  business  can 
expand  and  new  businesses  will  be 
formed.  Other  growth  inhibiting 


features  of  our  tax  laws  should  be  modi¬ 
fied  also  to  spur  the  economy. 

In  these  ways,  more  jobs  will  be  created 
for  our  growing  work  force. 

In  deciding  how  much  to  reduce  tax 
rates  and  what  other  tax  changes  to 
make,  we  must  consider  the  total 
financial  picture  of  the  Federal  Govern¬ 
ment.  And  that  picture  has  been  one 
of  steadily  rising  expenditures  result¬ 
ing  in  multibillion-dollar  deficits.  The 
deficit  forecast  by  the  President  for  the 
current  fiscal  year  that  ends  June  30, 

1964,  is  $10  billion.  Another  big  deficit, 
$4.9  billion,  is  predicted  for  fiscal  year 

1965. 

To  finance  tax  reductions  when  the 
Federal  Government  is  so  deeply  in  the 
red  means  Uncle  Sam  will  have  to  borrow 
money  to  pay  its  bills.  If  America  is  to 
maintain  the  value  of  its  dollar  and 
avoid  the  inflationary  aspects  of  deficit 
financing,  the  upward  Federal  spending 
trend  must  be  reversed. 

Both  Congress  and  the  administration 
will  have  to  exert  strong  efforts  to  stem 
the  tide  of  unnecessary  Federal  spending 
to  justify  giving  tax  cuts  of  a  size 
sufficient  to  stimulate  the  economy. 

The  combination  of  lower  Federal 
spending  and  an  economy  stimulated  by 
tax  cuts  would  then  work  toward  clos¬ 
ing  the  dollar  gap  between  Government 
income  and  Government  outgo. 

Thus,  in  supporting  the  pending  bill, 
I  do  so  in  the  full  knowledge  that  a  siz¬ 
able  calculated  risk  is  involved — whether 
the  economy  will  indeed  be  stimulated 
sufficiently  to  yield  total  tax  revenues  of 
$93  billion,  large  enough  to  produce  a 
budget  deficit  no  higher  than  $4.9  billion 
as  predicted  by  the  President  and  large 
enough  eventually  to  get  Government 
finances  into  the  black  once  more. 

This  is  based  also  on  an  assumption 
that  Federal  spending  will  be  no  more 
than  the  President’s  budgeted  total  of 
$97.9  billion  in  1965.  This,  too,  is  a  cal¬ 
culated  risk  and  poses  a  challenge  to  the 
administration  to  hold  the  line. 

After  carefully  considering  the  ad¬ 
vantages  and  the  risks,  I  have  decided 
the  risks  are  supportable. 

I  had  hoped,  however,  that  before  the 
final  vote  on  this  bill  is  taken  that  the 
Senate  would  have  amended  it  in  several- 
important  respects. 

First,  instead  of  repealing  the  4-per- 
cent  tax  credit  on  dividend  income,  as 
the  Finance  Committee  recommended,  I 
had  hoped  the  Senate  would  vote  to  keep 
the  tax  credit  but  establish  a  reasonable 
maximum  total  tax  credit  that  could  be 
taken.  Instead,  by  a  close  vote  of  47  to 
44,  the  Senate  sustained  the  committee. 

The  dividend  provision  approved  pro¬ 
vides  for  raising  the  amount  of  dividend 
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income  allowed  to  be  excluded  to  $100 — 
$200  if  husband  and  wife  each  receive 
dividends — and  for  repealing  the  4-per- 
cent  tax  credit  on  dividend  income  now 
allowed  in  two  steps:  reducing  it  to  2  per¬ 
cent  as  of  January  1,  1964,  and  repeal¬ 
ing  it  entirely  as  of  January  1, 1965. 

The  Treasury  Department  states  these 
new  provisions  would  increase  tax  reve¬ 
nues  by  $300  million  annually. 

The  Treasury  Department  further 
states  that  of  the  6.2  million  taxpayers 
who  receive  dividend  income,  2.5  million 
would  find  their  taxes  increased  under 
the  House  dividend  provisions;  1.7  mil¬ 
lion  taxpayers  would  not  be  affected  as 
their  dividend  Income  is  already  excluded 
under  the  $50  exclusion;  and  only  2  mil¬ 
lion  taxpayers  would  have  their  taxes 
reduced. 

In  other  words,  more  taxpayers  with 
dividend  income  would  be  hurt  than 
helped  by  the  new  dividend  provisions. 
Forty  percent  would  be  hurt,  27  percent 
would  be  unaffected,  only  32  percent 
would  be  helped. 

This  fact,  plus  the  fact  that  investors 
will  have  to  pay  $300  million  more  in 
taxes,  is  directly  contrary  to  the  claimed 
purpose  of  the  bill  to  stimulate  invest¬ 
ments  in  business  and  industry  so  as  to 
create  jobs. 

I  am  concerned  that  these  provisions 
may  work  particular  hardship  on  elderly 
persons  who  rely  on  dividend  income  to 
provide  for  their  daily  needs. 

I  am  also  concerned  that  raising  the 
exclusion  to  $100  and  repealing  the  4- 
percent  tax  credit  may  impose  a  hardship 
on  modest-income  taxpayers  receiving 
dividends.  I  call  the  attention  of  my  col¬ 
leagues  to  page  913  of  the  printed  hear¬ 
ings  of  the  Senate  Finance  Committee 
where  it  was  testified  that: 

The  majority  of  the  investors  on  the  2.5 
million  returns  facing  higher  taxes  are  not 
high-income  shareowners.  Nearly  60  per¬ 
cent  of  them  have  adjusted  gross  income  of 
less  than  $10,000.  Indeed,  a  typical  stock¬ 
holder  (with  an  average  household  income  of 
$8,600)  would  pay  12  percent  more  tax  on 
his  dividends  under  the  $100  exclusion  pro¬ 
posal  than  with  a  4-percent  credit  and  $50 
exclusion. 

Still  another  provision  which  I  believe 
belongs  in  this  bill  is  the  amendment,  No. 
229,  offered  by  the  junior  Senator  from 
Louisiana  [Mr.  Long]  adjusting  the  en¬ 
tertainment  expense  deduction  provision 
of  the  1962  law. 

There  is  no  question  that  the  1962  act 
has  badly  hurt  many  employees  and  in¬ 
dustries  dependent  upon  the  spending  of 
money  by  businessmen  for  business-re¬ 
lated  travel  and  entertainment  expenses. 
The  amendment  is  directed  toward  cre¬ 
ating  stability  in  these  industries  while 
at  the  same  time  providing  needed  pro¬ 
tection  against  abuses. 


I  certainly  do  not  believe  the  American 
taxpayers  should  pick  up  the  tab  for  par¬ 
ties,  lodges,  yachts,  and  other  entertain¬ 
ment  for  the  personal  benefit  of  business¬ 
men. 

On  the  other  hand,  some  travel  and  en¬ 
tertainment  expenses  directly  related  to 
business  should  be  allowable  as  business 
costs.  As  representative  of  a  State  where 
tourism  is  our  largest  income-producing 
industry  next  to  agriculture,  I  am  keenly 
conscious  of  the  importance  of  business 
conventions  and  travel  to  large  numbers 
of  employees,  hotels,  transportation,  res¬ 
taurant,  and  associated  industries. 

The  Finance  Committee  twice  rejected 
amendments  to  ease  the  entertainment 
expense  provision  of  the  1962  act.  But  I 
am  encouraged  that  the  committee  rec¬ 
ognizes  the  problem  and  plans  to  hold 
hearings  later  this  year  on  this  subject. 

In  all  fairness  to  the  committee,  I 
should  mention  that  the  committee  re¬ 
pealed  the  travel  deduction  provision  of 
the  1962  act  under  which  only  the  busi¬ 
ness  costs  of  a  combined  business -pleas¬ 
ure  trip  could  be  deducted  for  Federal  tax 
purposes.  I  hope  this  provision  of  the 
junior  Senator  from  Florida  [Mr. 
Smathers]  will  prevail  in  conference  with 
the  House.  I  believe  it  will  be  very  help¬ 
ful  to  the  tourist  industry  and  related  In- 
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dustries  in  Hawaii  and  in  many  other 
-  areas  of  the  United  States. 

I  was  very  disappointed  that  the  Fi¬ 
nance  Committee  did  not  have  the  time 
to  perfect  and  include  in  this  bill  my 
amendment  to  permit  real  property  tax 
deductions  for  land  lessees.  The  amend¬ 
ment  which  I  introduced — No.  338 — is 
identical  to  S.  344,  a  bill  introduced  ear¬ 
lier  this  year  by  me  with  the  cosponsor¬ 
ship  of  my  colleague  from  Hawaii,  Sena¬ 
tor  Inouye. 

The  amendment  would  permit  an  in¬ 
dividual  who  leases  land  and  uses  that 
land  as  the  site  for  his  residence  to  de¬ 
duct  real  property  taxes  paid  by  him 
which  are  assessed  against  such  land  if 
the  real  property  taxes  must  be  paid  by 
the  lessee  under  the  terms  of  the  lease 
agreement.  The  lease  must  also  be  for 
a  period  of  20  years  or  more. 

Under  present  provisions  of  the  In¬ 
ternal  Revenue  Code,  real  property  taxes 
are  allowed  as  deductions  to  the  tax¬ 
payer  only  if  the  tax  is  owed  and  paid 
by  him. 

Land  in  Hawaii  is  scarce.  There  are 
large  tracts  of  land  in  Hawaii  which  have 
been  subdivided  and  leased  out  as  resi- 
'  dential  districts  for  periods  in  excess  of 
20  years.  In  many  of  the  lease  con¬ 
tracts,  the  lessees  are  required  to  pay  all 
real  property  taxes.  In  such  instances, 
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because  the  lessor  owes  the  tax  but  the 
lessee  is  required  to  pay  it,  neither  party 
is  permitted  to  claim  the  payment  as  a 
deduction  on  his  Federal  income  tax  re¬ 
turn. 

My  amendment  would  correct  this  in¬ 
equity  and  allow  the  lessee  who  is  legal¬ 
ly  oligated  to  pay  the  real  property  taxes 
assessed  against  his  leased  land  and  does 
pay  it  to  claim  such  payments  as  tax 
deductions. 

This  would  also  apply  to  sublessees  if 
their  leases  meet  the  requirements  ap¬ 
plicable  to  prime  lessees — that  is,  if  the 
land  is  used  as  his  residence,  the  lease 
agreement  covers  a  period  of  20  or  more 
years,  and  the  sublessee  is  required  to 
pay  the  real  property  taxes  on  such 
property. 

I  am  pleased  with  the  assurances  of 
the  chairman,  the  able  and  distinguished 
senior  Senator  from  Virginia  [Mr.  Byrd], 
and  of  other  distinguished  members  of 
the  committee  on  both  the  majority  and 
minority  side,  that  the  committee  will 
look  further  into  this  question  this  year. 
I  appreciate  their  expressions  of  sympa¬ 
thetic  willingness  to  give  earnest  con¬ 
sideration  to  this  important  problem  af¬ 
fecting  many  people  in  Hawaii. 

I  also  regret  that  the  Finance  Com¬ 
mittee  and  the  Senate  did  not  approve 
either  the  tax  credit  amendment  of  the 
junior  Senator  from  Connecticut  [Mr. 
Ribicoff]  or  the  tax  deduction  amend¬ 
ment  of  the  junior  Senator  from  Ver¬ 
mont  [Mr.  Prouty]  relative  to  college 
expenses.  I  suported  both  and  voted  for 
both,  as  I  believe  it  is  in  the  public  in¬ 
terest,  through  our  tax  laws  as  well  as 
through  other  measures,  to  encourage 
and  enable  more  young  people  to  receive 
advanced  education  beyond  high  school. 

The  most  striking  paradox  of  our 
time  is  that  there  are  jobs  available  all 
over  America;  yet  there  are  more  than 
4  million  persons  without  jobs.  One  of 
the  major  reasons  is  that  many  of  these 
persons  simply  do  not  possess  the  skills 
required  by  these  vacant  jobs.  In  the 
future,  more  and  more  jobs  will  require 
higher  skills  than  today.  Our  young 
people  must  receive  training  to  qualify 
for  these  jobs — through  better  vocational 
education  and  through  higher  education 
in  colleges  and  universities. 

I  would  hope  that  before  the  present 
88th  Congress  adjourns  the  Senate  will 
have  another  opportunity  to  consider 
measures  for  providing  tax  incentive  for 
dollege  training. 

In  a  300-page  bill  containing  many 
complex  and  technical  provisions,  it 
would  be  impossible  to  satisfy  every  one 
in  every  respect. 

Overall,  I  favor  the  bill  and  congratu¬ 
late  the  members  of  the  committee  for 
their  diligence  and  hard  work  in  draft¬ 


ing  an  acceptable  bill  and  bringing  it 
before  the  Senate  so  early  in  this  ses¬ 
sion. 

In  providing  $11.6  billion  of  tax  reduc¬ 
tions  scheduled  over  the  next  2  years,  the 
bill  contains  the  two-pronged  approach 
I  deem  necessary. 

Of  the  total  reduction,  $9.2  billion  ap¬ 
plies  to  individuals;  $2.4  billion  to  cor¬ 
porations.  Tax  rates  for  individuals  will 
drop  from  their  present  range  of  20  to  91 
percent  to  a  range  of  14  to  70  percent. 
In  the  case  of  corporations,  the  30 -per¬ 
cent  rate  for  $25,000  or  under  income 
goes  down  to  22  percent.  The  top  rates 
applicable  to  business  income  drop  from 
52  percent  to  48  percent.  The  present 
withholding  rate  of  18  percent  is  to  fall 
to  14  percent  8  days  after  enactment  of 
the  bill. 

Thus,  it  provides  both  increased  con¬ 
sumer  and  business  purchasing  power  to 
give  a  boost  to  individual  and  business 
incentives  to  spend,  grow,  and  expand. 

In  addition,  the  bill  is  a  major  step 
toward  greater  equity  and  fairness  in  our 
tax  system.  Should  inequities  show  up 
in  the  provisions  of  the  bill.  Congress 
can  always  take  remedial  action  later. 

I  strongly  support  prompt  enactment 
of  the  pending  tax  bill. 

ON  BALANCE,  TAX  BILL  TO  BENEFIT  AMERICA 

Mr.  BARTLETT.  Mr.  President,  I 
shall  vote  today  for  final  passage  of  the 
tax  bill.  I  do  so  with  mixed  feelings.  It 
is  not  as  good  a  bill  as  I  would  have 
wished;  it  is  a  better  bill  than  I  had  ex¬ 
pected.  The  benefits  which  it  will  bring 
to  Alaskans  and  to  all  Americans  are 
many.  These  benefits  will  be  measured 
in  more  dollars  in  almost  every  purse  in 
America.-  It  is  my  hope,  if  not  my  confi¬ 
dent  hope,  that  this  tax  bill  will  also 
benefit  the  general  economy  over  the 
long-term  view. 

Over  a  year  ago  when  President  Ken¬ 
nedy  first  requested  the  tax  cut,  the 
economic  reasons  for  such  a  cut  were  sub¬ 
stantial  and  compelling.  The  economy 
was  making  a  slow  and  sluggish  recovery 
from  recession  and  an  immediate  injec¬ 
tion  of  $11  billion  of  new  spending  and 
Investment  power  would  have  given  a 
mighty  help  to  the  recovery.  The  Con¬ 
gress  did  not  choose  to  act  last  year 
upon  the  President’s  request  and  the  re¬ 
covery  proceeded  under  its  own  power 
to  the  point  where,  in  the  fourth  quarter 
of  1963,  the  gross  national  product  ex¬ 
ceeded  for  the  first  time  $600  billion. 
The  tax  cut  which  we  vote  today  will  not 
pull  our  economy  out  of  a  recession  al¬ 
though  it  will  help  to  sustain  a  boom. 
For  how  long  this  high  level  of  economic 
activity  will  be  continued,  how  much  it 
will  be  assisted  by  the  tax  cut,  I  do  not 
know.  I  must  say  I  am  concerned,  how¬ 
ever,  with  what  the  reaction  of  the  econ- 
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omy  may  be  when  the  exhilarating  effect 
of  expanded  consumption  as  a  result  of 
the  tax  cut  has  run  its  course. 

President  Kennedy  and  President 
Johnson  have  both  emphasized  their  ex¬ 
pectation  that  the  tax  cut  will  mean  new 
jobs  for  Americans  now  out  of  work.  I 
hope  that  it  will.  Our  present  national 
unemployment  rate  stands  at  5%  per¬ 
cent;  the  unemployment  rate  in  Alaska 
is  higher  still.  In  a  country  as  rich  as 
ours,  as  prosperous,  it  is  unspeakable 
that  over  4  million  Americans  are  unable 
to  find  work.  Even  more  distressing  is 
the  fact  that  this  unemployment  is  con¬ 
centrated  among  the  underprivileged 
minority  groups  across  the  land. 

I  vote  for  this  tax  bill,  Mr.  President, 
because  it  will  mean  more  jobs.  I  do 
not  believe,  Mr.  President,  that  it  will 
solve  our  unemployment  problem.  This 
will  take  education,  job  training,  and  job 
placement.  The  President  has  promised 
to  work  for  such  programs  in  his  war  on 
poverty,  and  I  trust  the  Congress  will 
give  him  its  support. 

As  originally  proposed,  this  bill  was  to 
embody  not  only  tax  cuts  but  tax  re¬ 
forms.  Such  reforms  cry  out  for  adop¬ 
tion.  The  inequities,  the  complexities, 
the  confusions  in  our  tax  code  are  beyond 
comprehension.  There  is  crying  need  for 
a  complete  overhaul  of  our  tax  laws  and 
structure.  Such  an  overhaul  is  certainly 
not  in  this  bill.  There  are  some  reforms 
in  the  bill  and  they  are  useful.  Among 
these  I  number  the  reduction  in  the  tax 
benefits  of  Americans  living  abroad,  the 
tightening  up  of  the  tax  requirements  on 
personal  holding  companies  and  group- 
term  life  insurance  programs,  and  the 
revision  of  the  sick-pay  and  casualty- 
loss  provisions.  There  are,  on  the  other 
hand,  provisions  which  will  serve  to  in¬ 
crease  the  inequity  of  our  tax  laws. 
Among  these  I  include  those  dealing  with 
revolving  credit  plans,  those  preventing 
regulatory  agencies  from  passing  on  to 
the  consumer  the  benefits  of  the  invest¬ 
ment  credit,  and  the  loosening  of  the  ex¬ 
pense-account  rules  approved  by  the 
Congress  last  year. 

Mr.  President,  I  do  not  vote  for  this 
bill  because  of  its  economic  effect  which 
is  not  "certain,  because  of  its  effect  on 
unemployment  which  is  doubtful,  be¬ 
cause  of  its  reforms  which  are  negligible: 
I  vote  for  this  bill,  Mr.  President,  because 
of  the  tax  cuts  which  it  will  bring  to 
every  American. 

Our  present  tax  rates  are  as  high  as 
those  of  any  industrialized  country  on 
earth.  I  cannot  but  feel  that  our  level 
of  taxation  has  had  a  continuing  and 
persistent  dampening  effect  on  our  eco¬ 


nomic  growth,  in  recession  and  expan¬ 
sion,  for  many,  many  years.  The  people 
deserve  a  tax  break  and  this  bill  will  give 
it  to  them. 

There  has  been  debate  as  to  the  fair¬ 
ness  of  the  distribution  of  the  cuts.  I 
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believe  they  are  reasonably  equitable. 
The  man  with  an  income  of  $3,000  or  less 
will  have  a  tax  cut  of  about  40  percent, 
the  man  with  an  income  of  between 
$5,000  and  $10,000  will  have  a  cut  of 
about  20  percent,  the  man  making  more 
than  $10,000  will  have  a  cut  of  about  15 
percent.  The  value  of  individual  tax 
cuts  will  be  about  $9.47  billion.  The  re¬ 
maining  cuts  will  be  made  in  corporate 
taxes  and  will  serve  to  stimulate  new  in¬ 
vestment  growth  in  industry. 

The  families  of  America  will  be  the 
beneficiaries  of  this  tax  cut.  The  poorer 
families  will  benefit  to  a  larger  degree 
than  will  the  richer  families. 

The  floor  debate  on  this  measure  has 
been  extraordinarily  informative  and 
valuable;  particularly  so  was  the  discus¬ 
sion  of  the  Ribicoff  amendment  to  pro¬ 
vide  tax  credits  for  higher  education. 
The  fervor  with  which  this  proposal  was 
discussed,  the  closeness  of  the  vote  illus¬ 
trates  most  clearly  the  strong  desire  of 
the  Senate  to  see  that  real  and  substan¬ 
tial  assistance  is  provided  for  students 
and  their  parents.  The  Senate  knows 
the  future  of  our  country  depends  upon 
the  quality  and  quantity  of  our  higher 
education.  Now  as  never  before  a  college 
education  is  vital.  We  will  be  left  on  the 
launching  pad  in  the  space  age  if  we  do 
not  now  improve  our  college  and  techni¬ 
cal  facilities  and  make  possible  the  edu¬ 
cation  of  every  able  and  qualified  student 
who  desires  college  training. 

The  chairman  of  the  Education  Sub¬ 
committee  has  promised  the  Senate  im¬ 
mediate  hearings  on  this  matter.  I  con¬ 
gratulate  him  and  I  congratulate  the 
Senate. 

In  closing,  let  me  add  one  additional 
word.  The  floor  manager  of  this  bill, 
the  senior  Senator  from  Louisiana,  has 
performed  a  service  to  us  all  in  the  skill¬ 
ful  and  intelligent  manner  with  which 
he  has  managed  this  bill.  We  are  all  in 
his  debt. 

The  tax  bill  for  which  I  will  today  vote 
is  not  a  bad  bill.  It  is  not  as  good  a 
bill  as  I  would  have  wished.  It  is,  how¬ 
ever,  as  good  a  bill  as  it  is  now  possible 
to  have. 

Mr.  TOWER.  Mr.  President,  I  will  not 
vote  for  this  tax  bill,  although  I  have 
myself  introduced  legislation,  in  the 
present  session  of  Congress  as  well  as 
the  last,  to  reform  and  reduce  personal 
and  corporate  income  taxes.  I  have  long 
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felt  that  tax  relief  is  needed  and  that 
the  reduction  in  tax  liabilities  would  be 
a  necessary  stimulus  to  our  economic 
growth.  I  think  that  nearly  everybody 
would  agree  that  we  do  need  a  tax  cut. 

The  tax  legislation  before  us  today, 
then,  is  legislation  which  most  of  us  can 
support  in  principle  as  a  stimulus  to 
business,  investment,  and  general  eco¬ 
nomic  growth.  Not  accompanied  by  a 
corresponding  reduction  in  Federal 
spending,  however,  I  am  fearful  the  leg¬ 
islation  may  lead  to  economic  chaos. 
Federal  Government  will  have  to  borrow 
money  in  order  to  give  this  tax  reduc¬ 
tion. 

The  President’s  economic  message  for 
this  year  gives  much  cause  for  alarm, 
the  budget  figure  itself  relying  far  too 
heavily  upon  contingencies  which  may 
or  may  not  arise.  True,  the  message 
does  talk  of  an  eventual  balanced  bud¬ 
get,  but  seems  to  ignore  the  probable  cost 
of  numerous  additional  Federal  pro¬ 
grams  being  proposed. 

Regardless  of  what  has  been  said 
about  the  present  administration’s 
economy  budget,  it  is  not  an  economy 
budget.  Total  expenditures  will  be 
greater  than  those  proposed  by  the  pre¬ 
vious  administration,  as  many  programs 
will  receive  approval  in  supplemental  ap¬ 
propriations  that  will  actually  show  up 
in  the  current  year’s  budget. 

The  Secretary  of  the  Treasury  has 
predicted,  in  addition  to  the  deficits  of 
1963  and  1964,  further  deficits  in  1965 
and  1966.  Last  year  the  deficit  was  $6.3 
billion;  it  will  probably  be  some  $10  bil¬ 
lion  this  year.  The  most  conservative 
deficit  estimate  for  the  next  year  is  $4.9 
billion,  giving  us  a  combined  3 -year 
deficit  of  $20  billion  plus.  This  figure  * 
will  most  likely  be  several  billion  dollars 
higher.  We  must  remember  there  is 
ever  present  the  inherent  danger  of 
spiraling  inflation  in  deficit  government 
financing. 

Federal  expenditures  are  estimated 
for  this  year  to  be  $98.4  billion.  This  is 
$22  billion  higher  than  4  years  ago,  for 
an  average  increase  of  about  $5  billion 
a  year. 

The  biggest  increases  are  in  the  do¬ 
mestic  field,  and  not  attributable  to  the 
cold  war  and  necessary  national  defense. 
Of  the  $30  billion  increase  in  Federal 
spending  since  the  Korean  war,  nearly 
$23  billion  has  gone  to  finance  domestic 
programs. 

Mr.  President,  I  am  of  the  opinion  this 
bill  should  not  be  passed  unless  we  are 
prepared  to  reduce  Federal  expenditures 
by  a  comparable  amount.  It  is  my  be¬ 
lief  that  the  Federal  budget  should  be 
balanced  in  periods  of  peace  and  gen¬ 
eral  prosperity,  such  as  we  are  now 
having. 


I  am  grateful  that  so  many  of  my 
constituents,  and  so  many  other 
throughout  the  country  have  expressed 
concern,  even  outrage,  that  we  should 
consider  reducing  taxes  and  going  fur¬ 
ther  and  further  into  deficit  spending. 

I  do  not  feel  we  can  continue  to  pile 
deficit  upon  deficit  without  a  day  of 
reckoning. 

Mr.  President,  I  cannot  conscientious¬ 
ly  support  this  reduction  of  taxation 
without  a  commensurate  reduction  in 
Federal  expenditures. 

Mr.  KEATING.  Mr.  President,  last 
week  one  of  the  most  distinguished 
Members  of  the  Senate,  who  shall  re¬ 
main  nameless,  summed  up  all  of  the 
reasons  why  she  should  not  become  a 
candidate  for  her  party’s  nomination  to 
the  Presidency  and  then  on  balance  an¬ 
nounced  her  determination  tot  seek  it, 
notwithstanding  all  of  the  obstacles  she 
had  enumerated. 

I  take  a  somewhat  analagous  approach 
to  the  tax  bill.  It  is,  of  course,  not  a 
perfect  bill.  It  is  far  from  that.  There 
are  many  reasons  why,  at  other  times, 
or  under  other  circumstances,  it  would 
not  pass  congressional  muster.  Despite 
its  shortcomings,  however,  the  times  and 
circumstances  now  prevailing  require  ac¬ 
tion  on  it.  It  will  receive  my  vote. 

The  need  for  tax  revision  is  compel¬ 
ling.  The  present  tax  structure  grew 
Topsy-like  out  of  the  emergency  of  the 
depression  in  the  1930 ’s  and  out  of  World 
War  II  and  the  Korean  conflict.  But  cer¬ 
tainly  after  the  cessation  of  hostilities  in 
Korea,  changes  have  occurred  in  the 
American  economy.  These  changes,  un¬ 
fortunately,  have  not  generated  a  com¬ 
plete  adaptation  of  the  Federal  tax  sys¬ 
tem.  The  Internal  Revenue  Code  of  1954, 
which  I  supported,  made  a  wholesome 
start.  But  it  was  only  a  start.  The  bill 
now  before  us  will  take  us  further  along 
the  road  to  fiscal  sanity.  But  it  is  only 
a  little  further  along,  and  the  end  of  the 
road  is  still  before  us. 

I  consider  the  heart  of  this  bill  to  lie 
in  the  schedule  of  reductions  in  both  in¬ 
dividual  and  corporate  rates.  There  is 
no  question  in  my  mind  that  the  present, 
steeply  progressive  and  very  high  rates 
of  taxation  have  contributed  significant¬ 
ly  to  retarding  the  natural  forces  for 
growth  in  the  American  economy.  They 
have  acted  to  dampen  individual  initia¬ 
tive,  to  curb  industrial  expansion,  to  dam 
up  consumer  purchases,  and  as  the  most 
damaging  consequence,  have  failed  to 
produce  the  full  employment  conditions 
to  which  both  parties  are  committed  by 
the  bipartisan  Full  Employment  Act  of 
1946.  Also,  within  the  last  5  years,  it  has 
been  recognized  that  the  tax  structure 
is  inflicting  great  injury  upon  America’s 
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position  in  world  markets  and  has  con¬ 
tributed  somewhat,  although  there  are 
a  host  of  other  factors,  to  the  deteriora¬ 
tion  in  the  balance  of  our  international 
payments. 

Therefore,  I  have  long  regarded  re¬ 
duction  in  both  individual  and  corporate 
rates  as  the  single  most  important  reform 
which  could  be  made  in  the  entire  Fed¬ 
eral  tax  structure.  The  cuts  made  in 
this  bill  will  provide  a  measure  of  fair 
reform.  Quite  obviously,  they  are  the 
produce  of  compromise  and  it  is  very 
easy  to  pick  them  apart  on  the  basis 
that  they  may  unduly  favor  certain 
brackets  over  others.  They  are  not  en¬ 
tirely  satisfactory  to  me.  But  the  short 
of  the  matter  is  that  the  rate  reduction 
provisions  of  the  bill  are  the  same  in  the 
House- approved  version  and  in  the  bill 
reported  by  our  Finance  Committee.  Any 
attempt  to  change  them  in  the  Senate 
might  result  in  touching  off  controver¬ 
sies  productive  of  delay  in  the  final  en¬ 
actment  of  this  legislation.  If  there  is 
one  thing  we  cannot  afford  at  this  time, 
it  is  delay  in  bringing  to  bear  upon  the 
operation  of  our  economic  system  the 
beneficial  effects  of  the  reductions  con¬ 
tained  in  the  bill. 

Again,  let  me  emphasize  that  the  pro¬ 
gram  of  rate  reductions  is  but  a  start. 
We  have  much  farther  to  travel  along 
the  road  of  according  fair  income  tax 
treatment  to  all  our  citizens. 

When  the  revenue  losses  which  will  be 
incurred  by  rate  reductions  are  offset  by 
several  revenue-raising  reforms  in  this 
bill,  the  net  revenue  loss  to  the  Treasury 
will  amount  to  something  on  the  order  of 
$12  billion  annually.  Estimates  in  this 
area  are  very  rough.  They  are  based 
upon  a  great  number  of  assumptions 
about  the  course  the  economy  will  take 
in  the  fiscal  years  immediately  following 
enactment.  It  is  difficult  to  predict  the 
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ultimate  and  permanent  effect  which  en¬ 
actment  of  this  bill  will  have  upon  Gov¬ 
ernment  fiscal  policy.  It  is  hoped — and 
I  certainly  join  in  that  hope — that  after 
a  reasonable  transition  period,  the  new 
tax  structure  will  eliminate  the  chronic 
budget  deficit  position  of  the  Federal 
Government.  To  do  this,  the  economy 
must  be  counted  upon  to  expand  in  all 
areas — production,  employment,  income, 
consumption,  and  investment — so  as  to 
yield  higher  and  higher  levels  of  revenue 
to  the  Federal  Government,  revenues 
necessary  to  maintain  the  gamut  of  Fed¬ 
eral  activities  and  services  required  in 
the  interest  of  our  national  security  and 
the  well-being  of  all  our  citizens. 
Growth  in  the  Federal  establishment  for 
its  own  sake  must  be  discountenanced. 


But  sane  and  orderly  growth  we  must 
have  to  meet  the  inevitable  demands  of 
the  world  and  times  in  which  we  live. 
Without  the  enactment  of  this  measure 
we  could  not  succeed  in  raising  the  reve¬ 
nues  to  meet  these  demands  without  im¬ 
posing  well-nigh  intolerable  burdens  and 
inequities  upon  the  American  people. 

One  caveat  is  in  order.  In  my  judg¬ 
ment,  there  is  a  great  deal  of  merit  in 
recent  observations  that  we  may  be 
trafficking  with  danger  to  the  economy 
in  1965  by  concentrating  so  much  of  the 
reduction  in  this  bill  to  take  effect  in 
1964.  By  contrast,  the  reductions  of  this 
bill  to  take  effect  in  1965  may  not  be 
sufficiently  large  to  sustain  the  long  up¬ 
ward  swing  of  the  business  cycle  which 
we  have  been  enjoying.  It  will  require  a 
high  degree  of  skill  in  using  the  tools 
of  fiscal  and  monetary  policy  in  1965  to 
prevent  a  leveling  off  in  the  upturn 
which  this  bill  is  expected  to  generate. 

Of  the  reform  elements  of  this  bill, 
there  are  many  which  I  wholeheartedly 
endorse.  The  reversal  of  the  normal  and 
surtax  corporate  rates  applicable  to  small 
business  will  provide  a  vital  stimulus  to 
this  crucial  sector  of  our  economy,  help¬ 
ing  to  create  both  jobs  and  new  oppor¬ 
tunities  for  gainful  self-employment. 
The  new  income-averaging  formula  will 
give  fairer  treatment  to  large  numbers 
of  professionals  and  small  businessmen 
whose  incomes  fluctuate  widely  from 
year  to  year.  Liberalization  of  the  child¬ 
care  deductions,  though  not  as  generous 
as  I  would  have  cared  to  see  them,  will, 
nevertheless,  be  of  great  benefit  to  con¬ 
siderable  numbers  of  women  with  valu¬ 
able  skills  to  contribute  who  otherwise 
could  not  meet  their  obligation  to  pro¬ 
vide  for  decent  care  of  their  children. 

The  minimum  standard  deduction  is 
a  timely  antipoverty  device  to  help 
bolster  the  miserable  standard  of  living 
of  the  underprivileged  to  a  more  toler¬ 
able  level  for  an  affluent  society  such  as 
ours;  but  antipoverty  measures  cannot 
end  there,  and  obviously,  other  programs 
must  be  enacted  to  help  create  better 
employment  and  living  prospects  for  the 
poor. 

The  tax  benefit  to  elderly  citizens  on 
the  sale  of  their  residence  to  furnish 
additional  retirement  income  is  a  reform 
which  I  have  sponsored  in  separate  bills 
for  many  years,  and  it  gives  me  the 
greatest  amount  of  personal  satisfaction 
and  pride  to  witness  its  approval.  Also, 
the  removal  of  the  unrealistic  limitation 
on  the  deductibility  of  the  cost  of  medi¬ 
cines  and  drugs  for  our  elderly  citizens 
is  a  long-overdue  improvement  in  the 
tax  treatment  of  our  senior  citizens. 

Yet,  several  of  the  most  important  re¬ 
forms,  unfortunately,  were  defeated  this 
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week.  Repeal  of  the  retail  excise  taxes, 
which  I  have  advocated  for  many  years, 
is  an  urgent  necessity,  both  to  remove 
ridiculous  burdens  on  the  purchase  of 
commonplace  necessities  of  everyday  life, 
as  well  as  to  generate  expanding  levels 
of  production,  income,  and  employment 
in  large  segments  of  American  industry. 
The  failure  to  bestow  even  a  modest 
measure  of  relief  upon  the  parents  and 
the  students  who  must  carry  the  burden 
of  investing  in  education,  the  prime 
asset  of  any  advanced  economy,  is  a  fail¬ 
ure  for  which  this  Congress  must  take 
responsibility.  I  am  hopeful,  however, 
in  view  of  the  narrow  margin  by  which 
several  proposals  in  this  area  were  de¬ 
feated,  that  a  new  drive  can  be  mounted 
in  short  order  to  supplement  education 
bills  with  appropriate  accommodations 
in  the  tax  structure  to  the  pressing  need 
for  relief.  It  seems  to  me  the  height  of 
irony  that  Congress  should  have  adopted 
such  a  niggardly  attitude  toward  educa¬ 
tional  expenses  while  leaving  in  the  tax 
structure  blatant  opportunities  for 
avoidance  of  tax,  through  other  exemp¬ 
tions  and  deductions,  for  segments  of 
our  society  who  are  among  the  least 
needy. 

One  final  note  on  reform.  Congress 
did  display  its  good  sense  in  rejecting 
from  the  very  start  several  of  the  more 
extreme  among  original  administration 
proposals.  Now  is  not  the  time  to  be¬ 
come  embroiled  in  controversy  over  novel 
schemes  to  raise  revenue  which  would 
have  worked  inestimable  damage  upon 
individuals  and  institutions  who,  over  the 
years,  have  developed  a  reliance  interest 
in  the  present  structure  that  cannot 
lightly  be  disregarded.  The  plan  to  put 
a  5-percent  floor  under  itemized  deduc¬ 
tions  would  have  had  an  unwholesome 
impact  upon  the  financing  of  charitable 
and  educational  organizations.  So,  too, 
the  simplified  tax  method,  although  cer¬ 
tainly  we  must  continue  to  explore  pos¬ 
sible  means  of  simplifying  the  process  of 
making  out  returns  to  the  Internal  Rev¬ 
enue  Service.  A  new  capital  gains  levy 
upon  unrealized  appreciation  of  assets 
transferred  by  gift  or  at  death  would 
have  represented  a  harmful  incursion 
into  time-honored  incentives  and  tradi¬ 
tions  for  building  an  estate  to  improve 
the  lot  of  one’s  children.  I  am  glad  that 
reform  did  go  in  the  opposite  direction 
from  these  proposals  by  widening  the 
scope  of  30  percent  charitable  organi¬ 
zations. 

Limitations  of  time  prevent  extensive 
comment  upon  each  and  every  section 
of  the  bill  and  amendments  which  were 
offered,  some  of  which  were  approved 
and  some  of  which  were  defeated.  I  shall 
not  dwell  upon  them. 


In  closing  I  will  express  my  judgment 
that  members  of  our  Finance  Committee 
have  labored  upon  this  bill  as  hard  and 
as  diligently  as  any  committee  has  la¬ 
bored  upon  legislation  in  recent  times. 
The  country  owes  a  debt  of  gratitude 
toward  all  Members,  regardless  of  their 
own  positions  on  the  bill  and  regardless 
of  party  labels.  If  experience  is  the  best 
teacher,  the  lesson  should  be  gained 
from  the  events  of  the  past  year  that 
perhaps  in  the  future  joint  House-Senate 
committee  sessions  should  be  held  for 
taking  testimony,  so  that  path-breaking 
revenue  measures  as  this  can  be  expe¬ 
dited  when  time  is  a  crucial  factor  in 
the  desirability  and  the  efficacy  of  the 
legislation. 

Mr.  President,  I  shall  vote  for  this 
bill,  and  I  hope  it  gains  overwhelming 
approval.  It  is  also  my  hope  that  the 
differences  between  the  Senate  and  the 
House  can  be  resolved  as  fairly  and  as 
expeditiously  as  possible  so  that  the 
measure  may  be  signed  into  law  without 
delay. 

Mr.  CANNON.  Mr.  President,  the 
Senate  has  completed  action  on  what  is 
perhaps  the  major  piece  of  legislation  to 
come  before  the  Congress  in  the  last  dec¬ 
ade.  Its  significance  is  important  for 
the  Nation  as  a  whole  and  for  all  indi¬ 
vidual  taxpayers. 

I  am  pleased  to  state  for  the  record 
that  I  support  this  measure  and,  while 
I  have  voted  for  certain  changes  which 
were  not  accepted,  I  support  the  final  biff. 

It  is  difficult,  Mr.  President,  to  pre¬ 
assess  the  impact  of  such  legislation  as 
this.  I  believe,  however,  that  the  great 
majority  of  economists  in  the  Nation  are 
convinced  that  this  bill  will  do  more  to 
correct  the  economic  ills  besetting  this 
Nation  than  any  other  single  type  of 
legislative  program.  Our  taxpayers  have 
been  long  oppressed  by  a  tax  burden 
made  necessary  to  keep  this  Nation  free 
and  strong.  High  tax  rates  were  im¬ 
posed  not  by  choice,  but  by  necessity. 
It  is  pleasing,  therefore,  when  we  can 
undertake  a  major  program  of  tax  re¬ 
duction  and  reform  without  jeopardiz¬ 
ing  the  Nation’s  strength. 

In  addition  to  the  relief  offered  our 
taxpayers,  this  bill  is  designed  to  provide 
an  impetus  to  the  growth  rate  which 
must  be  stimulated  if  the  Nation  is  to 
achieve  a  rate  of  production  tantamount 
to  its  capacity. 

As  we  move  toward  this  goal,  new  jobs 
will  be  developed  to  provide  employment 
for  the  too  great  number  of  the  Nation’s 
unemployed.  This  factor  alone  should 
be  sufficient  justification  for  the  enact¬ 
ment  of  this  tax  bill. 

I  should  interject  here  the  fact  that 
I  do  not  suggest  that  this  measure  alone 
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will  eliminate  all  the  Nation’s  problems, 
that  it  will  provide  everything  by  way 
of  stimulus,  or  that  it  will  eradicate 
completely  our  unemployment  problem. 
I  believe,  on  the  contrary,  that  many 
other  programs,  some  of  which  have  been 
proposed,  will  be  needed;  and  I  intend 
to  support  such  measures.  But  this  tax 
bill  does  afford  the  vehicle  most  needed 
and  its  early  enactment  at  the  beginning 
of  this  session  of  the  Congress  is  a  trib¬ 
ute  to  the  distinguished  floor  manager 
of  the  bill,  Senator  Long,  and  members 
of  the  Senate  Finance  Committee,  to  the 
leadership  of  the  Senate,  and,  I  think, 
to  the  Senate  itself. 

As  the  economy  in  this  Nation  accel¬ 
erates,  and  as  more  people  obtain  em¬ 
ployment,  more  taxable  revenue  is  pro¬ 
duced,  providing  for  an  increase  in  Fed- 
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eral  income  and  contributing  to  the 
budget  balance  which  all  Senators  are 
so  desirous  of  achieving.  I  believe  that 
the  record  which  was  made  in  the  first 
session  wherein  $6.5  billion  was  cut  from 
appropriations  requests  illustrates  that 
the  Congress  has  more  than  a  passive 
interest  in  balancing  our  budget  and  this 
possibility  is  enhanced  by  the  action 
taken  by  President  Johnson  and  now 
by  passage  of  this  tax  bill. 

The  bill  is  more  than  a  financial 
measure;  it  is  also  social  legislation  of 
the  most  farsighted  nature. 

I  commend  Members  of  the  Senate  for 
their  support  of  this  bill. 

Mr.  PELL.  Mr.  President,  I  would 
like  to  register  disappointment  that  we 
seem  to  have  missed  the  opportunity  for 
a  thoroughgoing  reform  of  the  tax  struc¬ 
ture.  Indeed,  if  our  administration  had 
not  so  eloquently  argued  the  current 
need  for  a  tax  cut,  I  would  find  it  hard 
to  support  the  bill  as  it  now  stands. 

Not  only  do  I  mourn  the  $3.4  billion 
in  offsetting  revenues  which  would  have 
helped  reduce  our  deficit  and  which  Pres¬ 
ident  Kennedy’s  package  of  reforms 
would  have  brought,  but  I  am  also  sorry 
that  we  have  seemingly  strayed  yet  fur¬ 
ther  from  the  goal  of  simplification  of 
the  tax  structure.  Instead  of  eliminating 
the  countless  special  deductions,  credits, 
and  allowances  which  would  permit  a 
much  lower  range  in  personal  income  tax 
rates,  the  current  approach  has  encour¬ 
aged,  in  the  name  of  equity,  special  tax 
concessions  to  be  extended.  If,  instead, 
it  had  been  possible  to  eliminate  this  host 
of  provisions  that  reduce  the  amount  of 
taxable  income,  inequitable  excise  taxes 
could  have  been  eliminated  or  all  tax 
rates  could  be  cut  further  without  any 
sacrifice  of  revenue. 

If  it  has  been  impossible  to  reverse  the 
trend  with  this  piece  of  legislation  which 


includes  the  sugar  coating  of  tax  reduc¬ 
tion,  but  little  of  the  bitter  pill  of  tax 
reform,  when  can  we  get  on  the  road 
to  tax  reform  and  simplification?  To  my 
mind  I  still  feel  that  we  would  be  lacking 
in  foresight  and  shirking  our  respon¬ 
sibilities  if  we  do  not  consistently  give 
active  consideration  to  proposals  that 
would  lead  to  the  simplification  of  the 
tax  structure.  I  think  everyone  is  aware 
of  the  dreadful  complexity  of  our  Inter¬ 
nal  Revenue  Code,  which  runs  over  1,100 
pages,  not  to  mention  the  many  rules 
and  regulations  associated  with  it.  At 
the  beginning  it  says  gross  income 
means  “all  income  from  whatever  source 
derived,”  and  virtually  all  the  rest  of  the 
code  is  devoted  to  exceptions.  If  the 
proreform  forces  are  “diffuse,  inarticu¬ 
late,  politically  impotent”  and  the  Treas¬ 
ury  “lacks  the  political  leverage  of  a 
constituency  of  its  own,”  as  Philip  M. 
Stern  pointed  out  in  a  recent  article,  it 
is  all  the  more  important  that  care  be 
taken.  With  several  notable  exceptions, 
such  as  the  articles  by  Messrs.  Evans  and 
Novak,  and  J.  A.  Livingston,  and  other 
recent  editorials,  the  general  silence  of 
the  public  on  the  subject  of  tax  reform 
is  surely  due  primarily  to  the  complexity 
of  the  tax  laws  and  the  feeling  of  fu¬ 
tility. 

I  sincerely  hope  that  when  this  cur¬ 
rent  piece  of  tax  legislation  is  passed 
into  law  we  will  not  sit  back  but  rather 
take  a  fresh  breath  and  start  again  with 
a  bold  approach  to  a  more  simple  equi¬ 
table  tax  structure. 

THE  TAX  BILL  AND  THE  ECONOMY 

Mr.  WILLIAMS  of  New  Jersey.  Mr. 
President,  the  tax  bill  now  pending  in 
the  U.S.  Senate  is  crucial  to  the  solution 
of  some  of  the  major  economic  prob¬ 
lems  that  confront  this  Nation — unem¬ 
ployment,  idle  industrial  capacity,  and 
persistent  deficits  in  our  budget  and  our 
international  accounts.  It  is  crucial  be¬ 
cause  nearly  every  one  of  these  problems 
has  its  roots  in  an  economic  performance 
that,  over  the  long  term,  has  fallen  short 
of  its  potential. 

No  one  imagines — and  no  one  claims — 
that  the  tax  bill,  or  the  improved  eco¬ 
nomic  performance  that  it  will  engender, 
will,  like  some  magic  wand  or  formula, 
remove  these  problems  from  our  eco¬ 
nomic  life  instantly,  completely,  and  for¬ 
ever.  Six  or  more  years  of  economic 
slack  cannot  be  taken  up  that  easily. 
But  the  tax  bill  can  get  to  the  root  of 
these  problems. 

In  New  Jersey,  for  example,  it  is  esti¬ 
mated  that  the  administration’s  bill  now 
before  the  Senate  will  increase  the  take- 
home  pay  in  our  State  by  $352  million 
this  year,  if  put  into  effect  by  March  1. 
In  1965  the  take-home  pay  of  New  Jersey 
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workers  would  be  increased  by  approxi¬ 
mately  $422  million. 

Not  only  would  this  be  a  tremendous 
benefit  to  individual  wage  earners,  the 
bill  would  have  a  much  more  important 
effect  on  the  State’s  economy  than  these 
figures  indicate,  through  the  stimulus  of 
increased  industrial  investment  and  ex¬ 
pansion. 

In  addition,  that  Federal  tax  cut  would 
also  help  alleviate  the  serious  financial 
needs  facing  the  State  and  local  govern¬ 
ments  of  the  State.  It  is  estimated  that 
eventually,  as  these  released  funds  work 
their  way  through  the  economy,  the  tax 
cut  will  result  in  an  increase  in  State 
and  local  tax  revenues  of  about  $116 
million — $36  million  in  State  revenue  and 
$80  million  in  local  revenues. 

Clearly  this  tax  bill  will  have  a  pro¬ 
found  and  beneficial  effect  on  the  State 
of  New  Jersey. 

It  has  been  nearly  a  year  now  since 
the  tax  program  was  proposed — it  has 
been  even  longer  than  that  since  tax  re¬ 
duction  was  proposed.  And  during  that 
time  our  economy  has  been  steadily  ad¬ 
vancing,  with  an  unbroken  forward 
stride  which  began  nearly  3  years  ago, 
as  the  economy  emerged  from  the  depths 
of  our  fourth  recession  since  the  Second 
World  War. 

But  the  best  measure  of  what  we  have 
yet  to  do  lies  in  what  we  have  not  yet 
succeeded  in  doing— not  in  what  we  have 
already  accomplished.  For  if  we  do 
nothing  but  continue  past  progress — 
and  ignore  the  failures  that  will  continue 
to  attend  it — then  those  failures  will  dog 
our  footsteps  with  increasing  ferocity 
until  they  trip  us  and  we  fall  headlong. 

That  is  the  conviction  that  lies  behind 
the  tax  bill  now  before  the  Senate — that, 
and  the  simple  fact  that,  while  our  econ¬ 
omy  has  done  comparatively  well  for 
nearly  3  years,  it  has  not  done  nearly 
well  enough  for  some  6  years. 

Not  once  for  more  than  75  consecutive 
months  has  unemployment  fallen  below 
5  percent.  Over  the  6-year  period  from 
1957  through  1963,  unemployment  has 
averaged  6  percent — almost  50  percent 
more  than  during  the  1947-57  period. 
Even  during  the  past  year — a  year  of 
steady  economic  upturn — unemployment 
has  averaged  5.7  percent,  and  now  stands 
at  5V2  percent.  Some  4  million  Ameri¬ 
cans  able  to  work,  needing  work,  and 
seeking  work,  are  unable  to  find  it.  That 
has  been  the  plight  of  that  many  Ameri¬ 
cans  for  far  too  long — and  that  will  be 
their  prospect,  and  the  prospect  of  mil¬ 
lions  more,  unless  our  economy  gathers 
even  greater  momentum.  Already  those 
millions  of  young  people  bom  in  the  early 
postwar  years  have  begun  to  enter  the 
labor  force,  and  will  enter  it  in  ever- 
increasing  numbers  over  the  next  few 


years — at  a  time  when  technological 
change  will  proceed  at  even  more  rapid 
a  pace  than  today,  and  render  even  more 
jobs  obsolete  than  it.  does  today. 

All  it  takes  is  a  close  look  at  the  facts 
to  realize  how  stubborn  this  unemploy¬ 
ment  problem  is,  and  how  urgently  it 
requires  that  we  take  action  now.  A  year 
ago  last  quarter,  the  American  economy 
was  turning  out_$565  billion  of  gross  na¬ 
tional  product,  and  unemployment  ran 
at  an  average  of  a  little  less  than  5.6 
percent.  During  the  last  quarter  gross 
national  product  hit  the  $600  billion 
mark — $35  billion  above  the  year  be¬ 
fore — and  yet  unemployment  ran  at  an 
average  of  a  little  more  than  5.6  percent. 

It  took,  in  other  words,  a  whopping  $35 
billion  rise  in  gross  national  product 
merely  to  keep  an  already  unacceptably 
high  unemployment  rate  at  about  the 
same  level. 

Unemployment,  therefore,  is  the  most 
disturbing  and  dissonant  factor  that 
both  mars  the  3  years  of  unbroken  eco¬ 
nomic  progress  that  we  will  shortly  com¬ 
plete  and  confronts  our  continued  prog¬ 
ress  with  its  most  urgent  and  insistent 
challenge. 

Unemployment,  however,  is  not  the 
only  area  in  which  our  economy  has 
fallen  short— and  will  continue  to  fall 
short  unless  it  enters  a  new  and  sus¬ 
tained  period  of  more  rapid  growth.  The  i 
longrun  investment  picture  is  also  dis¬ 
turbing. 

.  For  it  reveals  on  the  one  hand,  per¬ 
sistent  inadequate  levels  of  domestic 
investment  and,  on  the  other,  too  large 
and  sustained  an  outpouring  of  invest¬ 
ment  funds  to  foreign  fields  where  prof¬ 
its  seem  better.  At  home,  business-fixed 
investment  has  fallen  from  10  to  11  per¬ 
cent  of  gross  national  product  in  the 
earlier  postwar  period  to  9  percent  in 
recent  years. 

One  corollary  of  this  dwindling  invest¬ 
ment  in  plant  and  equipment — in  con¬ 
trast  to  the  sizable  growth  in  total  out¬ 
put — is  the  increasing  obsolescence  of 
existing  plant  and  equipment.  The  pro¬ 
portion  of  that  plant  and  equipment  10 
years  or  older — as  pointed  out  last  year 
by  the  American  Machinists  maga¬ 
zine — has  climbed  from  43  percent  in 
1949,  to  56  percent  in  1953,  to  60  percent 
in  1958,  to  64  percent  in  1963.  And  when 
you  contrast  that  current  64  percent 
with  the  ratios  of  other  leading  coun- 

[P.  2304 ] 

tries — with  50  percent  in  the  Soviet  Un¬ 
ion,  55  percent  in  West  Germany,  58 
percent  in  France,  59  percent  in  Great 
Britain — then  it  seems  all  the  more  ( 
serious.  i 

As  we  all  know,  this  lagging  invest-  t 
ment  at  home  has  been  matched  by  a  e 
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dramatic  upsurge  in  the  flow  of  funds 
abroad,  where  economic  expansions  out¬ 
pacing  our  own  have  given  promise  of 
greater  returns. 

These,  and  others,  are  the  facts  that 
lead  to  an  inescapable  conclusion:  On 
the  basis  of  its  long-term  performance, 
our  economy  needs  some  kind  of  stim¬ 
ulus. 

The  late  President  Kennedy,  and  Pres¬ 
ident  Johnson,  therefore  recommended 
a  program  to  increase  the  role  of  the 
private  economy  by  freeing  private  in¬ 
centives  and  initiative,  incomes  and 
capital,  from  the  grip  of  restrictive  tax 
rates.  That  choice  is  represented  in  the 
tax  bill  now  awaiting  final  decision — and 
that  final  decision  is  ours. 

I  do  not  think  that — whatever  reser¬ 
vations  we  may  harbor  about  any  aspect 
of  the  tax  bill — most  of  us  have  any  real 
doubt  about  what  our  decision  must  be. 

I  am  told  that  the  tax  reduction  will 
generate  economic  growth  in  the  amount 
and  kind  that  will  create  an  estimated 
2  to  3  million  new  jobs  each  year — 2  to  3 
million  new  jobs  over  and  above  those  the 
economy  would  create  if  it  merely  main¬ 
tained  its  current  pace. 

It  will  not  of  itself  abolish  unemploy¬ 
ment.  But  I  think  it  will  bring  unem¬ 
ployment  closer  to  its  so-called  hard 
core  level,  and  provide  the  prosperous 
and  expansionary  climate  in  which 
specific  remedies  can  operate  most  effi¬ 
ciently  and  effectively. 

By  improving  private  incentives  and 
freeing  substantial  private  capital,  tax 
reduction  should  also  result  in  sharply 
expanded  domestic  investment  in  mod¬ 
ern  plant  and  equipment  and  new  tech¬ 
niques  of  production. 

And  this  kind  of  result  should  gener¬ 
ate,  not  only  economic  progress  at  home, 
but  the  lower  costs  and  greater  produc¬ 
tivity  that  will  sharpen  the  competitive 
edge  of  American  industry  in  both  for¬ 
eign  and  domestic  fields.  In  this  respect, 
as  well  as  by  making  America  a  far  more 
attractive  magnet  for  foreign  and  do¬ 
mestic  investment,  tax  reduction  pre¬ 
sents  the  basic  long-range  answer  to 
our  balance-of-payments  problem.  Ar¬ 
thur  Burns — a  chairman  of  the  Council 
of  Economic  Advisers  under  President 
Eisenhower — made  this  point  quite  co¬ 
gently  in  an  interview  not  long  ago  with 
the  Christian  Science  Monitor,  in  which 
he  expressed  his  support  for  tax  reduc¬ 
tion  of  the  general  magnitude  recom¬ 
mended  by  the  administration.  He  said, 
and  I  quote: 

The  most  important  single  thing  to  do  in 
dealing  with  the  balance-of-payments  prob¬ 
lem  is  to  create  a  climate  in  this  country 
that  is  more  favorable  to  investment  and 
enterprise.  *  *  *  The  proper  way  to  keep 


American  capital  at  home — and  attract  for¬ 
eign  capital  to  our  shores — is  to  improve  the 
climate  for  investment  and  profitmaking  in 
our  own  country. 

Tax  reduction  will  thus  radically  im¬ 
prove  our  long-range  economic  picture 
in  domestic  employment  and  investment 
and  in  our  international  balance  of  pay¬ 
ments.  I  think  it  also  offers  the  best 
hope  of  getting  us  on  the  road  to  bal¬ 
anced  budgets. 

This  is  a  goal  which  surely,  in  the  light 
of  our  recent  economic  history,  all  of  us 
can  endorse  wholeheartedly  without, 
however,  endorsing  the  view  that  it  is 
all  really  a  grandiose  morality  play  in 
which  deficits  stand  always  for  absolute 
evil  and  balanced  budgets  stand  always 
for  absolute  good.  For  whether  deficits 
are  good  or  bad,  or  whether  balanced 
budgets  are  good  or  bad,  is  a  question 
that  depends  entirely  on  the  actual  eco¬ 
nomic  conditions  in  which  a  given  de¬ 
ficit  or  balanced  budget  occurs. 

Surely,  however,  we  can  all  endorse — 
emphatically  and  without  the  slightest 
reservation — the  view  that  wasteful 
spending  is  intolerable,  and  that  in  a 
healthy  and  vibrant  economy  the  Fed¬ 
eral  budget  ought  to  be  in  long-term 
balance.  The  trouble  with  the  deficits 
of  recent  years  is  that  they  are  the  un¬ 
wanted,  unwelcome  children  of  a  delin¬ 
quent  economy — an  economy  that  has 
not  lived  up  to  its  potential. 

When  we  look,  for  example,  at  the 
first  postwar  decade — from  1947  through 
1957 — we  see  an  economy  nurtured  and 
sustained  in  prosperity  by  the  enormous 
unfulfilled  demand  that  built  up  during 
the  war.  Employment  was  high  and 
growing,  incomes  and  output  were  rapidly 
expanding,  and  investment  was  running 
at  continually  high  levels  to  keep  up  with 
the  new  high  tide  of  demand.  And  dur¬ 
ing  that  same  period — over  the  11  fiscal 
years  from  1947  through  1957 — the  Fed¬ 
eral  biidget  was  in  cash  surplus  seven 
times  and  in  cash  deficit  four  times,  for 
a  net  cash  surplus  of  $20  billion. 

Then  the  tide  began  to  fall — and  we 
are  all  familiar  with  the  results.  We  had 
not  yet  fully  recovered  from  the  1957 
recession,  when  recession  struck  again 
in  1960.  And  while,  against  that  back¬ 
ground,  the  recovery  from  the  1960  reces¬ 
sion  is  an  impressive  accomplishment  in¬ 
deed — it  has  not  been  enough  to  make 
up  for  the  ground  already  lost.  In  the 
6  fiscal  years  from  1957  through  1963, 
the  Federal  budget  has  been  in  cash  def¬ 
icit  five  times  and  in  cash  surplus  once — 
for  a  net  cash  deficit  of  $26  billion. 
About  half  of  that  net  deficit  occurred 
in  the  first  3  years — from  1957  through 
I960 — despite  the  fact  that  the  deficit 
from  1961  through  1963  reflected  large 
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increases  in  expenditures  for  national 
defense  and  space. 

Any  objective  analysis  makes  it  quite 
clear,  therefore,  that  our  deficits  since 
1957  have  their  origin — not  in  wasteful 
or  excessive  Federal  spending — but  in  an 
unsatisfactory  economic  performance 
that  has  failed  to  produce  adequate  reve¬ 
nues.  Such  an  analysis  also  makes  it 
clear  that  high  tax  rates  have  played  a 
primary  role  in  the  economic  difficulties 
we  have  encountered  since  1957. 

There  is  also  little  question  that  only 
an  economy  operating  at  reasonably  full 
capacity  can  produce  the  Government 
revenues  needed  to  bear  the  costs  of  the 
cold  war  as  well  as  to  meet  urgent  na¬ 
tional  needs — or  that  by  helping  expand 
economic  activity  the  tax  bill  before  this 
Senate  will  help  increase  Federal  reve¬ 
nues.  With  the  tax  cut,  we  will,  after 
a  relatively  short  period,  have  greater 
Federal  revenues  than  we  will  without 
it.  This  means  that,  with  the  tax  cut 
and  with  the  kind  of  expenditure  con¬ 
trol  which  the  new  budget  represents, 
the  administration  estimates  we  can 
reach  the  point  of  balance  in  our  budget 
within  2  or  at  least  3  years.  Without 
the  tax  cut,  the  prospect  is  bleak  in¬ 
deed  for  a  balanced  budget  within  the 
near  future — except  at  the  cost  of  es¬ 
sential  national  needs  and,  very  likely, 
of  our  continued  economic  progress. 

Thus  the  tax  cut  has  very  great  im¬ 
plications,  not  only  over  the  long  run. 
but  for  the  relatively  near  future  as  well. 
It  is  very  much  this  kind  of  considera¬ 
tion  that  has  led  men  such  as  Prof.  Ray¬ 
mond  Saulnier — like  Arthur  Bums,  a 
former  Chairman  of  the  Council  of  Eco¬ 
nomic  Advisers  under  President  Eisen- 
however,  and  a  man  not  given  to  agree¬ 
ing  with  the  fiscal  policy  of  the  last  3 
years — to  resolve  their  earlier  doubts 
about  the  tax  cut  and  support  its  prompt 
enactment.  Professor  Saulnier’s  major 
concern  is  that  the  tax  cut  be  accom¬ 
panied  by  rigorous  expenditure  control. 

The  new  budget  represents  what  I  am 
convinced  is  the  positive  approach  to 
expenditure  control.  It  will  produce  real 
savings  this  year  and  in  years  to  come. 
Yet  it  responds  in  new  and  forward- 
looking  ways  to  real  and  urgent  national 
needs.  It  is  genuinely  frugal  and  pru¬ 
dent,  while  at  the  same  time  refusing  to 
pay  homage  to  the  dismal  theory  that 
between  expenditure  control  and  na¬ 
tional  needs — or  between  balanced  budg¬ 
ets  and  national  needs — there  is  some 
kind  of  war,  that  we  cannot  provide  for 
one  without  sacrificing  the  other. 

The  tax  cut  and  budgeted  expenditures 
together  will  provide,  in  1964,  a  net  fiscal 
stimulus  to  the  economy  three  times  as 
great  as  in  any  of  the  last  3  years — 
greater,  in  fact,  than  that  during  any 
peacetime  year  in  history. 


With  the  new  budget,  and  with  prompt 
passage  of  the  tax  cut,  I  think  our  Na¬ 
tion  can  look  forward  in  all  sober  con¬ 
fidence  to  an  economic  growth,  through¬ 
out  this  year  and  beyond,  of  greater 
strength  and  magnitude  than  that  of  any 
comparable  period  in  our  history. 

We  can  expect  that,  by  the  end  of  fiscal 
1965,  the  current  recovery  will  become 
the  longest  and  strongest  in  our  peace¬ 
time  history.  In  dollar  terms,  the  $38 
billion  rise  in  gross  national  product 
that — with  a  prompt  tax  cut — is  expected 
this  year,  will  represent  as  great  a  year- 
to-year  increase  in  total  national  output 
as  any  in  our  peacetime  history. 

That,  therefore,  is  the  prospect  that 
the  tax  cut  holds  out  before  us.  And 
the  importance  of  the  tax  cut  becomes 
even  more  impressive  when  we  reca.ll  that 
nearly  all  the  recent  forecasts  by  leading 
business  economists  have  us  verging  upon 
recession  levels  by  the  end  of  this  year — 
if  we  do  not  have  a  tax  cut. 

Thus,  we  stand  at  a  historic  turning 
point.  And  the  tax  cut  will  spell  the 
difference  between  making  economic  his¬ 
tory,  or  merely  repeating  it. 

Mr.  HUMPHREY.  Mr.  President,  the 
Senate  will  take  up  hundreds  of  different 
proposals  this  session.  Of  all  this  legis¬ 
lation,  only  the  civil  rights  bill  will  be 
as  Important  as  the  tax  reduction  and 
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reform  bill  that  we  have  just  finished 
discussing.  H.R.  8363,  the  Revenue  Act 
of  1964,  will  sharply  reduce  the  taxes  of 
almost  every  individual  and  business  in 
this  country.  The  impact  of  these  tax 
cuts  will  be  felt  in  every  segment  of  the 
American  economy.  I  would  like  to  set 
forth  my  views  on  this  vital  piece  of 
legislation  and  on  the  general  economic 
conditions  that  make  a  tax  reduction  im¬ 
perative  if  the  American  economy  is  to 
regain  full  health. 

THE  STATE  OP  THE  AMERICAN  ECONOMY 

Our  economy  has  made  steady  gains 
since  the  recession  of  1960.  In  3  years 
the  gross  national  product  increased 
$100  billion;  personal  income  went  up  by 
17  percent,  and  corporate  profits  by  44 
percent.  This  is  an  impressive  record, 
but  it  is  only  a  progress  report  on  the 
job  that  has  to  be  done.  We  still  have 
an  unemployment  rate  of  5V2  percent. 
Four  million  Americans,  willing  and  able 
to  work,  are  unable  to  find  jobs.  Many 
more  people  are  underemployed,  working 
fewer  hours  than  they  should  and  mak¬ 
ing  less  money  than  they  need.  The 
families  of  30  million  Americans  have 
incomes  under  $3,000  a  year — incomes 
far  below  the  minimum  necessary  for 
health  and  well-being. 

Unhappily,  these  are  but  the  problems 
,of  the  present.  Unless  changes  are 


3532 


made,  the  future  will  bring  more  un¬ 
employment. 

The  economy  will  have  to  provide  jobs 
for  mounting  numbers  of  workers  re¬ 
leased  by  automation.  That  great  gen¬ 
eration  of  wartime  babies  will  soon  come 
of  age.  At  present  a  million  youngsters 
join  the  labor  force  each  year  and  one 
out  of  six  cannot  find  work.  The  war¬ 
time  babies  will  increase  the  annual  ad¬ 
dition  to  the  labor  force  by  more  than 
50  percent.  If  the  economy  cannot  pro¬ 
vide  more  jobs,  these  children  will  be¬ 
come  tomorrow’s  lost  generation,  and  the 
number  of  unemployed  will  reach  cata- 
trophic  levels. 

Unemployment  is  more  than  a  social 
problem,  it  is  a  drain  on  every  taxpayer 
who  has  a  job.  Putting  the  unemployed 
back  to  work  will  also  put  them  back  on 
the  tax  rolls.  It  will  restore  not  only 
their  well-being  and  self-respect,  but 
their  ability  to  contribute  to  the  gen¬ 
eral  welfare.  These  are  the  goals  of 
President  Johnson’s  all-out  war  on  pov¬ 
erty.  Waging  this  war  requires  a  healthy 
economy,  instead  of  the  limping  progress 
we  have  hacT  since  1957.  At  no  time  since 
that  year  has  unemployment  been  under 
5  percent.  Business  is  producing  at 
barely  87  percent  of  its  capacity,  like  an 
8 -cylinder  motor  with  1  sparkplug 
missing.  These  idle  productive  facilities 
cost  over  $30  billion  in  income  every  year. 

For  10  years  successive  administrations 
have  tried  to  encourage  full  production. 
The  most  popular  approach  was  to  pro¬ 
vide  incentives  to  capital  investment. 
We  cut  the  excess  profits  tax,  gave  the 
stockholders  the  dividend  credit  and  ex¬ 
clusion,  liberalized  depreciation  sched¬ 
ules,  and  provided  a  7 -percent  invest¬ 
ment  credit. 

These  measures  gave  tax  relief  of  al¬ 
most  $5  billion  a  year..  Despite  this  mas¬ 
sive  help,  unemployment  went  up  and 
investment  declined.  Capital  investment 
is  now  down  to  9  percent  of  the  gross  na¬ 
tional  product,  compared  to  12  percent  a 
few  years  ago.  This  is  not  due  to  lack 
of  capital — in  1962  corporate  savings  ex¬ 
ceeded  gross  corporate  investment  by 
$3  billion.  This  money  has  not  been 
invested  because  there  is  not  enough  con¬ 
sumer  demand  to  ke^p  our  present  pro¬ 
ductive  facilities  working  to  capacity, 
let  alone  stimulate  new  investment. 

Demand  for  consumer  goods  is  too  low 
because  wartime  taxes  cripple  purchas¬ 
ing  power.  Despite  price  stability,  de¬ 
spite  a  complete  return  to  a  normal 
peacetime  economy,  despite  massive  in¬ 
centives  to  investment,  the  sizes  of  the 
Federal  tax  bite  has  gone  up  as  fast  as 
total  national  production. 

This  is  the  heart  of  the  case  for  the 
present  tax  bill.  Our  current  tax  rates 


were  set  in  wartime  to  finance  the  war 
effort  and  discourage  inflation.  Today 
we  are  at  peace  and  inflation  is  no  longer 
a  problem,  yet  these  old  taxes  remain, 
draining  off  needed  purchasing  power 
and  saddling  the  economy  with  a  burden 
that  is  as  unnecessary  as  it  is  crippling. 

MAJOR  PROVISIONS  OP  THE  TAX  BELL 

The  Revenue  Act  of  1964,  HJt.  8363, 
will  reduce  taxes  by  $11.6  billion  a  year. 
$9.2  billion  of  this  amount  will  go  to  in¬ 
dividuals,  the  rest  to  corporations.  The 
tax  cuts  will  result  in  an  increase  in 
gross  national  product  of  between  $30 
billion  and  $40  billion.  In  addition  to 
lowering  taxes,  the  bill  will  bring  about 
a  number  of  structural  reforms — light¬ 
ening  unfair  tax  burdens,  chiefly  on  the 
very  poor,  and  closing  loopholes  that 
permit  a  few  people  to  escape  just  levels 
of  taxation. 

The  bill’s  most  important  provision 
calls  for  the  reduction  of  every  taxpayer’s 
income  tax  rate.  The  rate  cuts  range 
from  28  percent  for  people  making  less 
than  $3,000  a  year  to  17  percent  for  those 
with  incomes  over  $20,000.  The  new 
rates  will  go  into  effect  in  two  stages — 
on  January  1  in  1964  and  1965.  The 
withholding  rate  on  individual  incomes 
will  be  cut  from  18  percent  to  14  percent 
1  week  after  the  bill  is  enacted.  The 
passage  of  this  bill  will  produce  an  almost 
immediate  increase  in  gross  national 
product  of  about  $2  billion  a  month. 

Most  of  the  individual  tax  cuts  will  go 
to  the  people  who  need  them  the  most, 
those  with  incomes  of  $10,000  a  year  or 
less,  who  account  for  85  percent  of  all  tax 
returns.  An  average  childless  married 
couple  making  $6,000  a  year  will  have  a 
tax  saving  of  $186,  or  22  percent  of  its 
total  tax  bill.  A  couple  with  two  children 
and  an  income  of  $10,000  would  have  a 
tax  cut  of  $258,  a  saving  of  19  percent. 

The  corporate  tax  rate  will  be  cut 
from  30  to  22  percent  on  the  first  $25,000 
of  income,  and  from  52  to  48  percent  on 
income  over  $25,000.  Tax  payments  for 
corporations  with  incomes  over  $100,000 
will  be  accelerated.  At  present  such 
firms  pay  most  of  their  taxes  in  the  year 
after  they  are  due.  In  fact,  many  cor¬ 
porations  fund  their  tax  liabilities  by 
investing  in  short-term  notes.  H.R.  8363 
provides  for  gradual  changes  which,  over 
a  period  of  several  years,  will  put  cor¬ 
porations  on  the  same  pay-as-you-go 
basis  as  individuals. 

These  rate  cuts  account  for  most  of 
the  tax  reduction.  The  bill  also  contains 
a  number  of  highly  desirable  reforms 
which  will  remove  inequities  in  the  pres¬ 
ent  laws.  The  most  critical  of  the  struc¬ 
tural  reforms  is  the  minimum  stand¬ 
ard  deduction.  Under  present  law  per¬ 
sons  who  do  not  itemize  their  deduc- 
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tions  are  allowed  a  standard  deduction 
of  10  percent  of  their  gross  income.  This 
means  that  a  single  person  with  an  in¬ 
come  of  only  $667  has  to  pay  income 
taxes.  The  bill  provides  that  single  tax¬ 
payers  will  get  a  minimum  standard  de¬ 
duction  of  $300,  married  couples  will  get 
$400,  plus  $100  for  each  additional  de¬ 
pendent.  This  provision  amounts  to  only 
2.6  percent  of  the  total  tax  reduction, 
yet  it  will  give  relief  to  13.5  million  tax¬ 
payers,  and  will  completely  remove  1.5 
million  very  poor  persons  from  the  tax 
rolls.  Most  of  the  benefits  of  this  re¬ 
form  will  go  to  people  making  less  than 
$5,000  a  year.-  Taking  into  account  the 
rate  cuts,  the  minimum  standard  deduc¬ 
tion,  and  certain  other  reforms,  the  ef¬ 
fective  tax  rate  for  persons  with  incomes 
under  $3,000  will  be  reduced  by  39  per¬ 
cent. 

The  other  major  humanitarian  reform 
in  the  tax  bill  is  a  considerable  liberali¬ 
zation  of  the  provisions  for  deductions 
for  child  care  in  families  suffering  undue 
hardships.  The  maximum  age  of  chil¬ 
dren  for  whom  deductions  can  be  claimed 
has  been  raised  to  12,  the  maximum  de¬ 
duction  increased  to  $1,000,  and  the  max¬ 
imum  family  income  raised  to  $7,000. 

There  are  other  provisions  that  will 
relieve  hardship  and  cushion  the  shock 
of  economic  dislocations.  The  present 
1  percent  floor  for  deductions  for  drug 
purchases  has  been  abolished  for  people 
over  the  age  of  65.  The  cost  of  moving 
to  take  a  new  job  has  been  made  a  de¬ 
ductible  expense,  thus  making  it  easier 
for  workers  to  go  from  depressed  areas 
to  places  where  jobs  are  more  plentiful. 

The  bill  contains  a  number  of  reforms 
to  prevent  legal  tax  dodging  by  means 
of  personal  holding  companies,  artificial 
dispersion  of  corporations  to  evade  the 
corporate  surtax,  and  other  devices.  It 
prevents  most  of  the  shenanigans  on 
stock  options  by  tightening  the  provi¬ 
sions  by  which  such  benefits  are  eligible 
for  treatment  as  capital  gains  rather 
than  personal  income. 

There  is  one  more  reform  that  I  would 
like  to  mention,  because  of  its  connec¬ 
tion  with  my  own  State  of  Minnesota. 
This  is  the  provision  that  political  con¬ 
tributions  may  be  deducted,  up  to  $50  for 
single  taxpayers  and  $100  for  married 
couples.  Minnesota  was  the  first  State 
to  give  such  encouragement  to  popular 
financial  support  of  the  political  proc¬ 
ess,  and  I  am  pleased  that  this  progres¬ 
sive  example  is  being  followed  by  the 
Congress  of  the  United  States. 

A  PROGRESSIVE  TAX  BILL 

I  think  that  this  is  a  sound  and  good 
bill.  It  combines  urgently  needed  tax 
reduction  with  a  number  of  highly  de¬ 


sirable  reforms.  It  does  not  include  every 
necessary  reform,  but  it  would  be  unreal¬ 
istic  to  expect  perfection  in  any  one 
piece  of  legislation.  This  bill  may  not  be 
all  that  some  of  us  would  like,  but  it  takes 
us  a  long  way  toward  that  goal. 
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Since  this  bill  has  so  much  that  is  good 
in  it,  I  am  amazed  to  hear  some  of  my 
distinguished  friends  complaining  that 
it  is  a  giveaway  bill,  favoring  the  rich 
and  mighty  at  the  expense  of  the  humble 
citizen.  I  can  find  little  to  justify  such 
claims.  Most  of  the  tax  cuts  in  this 
bill  go  to  individuals,  not  corporations. 
And  small  businesses  get  three  times  as 
big  a  tax  reduction  as  larger  corpora¬ 
tions — 27  percent  as  opposed  to  8  per¬ 
cent. 

On  the  individual  level,  the  bulk  of  the 
reduction,  either  in  absolute  or  percent¬ 
age  terms,  goes  to  the  smaller  taxpayer; 
$7,621  billion,  or  80  percent  of  all  indi¬ 
vidual  tax  savings,  goes  to  taxpayers 
making  under  $20,000  a  year.  People 
with  annual  incomes  less  than  $3,000 
will  get  a  39-percent  reduction  in  taxes, 
compared  to  a  16-percent  cut  for  people 
in  the  $20,000  to  $50,000  class,  and  13.5 
percent  for  those  making  more  than 
$50,000.  This  is  not  a  regressive  bill;  it 
is  a  progressive  one,  and  as  such  it  de¬ 
serves  the  support  of  all  those  who  be¬ 
lieve  in  progressive  principles  of  taxa¬ 
tion. 

By  the  same  token,  this  is  not  a  soak- 
the-rich  bill,  either.  One  of  the  most 
important  and  controversial  issues  is  the 
treatment  of  capital  gains.  At  present 
gains  held  more  than  6  months  are  taxed 
as  follows:  one-half  of  the  net  gain  is 
not  subject  to  taxation;  the  other  half 
is  taxed  at  ordinary  income  tax  rates; 
however,  the  total  tax  cannot  exceed  25 
percent  of  the  entire  net  gain.  Less  than 
4  percent  of  all  the  taxpayers  who  re¬ 
port  capital  gains  actually  compute  their 
taxes  at  this  maximum  rate  of  25  per¬ 
cent.  The  overwhelming  majority  com¬ 
pute  their  capital  gains  taxes  by  apply¬ 
ing  the  regular  income  tax  rate  to  half 
of  the  gain.  Since  these  income  tax  rates 
have  been  reduced  so  sharply,  more  than 
96  percent  of  all  holders  of  capital  gains 
will  have  a  tax  reduction  on  those  gains 
equal  to  the  reduction  on  regular  in¬ 
come.  If  the  capital  gains  rate  were  also 
reduced,  a  small,  wealthy  minority  would 
get  a  capital  gains  tax  cut  almost  double 
the  cut  on  regular  income. 

The  present  treatment  of  capital  gains 
is  hardly  oppressive.  It  is  the  chief  rea¬ 
son  why  the  effective  tax  rate  for  the  av¬ 
erage  man  with  a  yearly  income  of  over 
a  million  dollars  is  barely  30  percent 
which  is  a  lower  effective  rate  than  is  paid 
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by  people  making  a  tenth  as  much.  We 
propose  substantial  tax  reduction  In  every 
income  bracket,  and  the  largest  rate  re¬ 
ductions  of  all  in  the  high  tax  brackets 
These  cuts  will  be  fully  reflected  in  the 
taxes  paid  by  19  out  of  20  holders  of 
capital  assets.  They  will  also  reduce 
substantially  the  taxes  paid  by  the  re¬ 
maining  holders  of  capital  gains.  If,  on 
top  of  this,  we  gave  yet  another  tax  cut 
to  the  wealthy  few,  we  would  In  fact  be 
shifting  an  equal  tax  burden  to  people 
who  are  less  able  to  pay.  For  this  reason 
I  am  pleased  that  the  Senate  voted,  by 
an  overwhelming  margin,  to  support  the 
Finance  Committee’s  decision  to  retain 
the  present  capital  gains  tax  rates. 

In  another  wise  action,  the  Committee 
on  Finance  eliminated  the  4-percent  tax 
credit  on  dividend  income.  At  the  same 
time,  the  committee  encouraged  the 
small  stockholder  by  increasing  from  $50 
to  $100  the  amount  of  dividend  income 
which  is  not  subject  to  taxation.  The 
dividend  exclusion  for  married  taxpayers 
was  also  doubled,  from  $100  to  $200. 
These  committee  actions  have  been  con¬ 
firmed  by  the  Senate. 

As  a  result  of  these  changes  more 
than  60  percent  of  all  people  with 
dividend  income  will  pay  less  or  the  same 
amount  of  tax  on  that  income.  In  fact, 
a  family  would  have  to  own  almost  ! 
$15,000  worth  of  stock  before  these 
changes  would  increase  its  taxes  on 
dividend  income.  For  most  such  large 
stockholders  the  loss  of  the  dividend 
credit  will  be  offset  by  income  tax  rate 
cuts  and  by  the  corporate  tax  reduction. 
This  last  change  alone  will  increase 
after-tax  corporate  income  by  8.3  per¬ 
cent. 

The  dividend  credit  was  enacted  in 
1954  in  hopes  that  it  would  stimulate 
investment  in  the  stock  market.  But 
the  Secretary  of  the  Treasury,  a  man  of 
vast  experience  in  the  financial  world, 
has  testified  that  the  dividend  credit  did 
not  stimulate  such  investment.  In  fact 
the  percentage  of  private  savings  in¬ 
vested  in  stock  has  actually  declined 
since  1954. 

SOME  DEFECTS  IN  THE  TAX  BILL 

As  I  have  said,  this  is  not  a  perfect 
piece  of  legislation  by  any  means.  For 
all  its  excellent  provisions,  this  bill  has 
several  unfortunate  features  that  I  voted 
against  and  that  I  hope  will  not  remain 
in  force  for  long. 

One  of  these  provisions  will  cost  cus¬ 
tomers  of  public  utilities  billions  of 
dollars.  In  1962  the  Congress  gave  busi¬ 
nesses  a  tax  credit  to  encourage  new  in¬ 
vestment.  In  most  businesses,  this 
credit  was  7  percent  of  the  worth  of 
the  new  investment.  This  represents  a 
substantial  saving  in  operating  costs. 


This  provision  has  a  special  signifi¬ 
cance  for  public  utilities,  whose  rates  are 
set  by  regulatory  agencies  which  take 
cost,  profit,  and  capital  needs  for  future 
expansion  into  account.  Since  the  in¬ 
vestment  tax  credit  lowers  costs,  its 
benefits  should  be  passed  along  to  utility 
customers  in  the  form  of  lower  rates. 
In  fact,  the  floor  manager  of  the  1962 
tax  bill  specifically  stated  that  it  was 
intended  that  utilities  would  pass  along 
to  their  customers  the  savings  that  they 
received  under  the  investment  credit. 

But  section  203(e)  of  the  current  tax 
bill  prohibits  regulatory  agencies  from 
requiring  public  utilities  to  do  this.  In 
effect  this  provision  forces  the  regulatory 
agencies  to  pretend  that  these  tax  con¬ 
cessions  do  not  exist  for  purposes  of  set¬ 
ting  utility  rates.  It  has  been  estimated 
that  this  provision  will  cost  American 
utility  customers  $618  million  in  1964 
alone.  For  this  reason  I  regret  the  Sen¬ 
ate’s  decision  to  uphold  section  203  (e) . 

Second,  the  Senate  once  again  refused 
to  take  any  significant  action  on  the  tax 
treatment  to  the  oil  industry.  The  de¬ 
pletion  allowance  permits  oil  companies 
to  exclude  up  to  half  of  their  net  income 
from  taxation.  Together  with  so-called 
“intangible  development  and  drilling 
costs,”  this  provision  lets  some  oil  pro¬ 
ducers  escape  income  taxation  altogether. 
To  be  sure  the  production  of  oil  requires 
special  consideration,  and  I  am  pre¬ 
pared  to  support  such  reasonable  pro¬ 
visions.  But  I  do  believe  there  is  a  need 
for  a  modest  revision  of  present  depletion 
allowances. 

Several  attempts  were  made  on  the 
floor  of  the  Senate  to  reduce  this  special 
treatment  somewhat.  These  proposals 
were  all  defeated,  despite  the  impressive 
documentation  presented  by  Senator 
Douglas  and  other  Members. 

There  also  was^  a  valiant  but  unsuc¬ 
cessful  attempt  to  increase  the  minimum 
standard  deduction.  While  the  bill’s  pro¬ 
vision  of  $300  for  a  single  taxpayer  and 
$100  for  each  dependent  represents  a 
considerable  reduction  in  the  taxes  paid 
by  very  poor  families,  this  group  still 
bears  too  great  a  tax  burden.  A  mini¬ 
mum  standard  deduction  of  $400  and 
$200  for  each  dependent  would  give  fur¬ 
ther  tax  relief  to  those  people  whose  in¬ 
comes  do  not  permit  them  to  maintain 
minimum  levels  of  health  and  well-being. 
The  revenue  loss  caused  by  this  measure 
would  be  made  up  by  a  smaller  reduction 
in  the  taxes  paid  by  large  corporations. 
I  am  sorry  that  this  humane  proposal 
was  not  adopted. 

THE  IMPACT  OF  THE  TAX  BILL 

The  major  overriding  goal  of  this  bill 
is  to  stimulate  a  lagging  economy  by  in- 
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creased  purchasing  power  freed  by  lower 
taxes.  From  every  indication  the  bill’s 
impact  on  the  economy  will  be  im¬ 
mediate  and  profound.  About  93  per¬ 
cent  of  the  tax  cut  will  go  into  personal 
consumption  spending.  This  will  result 
in  a  speedy  increase  in  the  gross  national 
product  of  between  $30  and  $40  billion  a 
year.  This  stimulus  will  be  felt  in  every 
industry  and  every  part  of  the  country, 
by  workers,  fanners,  and  businessmen. 
For  example,  the  Treasury  Department 
has  estimated  that  the  tax  cut  will  result 
in  a  personal  income  increase  of  $540 
million  a  year  in  my  own  State  of  Min¬ 
nesota.  The  Senator  from  New  Hamp¬ 
shire  [Mr.  Cotton],  has  quoted  me  as 
saying  that  this  bill  will  not  increase 
employment.  I’m  afraid  he  has  failed 
to  quote  me  in  full  or  has  failed  to 
understand  that  what  I  sought  to  em¬ 
phasize  was  the  importance  of  long-range 
planning  to  obtain  the  benefits  of  auto¬ 
mation,  automation  that  will  be  en¬ 
couraged  by  the  benefits  of  this  tax  bill. 
But,  automation  should  create  jobs 
provided  that  we  have  an  economy  that 
is  propelled  forward  by  expanded  pur¬ 
chasing  power.  It  is  just  this  purchas¬ 
ing  power  that  is  provided  in  this 
measure. 

The  tax  cut’s  impact  on  the  Federal 
budget  will  come  in  several  stages.  A 
good  deal  of  the  tax  loss  will  be  made  up 
by  higher  revenues  produced  by  in¬ 
creased  prosperity.  While  the  total  tax 
cut  for  fiscal  year  1965  will  be  over  $8 
billion,  the  actual  loss  in  tax  revenues 
will  be  only  about  half  this  figure,  since 
the  higher  level  of  business  activity  will 
return  more  taxes  to  the  Government. 
Within  a  few  years  the  economy,  freed 
from  the  burden  of  wartime  taxes,  is 
expected  to  produce  enough  tax  revenue 
to  balance  the  budget. 

The  short-run  budget  deficit  is  like 
borrowing  in  order  to  finance  future  ex- 

[P.  2307} 

pansion — a  common  practice  in  progres¬ 
sive  corporations. 

It  is  wise  to  remember  that  the  actual 
amount  of  tax  revenue  received  by  the 
Treasury  is  a  product  of  both  the  tax 
rate  and  the  general  health  of  the  econ¬ 
omy.  A  drop  in  the  level  of  business 
activity  is  the  surest  way  to  deficits. 

In  1959  a  recession  turned  an  esti¬ 
mated  half-billion-dollar  budget  surplus 
into  a  deficit  of  $12  billion — a  peacetime 
record.  The  important  thing  about  the 
national  debt  is  not  its  absolute  size  con¬ 
sidered  in  isolation,  but  its  size  relative 
to  the  gross  national  product.  In  1946 
the  national  debt  was  slightly  larger 
than  the  total  of  all  goods  and  services 


produced  in  the  United  States  in  that 
year.  Since  then  the  GNP  has  grown 
so  much  faster  than  the  national  debt 
that  today  the  debt  is  only  50  percent 
of  the  GNP.  In  fact,  while  the  national 
debt  has  grown  11  percent  since  1946, 
corporate  debt  has  gone  up  by  400  per¬ 
cent,  and  State  and  local  government 
debt  has  also  increased  by  400  percent. 

In  reducing  the  tax  bite  taken  by  the 
Federal  Government,  the  tax  bill  is  ex¬ 
panding  the  tax  base  of  State  and  local 
governments.  The  prosperity  resulting 
from  the  Federal  tax  cuts  will  provide 
almost  $3  billion  in  additional  revenues 
for  State  and  local  governments,  with¬ 
out  any  rise  in  their  tax  rates.  The  ef¬ 
fect  of  this  tax  bill  in  Minnesota  will  be 
to  increase  State  and  local  tax  collec¬ 
tion  by  $62  million. 

This  bill  had  its  inception  in  the  care¬ 
ful  and  scholarly  deliberations  of  the 
Council  of  Economic  Advisers  and  the 
Treasury  Department.  The  Committee 
on  Finance  and  the  Ways  and  Means 
Committee  heard  hundreds  of  witnesses 
and  deliberated  for  months  as  they  de¬ 
vised  the  specific  legislation.  They  have 
produced  a  comprehensive  and  wisely 
conceived  measure.  This  bill  alone  will 
not  solve  the  unemployment  problem. 
But,  by  freeing  the  great  productive 
energies  of  the  American  economy,  it 
holds  out  the  promise  of  creating  more 
than  2  million  new  jobs  in  the  years 
ahead.  We  need  those  jobs,  and  we  need 
this  bill. 

Mr.  THURMOND.  Mr.  President,  I 
cannot  bring  myself  to  vote  for  passage 
of  H.R.  8683. 

The  National  Government  is  operating 
almost  every  year  at  a  deficit.  Only  six 
times  in  the  past  34  years  have  revenues 
exceeded  expenditures,  and  in  most  of 
the  balanced  budget  years  the  margin 
of  revenues  over  expenditures  was  nar¬ 
row.  On  the  other  hand,  in  deficit  years 
the  margin  of  expenditures  over  receipts 
has  soared.  We  are  now  faced  with  a 
deficit  in  years  when  the  economy  is 
booming.  We  cannot  continue  such 
fiscal  irresponsibility  without  perma¬ 
nently  impairing  the  economic  stability 
of  the  Nation. 

It  is  estimated  that  at  constant  levels 
of  income,  this  bill,  when  fully  effective, 
will  reduce  receipts  of  the  National 
Government  by  $8.4  billion.  The 
Treasury  Department  optimistically  es¬ 
timates  that  the  resulting  release  of 
funds  to  the  private  economy  will  result 
in  a  mitigation  of  revenue  losses,  but 
even  the  Treasury’s  optimistic  estimate 
concedes  a  net  revenue  loss  of  some¬ 
where  between  $4  and  $5  billion  annual¬ 
ly  as  a  result  of  this  bill.  We  have  no 
guarantee  that  spending  will  be  reduced 
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or  held  to  present  levels,  for'  we  have  re¬ 
jected  amendments  to  insure  controls 
on  spending. 

Even  in  the  absence  of  a  reduction  in 
taxes,  we  are  faced  with  mounting  defi¬ 
cits  in  prosperous  times.  To  reduce 
taxes  under  such  circumstances  is  to  in¬ 
vite  inflation  which  is  even  harder  to 
control  than  is  the  spending  rate  of  the 
National  Government.  It  is  impossible, 
therefore,  to  reach  any  other  conclusion 
than  that  a  tax  reduction  without  con¬ 
current  or  prior  reductions  in  expendi¬ 
tures  constitutes  the  height  of  fiscal  ir¬ 
responsibility. 

Mr.  President,  Federal  income  tax 
rates  at  present  are  excessively  high. 
They  should  be  reduced.  A  reduction 
without  a  corresponding  or  greater  re¬ 
duction  in  expenses,  however,  constitutes 
a  remedy  for  the  problem  with  far  worse 
consequences  than  the  problem  itself. 

Generally,  the  structural  changes 
made  by  H.R.  8683  improve  the  equity 
and  operation  of  the  tax  structure.  For 
the  most  part,  they  are  long  overdue. 
Were  they  to  be  considered  separately 
from  the  reduction  in  rates,  or  were  the 
entire  bill  to  be  considered  under  cir¬ 
cumstances  of  assured  reduction  in  ex¬ 
penditures.  I  would  certainly  support  it. 
Under  existing  circumstances,  I  must 
vote  against  passage. 

SMALL  BUSINESS  ASPECTS  OF  THE  TAX  BILL 

Mr.  FULBRIGHT.  Mr.  President,  I 
wish  to  discuss  briefly  the  significance 
of  the  tax  bill  to  small  business.  As  a 
former  small  businessman  and  chairman 
of  the  committee  having  jurisdiction  over 
small  business  legislation,  and  as  repre¬ 
sentative  of  a  State  whose  economy  is 
based  on  small  business,  I  have  a  special 
interest  in  the  implications  of  this  bill 
for  the  small  businessman.  The  overall 
effect  of  this  bill — direct  and  indirect — 
should  make  this  one  of  the  most  im¬ 
portant  small  business-related  measures 
ever  to  come  before  the  Congress.  It  is 
especially  gratifying  to  me  that  this  bill 
proposes  to  reverse  the  corporate  nor¬ 
mal  and  surtax  rates — an  idea  I  have 
promoted  for  a  number  of  years.  This 
feature  will  probably  prove  to  be  the 
most  significant  provision  of  the  bill  for 
small  corporations. 

There  is  really  nothing  small  about 
small  business.  Small  business  firms 
constitute  about  95  percent  of  all  busi¬ 
nesses  in  the  country,  employ  some  30 
million  people  and  account  for  about  40 
percent  of  the  total  business  volume. 

They  now  bear  the  greatest  burden 
of  an  economy  that  is  operating  below 
capacity.  Larger,  diversified  firms  are  in 
a  much  better  position  to  shift  produc¬ 
tion  emphasis  diming  slack  periods. 
Small,  single-product  firms  with  limited 


markets  and  sources  of  capital  have  lit¬ 
tle  freedom  to  maneuver  when  economic 
conditions  become  unfavorable.  The 
provisions  of  this  tax  bill  should  give 
much  encouragement  to  small  business¬ 
men  throughout  the  Nation  who  have 
been^  fighting  a  losing  battle  with  big¬ 
ness  on  every  hand. 

The  tax  bill  will  help  small  business  in 
a  number  of  ways. 

First,  the  full  reduction  in  the  normal 
corporate  tax  rate  from  30  to  22  percent 
will  go  into  effect  in  1964.  I  am  pleased 
that  the  idea  was  adopted  by  the  late 
President  and  made  a  part  of  his  tax 
recommendations  to  Congress.  Nearly 
one -half  million  small  corporations, 
those  with  taxable  incomes  of  $25,000  or 
less,  will  have  their  tax  rates  cut  by  al¬ 
most  27  percent,  as  contrasted  to  an  8- 
percent  rate  reduction  for  those  earning 
above  that  amount.  The  annual  tax  sav¬ 
ing  for  these  small  firms  will  total  about 
$230  million  starting  in  1964.  In  the 
case  of  single-proprietor  businesses,  the 
benefits  from  individual  tax  reductions 
will  average  nearly  20  percent. 

Second,  credit  is  a  particular  problem 
with  the  small  corporation — because  it 
does  not  have  access  to  sources  of  capital 
available  to  big  business.  Lack  of  ade¬ 
quate  capital  to  invest  in  new  equip¬ 
ment,  venture  into  a  new  product  line 
is  a  prime  factor  inhibiting  growth  of 
most  small  businesses.  Tax  reduction, 
by  increasing  the  volume  of  earnings 
that  may  be  used  for  expansion  and 
modernization,  can  help  relieve  depend¬ 
ence  on  costly  short-term  credit. 

Continued  borrowing  of  excessive 
amounts  is  no  substitute  for  retained 
earnings.  The  tax  bill  will  immediately 
increase  retained  earnings — permitting 
small  businessmen  throughout  the  coun¬ 
try  to  expand,  relocate,  or  purchase  new 
machinery  and  equipment. 

On  occasion  it  will  still  be  necessary 
for  the  small  businessman  to  borrow  in 
order  to  take  prompt  advantage  of  prom¬ 
ising  opportunities.  But  we  must  not 
lose  sight  of  the  fact  that  the  ability  to 
obtain  such  funds,  at  the  right  time,  in 
the  right  amount,  and  on  reasonable 
terms,  depends  on  the  outlook  for  profit¬ 
able  operations. 

This  tax  measure  will  greatly  improve 
the  prospects  for  profitable  operations 
for  the  small  businessman.  It  can,  in 
fact,  well  spell  the  difference  between 
success  or  failure  for  existing  small  busi¬ 
ness,  the  difference  between  starting  or 
holding  back  on  a  new  venture.  The  tax 
bill  will  help  unlock  once  again  all  the 
initiative  and  enterprise  that  U.S.  busi¬ 
nessmen,  large  and  small,  have  always 
been  able  to  call  upon. 
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Finally,  small  businesses  will  benefit 
from  liberalization  of  the  investment 
credit  provision.  This  will  also  foster 
expansion  by  encouraging  acquisition  of 
new  equipment.  This  coupled  with  last 
year’s  liberalization  of  depreciation 
schedules  should  give  great  incentive  for 
modernization  that  will  make  small 
businesses  more  able  to  compete  for 
growing  markets. 

The  present  rate  structure  has  undou¬ 
btedly  contributed  to  the  decline  in  the 
relative  importance  of  small  business  in 
recent  years.  To  the  extent  that  our  tax 
laws  foster  larger  and  more  powerful 
business  units,  our  political  democracy  is 
distorted  and  weakened.  This  tax  bill 
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should  help  Insure  that  small  business 
will  be  given  a  fair  chance  to  grow  and 
prosper  under  our  competitive  system.  I 
can  think  of  no  action  more  vital  to  the 
maintenance  of  our  system  of  free  enter¬ 
prise  than  the  encouragement  and  devel¬ 
opment  of  small  businesses.  They  are 
the  very  foundation  of  our  national 
economy. 

INFLATION  AND  THE  TAX  BILL 

Mr.  President,  a  number  of  points 
have  been  raised  concerning  possible  in¬ 
flationary  aspects  of  the  tax  bill  when 
coupled  with  restraints  on  Federal 
spending.  Some  argue  that  although 
the  combination  will  bring  about  a  high 
level  of  economic  activity  this  year,  the 
stimulus  will  “overheat”  the  economy 
and  that  it  will  create  eventually  infla¬ 
tionary  pressures  that  will  offset  benefits 
of  the  tax  cut.  Others  question  the  tim¬ 
ing  of  the  tax  reduction  and  expenditure 
restrictions.  They  contend  that  the 
combination  will  cause  rapid  withdrawal 
of  stimulus  to  the  economy  after  1964 
and  that  the  impact  of  tax  reduction  will 
be  lessening  at  the  same  time  Govern¬ 
ment  expenditures  are  being  lowered. 

There  is  no  doubt  that  inflationary 
pressures  are  likely  when  the  economy  is 
operating  under  conditions  of  full  em¬ 
ployment  and  full  production.  This  is 
not  the  case  now,  nor  is  it  likely  to  be  in 
the  immediate  future.  Although  gross 
national  product  is  increasing  and  the 
gap  between  actual  and  potential  pro¬ 
ductivity  is  being  closed,  we  have  not 
come  close  to  reaching  our  full  employ¬ 
ment  level.  Four  million  Americans  are 
looking  for  work  and  the  unemployment 
rate  is  over  5^2  percent.  The  rate  is  not 
expected  to  go  below  5  percent  this  year, 
even  with  the  stimulating  effect  of  the 
tax  cut.  It  should  also  be  kept  in  mind 
that  some  3Vz  million  new  jobs  must  be 
created  annually  for  the  next  decade  in 
order  to  keep  the  unemployment  situa¬ 
tion  from  worsening.  The  labor  force 


Will  also  be  increased  by  many  workers 
returning  to  work  who  have  temporarily 
dropped  out  of  the  labor  market.  Those 
leaving  the  unemployment  rolls  and 
others  returning  to  work  after  a  tem¬ 
porary  layoff  will  also  be  consumers  who 
will  be  in  a  position  to  help  close  the  gap 
between  our  productive  capacity  and 
output. 

Considerable  excess  capacity  exists. 
It  is  estimated  that  the  economy  is  fully 
capable  of  producing  without  strain  at 
least  $30  billion  more  in  goods  and  serv¬ 
ices — but  is  not  doing  so  because  of  in¬ 
sufficient  demand.  Production  rates  are 
well  below  maximum  operating  levels. 
The  central  purpose  of  the  tax  reduction 
is  to  remove  these  twin  conditions  of  un¬ 
employment  and  unused  capacity.  In 
this  sense  the  tax  bill  is  a  catalyst  that 
will  energize  the  private  sector  of  the 
economy  to  eliminate  underutilization  of 
manpower  and  machines. 

In  considering  the  question  of  pos¬ 
sible  inflation  it  should  be  noted  that  a 
considerable  part  of  the  expansion  now 
underway  is  a  result  of  the  proposed 
tax  cut.  Economists  report  that  much 
of  the  recent  rise  in  the  level  of  fixed 
investment  expenditure  can  be  attri¬ 
buted  to  the  expectation  of  passage  of 
the  tax  bill.  Actual  adoption  of  the  tax 
bill  will  not  mean  an  entirely  new  fac¬ 
tor  for  stimulating  investment.  Expec¬ 
tations  on  the  part  of  businessmen  that 
their  own  taxes  as  well  as  the  taxes  of 
consumers  will  be  reduced  undoubtedly 
have  been  significant  factors  in  account¬ 
ing  for  the  $9  billion  increase  in  expendi¬ 
ture  for  fixed  investments  over  the  past 
year. 

Those  who  are  so  concerned  over  the 
possibility  of  inflation  perhaps  do  not 
attach  sufficient  importance  to  the 
changes  that  have  taken  place  in  our 
economy  since  the  end  of  World  War  II. 
During  the  late  forties  and  early  fifties, 
we  had  conditions  conducive  to  creation 
of  excess  demand — with  inflationary 
consequences.  We  are  not  now  involved 
in  a  peacetime  readjustment  as  we  were 
in  the  late  forties  and  we  are  not  in¬ 
volved  in  a  large-scale  armed  conflict  as 
we  were  during  the  Korean  period.  Dur¬ 
ing  both  periods,  heavy  demands  were 
placed  on  the  labor  force  which  was  al¬ 
ready  substantially  at  full  employment 
levels.  Businessmen  and  labor  unions 
were  not  unduly  concerned  with  pricing 
themselves  out  of  the  market.  One  rea¬ 
son  was  that  we  had  no  substantial  com¬ 
petition  from  the  rest  of  the  free  world 
at  that  time.  But  the  situation  is  dif¬ 
ferent  today.  Competition  for  markets 
is  keen  at  home  and  abroad  and  workers 
are  probably  as  concerned  about  jobs  and 
job  security  as  in  increases  in  money 
wages.  Increases  in  money  wages  and 
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prices  since  the  late  fifties  have  in  fact 
been  minimal.  During  the  past  year, 
for  example,  average  hourly  earnings  of 
manufacturing  employees  have  gone  up 
by  only  8  cents  while  the  index  for  manu¬ 
facturing  production  rose  almost  8  per¬ 
cent. 

We  are  experiencing  a  period  of  rela¬ 
tive  price  stability.  The  wholesale  price 
index  has  been  quite  stable  for  5  years 
and  is  now  actually  below  the  level  of 
3  years  ago.  The  Consumer  Price  Index 
has  gone  up  by  only  a  little  over  1  per¬ 
cent  a  year  in  the  last  3  years  and  most 
of  that  has  been  due  to  increases  in 
prices  of  services.  We  have  had  a  $100 
million  increase  in  gross  national  prod¬ 
uct  with  little  inflation  in  the  last  3 
years.  Of  the  20-percent  increase  in 
gross  national  product  in  the  last  3 
years,  only  4  percent  is  attributable  to 
a  rise  in  prices.  The  $38  billion  increase 
in  gross  national  product  predicted  for 
this  year,  which  includes  the  stimulating 
effects  of  the  tax  cut,  should  not  place 
any  undue  strain  on  our  price -wage 
structure  in  view  of  the  ratio  of  idle 
capacity  to  manpower. 

Concern  has  been  expressed  about  the 
dangers  from  timing  of  the  tax  reduc- 
tion  and  spending  curbs.  Actually,  the 
timing  of  the  combination  in  the 
present  form  turns  out  to  be  much  bet¬ 
ter  than  originally  contemplated.  Gov¬ 
ernment  expenditures  for  goods  and 
services  rose  during  the  past  year  and 
part  of  the  increase  in  gross  national 
s  product  is  attributable  to  this  factor. 
Rising  Federal  expenditures  played  an 
important  role  in  the  1961-63  expansion. 
These  expenditures  accounted  directly 
for  11  percent  of  the  growth  in  GNP. 
The  tax  reduction  and  the  President’s 
budget  for  the  next  fiscal  year  shift  the 
Government’s  emphasis  from  direct 
stimulation  sharply  over  to  the  private 
sector.  With  the  combination  policy 
proposed  there  should  be  a  slight  in¬ 
crease  in  Goverment  expenditures  for 
the  first  half  of  the  year  and  a  leveling 
out  at  about  the  time  the  stimulus  to  the 
economy  from  the  tax  cut  takes  hold. 
This  timing  as  a  balance  in  the  use  of 
the  two  fiscal  weapons  should  turn  out 
to  be  quite  beneficial. 

As  a  last  point,  it  should  be  noted  that 
one  of  the  most  effective  lines  of  defense 
against  inflation  is  a  sense  of  public 
responsibility  exercised  by  labor  and 
business  leaders.  Decisions  made  by 
these  men  will  decide  ultimately  whether 
or  not  we  will  have  another  wage -price 
spiral.  I  do  not  think  it  is  unreason¬ 
able  to  expect  these  leaders  to  exhibit 
that  sense  of  responsibility.  If  they  do 
not,  the  outlook  for  our  economy  is  bleak 
indeed,  with  or  without  a  tax  cut.  The 


President  has  appealed  to  labor  and 
management  to  hold  the  line  on  prices 
and  wages.  As  Members  of  this  body 
know  so  well,  the  President  can  be  most 
persuasive. 

I  can  appreciate  the  fears  of  those  who 
look  over  their  shoulder  at  the  results 
of  the  Nation’s  past  experiences  with 
runaway  inflation.  None  of  us  is  willing 
to  agree  to  a  measure  that  promises  to 
set  off  another  disastrous  wage-price 
spiral,  diminish  further  the  value  of  the 
dollar,  and  wipe  out  the  solid  economic 
gains  that  have  been  made  in  recent 
years.  We  are  not  confronted  with  such 
a  risk  in  this  bill.  As  I  have  attempted 
to  point  out,  the  prime  factors  which 
feed  the  fires  of  inflation  are  not  at  wor¬ 
risome  levels  today — nor  can  they  be 
expected  to  be  after  the  effects  of  this  bill 
are  fully  operative.  The  only  justifica¬ 
tion  for  the  tax  cut  is  to  try  to  bring 
employment  and  production  up  to  satis¬ 
factory  levels.  We  should  concern  our¬ 
selves  with  taking  necessary  steps  to 
reach  this  goal  and  maintain  it  rather 
than  permitting  vague  fears  to  keep  the 
Congress  from  taking  constructive  ac¬ 
tion.  The  soundest  growth  periods  of 
the  Nation  were  not  founded  on  either 
fear  of  the  future  or  on  reckless  gam¬ 
bling.  This  bill  represents  that  middle 
ground  of  confidence  in  the  basic 
strengths  of  our  economy  which  has 
been  the  key  ingredient  in  our  Nation’s 
growth. 

Mr.  SMATHERS.  Mr.  President,  I 
should  like  to  propound  a  unanimous - 
consent  request  that  the  Senate  be  per¬ 
mitted  to  vote  on  the  passage  of  the  bill, 
and  that  following  the  vote  on  the  pas¬ 
sage  of  the  bill  Senators  who  may  wish  to 
speak  concerning  the  bill  may  do  so  and 
that  their  remarks  may  appear  in  the 
Record  prior  to  the  final  vote.  The  rea¬ 
son  for  the  request  is  that  at  least  20 
Senators  have  plans  to  take  airplanes  in 
the  next  35  or  40  minutes,  but  will  be 
unable  to  do  so  if  many  Senators  speak. 

Mr.  CLARK.  Mr.  President,  reserv¬ 
ing  the  right  to  object — and  I  shall  not 
object — does  the  Senator  intend  to  have 
the  conferees  appointed  before  or  sub¬ 
sequent  to  the  making  of  the  speeches? 
I  desire  to  say  a  word  about  the  con¬ 
ferees,  but  I  am  wondering  whether  it  is 
intended  to  wait  until  after  the  vote. 

[/>.  2309] 

I  should  like  to  say  a  word  about  the  con- 
forces. 

Mr.  SMATHERS.  Mr.  President,  I 
should  like  to  make  the  unanimous- 
consent  request  with  the  understanding 
that  the  Senator  from  Pennsylvania  will 
be  permitted  to  make  this  speech  before 
the  conferees  are  appointed. 
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Mr.  PROXMIRE.  Mr.  President,  re¬ 
serving  the  right  to  object — and  I  shall 
not  object.  _I  informed  the  majority 
leader  and  the  Senator  in  charge  of  the 
bill  this  morning  that  I  desired  to  make 
a  15 -minute  speech  on  the  bill.  At  their 
specific  request,  I  agreed  not  to  offer  an 
amendment  for  that  purpose,  because 
they  assured  me  that  I  would  receive 
time  on  the  bill  before  the  vote  if  I  de¬ 
ferred  to  their  wishes. 

Nevertheless,  I  will  speak  after  the  bill 
passes  in  view  of  the  obvious  desire  to 
vote,  and  to  vote  now. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  MANSFIELD.  The  Senator  from 
Wisconsin  is  absolutely  correct.  He  was 
given  that  assurance;  and,  so  far  as  I 
am  concerned,  I  wish  he  would  deliver 
that  speech  now. 

Mr.  PROXMIRE.  No;  I  shall  not  do 
so. 

Mr.  MANSFIELD.  I  would  appreciate 
it  if  the  Senator  would  give  his  speech 
now,  because  when  word  is  given,  it  must 
be  kept. 

Mr.  TALMADGE.  Mr.  President,  on 
the  question  of  the  passage  of  the  bill, 
I  ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The  bill 
having  been  read  the  third  time,  the 
question  is,  Shall  it  pass? 

On  this  question  the  yeas  and  nays 
have  been  ordered ;  and  the  clerk  will  call 
the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Nebraska  [Mr.  Curtis] 
and  the  Senator  from  Illinois  [Mr. 
Dirksen]  are  necessarily  absent. 

On  this  vote,  the  Senator  from  Illinois 
[Mr.  Dirksen]  is  paired  with  the  Senator 
from  Nebraska  [Mr.  Curtis].  If  present 
and  voting,  the  Senator  from  Illinois 
would  vote  “yea,”  and  the  Senator  from 
Nebraska  would  vote  “nay.” 

The  result  was  announced — yeas  77, 
nays  21,  as  follows: 

[No.  39  Leg.] 

YEAS— 77 


AlJott 

Dodd 

Javlts 

Anderson 

Dominick 

Johnston 

Bartlett 

Douglas 

Jordan,  N.C. 

Bayh 

Eastland 

Jordan, Idaho 

Beall 

Edmondson 

Keating 

Bible 

Engle 

Kennedy 

Boggs 

Fong 

Kuchel 

Brewster 

Fulbright 

Long,  Mo. 

Burdick 

Grueiiing 

Long,  La. 

Byrd,  W.  Va. 

Hart 

Magnuson 

Cannon 

Hartke 

Mansfield 

Carlson 

Hayden 

McCarthy 

Case 

Hill 

McGee 

Church 

Holland 

McGovern 

Clark 

Humphrey 

McIntyre 

Cooper 

Inouye 

McNamara 

Cotton 

Jackson 

Metcalf 

Monroney 

Pell 

Sparkman 

Morse 

Prouty 

Symington 

Morton 

Randolph 

Talmadge 

Moss 

Ribicoff 

Walters 

Mundt 

Robertson 

Williams,  N.J. 

Muskie 

Saltonstall 

Yarborough 

Nelson 

Scott 

Young,  N.  Dak. 

Pas  tore 

Smathers 

Young,  Ohio 

Pearson 

Smith 

NAYS— 21 

Aiken 

Hlckenlooper 

Proxmire 

Bennett 

Hruska 

Russell 

Byrd,  Va. 

Lausche 

Simpson 

Ellender 

McCleUan 

Stennis 

Ervin 

Mechem 

Thurmond 

Goldwater 

Miller 

Tower 

Gore 

Neuberger 

Williams,  Del. 

NOT  VOTING— 2 

Curtis 

Dirksen 

So  the  bill  (H.R.  8363)  was  passed. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  that  the  Senate  insist  upon 
its  amendments  and  request  a  conference 
with  the  House  of  Representatives  on 
the  disagreeing  votes  thereon,  and  that 
the  Presiding  Officer - 

Mr.  DOUGLAS.  Mr.  President,  may 
we  have  order?  _ 

The  PRESIDING  OFFICER.  The 
Senator  will  suspend.  Will  the  Senate 
please  be  in  order? 

Mr.  CLARK.  Mr.  President,  under  the 
unanimous-consent  agreement,  I  under¬ 
stood  that  I  would  be  entitled  to  speak 
before  the  conferees  were  appointed. 

Mr.  LONG  of  Louisiana.  The  Senator 
is  correct.  I  had  anticipated  that  the 
Senator  would  speak  on  that  subject. 

Mr.  CLARK.  Mr.  President,  is  the 
Senate  still  on  limited  time? 

The  PRESIDING  OFFICER.  It  is  not 
on  limited  time. 

SUPPORT  OF  THE  TAX  CUT 

Mr.  CLARK.  Mr.  President,  for  more 
than  7  months  last  year  the  Subcommit¬ 
tee  on  Employment  and  Manpower 
plumed  the  depths  of  the  Nation’s  unem¬ 
ployment  problem.  The  subcommittee  is 
now  developing  its  reports  and  recom¬ 
mendations  as  a  result  of  these  studies. 
We  are  convinced  that  the  solution  to 
America’s  unemployment  problem  is  not 
a  simple  one,  but  that  it  would  be  useless 
to  try  to  resolve  the  many  structural 
problems  which  lie  at  the  heart  of  un¬ 
employment  unless  the  economy  is  ex¬ 
panding  at  a  rapid  enough  rate  to  absorb 
all  who  can  be  trained  and  educated  for 
work. 

The  President’s  tax  bill  goes  to  the 
heart  of  this  problem.  It  will  provide  a 
much  needed  stimulus  which  will  en¬ 
courage  an  increase  in  the  consumption 
of  goods  and  services  and  additional  in¬ 
vestments  in  modern  plants  and  equip¬ 
ment. 

In  my  judgment,  this  tax  bill  is  the 
first  step  toward  the  intelligent  use  of  tax 
and  expenditure  policy  to  achieve  full 
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employment  in  the  United  States.  Every 
nation  of  Western  Europe  has  been  using 
the  tax  and  expenditure  policies  of  gov¬ 
ernment  to  maintain  high  levels  of  em¬ 
ployment  and  growth.  Yet  here  in  the 
United  States  our  Federal  budget  re¬ 
mains  a  horse  and  buggy  document. 

The  Employment  Act  of  1946  declared 
it  to  be  our  national  purpose  to  provide 
all  those  willing  and  able  to  work  with 
employment.  Congress  has  never  given 
the  President  the  tools  he  needs  to  make 
good  on  that  promise.  This  bill  is  a  step 
in  that  direction  and  I  support  it  for  that 
reason. 

APPOINTMENTS  OF  CONFEREES 

Mr.  President,  I  should  like  to  speak 
briefly  in  reference  to  the  appointment 
of  conferees.  I  am  not  too  clear  who 
the  conferees  on  the  bill  will  be.  I  do 
not  make  the  request  that  I  should  be 
advised. 

I  wish  to  call  to  the  attention  of  the 
Senator  in  charge  of  the  bill  and  poten¬ 
tial  conferees  the  very  clear  rules  about 
the  appointment  of  conferees  which  are 
set  forth  in  the  book  on  Senate  Pro¬ 
cedure  authored  by  Mr.  Watkins  and  Mr. 
Riddick.  Beginning  on  page  171  of  that 
book,  the  following  statements  appear: 

Appointment  by  Chair  under  order  of  Sen¬ 
ate:  It  is  the  universal  practice  in  the  ap¬ 
pointment  of  conferees  for  the  Presiding  Offi¬ 
cer  to  name  the  Senators  suggested  to  him  by 
the  Member  in  charge  of  the  particular  bill — 

That  is  the  Senator  from  Louisiana 
[Mr.  Long].  Continuing  to  read — 

Under  rule  XXIV,  “the  Senate  may  elect  its 
conferees,  if  it  sees  fit  to  do  so.  The  Senate 
has  a  right  to  elect  its  own  conferees.  A 
motion  to  elect  certain  conferees  is  amend¬ 
able  by  substituting  other  conferees.” 

Still  quoting: 

The  conferees  in  theory  are  appointed  by 
the  Presiding  Officer  but  in  fact  axe  desig¬ 
nated  by  friends  of  the  measure,  who  are  in 
sympathy  with  the  prevailing  view  of  the 
Senate,  and  with  consideration  for  the  usual 
party  ratio.  And  the  Senate,  on  motion,  may 
elect  its  conferees  as  it  sees  fit. 

Quoting  from  page  174: 

Resignation  or  declaration  to  serve:  Sen¬ 
ators  have  declined  to  serve  as  conferees  in 
some  instances  because  they  were  not  in 
sympathy  with  the  provisions  of  bills  as 
passed  by  the  Senate  or,  after  a  conference 
report  was  rejected,  a  Senator  declined  to 
serve  on  a  second  conference  committee  be¬ 
cause  of  views  not  in  harmony  with  the 
action  of  the  Senate. 

Conferees  have  resigned  because  they  were 
not  in  sympathy  with  the  action  of  the  Sen¬ 
ate  on  the  bill  or  opposed  to  the  bill  in 
question. 

I  shall  leave  to  the  conscience  of  every 
member  of  the  conference  committee 
whether  or  not  he  thinks  he  qualifies 
under  the  terms  clearly  established  by 


the  precedents  of  the  Senate.  A  num¬ 
ber  of  questions  are  in  disagreement  be¬ 
tween  the  Senate  and  the  House.  Per¬ 
haps  the  most  important  is  with  refer¬ 
ence  to  the  capital  gains  tax.  Another 
important  issue  is  the  amendment  of  the 
Senator  from  Tennessee  [Mr.  Gore] 
dealing  with  the  foreign  tax  credit.  It 
is  essential  for  the  orderly,  proper  and, 
indeed,  honest  conduct  of  business  that 
a  majority  of  the  conferees  on  the  part 
of  the  Senate  should  have  supported  by 
their  votes  the  position  taken  by  the 
Senate  on  the  questions  which  are  in 
disagreement  with  the  House  of  Repre¬ 
sentatives. 

I  hope  that  each  potential  conferee  will 
search  his  own  conscience  to  determine 
whether  he  qualifies  under  that  clearly 
established  principle. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  that  the  Senate  insist  upon 
its  amendments  and  request  a  confer¬ 
ence  with  the  House  of  Representatives 
thereon;  and  that  the  Chair  appoint  the 
conferees  on  the  part  of  the  Senate. 

The  motion  was  agreed  to;  and  the 
Presiding  Officer  appointed  Mr.  Byrd  of 
Virginia,  Mr.  Long  of  Louisiana,  Mr. 
Smathers,  Mr.  Anderson,  Mr.  Williams 
of  Delaware,  Mr.  Carlson,  and  Mr. 
Bennett  conferees  on  the  part  of  the 
Senate. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
bill,  H.R.  8363,  be  printed  with  the 
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amendments  of  the  Senate  numbered, 
including  a  table  of  contents  following 
the  end  of  the  bill;  and  that  in  the  en¬ 
grossment  of  the  amendments  of  the 
Senate  to  the  bill,  the  Secretary  of  the 
Senate  be  authorized  to  make  all  neces¬ 
sary  technical  and  clerical  changes  and 
corrections,  Including  corrections  in 
section,  subsection,  and  so  forth,  desig¬ 
nations  and  cross-references  thereto. 

Mr.  PROXM3RE.  Mr.  President,  I 
want  to  pay  my  respects  to  the  tax  re¬ 
duction  bill  which  has  just  been  passed — 
and  I  choose  my  words  carefully — as  an 
unprincipled,  irresponsible,  regressive, 
super  budget  buster.  Furthermore,  it 
Is  inflationary.  It  cruelly  excludes  the 
aged.  It  excludes  85  percent  of  those 
over  65.  It  excludes  a  majority  of  the 
farmers  from  tax  benefits.  But  it  hits 
them  hard  with  inflation.  It  is  a  bad 
bill. 

Make  no  mistake — this  1964  tax  cut 
bill  inaugurates  a  brandnew  era  in 
American  economic  policy. 

What  is  the  new  policy  in  the  bill?  It 
is  that  the  Government  will  deliberately 
unbalance  the  budget — by  cutting  taxes 
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or  Increasing  spending  in  any  year  in 
which  unemployment  is  more  than  4  per¬ 
cent.  We  will  do  this  regardless  of  how 
prosperous  business  may  be,  or  how  high 
profits  are,  or  how  rapid  growth  is. 

As  the  President  said  in  his  economic 
message  to  the  Congress,  the  fact  is  that 
this  is  the  most  prosperous  peacetime 
year  in  peacetime  history.  It  is  a  year 
of  the  greatest  increase  in  personal  in¬ 
come,  savings,  gross  national  product  in 
our  history.  The  stock  market  is  at  an 
alltime  high — twice  as  high  as  1929. 
The  policy  we  follow  in  this  tax  bill  is 
an  explicit  violation  of  the  Democratic 
platform  adopted  in  1960  at  Los  Angeles. 
I  read  one  passage  from  it : 

We  believe,  moreover,  that  except  In  pe¬ 
riods  of  recession  or  national  emergency, 
these  needs  can  be  met  with  a  balanced 
budget  •  •  •  with  some  surplus  for  the 
gradual  reduction  of  our  national  debt. 

What  we  have  done  this  afternoon  is 
to  repudiate  that  platform  promise.  We 
now  have  made  it  clear  that  it  is  the 
policy  of  this  Congress — and  I  must  say 
the  policy  of  our  party  in  the  Congress — 
not  to  balance  the  budget  in  a  period  of 
our  greatest  prosperity.  Suppose  we  had 
followed  that  policy  since  1909,  Mr. 
President. 

Applied  historically,  this  policy  means 
that  between  1908  and  1917  taxes  should 
have  been  cut  deliberately,  or  spending 
Increased,  to  unbalance  the  budget  every 
year,  for  unemployment  exceeded  4  per¬ 
cent  every  year. 

Then,  between  1917  and  1919  when  we 
were  in  World  War  I,  and  unemployment 
was  low,  we  had  an  immensely  unbal¬ 
anced  budget,  of  course,  because  of  the 
huge  war  spending. 

From  1921  to  1941 — a  21-year  sweep — 
we  should  have  had,  if  we  had  followed 
this  policy,  deliberately  imbalanced  the 
budget  in  every  year  except  three,  1923, 
1926,  and  1929. 

During  World  War  II  and  the  Korean 
war  we  had  an  immensely  imbalanced 
budget,  because  of  our  necessary  military 
spending. 

Between  1954  and  1964,  if  we  had  fol¬ 
lowed  the  policy  which  now  has  been 
made  explicit  and  ratified  by  Congress, 
there  would  have  been  an  unbalanced 
budget  every  year  of  the  last  10  years 
with  one  exception. 

To  sum  up,  the  policy  of  placing  full 
and  ultimate  reliance  for  solving  unem¬ 
ployment  upon  a  fiscal  policy  of  an  un¬ 
balanced  budget  would  if  followed  in  the 
past  55  years  have  given  us  a  fantastic¬ 
ally  huge  national  debt.  If  followed  in 
the  future,  our  debt  and  eventually  our 
taxes  will  be  immense.  We  are  ignoring 
the  real  and  proven  methods  of  meeting 


our  unemployment  problem.  We  have 
done  nothing  about  early  retirement,  or 
monetary  policy.  We  have  created  a  sit¬ 
uation  now  where  monetary  policy  is  al¬ 
most  sure  to  be  restrictive,  and  likely  to 
offset  whatever  stimulative  effect  the  tax 
cut  may  give  us. 

We  have  established  the  beginning  of 
our  reliance  for  meeting  unemployment 
almost  entirely  on  unbalanced  budgets. 

There  are  other  elements  in  the  tax  bill 
which  are  almost  as  unfortunate  as  those 
which  I  have  mentioned.  This  tax  bill 
dictates  to  Federal  regulatory  bodies  that 
they  shall  ignore  full  after-tax  income 
in  computing  a  fair  return  to  utilities. 
It  requires  a  super  fair  return. 

As  I  have  said,  this  bill  is  expressly 
inflationary.  It  is  going  to  result  in  an 
increase  in  utility  rates  of  $630  million 
for  American  consumers  in  the  next  year, 
and  $6  billion  a  year  within  a  few  years. 
The  American  family’s  electric  light  bill, 
and  its  gas  bill  will  climb  and  climb  be¬ 
cause  of  the  express  direction  in  this  bill 
to  regulatory  bodies  that  they  must  per¬ 
mit  utilities  to  earn  more  than  a  fair  re¬ 
turn,  a  super  return  that  the  full  impact 
of  Federal  tax  reductions  specifically  the 
investment  credit  cannot  be  considered 
in  determining  utility  rates. 

Another  provision  of  the  bill  violates 
the  cherished  175-year-old  American 
legal  precedent  that  a  businessman  can 
depreciate  assets  he  buys  only  100  per¬ 
cent;. 

It  opens  the  door  to  tremendous  future 
abuse  because  it  provides  for  114  per¬ 
cent  depreciation.  Every  economist 
knows  that  when  demand  is  deliberately 
increased  by  a  $11.5  billion  tax  cut  in  a 
period  of  prosperity  when  prices  are  al¬ 
ready  high,  the  inflationary  effect  on 
our  economy  is  going  to  be  substantial 
indeed. 

As  I  have  said,  this  tax  bill  can  be 
summed  up  as  a  principle-busting, 
financially  irresponsible,  inflationary, 
regressive  monstrosity. 

At  the  same  time,  it  is  popular.  There 
is  nothing  a  politician  can  do  that  is 
more  popular  than  cutting  taxes. . 
Everybody  wants  to  cut  taxes. 

We  are  entering  into  a  new  wonderful 
era  for  the  politician.  It  means  we  are 
going  to  follow  for  the  future  the  policy 
of  cutting  taxes  regardless  of  what  the 
deficit  is,  or  how  prosperous  conditions 
are  and  if  that  does  not  work,  increase 
the  spending.  The  day  of  reckoning  is 
in  the  long  run,  but  as  Lord  Keynes  has 
said  in  the  long  run,  we  are  all  dead. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield  for  a  brief  observa¬ 
tion? 
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Mr.  PROXMIRE.  I  yield. 

Mr.  LAUSCHE.  I  do  not  quite  agree 
with  the  last  statement  made  by  the 
Senator.  In  Columbus,  Ohio,  the  ques¬ 
tion  was  before  the  people  as  to  what 
rate  of  fare  should  be  charged  on  the 
local  transportation  system.  The  com¬ 
pany  wanted  to  increase  it  to  10  cents. 
The  city  council  did  not  want  to  act 
upon  the  proposal.  The  mayor  did  not 
want  to  act.  So  the  question  was  placed 
before  the  voters:  “Shall  you  pay  a  5- 
cent  or  a  10-cent  fare?” 

To  the  great  amazement  of  everybody, 
after  the  arguments  were  made,  the  vot¬ 
ers  voted  for  the  10-cent  fare,  knowing 
that  that  was  sound  and  Just. 

Mr.  PROXMIRE.  The  Senator  from 
Ohio  makes  an  excellent  point.  If  the 
people  could  know,  or  if  they  were  told 
all  the  facts,  I  am  convinced  they  would 
be  against  the  tax  cut.  But  the  President 
of  the  United  States,  the  great  newspa¬ 
pers,  AFL-CIO,  the  U.S.  Chamber  of 
Commerce,  and  many  newspapers  in  the 
Nation  have  been  arguing  and  pleading 
loud  and  long  for  lower  taxes.  They 
have  publicized  the  case  for  tax  reduc¬ 
tions.  They  have  done  a  remarkable  job 
in  the  past  year. 

Mr.  President,  I  had  promised  to  yield 
to  the  Senator  from  Oregon  [Mr.  Morse], 
who  has  an  appointment  to  keep,  and  I 
shall  do  so  after  a  very  brief  statement. 

Unfortunately,  the  Senator  from 
Louisiana  [Mr.  Long],  who  has  been  the 
floor  manager  of  the  bill,  has  left  the 
floor.  I  want  to  say  that  this  not  only 
may  be  a  new  era  in  economic  policy  or 
tax  policy  for  this  Nation,  but  it  also  em¬ 
barks  on  a  new  era  in  Senate  tax  leader¬ 
ship.  I  think  the  Senator  from  Louisiana 
has  done  a  superb  job  on  the  floor  in 
managing  this  bill.  I  say  it  about  him 
though  he  was  the  leader  in  fighting 
against  every  amendment  I  proposed.  I 
have  never  seen  a  Senator  who  was  more 
forceful  and  effective.  He  beat  us,  and 
beat  us  very  badly.  I  regret  very  much 
that  he  has  won  and  as  I  said  yesterday 
won  so  smashingly.  Never  has  a  mon¬ 
strous  bill  had  such  a  remarkable  cham¬ 
pion. 

Mr.  President,  if  a  man  murdered  a 
crippled,  enfeebled  orphan  at  high  noon 
on  the  public  square  in  the  plain  view  of 
a  thousand  people,  I  am  convinced  after 
today’s  performance  that  If  the  Senator 
from  Louisiana  represented  that  guilty 


murderer,  the  jury  would  not  only  find 
the  murderer  innocent,  they  would  award 
the  defendant  a  million  dollars  on  the 
grounds  the  victim  had  provoked  him. 
The  Senator  from  Louisiana  not  only 
made  this  monstrous  tax  bill  appear  good 
enough  to  win  the  votes  of  an  overwhelm¬ 
ing  majority  of  Senators.  He  made  those 
of  us  who  fought  it  to  the  bitter  end  and 
suffered  defeat  grudgingly  enjoy  seeing 
an  obvious  legislative  artist  in  action. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  Let  me  yield  first  to 
the  Senator  from  Oregon. 
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REVENUE  ACT  OF  1964 

Mr.  MILLS.  Mr.  Speaker,  I  ask 
unanimous  consent  to  take  from  the 
Speaker’s  table  the  bill  (H.R.  8363)  to 
amend  the  Internal  Revenue  Code  of 
1954  to  reduce  individual  and  corporate 
income  taxes,  to  make  certain  structural 
changes  with  respect  to  the  income  tax, 
and  for  other  purposes,  with  Senate 
amendments  thereto,  disagree  to  the 
Senate  amendments,  and  agree  to  the 
conference  requested  by  the  Senate. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Arkansas? 

Mr.  HALLECK.  Mr.  Speaker,  reserv¬ 
ing  the  right  to  object,  and  I  shall  not 
object,  am  I  correct  in  my  understanding 
that  as  chairman  of  the  committee  you 
discussed  the  matter  with  the  gentleman 
from  Wisconsin  [Mr.  Byrnes],  the  rank¬ 
ing  minority  member,  and  this  meets 
with  his  approval? 

Mr.  MILLS.  The  gentleman  is  cor¬ 
rect.  I  had  hoped  the  gentleman  from 
Wisconsin  [Mr.  Byrnes]  would  be  here, 
but  he  has  evidently  been  delayed  in 
getting  here  this  morning. 

Mr.  HALLECK.  I  withdraw  my  res- 
servation  of  objection,  Mr.  Speaker. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Ar¬ 
kansas?  The  Chair  hears  none  and  ap¬ 
points  the  following  conferees:  Messrs. 
Mills,  King  of  California,  O’Brien  of 
Illinois,  Boggs,  Byrnes  of  Wisconsin, 
Curtis,  and  Knox. 
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